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___________________________________________________________________________ 

Abstract:  This theoretical paper discusses the concept of greenwashing in the palm oil sector 

of Malaysia with specific reference to sustainability reporting and its financial implications. 

With the growing importance of environmental, social, and governance (ESG) reporting in the 

formation of corporate legitimacy and investment decision-making, there has been a growing 

focus on the degree to which sustainability reporting captures substantive environmental 

performance, as opposed to symbolic compliance. The rising instances of greenwashing are 

threatening to erode stakeholder confidence, to distort competition in the market, and to hide 

material environmental impacts, particularly in environmentally sensitive industries such as 

palm oil. Grounded in legitimacy theory, this paper develops a conceptual framework that 

explains the drivers and the processes that lead to greenwashing in corporate sustainability 

reporting and how the practices mediate the relationship between sustainability disclosure and 

firm-level performance. This study further introduces third-party verification as a moderating 

mechanism that shapes the credibility of sustainability disclosures and their financial 

consequences. The Malaysian environment, defined by compulsory Malaysian Sustainable 

Palm Oil (MSPO) certification, increased international scrutiny, and growing ESG regulatory 

demands, offers a severe environment in which sustainability claims and its financial 

consequences can be evaluated. The paper also explains on the possible implications of the 
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greenwashing on reputational risk, capital access, cost of finance and long-term financial 

sustainability. The research has conceptual value in that it has made conceptual development 

in proposing theories and offering policy implications to the regulators, investors, and 

corporate decision-makers to enhance the credibility of sustainability reporting in the 

environmentally sensitive industries.  

 

Keywords: greenwashing, sustainability reporting, palm oil industry, Malaysia, financial 

implications 

___________________________________________________________________________ 

 

Introduction  

The palm oil industry is one of the major economic contributors of the country since Malaysia 

is the second-largest palm oil producer, with an export value of more than RM114 billion in 

2024 and a share of about 2.3% of GDP and close to a third of the world supply (MPOC, 2025; 

Selangor Journal, 2025). The industry contributes to employment, rural development, and 

foreign exchange earnings and covers 5.612 million hectares in planted area in 2024, a 17% 

decrease compared to the year before as a result of replanting efforts and land-use conversion 

(MPOB, 2024). Although palm oil farming has been an effective high-yield crop in terms of 

the oil yield per hectare compared to other vegetable oils, the production of palm oil has 

continued to be linked with deforestation, loss of biodiversity, and greenhouse gas emissions, 

especially by the conversion of peatlands (Meijaard et al., 2020; Colchester et al., 2019). The 

environmental externalities have increased global questioning and increased demands of 

plausible sustainability undertakings by the producers of Malaysian palm oil. The prevalence 

of greenwashing within the sustainability reports of major palm oil corporations suggests that 

sustainability discourse is strategically constructed to reinforce corporate reputation and 

organizational legitimacy, rather than to reflect a substantive commitment to ecological 

integrity and social transformation (Ahmar et al., 2025). In addition, Silvan et al. (2026) 

highlight the importance of adopting interdisciplinary perspectives and implementing practical, 

policy-oriented strategies to effectively address greenwashing and promote genuine 

sustainability practices. In Malaysia, the rise in environmental consciousness and regulatory 

requirements has led to increased scrutiny of greenwashing, particularly within the palm oil 

industry. 

 

It is shown in empirical studies that there is little integration of ESG into corporate strategy by 

Malaysian companies, with only 22 percent of the top 100 companies showing meaningful 

ESG alignment (KPMG, 2022), and transparency and independence of the auditor in 

certification is also a concern of civil society reports (Greenpeace, 2022; Environmental 

Investigation Agency, 2023). The rising instances of greenwashing are threatening to erode 

stakeholder confidence, to distort competition in the market, and to hide material 

environmental impacts in a high-risk industry. The current governance and enforcement issues 

are also highlighted by the fact that Malaysia is ranked 56th in the 2022 Environmental 

Performance Index (Yale Centre for Environmental Law and Policy, 2022).  

 

While there is an increase in sustainability standards and reporting frameworks in the 

Malaysian palm oil sector, concerns remain over the credibility of corporate environmental 

reporting and its link to sustainability performance. Prior studies have extensively examined 

greenwashing as a disclosure distortion and ESG reporting as a transparency mechanism 
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(Dempere et al., 2024; Hu et al., 2024). However, these streams of literature remain largely 

fragmented. In particular, existing reviews tend to (i) focus on the outcomes rather than the 

process of greenwashing, and (ii) are lacking in their discussion of the dynamic relationship 

between sustainability reporting, greenwashing and financial impacts, especially in emerging 

resource-based economies (Radi Mugisana et al., 2025; Hu et al., 2024). 

 

This paper seeks to overcome these shortcomings in three ways. First, it defines greenwashing 

as a process that links sustainability reporting to corporate financial performance, rather than a 

standalone variable. Second, it integrates third-party verification as a governance moderator to 

understand when and why sustainability reporting leads to perceived legitimacy rather than 

symbolic compliance. Third, it embeds these dynamics within the Malaysian palm oil industry, 

where government policy (for example, MSPO accreditation), international pressure, and ESG-

focused capital allocation intersect to influence disclosure practices. By synthesising these 

components into a holistic conceptual framework, this paper enhances legitimacy theory by 

showing how symbolic and substantive pathways of sustainability reporting engender distinct 

financial consequences, such as reputational risk, cost of capital and shareholder value. 

 

Conceptualising Greenwashing 

The concept of greenwashing is gradually turning into a strategic organisational option in 

which companies spread false, overstated, or unprovable assertions about their environmental 

performance to give an impression of sustainability without any meaningful operational 

transformation. In modern literature, the concept is expanded into the idea of selective 

sustainability disclosure, symbolic ESG reporting, impression management, and manipulation 

of non-financial reporting (Janik & Ryszko, 2025; Chen & Dagestani, 2023). Instead of being 

seen as a communication error, greenwashing is perceived as a legitimacy-seeking approach 

that is influenced by regulatory loopholes, pressure on the stakeholders, and the competitive 

forces. It tends to be expressed in selective application of Global Reporting Initiative (GRI) 

indicators, positive framing, non-representation of adverse environmental effects, and non-

credible third-party assurance in the sustainability reporting context, negatively affecting the 

ability of stakeholders to evaluate actual environmental performance (Li et al., 2023; Janik & 

Ryszko, 2025). 

 

More recent literature also highlights the deliberate and motivational aspect of greenwashing, 

which has been attributed to agency issues and capital market information asymmetry. 

Managers can exaggerate sustainability performance to minimise perceived risk, improve 

corporate reputation, attract ESG-oriented investment, or obtain favorable financing terms 

without necessarily bearing the entire cost of environmental change (Shen et al., 2025). Weaker 

enforcement mechanisms and institutional complexity can strengthen such behavior in 

emerging and resource-dependent economies, especially in environmentally sensitive 

industries. In the Malaysian palm oil industry, sustainability discourses of certification 

programs and ESG pledges coexist with the continuing debates of deforestation and social 

effects, which casts the question of whether disclosure practices are reflective of indicative 

sustainability performance or merely symbolic legitimacy practices. 

 

Sustainable Reporting and Greenwashing 

Sustainability reporting can be defined as corporate reporting that conveys to the stakeholders 

environmental, social, and governance (ESG) effects, risks, and performance (KPMG, 2022). 
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Theoretically, this kind of reporting increases transparency, decreases information asymmetry, 

and helps a stakeholder to make an informed decision. Through incorporating the non-financial 

information in the corporate communication, companies indicate responsibility and long-term 

orientation. Nonetheless, the voluntary and narrative-based character of sustainability reporting 

provides managers with a great deal of discretion in terms of content and framing, which allows 

the management of impressions and strategic disclosure. Due to that, sustainability reporting 

can be viewed not as a responsibility mechanism but as a reputation positioning tool. 

 

The quality of sustainability reporting in Malaysia is still sectoral. Whereas certain companies 

have shown better ESG transparency and disclosures in the form of metrics, other companies 

use a lot of qualitative narratives with fewer performance metrics or external assurance (Kishan 

& Azhar, 2025). This is especially relevant to the palm oil industry, as it has such a large 

environmental footprint and can be subject to international criticism. In this regard, 

sustainability reporting and certification programs can serve as signalling mechanisms which 

provide legitimacy without necessarily providing material environmental benefits.  

 

Theoretical Background: Legitimacy Theory 

Legitimacy theory assumes that organizations aim to align their operations with the existing 

social norms and expectations in order to gain social acceptance and organizational survival 

(Suchman, 1995). Increased environmental scrutiny encourages firms to increase sustainability 

disclosures to reflect compliance with changing institutional pressures. However, in the case 

of disclosures that are symbolic as opposed to substantive, greenwashing becomes a 

legitimacy-seeking approach that bridges perceived gaps in legitimacy but does not change 

underlying operational policies (Hu et al., 2024). In this sense, sustainability reporting becomes 

a strategic reaction to the outside pressure and not a precise indication of sustainability 

performance. 

 

Although legitimacy theory offers the key perspective to explain symbolic disclosure actions, 

this research also implicitly incorporates information asymmetry and agency theories. 

Information asymmetry describes the role of discretionary reporting in shaping investor 

perceptions and agency theory outlines the managerial motivations to engage in strategic 

disclosure. This integration enhances the explanatory power of the framework by connecting 

legitimacy-seeking behaviour with financial market outcomes and hence considers 

greenwashing as not only a strategy to align social perceptions but also as a form of financial 

reporting distortion. 

 

Greenwashing in the Malaysian Palm Oil Situation 

 

Rating and Reporting Landscape 

Malaysia has established sustainability governance in the palm oil industry with a compulsory 

Malaysian Sustainable Palm Oil (MSPO) certification scheme, encompassing environmental 

management, labor standards, and legal compliance. According to Suraj et al . (2025), the latest 

updates focus on traceability, transparency, and ethical practices, which is an attempt to 

increase the credibility of reporting and its acceptance at the international level. Yet, 

certification does not always translate into substantive sustainability delivery, especially in 

situations where audit independence, monitoring capacity, and enforcement are still 
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inadequate. As a result, MSPO certification will be perceived more as symbolic compliance 

than an efficient system of environmental change. 

 

Mechanisms of Greenwashing 

The typical characteristics of greenwashing in palm oil sustainability reporting include the use 

of aspirational language, non-measurable targets, selective reporting of positive signs, and 

using certification symbols without evidence on specific performance (Janik and Ryszko, 

2025). Companies can focus on stories of compliance and report fewer material risks, including 

exposure to deforestation, biodiversity destruction, greenhouse gas emissions, or unresolved 

supply-chain scandals. The practices enable the firms to meet the formal disclosure obligations 

without being held responsible for the fundamental sustainability issues.  

 

Market Pressures and Regulatory Pressures 

The forces of the international market by ESG-oriented investors and importing areas that 

enforce strict regulations on sustainability further increase incentives to make Malaysian palm 

oil companies establish compliance. Nonetheless, compliance costs can unintentionally 

promote symbolic reporting policies instead of meaningful change when the cost of compliance 

is elevated, and the enforcement of regulatory policies is skewed (Zhou & Chen, 2024). This 

market-regulatory interaction supports the risks of greenwashing by promoting legitimacy 

through disclosure and not performance-based sustainability.  

 

Financial Implications of Greenwashing 

 

Reputational Risk and Firm Value 

Greenwashing has a lot of implications on the financial performance of corporations, especially 

through reputational channels. Even though, in its early forms, sustainability disclosure can 

positively impact corporate image and investor perception, the revelation of misleading or 

exaggerated environmental statements can spark reputational harm, loss of trust, and negative 

capital market responses. Empirical studies show that the abnormal returns of the firms 

involved in greenwashing or ESG scandals are negative, stock price volatility is increased, and 

valuation discounts are in the long run (Ledeboer & Kil, 2023; Xu et al., 2025). Similarly, the 

studies by Boiral et al. (2024) have shown that the financial advantages of sustainability 

programs are conditional on the credibility of the disclosures; investor confidence is reduced 

in case ESG claims are viewed as exploitative or unrelated to performance. 

Reputational exposure is highly acute in those sectors that are environmentally sensitive, like 

palm oil, because of the ongoing allegations regarding deforestation, impoverishment of the 

biosphere, and social war. Recent studies by Huang (2022) and Moolkham (2025) stated that 

credibility is an important determinant of firm value, as institutional investors and multinational 

buyers are increasingly using ESG screening and exclusion criteria when making decisions. 

Greenwashing, therefore, removes the positive linkage between sustainability reporting and 

firm valuation by compromising stakeholder trust and enhancing the perceived environmental 

risk. 

 

Cost of Capital and Availability of Finance 

The reduced cost of capital and better financing terms are becoming more and more linked with 

sustainability performance and the transparent disclosure of ESG. According to Shad et al. 

(2020), plausible sustainability reporting will eliminate information asymmetry, increase 
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transparency, and reduce perceived risk, which will reduce both the cost of equity and cost of 

debt. Nevertheless, in the case of sustainability reporting being viewed as greenwashing, 

Ballabio (2024) suggested that investors and lenders can discount ESG data, raising the returns 

required and reducing the availability of sustainability-related financing instruments. 

 

In the case of Malaysian palm oil companies, green bonds, sustainability-related loans, and 

ESG-oriented funds can only be readily accessed when the environmental performance 

indicators reported are reliable. Greenwashing creates uncertainty as to true environmental 

exposure and regulation compliance, which may raise risk premiums and financing limitations. 

In this way, La Rosa & Bernini (2022) stated that the anticipated financial gains of 

sustainability reporting is contingent on the integrity of disclosure; the symbolic or misleading 

ESG reporting can compensate for the anticipated decreases in capital costs. 

 

Regulatory and Litigation Risk 

The increased regulation of ESG-related matters worldwide has increased legal and compliance 

risks linked to deceptive sustainability reports. Companies that become known to be involved 

in greenwashing may be subject to regulatory inquiries, fines, required corrective disclosures, 

and even civil lawsuits. There is evidence that ESG scandals and reporting inconsistencies lead 

to heightened regulatory oversight and exacerbation of downside financial risk (Ruan et al., 

2025). With the coming together of sustainability standards to more rigorous global standards, 

there is a decreasing tolerance of unverifiable environmental claims. 

Despite the changing level of enforcement in Malaysia, Malaysian palm oil companies 

incorporated into global supply chains are becoming increasingly vulnerable to extraterritorial 

regulatory frameworks and trade restrictions. Policies like import restrictions on deforestation 

increase compliance costs and the monetary value of false sustainability representations. Thus, 

greenwashing not only causes reputational damage but also subjects companies to the rising 

regulatory expenses, possible legal suits, market marginalization, and financial bankruptcy. 

 

Conceptual Framework and Propositions  

The conceptual framework identifies sustainability reporting as the key signalling instrument, 

including narrative disclosures, ESG indicators, and certification claims. Yet, the effectiveness 

of these signals is moderated by governance factors such as regulatory pressure, market 

pressure, and the availability of independent verification systems. Greenwashing is then 

defined as a mediation process in this structure that describes the extent to which sustainability 

reporting is a representation of symbolic rather than actual environmental performance. 

Selective, unverifiable, and manipulative disclosures enhance the potential for greenwashing, 

and, in turn, stakeholder distrust.  

 

Crucially, third-party verification (e.g., independent assurance, audit quality, certification 

credibility) is proposed as a moderating factor that impacts the magnitude and sign of the effect 

of sustainability reporting on greenwashing. Strong verification reduces information 

asymmetry and constrains opportunistic disclosure behaviour. In turn, greenwashing has 

financial implications such as reputational risk, cost of finance, financial access and long-term 

firm value. Therefore, the model proposes a causal link: 

 

 

 

https://creativecommons.org/licenses/by/4.0/?ref=chooser-v1


Copyright © Academic Inspired Network 

- All rights reserved 

 

This work is licensed under  

CC BY 4.0 

 

 

 
 

 

 

191 

 

Volume: 11 Issues: 66 Special Issue [July, 2026] pp. 185 - 195 

International Journal of Accounting, Finance and Business (IJAFB) 
eISSN: 0128-1844  

Journal website: www.academicinspired.com/ijafb 

DOI: 10.55573/IJAFB.116617 

 

 

 

 

 
 

 

 

 

 

 

 

 

 
 

 
Figure 1: Proposed Conceptual Framework 

 

Conceptual Propositions 

This research advances three propositions based on the literature on sustainability reporting 

and the legitimacy theory.  

 

P1: The alignment between sustainability reporting and actual environmental performance is 

negatively associated with greenwashing practices. 

 

P2: Greenwashing mediates the relationship between sustainability reporting and financial 

performance, such that higher levels of greenwashing weaken the positive financial effects of 

sustainability disclosure. 

 

P3: Third-party verification moderates the relationship between sustainability reporting and 

greenwashing, such that stronger independent assurance reduces the likelihood of 

greenwashing. 

 

P4: The negative financial consequences of greenwashing (for example, reputational damage, 

higher cost of capital) are increased under conditions of high regulatory and market pressure.  

 

Discussion and Implications 

The conceptual framework of this analysis shows that financial implications do not arise 

directly from sustainability reporting. Rather, it depends on the credibility or symbolism of the 

disclosures. Greenwashing is an important channel for either weakening or inverting the 

anticipated effects of ESG reporting. As such, financial effects are not predicted by the number 

of disclosures, but by the quality of disclosures, which is enhanced through greenwash and 

governance. 

 

Theoretical Contributions 

This study contributes to two main ways toward the sustainability accounting and finance 

literature. First, it promotes conceptual clarity by making greenwashing a mediating process, 

but not a side disclosure result. This reframing combines the legitimacy restoration processes 

with the capital market implications, which provides a dynamic explanation of the translation 

of symbolic reporting to financial risk. Second, the paper seeks to broaden the current research 
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on greenwashing to an emerging economy setting where economic reliance on exports, 

establishment of regulations, and international challenges collide with the Malaysian palm oil 

industry. This contextualisation adds to the sustainability reporting scholarship, which has been 

traditionally dominated by evidence of the developed markets. 

Managerial Implications 

The findings highlight to the corporate managers the fact that sustainability reporting is to be 

viewed as a strategic governance tool, rather than a reputational marketing tool. The measures 

that should be taken to avoid the perception of greenwashing include investments in the 

measurable environmental performance, independent assurance, supply chain traceability, and 

transparent target-setting. Companies that overuse narrative sustainability arguments without 

operational consistency face the risk of long-term valuation sanctions. The boards of directors 

must empower ESG management by having sustainability committees, incorporating ESG 

measures in executive compensation, and having audit committees play greater roles in non-

financial disclosures. Agency-driven incentives of greenwashing can be alleviated using strong 

governance mechanisms. 

Policy and Regulatory Implications 

The results are important in the eyes of regulators and policymakers, especially Bursa 

Malaysia, the Securities Commission Malaysia, and the Malaysian Palm Oil Board (MPOB), 

because: 

Enhancing the assurance requirements of the disclosure of sustainability. 

Improving transparency in MSPO audit procedures. 

Aligning the reporting standards with the international frameworks, like the IFRS 

Sustainability Disclosure Standards. 

The enlargement of enforcement capacities and the punishment of false environmental 

claims. 

The increased regulatory clarity decreases the ambiguity that otherwise can support the 

symbolic compliance. 

 

Conclusion 

Greenwashing is a major problem for sustainability reporting in the Malaysian palm oil 

industry. Although sustainability disclosure can lead to improvement in firm value, lowered 

financing costs, and increased global competitiveness, such gains depend on the credibility of 

disclosures. This study offers a systematic theoretical basis upon which future empirical 

research can be conducted by conceptualising greenwashing as a mediating variable between 

sustainability reporting and financial performance. Enhancing disclosure integrity is not only 

vital to financial sustainability but also to environmental stewardship and long-term industry 

legitimacy. 
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