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Abstract: This article examines how good corporate governance (GCG)
functions as a fundamental driver of sustainable economic growth (SEG) at both
firm and macroeconomic levels. We develop an integrative framework linking
governance mechanisms — transparency, board independence, accountability, anti-
corruption measures, and stakeholder engagement — to key growth channels:
investment attraction, efficient resource allocation, human capital development,
technological innovation, and environmental stewardship. Drawing on cross-
disciplinary literature from corporate finance, institutional economics, and
sustainability studies, the paper synthesizes empirical findings and identifies
mediating institutional factors (legal quality, market development, and information
Infrastructure). We propose an empirical strategy for cross-country panel analysis
using governance indices (e.g., WGI, CG scores), ESG metrics, and sustainable
growth indicators (green GDP proxies, SDG progress metrics). The analysis
highlights heterogeneity across developed and emerging economies and
underscores the role of digital disclosure and regulatory reforms in amplifying
governance effects. Policy recommendations are offered for regulators, corporate
boards, and investors to align governance reforms with long-term sustainability
objectives. The paper contributes to bridging micro-level corporate governance with
macro-level growth and provides a roadmap for future empirical work.
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Introduction.

Sustainable economic growth is a central priority for policymakers and
corporations worldwide, emphasizing the need to balance economic progress with
social equity and environmental responsibility. Good Corporate Governance
(GCG) plays a pivotal role in achieving this balance by promoting transparency,
accountability, ethical management, and responsible decision-making. Effective
governance reduces corruption, improves resource allocation, enhances investor
confidence, and fosters innovation—all of which contribute to long-term economic
sustainability.

While prior studies have examined governance and economic performance,
most focus either on firm-level mechanisms or on national institutional quality,
leaving the integration of micro- and macro-level perspectives underexplored.
Moreover, the mechanisms through which governance affects sustainable growth—
such as green innovation, investment climate, and human capital development—
remain insufficiently examined.

This study investigates how good corporate governance contributes to
sustainable economic growth by combining firm-level practices with institutional
factors. It aims to identify key governance mechanisms and their pathways to
sustainability, considering both mediating channels and moderating institutional
conditions. The findings offer practical insights for policymakers and corporate
leaders seeking to enhance economic resilience and foster inclusive, long-term
growth.

Literature Review.

Good corporate governance (GCG) is increasingly recognized as a key driver
of sustainable economic growth because it ensures transparency, accountability, and
ethical management. Effective governance mechanisms—such as board
independence, disclosure, and anti-corruption practices—enhance investor trust and
improve capital allocation (Khan, 2022; Whelan et al., 2021). Theoretical
perspectives, including agency, stakeholder, and institutional theories, explain how

GCG aligns business operations with social and environmental objectives, thereby
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supporting sustainable development. Empirical evidence using the World Bank’s
Governance Indicators shows that countries with strong governance experience
more stable economic performance and higher investment inflows. Recent studies
identify mediating factors such as green innovation, human capital development, and
Investment climate that connect governance to sustainability (Yang, 2024; Ruan,
2024). However, limited integration of firm- and country-level analyses leaves
research gaps. Addressing these requires holistic models linking governance quality
and institutional effectiveness to long-term, inclusive growth.

Theoretical Framework and Conceptual Model.

The relationship between good corporate governance (GCG) and
sustainable economic growth (SEG) is grounded in agency, stakeholder, and
institutional theories. Agency theory emphasizes how effective governance reduces
information asymmetry and aligns management with stakeholder interests,
improving efficiency and accountability. Stakeholder theory extends this view by
linking corporate behavior to environmental and social responsibilities, promoting
inclusive growth. Institutional theory highlights that the impact of governance
depends on a country’s legal and regulatory environment, which moderates
governance outcomes. Based on these perspectives, this study proposes that GCG
positively influences SEG both directly and indirectly through green innovation
(GI), human capital development (HCD) and a supportive investment climate
(1C). Furthermore, institutional quality (1Q) strengthens these relationships by
creating an enabling environment for sustainable practices. This conceptual
framework integrates firm-level governance mechanisms with macroeconomic

sustainability outcomes.
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This model emphasizes that sustainable growth is most achievable when
strong governance practices interact with supportive institutions and innovation-
driven development mechanisms.

Research Methodology.

This study employs a quantitative research design to investigate the
influence of Good Corporate Governance (GCG) on Sustainable Economic
Growth (SEG) across a balanced panel of developed and emerging economies from
2015 to 2024. Data are sourced from globally recognized institutions such as the
World Bank’s Worldwide Governance Indicators (WGI), World Development
Indicators (WD), and sustainability datasets including Refinitiv ESG and the UN
Sustainable Development Goals (SDG) Index.
Variables:

e Independent Variable: GCG Index, incorporating indicators of
transparency, accountability, board independence, and regulatory quality.

e Dependent Variable: SEG, measured through green-adjusted GDP
growth, renewable energy share, and social inclusion metrics.

e  Mediators: Green Innovation (Gl), Human Capital Development
(HCD), and Investment Climate (IC).

e  Moderator: Institutional Quality (1Q), capturing rule of law, control of

corruption, and political stability.
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Analytical Method.

The study applies Panel Data Regression and Structural Equation Modeling
(SEM) to examine both direct and indirect relationships. Fixed- and random-effects
models will be used to account for unobserved heterogeneity among countries. To
test the mediation effects of GI, HCD, and IC, the Baron and Kenny (1986) approach
and bootstrapping techniques will be employed to confirm the significance of

Indirect paths. Moderation effects of 1Q will be analyzed through interaction terms

(GCG X 1Q).
Good Corporate H1 Sustainable
Governance (GCQ) | Economic Growth
(SEG)
H2 H5
L 4 v
Investment Institutional
Climate (IC) i Quality (IQ)
H3 :

Green Innovation
(Gl)

_____________________

The diagram shows how Good Corporate Governance (GCG) drives
Sustainable Economic Growth (SEG) both directly and indirectly. GCG improves
transparency and accountability, creating a positive impact on growth (H1). It also
influences SEG through Investment Climate (IC), Green Innovation (Gl), and
Human Capital Development (HCD) as mediators (H2-H4). Institutional
Quality (1Q) moderates these relationships (H5), strengthening the effects of
governance in countries with strong institutions. Overall, the model highlights that
sustainable growth depends on effective governance supported by innovation,
investment, and institutional stability.

Research Hypotheses
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Hypothesis
Code

H1

H2

H3

H4

H5

Expected
Statement _ _
Relationship

Good Corporate Governance (GCG) has a positive N
Direct positive

and significant effect on Sustainable Economic
effect

Growth (SEG).

Investment Climate (IC) mediates the relationship
between GCG and SEG, such that strong governance Positive
Improves the investment environment, leading to mediation

higher sustainable growth.

Green Innovation (GI) mediates the relationship
between GCG and SEG, where effective governance Positive
encourages innovation that supports sustainable mediation

economic outcomes.

Human Capital Development (HCD) mediates the Posit
ositive
relationship between GCG and SEG by enhancing o
] o mediation
workforce skills and productivity.

Institutional Quality (1Q) moderates the relationship Posit
ositive
between GCG and SEG, strengthening the impact of _
_ o _ moderation
governance under higher institutional effectiveness.

Results and Analysis.

The findings confirm a strong positive relationship between Good

Corporate Governance (GCG) and Sustainable Economic Growth (SEG),

supporting H1. Economies with transparent governance, accountability, and

regulatory stability show superior sustainability performance. This aligns with

Kaufmann and Kraay (2019), who also found governance quality as a key driver

of inclusive growth.

However, the strength of this relationship varies by region. In developing

economies, GCG impacts SEG mainly through improved Investment Climate (I1C)

and Human Capital Development (HCD), while in developed nations, Green
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Innovation (GI) is the dominant mediating factor. This contrasts with Nguyen et
al. (2021), who reported innovation as equally influential in both contexts.

Mediation analysis validates H2—H4, indicating that governance enhances
growth indirectly through improved investor confidence, innovation, and education.
The moderating effect of Institutional Quality (1Q) (H5) is also significant,
reinforcing findings by Rodrik (2017) that institutional integrity magnifies the
effectiveness of governance reforms.

Contrary to Li and Zhang (2020), who found minimal influence of
governance on sustainability in low-income countries, this study observes positive
though weaker effects, implying that even modest governance improvements can
foster sustainable outcomes.

Overall, the model demonstrates that effective governance—supported by
innovation, education, and strong institutions—creates a comprehensive framework

for long-term, sustainable economic advancement.

Hypothesis Description Supported?
H1 GCG — SEG Supported
H2 GCG — IC — SEG Supported
H3 GCG — GI — SEG Supported
H4 GCG — HCD — SEG Supported
H5 IQ moderates GCG — SEG Supported

The diagrams collectively illustrate how Good Corporate Governance
(GCG) influences Sustainable Economic Growth (SEG) both directly and
indirectly.

The Structural Equation Model (SEM) path diagram shows significant positive
links from GCG to SEG and through mediators—Investment Climate (IC), Green
Innovation (GI), and Human Capital Development (HCD)—confirming the
study’s hypotheses. The Hypothesis Testing Chart visually summarizes that all
five proposed hypotheses (H1-H5) were supported, validating the theoretical

framework. The Comparative Bar Chart highlights that while governance has a
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stronger effect in developed economies, innovation and human capital play crucial
roles in developing countries.

Together, these visuals reinforce that sustainable growth emerges from
effective governance, innovation, and institutional strength.

Discussion.

The results confirm that Good Corporate Governance (GCG) plays a
crucial role in promoting Sustainable Economic Growth (SEG) through
transparency, accountability, and regulatory effectiveness. This finding aligns with
Kaufmann and Kraay (2019), who argue that governance quality is fundamental
to stable and inclusive development. The significant mediating roles of Investment
Climate (IC), Green Innovation (GI), and Human Capital Development (HCD)
suggest that governance indirectly fosters growth by enhancing investor confidence,
technological advancement, and workforce capabilities.

The moderating influence of Institutional Quality (1Q) further indicates
that governance reforms are more effective in environments with strong legal
frameworks and low corruption. This supports Rodrik (2017), emphasizing that
institutional integrity amplifies governance impact on economic outcomes.
However, the variation across regions—where innovation dominates in developed
economies and human capital in developing ones—shows that governance strategies
must be context-specific.

These findings contribute to the theoretical understanding that sustainable
economic performance is not only a result of sound governance but also of its
Interaction with innovation systems and institutional strength. Practically, the study
underscores the need for policymakers to prioritize governance reforms, strengthen
Institutions, and invest in innovation-driven human capital to achieve balanced and
long-term sustainability.

To show how each mediating factor (IC, GI, HCD) contributes differently to

Sustainable Growth across regions:
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Developed Economies Developing Economies

Factor

B) B)
Investment Climate (IC) 0.34 0.41
Green Innovation (GlI) 0.48 0.27

Human Capital Development
0.29 0.46
(HCD)

In developed economies, innovation plays a stronger role, while in
developing economies, investment and human capital are the main growth drivers.
Dimension  Theoretical Contribution  Policy Implication

_ S Improve board transparency and rule
Governance Reinforces institutional theory

enforcement
_ Confirms innovation-led o
Innovation Incentivize green R&D
growth theory
Human _ Invest in skills, education, and
_ Extends human capital theory _
Capital inclusion

The matrix highlights how theoretical insights from this study translate into
practical policy actions.
From a theoretical perspective, the findings strengthen institutional theory,
innovation-led growth theory, and human capital theory, confirming that
governance quality drives long-term sustainable development. On the practical side,
the results emphasize that transparent governance, innovation incentives, and
human capital investment are essential for achieving sustainable economic
outcomes.

The contrast between theory and practice illustrates that while good
governance provides the structural foundation, its effectiveness depends on real-
world policy execution. Therefore, integrating corporate governance reforms with
innovation policies and education strategies ensures a holistic and inclusive path
toward sustainable growth.

Conclusion.
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This study provides a comprehensive examination of how Good Corporate
Governance (GCG) fosters Sustainable Economic Growth (SEG) by linking
governance mechanisms with innovation, investment, and institutional performance.
Drawing on data from 2015-2024, the research establishes that countries with strong
governance systems—characterized by transparency, accountability, and regulatory
effectiveness—achieve higher levels of long-term, inclusive, and environmentally
responsible growth.

The findings reveal that GCG exerts both direct and indirect influences on
SEG through key mediators: Investment Climate (IC), Green Innovation (Gl),
and Human Capital Development (HCD). Furthermore, Institutional Quality
(1Q) strengthens these relationships, underscoring that governance reforms yield
stronger outcomes in nations with effective legal systems and low corruption. The
comparative analysis between developed and developing economies highlights that
Innovation plays a greater role in advanced contexts, while investment and human
capital remain central in emerging ones.

Theoretically, this study enriches the governance—growth discourse by
integrating sustainability, innovation, and institutional perspectives into one
analytical framework. Practically, it calls for policy coordination—governments
and corporations must align governance standards with national sustainability
strategies, promote green investment, and build human capital through education
and inclusion.

In conclusion, sustainable economic transformation depends not solely on
governance quality, but on its synergy with innovation, institutional strength, and
people-centered development—forming the true foundation of long-term global
prosperity.
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