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Abstract 

Environmental, Social, and Governance (ESG) considerations have increasingly 

moved from the periphery of corporate responsibility discourse to the center of 

strategic decision-making. While a growing body of research examines the 

relationship between ESG performance and firm financial outcomes, much of the 

existing literature remains fragmented, often focusing on whether ESG matters 

rather than how it creates value. This conceptual paper addresses this gap by 

positioning ESG as a strategic architecture of value creation rather than a 

compliance-oriented or reputational tool. Drawing on stakeholder theory, the 

resource-based view, legitimacy theory, and agency theory, the study synthesizes 

prior research to identify the key mechanisms through which environmental 

efficiency, social capital, and governance quality contribute to sustainable business 

value. The paper develops an integrated conceptual framework that explains ESG-

driven value creation through pathways such as risk mitigation, operational 

efficiency, innovation, trust-building, and improved access to capital. By shifting the 

analytical focus from short-term financial performance to long-term value 

generation, this study contributes to the evolving ESG literature and offers a clearer 

theoretical foundation for future empirical research. The findings have important 

implications for managers seeking to embed ESG into core strategy, investors 

evaluating long-term firm resilience, and policymakers promoting sustainable 

economic development, particularly in emerging market contexts. 

 

Keywords: ESG, value creation, sustainability strategy, corporate governance, 

stakeholder theory 

 

 

1. Introduction 
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1.1 Changing Conceptions of Business Value 

For much of the twentieth century, business value was understood primarily through 

a financial lens. Profitability, shareholder returns, and market capitalization 

dominated both managerial decision-making and academic inquiry. This approach, 

grounded in shareholder primacy, treated social and environmental concerns as 

secondary considerations often framed as externalities or discretionary expenditures 

rather than strategic priorities. Over time, however, this narrow conception of value 

has proven increasingly inadequate. Environmental degradation, climate change, 

widening social inequalities, and repeated corporate governance failures have 

highlighted the limitations of business models driven solely by short-term financial 

gains. 

In response to these challenges, the idea of value creation has undergone a gradual 

but significant transformation. Contemporary scholarship and practice now 

recognize that firms operate within complex social, institutional, and ecological 

systems, and that long-term success depends on maintaining the health of these 

systems. This shift has given rise to broader frameworks that emphasize 

sustainability, responsibility, and stakeholder engagement as integral to business 

performance rather than peripheral concerns. 

Environmental, Social, and Governance (ESG) considerations have emerged as one 

of the most influential frameworks within this evolving landscape. Unlike earlier 

notions of corporate social responsibility, which were often voluntary and loosely 

defined, ESG provides a more structured and measurable approach to assessing how 

firms manage non-financial risks and opportunities. Investors, regulators, and other 

stakeholders increasingly rely on ESG indicators to evaluate corporate resilience, 

ethical conduct, and long-term growth potential. As a result, ESG has moved beyond 

moral rhetoric to become a central component of strategic and financial discourse. 

 

1.2 From Responsibility to Strategy 

The growing prominence of ESG reflects a deeper shift in how responsibility is 

conceptualized within business strategy. Initially, environmental and social 

initiatives were frequently treated as cost centers necessary for regulatory 

compliance or reputation management but largely disconnected from core value 

creation processes. This perception has gradually changed as evidence has 

accumulated suggesting that firms with strong ESG practices often exhibit superior 

risk management, operational efficiency, and stakeholder trust. 



Minnesota Journal of Business Law and Entrepreneurship 

Volume 2026, No. 1 

ISSN: 1540-3270 

261 
 

https://kommerstad.org 

For instance, environmental initiatives such as energy efficiency, waste reduction, 

and sustainable sourcing can directly lower operating costs while reducing exposure 

to regulatory and climate-related risks. Social practices related to employee well-

being, diversity, and supply chain responsibility can enhance productivity, 

innovation, and brand loyalty. Governance mechanisms, including board 

independence, transparency, and ethical leadership, can reduce agency costs and 

strengthen investor confidence. Collectively, these elements suggest that ESG is not 

merely about “doing good” but about “doing well” in a manner that is sustainable 

over time. 

Despite this shift, ESG integration remains uneven across firms and industries. Many 

organizations still approach ESG in a fragmented manner, treating environmental, 

social, and governance dimensions as separate or symbolic initiatives rather than as 

interconnected drivers of strategic value. This disconnect is mirrored in academic 

research, where studies often examine individual ESG components or rely on 

aggregate ESG scores without adequately unpacking the mechanisms through which 

ESG influences firm value. 

 

1.3 The Problem in Existing Literature 

A substantial body of empirical research has examined the relationship between ESG 

performance and financial outcomes such as return on assets, stock returns, or firm 

valuation. While numerous studies report a positive association between ESG and 

performance, others find mixed or context-dependent results. These inconsistencies 

have led to ongoing debates about whether ESG genuinely enhances firm value or 

merely reflects good management practices that are correlated with performance. 

One limitation of much of the existing literature is its outcome-oriented focus. By 

concentrating primarily on whether ESG affects financial performance, prior studies 

often overlook the underlying processes that link ESG practices to value creation. 

As a result, ESG is frequently treated as a black box measured, correlated, and 

debated, but insufficiently theorized. This gap is particularly evident in conceptual 

clarity: while ESG is widely discussed, there is limited consensus on how its 

environmental, social, and governance dimensions interact to generate long-term 

value. 

Another concern is the tendency to frame ESG as a short-term signaling mechanism 

rather than a long-term strategic investment. Such perspectives risk reducing ESG 

to a reputational or compliance tool, thereby underestimating its potential role in 
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shaping firm capabilities, stakeholder relationships, and competitive advantage. 

Without a clear conceptual foundation, managers may struggle to integrate ESG 

meaningfully into strategy, and researchers may continue to produce fragmented 

findings that fail to advance theory. 

 

1.4 Research Gap and Purpose of the Study 

The central gap addressed by this paper lies in the lack of an integrated, theory-

driven explanation of ESG as a driver of business value creation. While prior 

research provides valuable insights into ESG–performance linkages, it often stops 

short of explaining how and why ESG contributes to long-term value. There is a need 

to move beyond correlation-based analyses toward a deeper conceptual 

understanding of the mechanisms through which ESG operates. 

This study responds to that need by developing a comprehensive conceptual 

framework that positions ESG as a strategic architecture of value creation. Rather 

than viewing environmental, social, and governance practices as isolated initiatives, 

the paper conceptualizes ESG as a set of interrelated capabilities that influence firm 

value through multiple pathways, including risk mitigation, operational efficiency, 

innovation, trust-building, and improved access to capital. 

 

1.5 Objectives and Contribution 

The primary objectives of this paper are threefold. First, it seeks to synthesize 

existing ESG literature through established theoretical lenses in order to clarify the 

mechanisms linking ESG to value creation. Second, it aims to develop an integrated 

conceptual framework that explains how environmental, social, and governance 

dimensions jointly contribute to sustainable business value. Third, the paper aspires 

to shift the academic conversation from whether ESG matters to how it matters, 

thereby providing a more nuanced foundation for future empirical research. 

The contribution of this study is primarily theoretical. By grounding ESG in 

stakeholder theory, the resource-based view, legitimacy theory, and agency theory, 

the paper offers a coherent explanation of ESG-driven value creation that bridges 

fragmented streams of research. In doing so, it provides scholars with a clearer 

analytical framework and offers managers and policymakers practical insights into 

why ESG should be embedded within core business strategy rather than treated as 

an external obligation. 
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2. Evolution of ESG and the Concept of Value Creation 

2.1 From Shareholder Primacy to Broader Notions of Value 

The idea of value creation in business has not been static; rather, it has evolved 

alongside changing economic conditions, societal expectations, and institutional 

frameworks. Early economic and management theories largely equated value 

creation with profit maximization and shareholder wealth. Influential arguments in 

corporate governance emphasized that the primary responsibility of firms was to 

serve the interests of their owners, with social and environmental concerns viewed 

as constraints or externalities rather than intrinsic elements of value. 

Over time, this perspective began to face sustained criticism. Scholars and 

policymakers increasingly recognized that firms do not operate in isolation but are 

embedded in social, political, and ecological systems. Financial crises, 

environmental disasters, and corporate scandals exposed the costs of narrowly 

defined value creation, demonstrating that short-term financial success could coexist 

with long-term societal harm and organizational fragility. As a result, the notion of 

value expanded beyond immediate financial returns to include long-term 

sustainability, resilience, and legitimacy. 

This broader understanding of value creation laid the foundation for frameworks that 

integrate economic, social, and environmental dimensions. Concepts such as the 

triple bottom line and corporate sustainability reflected early attempts to articulate 

this expanded view. However, while these frameworks were influential in shaping 

discourse, they often lacked standardization and clear metrics, limiting their 

usefulness for investors and decision-makers. 

 

2.2 The Emergence of ESG as an Investment-Oriented Framework 

ESG emerged as a response to the limitations of earlier responsibility-based models. 

Unlike traditional corporate social responsibility, which was frequently criticized for 

being vague, voluntary, and philanthropic in nature, ESG was designed to be 

measurable, comparable, and financially relevant. Its development was closely tied 

to the growing interest of institutional investors in non-financial risks and long-term 

value drivers. 

Environmental factors captured issues such as resource efficiency, emissions, and 

exposure to climate-related risks. Social factors addressed labor practices, human 
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rights, customer relations, and community engagement. Governance factors focused 

on board structure, executive compensation, transparency, and ethical conduct. 

Together, these dimensions offered a structured way to assess how firms manage 

risks and opportunities that are not fully reflected in traditional financial statements. 

Importantly, ESG gained traction not merely as a moral or ethical framework but as 

a tool for evaluating long-term investment risk and return. Asset managers and 

pension funds increasingly argued that ESG-related issues could materially affect 

firm performance by influencing cash flows, cost of capital, and growth prospects. 

This investor-driven orientation distinguished ESG from earlier responsibility 

concepts and accelerated its adoption across global capital markets. 

 

 

 

2.3 ESG and the Reframing of Corporate Purpose 

The rise of ESG coincided with renewed debates about the purpose of the 

corporation. Rather than viewing firms solely as instruments for generating 

shareholder returns, many scholars and practitioners began to emphasize the role of 

businesses in creating value for a broader set of stakeholders. This reframing did not 

necessarily reject profitability; instead, it challenged the assumption that profits 

could be sustainably achieved without regard for social and environmental 

consequences. 

Within this context, ESG came to be seen as a mechanism through which firms could 

align their economic objectives with societal expectations. Environmental 

responsibility was linked to long-term resource security and innovation. Social 

responsibility was associated with human capital development, trust, and market 

legitimacy. Governance quality was recognized as essential for ensuring 

accountability, strategic coherence, and ethical decision-making. 

Crucially, ESG shifted the conversation from trade-offs between responsibility and 

performance to complementarities between sustainability and value creation. Rather 

than asking whether firms should sacrifice profits to act responsibly, ESG-oriented 

thinking emphasized how responsible practices could reinforce competitive 

advantage and long-term financial stability. 

 

2.4 Value Creation in the ESG Context 
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In the ESG context, value creation is best understood as a dynamic and multi-layered 

process. It encompasses not only financial outcomes but also the development of 

capabilities, relationships, and institutional legitimacy that enable firms to thrive 

over time. Environmental initiatives can generate value by improving efficiency, 

reducing regulatory exposure, and fostering innovation. Social practices can enhance 

value by strengthening employee engagement, customer loyalty, and supply chain 

resilience. Governance mechanisms can protect and enhance value by reducing 

agency problems, improving strategic oversight, and increasing investor confidence. 

This expanded view of value creation aligns with the growing recognition that 

intangible assets such as reputation, trust, and organizational culture play a critical 

role in determining firm success. ESG practices contribute directly to the 

accumulation and protection of these assets, even when their financial impact is not 

immediately observable. Consequently, ESG-related investments may appear costly 

in the short term while generating substantial benefits over longer time horizons. 

 

 

2.5 Limitations of Existing ESG Conceptualizations 

Despite its growing importance, ESG is not without conceptual challenges. One 

limitation lies in the tendency to treat ESG as a composite score, obscuring the 

distinct mechanisms through which environmental, social, and governance 

dimensions influence value. Another challenge concerns the variability of ESG 

metrics and ratings, which can lead to inconsistent assessments and undermine 

comparability across firms and markets. 

Moreover, much of the ESG discourse remains descriptive rather than explanatory. 

While studies frequently document associations between ESG performance and 

financial outcomes, fewer efforts are devoted to unpacking the causal pathways that 

connect ESG practices to value creation. This gap underscores the need for stronger 

theoretical grounding and integrative frameworks that can guide both research and 

practice. 

 

2.6 Implications for Theory Development 

Understanding the evolution of ESG alongside changing conceptions of value 

creation highlights the need for a more robust theoretical foundation. ESG should 

not be viewed merely as an add-on to existing business models but as a lens through 
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which value creation itself is redefined. By integrating insights from established 

theories of the firm, researchers can move beyond surface-level correlations and 

develop richer explanations of how ESG contributes to sustainable competitive 

advantage. 

This perspective sets the stage for the theoretical discussion that follows. The next 

section draws on key theoretical frameworks to explain why ESG practices can serve 

as powerful drivers of long-term business value, thereby providing a conceptual 

bridge between ESG adoption and value creation outcomes. 

 

3. Theoretical Foundations Linking ESG and Value Creation 

A meaningful understanding of ESG as a driver of business value requires strong 

theoretical grounding. Without theory, ESG risks being interpreted as a descriptive 

trend or a managerial fashion rather than a substantive mechanism of value creation. 

This section draws on four well-established theoretical perspectives stakeholder 

theory, the resource-based view, legitimacy theory, and agency theory to explain 

why and how ESG practices can contribute to sustainable firm value. Together, these 

theories provide a coherent conceptual foundation that connects ESG dimensions to 

long-term economic and strategic outcomes. 

 

3.1 Stakeholder Theory: Value Beyond Shareholders 

Stakeholder theory challenges the traditional assumption that firms exist solely to 

maximize shareholder wealth. Instead, it argues that organizations depend on a wide 

range of stakeholders including employees, customers, suppliers, communities, and 

regulators for their survival and success. From this perspective, value creation is not 

limited to financial returns but involves balancing and integrating the interests of 

multiple stakeholder groups. 

ESG aligns closely with stakeholder theory because each of its dimensions reflects 

responsibilities toward key stakeholders. Environmental practices address the 

interests of society and future generations by mitigating ecological harm. Social 

practices reflect a firm’s relationship with employees, customers, and communities. 

Governance practices ensure accountability and fairness in decision-making 

processes that affect all stakeholders. By attending to these concerns, firms can 

strengthen stakeholder relationships, reduce conflict, and build trust. 
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Strong stakeholder relationships are themselves valuable assets. Trust and 

cooperation lower transaction costs, improve information flows, and enhance 

organizational resilience. Firms that actively engage stakeholders through ESG 

initiatives are better positioned to anticipate expectations, manage social and 

environmental risks, and secure long-term support. From a stakeholder theory 

perspective, ESG-driven value creation emerges not as a trade-off but as a 

consequence of aligning business strategy with stakeholder interests. 

 

3.2 Resource-Based View: ESG as a Source of Competitive Advantage 

The resource-based view (RBV) of the firm provides another powerful lens through 

which to understand ESG-driven value creation. RBV posits that sustainable 

competitive advantage arises from resources and capabilities that are valuable, rare, 

inimitable, and difficult to substitute. While traditional RBV research focused on 

tangible assets and technical capabilities, contemporary interpretations increasingly 

emphasize intangible resources such as reputation, organizational culture, and 

relational capital. 

ESG practices contribute directly to the development of such intangible resources. 

Environmental initiatives can foster innovation capabilities and operational 

efficiencies that are difficult for competitors to replicate. Social practices can 

strengthen human capital through improved employee engagement, skill 

development, and organizational commitment. Governance structures can embed 

disciplined decision-making and ethical norms that enhance strategic consistency 

over time. 

Importantly, many ESG-related capabilities are path-dependent. They develop 

gradually through learning, investment, and cultural alignment, making them 

difficult for rivals to imitate quickly. As a result, ESG can function as a strategic 

resource that supports long-term value creation rather than short-term performance 

gains alone. Through the RBV lens, ESG is not merely a set of external obligations 

but a means of building internal capabilities that underpin sustained competitive 

advantage. 

 

3.3 Legitimacy Theory: ESG and the Social License to Operate 

Legitimacy theory emphasizes the importance of societal approval for organizational 

survival. According to this perspective, firms operate within a broader social system 

and must conform to prevailing norms, values, and expectations in order to maintain 
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legitimacy. When organizational actions are perceived as inconsistent with societal 

expectations, firms risk losing their social license to operate, which can result in 

regulatory sanctions, consumer backlash, or reputational damage. 

ESG plays a critical role in maintaining and enhancing organizational legitimacy. 

Environmental stewardship, responsible labor practices, and transparent governance 

signal alignment with societal values related to sustainability, fairness, and 

accountability. These signals are particularly important in contexts characterized by 

heightened public scrutiny, such as industries with significant environmental 

impacts or firms operating in emerging markets with institutional constraints. 

Legitimacy contributes to value creation by reducing uncertainty and protecting 

firms from external shocks. Organizations perceived as legitimate are more likely to 

receive regulatory support, attract customers, and retain investor confidence during 

periods of crisis. In this sense, ESG acts as a form of reputational insurance, 

buffering firms against risks that may not be captured by traditional financial metrics. 

Legitimacy theory thus helps explain why ESG investments can generate long-term 

value even when their immediate financial returns are not apparent. 

 

3.4 Agency Theory: Governance and Value Protection 

While stakeholder theory, RBV, and legitimacy theory highlight value creation 

mechanisms, agency theory focuses on value protection. Agency theory examines 

the relationship between principals (shareholders) and agents (managers), 

emphasizing the risks that arise when managerial interests diverge from those of 

owners. Weak governance structures can lead to opportunistic behavior, inefficient 

resource allocation, and erosion of firm value. 

The governance dimension of ESG directly addresses these agency-related concerns. 

Board independence, transparent disclosure, ethical leadership, and aligned 

executive incentives can reduce agency costs and improve the quality of strategic 

decision-making. Strong governance also enhances monitoring and accountability, 

ensuring that environmental and social initiatives are pursued in ways that genuinely 

support long-term value rather than serving as symbolic or self-serving actions. 

From an agency theory perspective, governance is the foundation upon which 

environmental and social value creation rests. Without effective governance, ESG 

initiatives risk becoming superficial or misaligned with firm strategy. Conversely, 

robust governance structures can amplify the value-creating potential of 
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environmental and social practices by ensuring consistency, credibility, and long-

term orientation. 

 

3.5 Integrating Theoretical Perspectives 

Individually, each of these theories offers valuable insights into specific aspects of 

ESG-driven value creation. Collectively, they provide a more comprehensive 

explanation. Stakeholder theory explains why addressing ESG concerns is 

strategically relevant. The resource-based view clarifies how ESG can generate 

competitive advantage. Legitimacy theory highlights the role of ESG in securing 

societal acceptance and stability. Agency theory underscores the importance of 

governance in protecting and sustaining value. 

Integrating these perspectives allows ESG to be conceptualized not as a fragmented 

set of initiatives but as an interconnected system of practices that shape firm value 

over time. This integrative approach moves beyond simplistic debates about the 

costs and benefits of ESG and instead emphasizes the structural and strategic role of 

ESG in modern business. 

 

3.6 Implications for ESG Research 

The theoretical foundations discussed in this section suggest that ESG-driven value 

creation is multifaceted, context-dependent, and inherently long-term. This has 

important implications for future research. Rather than relying solely on aggregate 

ESG scores or short-term performance indicators, scholars should pay greater 

attention to underlying mechanisms, mediating variables, and time horizons. 

The next section builds on these theoretical insights by examining ESG as a set of 

concrete value drivers. By unpacking the environmental, social, and governance 

dimensions individually, the paper illustrates how ESG translates from abstract 

principles into specific pathways of business value creation. 

4. ESG as Drivers of Value Creation 

Building on the theoretical foundations discussed in the previous section, this section 

examines how the three dimensions of ESG environmental, social, and governance 

function as concrete drivers of business value. Rather than treating ESG as an 

abstract or aggregated construct, the discussion unpacks each dimension to illustrate 

the specific mechanisms through which value is created and sustained over time. 
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This approach helps clarify why ESG should be understood as an integral component 

of business strategy rather than as a peripheral or symbolic activity. 

 

4.1 Environmental Practices and Value Creation 

Environmental practices are often the most visible aspect of ESG, particularly in 

industries with significant ecological footprints. Historically, environmental 

initiatives were perceived primarily as compliance costs imposed by regulation. 

However, this perception has shifted as firms increasingly recognize the strategic 

and economic benefits of proactive environmental management. 

One of the most direct value-creation mechanisms associated with environmental 

practices is operational efficiency. Investments in energy efficiency, waste reduction, 

and resource optimization can lower production costs and improve margins over 

time. For example, reducing energy consumption not only decreases expenses but 

also insulates firms from volatility in energy prices. Similarly, efficient use of raw 

materials reduces dependency on scarce resources and enhances supply chain 

stability. 

Environmental practices also play a critical role in risk management. Climate change, 

environmental regulation, and resource scarcity pose material risks to business 

operations. Firms that proactively address these risks through emissions reduction, 

sustainable sourcing, and environmental monitoring are better positioned to 

anticipate regulatory changes and avoid costly disruptions. From a value creation 

perspective, such practices contribute to earnings stability and long-term asset 

protection. 

Innovation represents another important pathway through which environmental 

practices create value. The pursuit of environmental sustainability often stimulates 

the development of new technologies, processes, and products. Eco-innovation can 

open new markets, enhance product differentiation, and strengthen competitive 

positioning. In many cases, environmentally responsible products command 

premium pricing or attract environmentally conscious consumers, thereby 

contributing to revenue growth. 

Beyond these tangible benefits, environmental responsibility enhances corporate 

reputation and legitimacy. Firms perceived as environmentally responsible are more 

likely to gain public trust and regulatory goodwill, which can translate into smoother 

project approvals, reduced conflict with communities, and greater strategic 
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flexibility. While these benefits may be difficult to quantify in the short term, they 

play a crucial role in sustaining long-term value. 

 

4.2 Social Practices and Value Creation 

The social dimension of ESG focuses on how firms manage relationships with 

people both within and outside the organization. Social practices encompass a wide 

range of issues, including employee well-being, diversity and inclusion, labor 

standards, customer relations, and community engagement. These practices are 

central to value creation because they directly influence human capital, trust, and 

relational assets. 

Human capital is one of the most significant sources of competitive advantage in 

knowledge-driven economies. Firms that invest in employee development, health, 

safety, and inclusion tend to experience higher levels of engagement, productivity, 

and retention. Reduced turnover lowers recruitment and training costs, while 

motivated employees contribute more effectively to innovation and problem-solving. 

Over time, these effects accumulate, strengthening organizational performance and 

resilience. 

Social practices also shape relationships with customers and other external 

stakeholders. Ethical marketing, product safety, and respect for customer rights build 

trust and loyalty, which are essential for sustaining revenue streams in competitive 

markets. In an era of increased transparency and social media scrutiny, lapses in 

social responsibility can quickly erode brand value and trigger reputational crises. 

Conversely, firms with strong social credentials are better positioned to maintain 

customer confidence during periods of uncertainty. 

Supply chain management is another critical area where social practices create value. 

Responsible sourcing, fair labor practices, and supplier engagement reduce the risk 

of disruptions, legal liabilities, and reputational damage. Firms that collaborate with 

suppliers to improve social standards often benefit from greater reliability, quality, 

and innovation within their supply chains. These benefits reinforce operational 

continuity and long-term value creation. 

Community engagement further contributes to social value creation by strengthening 

a firm’s social license to operate. Companies that invest in local communities 

through employment, infrastructure, or social programs tend to face fewer conflicts 

and enjoy more stable operating environments. While such initiatives may not yield 
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immediate financial returns, they reduce social risk and enhance long-term 

legitimacy. 

 

4.3 Governance Practices and Value Creation 

Governance forms the backbone of ESG-driven value creation by shaping how 

decisions are made, monitored, and aligned with long-term objectives. Strong 

governance ensures that environmental and social initiatives are not merely symbolic 

but are integrated into corporate strategy and accountability structures. 

One of the primary value-creation mechanisms associated with governance is the 

reduction of agency costs. Effective boards, transparent reporting, and aligned 

executive incentives help ensure that managerial actions are consistent with 

shareholder and stakeholder interests. By reducing opportunistic behavior and 

improving oversight, governance practices protect firm value and enhance strategic 

coherence. 

Governance quality also influences access to capital. Investors increasingly view 

strong governance as a signal of credibility, discipline, and long-term orientation. 

Firms with transparent governance structures and robust risk management systems 

often enjoy lower costs of capital and greater investor confidence. This financial 

advantage can be reinvested in growth, innovation, and sustainability initiatives, 

creating a virtuous cycle of value creation. 

Ethical leadership and corporate integrity represent additional governance-related 

value drivers. Firms that cultivate ethical cultures are less likely to experience fraud, 

corruption, or regulatory penalties. Avoiding such failures protects financial 

performance and preserves reputational capital. Moreover, ethical leadership 

reinforces stakeholder trust, which amplifies the value created through 

environmental and social practices. 

Importantly, governance acts as an enabling mechanism for the other ESG 

dimensions. Without strong governance, environmental and social initiatives may 

lack strategic direction, consistency, or credibility. Governance ensures that ESG 

efforts are embedded in decision-making processes, performance evaluation, and 

long-term planning. 

 

4.4 Complementarity and Interaction Effects 
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While environmental, social, and governance practices each contribute to value 

creation in distinct ways, their true potential lies in their interaction. ESG dimensions 

are complementary rather than independent. Strong governance enhances the 

effectiveness of environmental and social initiatives by providing oversight and 

alignment. Environmental responsibility reinforces social legitimacy and 

stakeholder trust. Social engagement supports governance effectiveness by fostering 

transparent and inclusive organizational cultures. 

These interaction effects suggest that integrated ESG strategies are likely to generate 

greater value than isolated initiatives. Firms that treat ESG holistically can leverage 

synergies across dimensions, strengthening their overall strategic position. This 

integrated perspective challenges fragmented approaches to ESG and underscores 

the importance of coherence and long-term commitment. 

 

4.5 Summary of ESG Value Drivers 

In summary, ESG drives value creation through multiple, interrelated pathways. 

Environmental practices contribute through efficiency, innovation, and risk 

mitigation. Social practices enhance human capital, trust, and relational stability. 

Governance practices protect and amplify value by ensuring accountability, 

transparency, and strategic alignment. Together, these dimensions form a 

comprehensive framework for sustainable value creation that extends beyond short-

term financial performance. 

The next section builds on this analysis by integrating these mechanisms into a 

unified conceptual framework. This framework illustrates how ESG dimensions 

interact to create long-term business value and provides a foundation for future 

empirical investigation. 

 

 

5. Integrated Conceptual Framework of ESG-Driven Value Creation 

Having examined the environmental, social, and governance dimensions 

individually, this section integrates these elements into a unified conceptual 

framework. The purpose of this framework is to move beyond fragmented 

interpretations of ESG and to offer a coherent explanation of how ESG functions as 

a system of value creation rather than as a collection of isolated practices. 
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5.1 ESG as an Interconnected System 

A central argument of this paper is that ESG should be understood as an 

interconnected system in which environmental, social, and governance dimensions 

reinforce one another. Treating ESG components independently risks 

underestimating their cumulative and interactive effects. For example, strong 

environmental performance may generate efficiency gains and innovation, but 

without effective governance, such initiatives may lack strategic continuity or 

credibility. Similarly, social initiatives can enhance employee engagement and 

customer trust, but their long-term impact depends on governance mechanisms that 

institutionalize ethical behavior and accountability. 

In this integrated framework, governance occupies a foundational role. It provides 

the structures and processes through which environmental and social initiatives are 

prioritized, monitored, and aligned with long-term strategic objectives. 

Environmental and social practices, in turn, generate relational and operational 

benefits that strengthen stakeholder trust and organizational resilience. The 

interaction among these dimensions creates a reinforcing cycle of value creation that 

extends beyond short-term financial metrics. 

 

5.2 Value Creation Pathways 

The proposed framework identifies several key pathways through which ESG 

contributes to business value. These pathways operate simultaneously and often 

interact over time. 

First, ESG contributes to value creation through risk mitigation and resilience. 

Environmental risk management reduces exposure to regulatory penalties and 

climate-related disruptions. Social responsibility lowers the likelihood of labor 

disputes, consumer boycotts, and supply chain breakdowns. Governance 

mechanisms protect firms from fraud, mismanagement, and reputational crises. 

Together, these effects stabilize earnings and protect long-term value. 

Second, ESG enhances operational efficiency and innovation. Environmental 

initiatives reduce waste and energy costs, while social practices improve workforce 

productivity and collaboration. Governance structures facilitate strategic decision-

making and resource allocation. These efficiencies and innovations support 

sustainable growth rather than short-lived performance gains. 

Third, ESG strengthens stakeholder trust and legitimacy. Firms that demonstrate 

responsible behavior across ESG dimensions are more likely to earn the confidence 
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of investors, employees, customers, regulators, and communities. Trust reduces 

transaction costs, facilitates cooperation, and enhances a firm’s social license to 

operate. Over time, legitimacy becomes a valuable intangible asset that supports 

competitive advantage. 

Fourth, ESG improves access to capital and market valuation. Investors 

increasingly incorporate ESG considerations into risk assessment and portfolio 

allocation. Firms with credible ESG strategies and transparent governance often 

benefit from lower costs of capital and stronger investor support. These financial 

advantages further reinforce the firm’s capacity to invest in long-term value creation 

initiatives. 

 

5.3 Mediating and Reinforcing Mechanisms 

An important feature of the framework is its emphasis on mediating mechanisms. 

ESG does not create value automatically or instantaneously. Instead, its effects are 

mediated by factors such as organizational culture, stakeholder relationships, and 

strategic alignment. For instance, environmental investments generate value when 

they lead to efficiency gains or innovation, not simply because they exist. Social 

initiatives contribute to performance when they foster genuine engagement and trust 

rather than symbolic compliance. 

The framework also highlights reinforcing mechanisms. Improvements in one ESG 

dimension can amplify the effectiveness of others. Strong governance enhances the 

credibility of environmental disclosures and social commitments. Positive social 

relationships improve internal compliance and ethical behavior, strengthening 

governance outcomes. Environmental leadership reinforces social legitimacy, which 

in turn supports regulatory cooperation and community acceptance. These feedback 

loops underscore the dynamic nature of ESG-driven value creation. 

 

5.4 Time Horizon and Long-Term Orientation 

A defining characteristic of ESG-driven value creation is its long-term orientation. 

Many ESG benefits accrue gradually and may not be immediately reflected in 

financial statements. This temporal dimension helps explain why short-term 

performance metrics may fail to capture the full value of ESG initiatives. The 

framework therefore emphasizes the importance of aligning ESG strategy with long-

term planning, investment horizons, and performance evaluation systems. 
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By adopting a long-term perspective, firms can better appreciate ESG as an 

investment in future competitiveness rather than as a short-term cost. This 

perspective also aligns with the interests of long-term investors and other 

stakeholders who prioritize stability, resilience, and sustainable growth. 

 

5.5 Contribution of the Framework 

The integrated conceptual framework developed in this paper contributes to ESG 

scholarship in several ways. First, it provides a clearer theoretical explanation of 

how ESG creates value, addressing a key gap in existing literature. Second, it moves 

beyond binary debates about the costs and benefits of ESG by emphasizing 

mechanisms, interactions, and time horizons. Third, it offers a foundation for future 

empirical research by identifying specific pathways and mediators that can be tested 

across contexts and industries.By conceptualizing ESG as a strategic architecture of 

value creation, the framework encourages both researchers and practitioners to adopt 

a more holistic and long-term view of responsible business practices. 

 

Figure. Integrated conceptual framework illustrating ESG as a strategic driver of 

sustainable business value creation through mediating and reinforcing mechanisms. 

 

6. Discussion and Implications 
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This section interprets the integrated framework developed in the preceding sections 

and situates it within broader academic and practical debates. Rather than reiterating 

descriptive claims about ESG, the discussion focuses on what the framework 

clarifies, why prior findings appear inconsistent, and how ESG-driven value 

creation should be understood in strategic terms. The section then outlines 

theoretical, managerial, and policy implications. 

 

6.1 Reframing ESG: From Cost and Compliance to Strategic Architecture 

One of the central insights emerging from this study is that ESG should not be 

conceptualized as a peripheral or reactive set of practices. Much of the skepticism 

surrounding ESG arises from approaches that frame it as an externally imposed 

burden driven by regulation, activist pressure, or reputational concerns. When 

viewed in this way, ESG initiatives appear costly, discretionary, and weakly 

connected to core business objectives. 

The framework developed in this paper challenges that view by positioning ESG as 

a strategic architecture through which firms create, protect, and sustain value over 

time. Environmental, social, and governance practices are shown to influence value 

through identifiable mechanisms such as efficiency gains, innovation, trust 

formation, and risk reduction. Importantly, these mechanisms are neither automatic 

nor universal; they depend on strategic integration, organizational commitment, and 

governance quality. 

This reframing helps explain why ESG outcomes vary across firms and contexts. 

ESG does not generate value simply because a firm reports high scores or adopts 

visible initiatives. Value emerges when ESG is embedded in decision-making 

processes, resource allocation, and long-term strategic intent. Firms that treat ESG 

as symbolic or compliance-driven are unlikely to realize its full value-creating 

potential. 

 

6.2 Explaining Mixed Empirical Findings in ESG Research 

The conceptual framework also sheds light on the mixed empirical evidence found 

in ESG–performance studies. Prior research often relies on aggregate ESG indices 

and short-term financial indicators, which may obscure underlying dynamics. If 

ESG-driven value creation unfolds over extended time horizons and through indirect 

mechanisms, then short-term or cross-sectional analyses may fail to capture its 

effects. 
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Moreover, empirical inconsistency can arise from differences in how firms 

implement ESG. Two firms may receive similar ESG ratings while pursuing 

fundamentally different strategies one integrating ESG into core operations, the 

other engaging in surface-level compliance. Without accounting for governance 

quality, strategic coherence, and organizational context, empirical models risk 

conflating fundamentally different phenomena. 

By emphasizing mediating and reinforcing mechanisms, this paper suggests that 

future empirical work should move beyond simple ESG–performance correlations. 

Researchers should examine how ESG practices translate into intermediate 

outcomes such as innovation capability, stakeholder trust, or risk resilience, and how 

these outcomes, in turn, influence long-term value. 

 

6.3 Theoretical Implications 

From a theoretical perspective, this study contributes by integrating multiple lenses 

that are often applied in isolation. Stakeholder theory explains why ESG concerns 

are strategically relevant, the resource-based view clarifies how ESG can generate 

competitive advantage, legitimacy theory highlights ESG’s role in securing societal 

approval, and agency theory underscores the importance of governance in protecting 

value. 

Bringing these perspectives together advances ESG theory in two ways. First, it 

moves the literature away from normative or purely descriptive treatments of ESG 

toward a more explanatory, mechanism-based understanding. Second, it positions 

ESG not as a departure from strategic management theory but as an extension of it 

one that reflects contemporary business realities where intangible assets, legitimacy, 

and resilience are central to value creation. 

This integrative approach also opens new avenues for theory development, 

particularly around the interaction effects among ESG dimensions and the temporal 

nature of value creation. 

 

6.4 Managerial Implications 

For managers, the findings of this paper underscore the importance of treating ESG 

as a strategic investment rather than as a reporting exercise. Environmental 

initiatives should be aligned with efficiency and innovation goals, social practices 



Minnesota Journal of Business Law and Entrepreneurship 

Volume 2026, No. 1 

ISSN: 1540-3270 

279 
 

https://kommerstad.org 

should be embedded in human capital and stakeholder strategies, and governance 

mechanisms should ensure accountability and long-term orientation. 

Managers should also recognize that ESG benefits are cumulative and 

interdependent. Isolated initiatives may generate limited returns, whereas integrated 

ESG strategies can create reinforcing cycles of value. This requires cross-functional 

coordination, leadership commitment, and performance metrics that capture long-

term outcomes rather than short-term financial fluctuations. 

Importantly, the framework suggests that governance is the linchpin of ESG 

effectiveness. Without strong governance structures, ESG initiatives risk becoming 

fragmented, inconsistent, or vulnerable to managerial opportunism. Boards and 

senior leadership therefore play a critical role in ensuring that ESG contributes 

meaningfully to value creation. 

 

6.5 Policy and Investor Implications 

For policymakers, the study highlights the need to move beyond prescriptive or box-

ticking approaches to ESG regulation. Policies that encourage transparency, long-

term disclosure, and governance quality are more likely to support genuine value 

creation than those focused solely on compliance metrics. In emerging economies, 

where institutional trust and regulatory capacity may be uneven, ESG can serve as 

an important mechanism for aligning business activity with broader development 

goals. 

For investors, the framework reinforces the importance of qualitative judgment 

alongside quantitative ESG scores. Assessing how ESG is integrated into strategy, 

governance, and operations is crucial for evaluating long-term firm value. Investors 

with longer horizons are particularly well-positioned to benefit from ESG-driven 

value creation, as many of its returns materialize gradually. 

 

 

7. Limitations and Future Research Directions 

While this study offers a comprehensive conceptual framework for understanding 

ESG as a driver of business value creation, it is not without limitations. Recognizing 

these limitations is essential both for situating the contribution of the paper and for 

guiding future research in this evolving field. 
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7.1 Conceptual Nature of the Study 

The main limitation of this paper stems from its conceptual nature. The framework 

is built through theoretical synthesis and close interpretation of existing literature, 

rather than through original empirical testing. While this approach makes it possible 

to integrate multiple theoretical perspectives and develop clearer conceptual insights, 

it also means that the relationships proposed in the framework have not been 

empirically verified. For this reason, the framework should be viewed as a starting 

point for further inquiry rather than as a definitive explanation of causal relationships. 

Future research could address this limitation by empirically examining the proposed 

value-creation pathways. Longitudinal studies, in particular, would be well suited to 

capturing the longer-term effects of ESG practices and to assessing whether 

mechanisms such as risk mitigation, innovation, and stakeholder trust unfold in 

practice as suggested by the framework. Such work would help clarify how ESG-

driven value creation varies across different contexts and over time. 

 

7.2 Measurement and Data Constraints in ESG Research 

Another limitation of this study relates to the broader and ongoing challenges 

surrounding ESG measurement. ESG ratings and disclosure practices differ 

considerably across data providers, often producing inconsistent assessments of the 

same firm’s ESG performance. These variations make it difficult to draw clear 

empirical conclusions and can also create confusion for managers attempting to 

interpret ESG information for strategic decision-making. Although this paper 

intentionally avoids reliance on specific ESG metrics, future research building on 

the proposed framework will need to engage more carefully with questions of 

measurement choice, data reliability, and comparability. 

Future studies may also benefit from moving beyond purely quantitative approaches. 

Combining ESG scores with qualitative insights into organizational strategy, 

governance processes, and corporate culture could offer a more nuanced 

understanding of how ESG practices are actually implemented within firms. Mixed-

method research designs, in particular, may help capture the gap that often exists 

between reported ESG performance and the realities of value creation in practice. 

 

7.3 Contextual and Sectoral Considerations 
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The framework developed in this paper is intended to have broad relevance across 

different industries and institutional settings. At the same time, it is important to 

acknowledge that ESG priorities and value-creation processes are unlikely to be 

uniform across contexts. The relative importance of environmental, social, and 

governance issues can vary considerably depending on industry characteristics, 

regulatory regimes, and cultural expectations. For instance, environmental concerns 

tend to be particularly prominent in resource-intensive sectors, whereas governance-

related issues may be more critical in industries marked by complex ownership 

structures or concentrated control. 

Future research could build on this framework by paying closer attention to such 

contextual differences. Sector-specific or country-level studies may offer deeper 

insights into how ESG operates under varying institutional conditions. Research 

focused on emerging economies, in particular, could shed light on how institutional 

voids, regulatory uncertainty, and ongoing social development challenges influence 

the ways in which ESG practices contribute to business value. Such work would help 

refine the framework and enhance its relevance across diverse economic and 

institutional landscapes. 

 

7.4 Directions for Future Research 

Building on these limitations, several meaningful directions for future research 

naturally emerge. One important avenue lies in examining the conditions under 

which ESG practices actually translate into value. Factors such as leadership 

commitment, organizational culture, and the intensity of market competition are 

likely to shape both the direction and strength of ESG-driven outcomes. 

Longitudinal studies would be particularly valuable in this regard, as they could 

capture how ESG strategies unfold over time and whether their value-creating 

effects deepen, stabilize, or diminish as organizations and external conditions evolve. 

There is also considerable scope to explore how ESG interacts with other strategic 

priorities within firms. For instance, future research could examine how ESG aligns 

with digital transformation initiatives or innovation strategies, and whether such 

alignment strengthens long-term competitiveness. Understanding how ESG is 

woven into broader strategic agendas may provide richer insights into its role not 

just as a responsibility framework, but as a core component of sustainable business 

strategy. 
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8. Conclusion 

This article set out to reposition ESG not as a peripheral responsibility or a rules-

and-compliance afterthought, but as a central engine of strategic value creation for 

business. By integrating insights from stakeholder theory, the resource-based view, 

legitimacy theory, and agency theory, the study advances a unified conceptual 

framework that explains how environmental, social, and governance practices 

contribute to the creation and sustainability of business value over time. 

The analysis demonstrates that ESG-driven value is realized through multiple, 

interconnected pathways, including operational efficiency, innovation, risk 

management, trust-building, and improved access to capital. Crucially, these 

outcomes are not automatic. Their realization depends on the degree of strategic 

integration and the strength of governance structures. ESG initiatives that remain 

fragmented, symbolic, or decoupled from core strategy are unlikely to generate 

lasting value, whereas those embedded within organizational decision-making can 

enhance competitive advantage and long-term resilience. 

By shifting the analytical focus away from the narrow question of whether ESG and 

financial performance are merely correlated, and toward a deeper examination of 

how ESG creates value, this paper makes a meaningful theoretical contribution to 

the literature on responsible business. The proposed conceptual model provides a 

foundation for future empirical research and offers practical insights for managers, 

investors, and policymakers seeking to align economic performance with social and 

environmental objectives. 

In a period marked by heightened uncertainty and pressing global challenges, ESG 

should not be understood as a passing trend. Rather, it reflects a fundamental 

rethinking of how businesses can operate in more sustainable and responsible ways 

while creating enduring value. 
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