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Abstract   

 

This paper sought to ascertain whether environmental disclosure matters to the financial performance of quoted 

industrial goods companies in Nigeria or not. The growing concern about the undesirable factors affecting the 

environmental system and the need for stainability of economic activity has made the emergence of environmental 

disclosure a focused issue of interest in Nigeria. A review of studies conducted in Nigeria and other climes exposed 

that these studies were limited to a few companies in some specific sectors of the economy and so lacked firm-

wide relevance. Furthermore, most of the studies were limited in terms of a time dimension. Towards achieving 

the objective of this paper, the ex-post facto research design was employed, and data were collected from the 

annual reports and accounts of 8 industrial goods companies for a period of 5 years from 2015 to 2019. The data 

were analyzed using multiple regression with the aid of STATA. Results indicated that environmental disclosure 

significantly and negatively affected Tobin’s Q, while it insignificantly but positively affected ROE. It is, 

therefore, concluded that environmental disclosure is a significant determinant of financial performance based on 

Tobin’s Q but not a significant determinant of financial performance based on ROE. The paper recommended, 

among other things, that the implementation of environmental disclosure in organizations should be encouraged 

by managers, for this would enable them to identify products with higher environmental costs to the organization. 

These could become valuable measures of departmental performance evaluation and product profitability 

assessment, which might improve companies’ financial performance in the long run. 

 

Keywords: environmental disclosure, financial performance, return on asset, stakeholder theory, Tobin’s Q. 

 

 

1. INTRODUCTION  

 

It is common knowledge that businesses exist primarily for economic reasons (i.e. wealth maximization 

objective); nevertheless, businesses' activities may result in severe social and environmental consequences on 

society. This is why companies are expected to be more responsible for their operations' consequential social and 

environmental effects on society, especially the communities that play host to them. White (2009) agrees that the 

pressure for corporations to reassure the public of their good behaviour has increased.  

 

Therefore, the situation nowadays calls for a paradigm shift from the profitability narratives to paying attention 

to how the operations of companies affect and are affected by the environment and other social phenomena. This 

now entails that companies also do social and environmental reporting in addition to reporting about the economic 

aspects. The emphasis in this work, however, is on environmental disclosure. 

 



 

Proceedings of the 3rd ICAN-MALAYSIA International Conference on Accounting and Finance (ICAF-IMDS 2021) 

22-26 March 2021, Kuala Lumpur, Malaysia 

69 
 

Environmental disclosure is a form of financial accounting that emphasises non-financial information about the 

performance of companies to the stakeholders, especially those external to the company. Companies’ 

environmental report usually depicts the various activities that directly affect the company's environment.  

 

Researchers have concerns that the growing social injustice experienced by individuals and the larger society 

consequent upon the growing damage to the environment caused by the insatiable quest for wealth maximizing 

economic growth always pursued by companies leads to social and environmental unsustainability (Unerman, 

Bebbington & O’Dwyer, 2007). This growing concern about factors affecting the environmental system such as 

climate change, global warming, resources depletion, resources scarcity, environmental degradation and the 

activities of companies that lead to the depletion of the ozone layer, and the need for sustainability of economic 

activity has made the emergence of environmental accounting and disclosure a focused issue of interest in Nigeria.  

 

A review of some previous studies revealed divergent views about the relationship between companies' 

environmental disclosure and financial performance. In contrast, some argued in support of a positive relationship 

between environmental disclosure and financial performance (Osemene, Kolawole & Oyelakun, 2016; Ezeagba, 

John-Akamelu & Umeoduagu, 2017; Gatimbu & Wabwire, 2016; Tze, Huey, Han, Siew & Boon, 2016; other 

studies (Pandey & Kumar, 2016; Adediran & Alade, 2013; Che-Ahmad, Osazuwa & Mgbame, 2015) argued to 

the contrary that environmental disclosure insignificantly and negatively affects the financial performance of 

companies. These divergent findings may have inconclusive results concerning companies' environmental 

disclosure and financial performance.  

 

The motivation for this study arose because of the inconclusive nature of the earlier studies on companies' 

environmental disclosure and financial performance. Additionally, most studies conducted in this area were 

limited to very few companies in some specific sectors of the economy and so lacked firm-wide relevance. They 

were also limited in the period covered, with most of the studies narrowed down to one or two years at most. This 

study, however, took a different approach and carried out a sectoral analysis of 8 out of 13 industrial goods firms 

(that is, 62%) of the entire industrial goods population, took a time dimension of 5 years and did a content analysis 

to obtain environmental index for each of the 5 years. From the previous, therefore, this study's objective is to 

assess whether or not environmental disclosure does matter to the financial performance of quoted industrial goods 

companies in Nigeria.    

 

It is hypothesized in this paper that there is no significant relationship between environmental disclosure and 

financial performance of quoted industrial goods companies in Nigeria.  

 

2.   LITERATURE REVIEW 

 

Empirical evidence on companies' environmental disclosure and financial performance in developed and 

developing countries abound. This paper reviews six types of research, out of which two have been conducted in 

Nigeria and the rest four in other climes.  A study done by Adediran and Alade (2013) examined the impact of 

environmental accounting on corporate performance in Nigeria. Data for the study were secondary data generated 

from annual reports and accounts of fourteen (14) randomly selected companies quoted on the Nigerian Stock 

Exchange for the year 2010.  The data were then analyzed using multiple regression analysis using an econometric 

model.   

 

The study's findings indicated a positive relationship between environmental accounting, NPM and DPS; and a 

negative relationship between ROCE and EPS.  Based on these findings, the researchers recommended that the 

government give a tax credit to organizations that comply with its environmental laws to encourage environmental 

reporting. Environmental reporting should be made compulsory in Nigeria since organizations hardly report their 

environmental activities in their reports.  This work is empirical but is limited to only one year (2010).  This short 

time horizon may not allow the variables to exhibit inherent characteristics. So the results may not likely be the 

same given a more extended time view.  It will also impair the generalization of findings. 

 

Che-Ahmad, Osazuwa and Mgbame (2015) investigated the effect of environmental accounting on the financial 

performance of firms in Nigeria. The research population consisted of companies quoted on the Nigerian Stock 

Exchange.  The sample size of this study was based on the availability of data, in which case a sample of 50 

companies was selected.  The study used secondary data from only audited annual financial statements and 

footnotes of the sampled companies for 2012.  The results showed that although environmental disclosure 

individually has an insignificant impact on the company's profitability, it shows both positive and negative 

significant relationships with profitability when moderated with firm-specific variables.  The results showed a 

significant relationship between environmental accounting disclosure and a firm’s profitability when 
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environmental accounting is moderated by firm-specific variables like size, industry type, and big four auditors. 

However, the results appeared to be mixed with industry type and big four auditors showing the positive 

relationship, while size exhibiting a negative relationship.  The study has recommended that companies should 

shift from the era where their only concern was striving to be profitable to ensure that they do consider the impact 

of their activities on the society and environment, as this study has revealed that environmental disclosures could 

have a positive impact on the profitability of the firm. 

 

This study covered only one year (2012).  This is entirely insufficient for generalization, especially where a longer 

time perspective is pictured.  Again, the sample size of 50 companies selected, without indicating which sampling 

technique has been used, is, therefore, unscientific and unacceptable in research.  Chang (2015) researched the 

impacts of environmental performance and propensity disclosure on financial performance to obtain empirical 

evidence from unbalanced panel data of heavy-pollution industries in China.  The sample consisted of 23 firms in 

the thermal electric industry, 16 firms in the steel industry, 19 firms in the non-ferrous industry, 20 firms in the 

chemical-petrochemical industry, 14 firms in the coal-oil-mining industry, 14 firms in the building material 

industry, 24 firms in the pharmaceutical industry and 12 firms in the textile-leather industry.  The study applied 

static variables using panel data's unit root and co-integration test.  Using panel data analysis, the researcher 

considered the impacts of environmental performance and propensity disclosure on financial performance from 

2008 to 2012. 

 

The findings revealed that environmental performance and propensity exhibited mutual causality relationship with 

Tobin’s Q value using unit root and co-integration test of panel data.  Also, the environmental performance has a 

significantly negative impact on Tobin’s Q value at the significance level of 1%. In comparison, environmental 

propensity has a significantly positive effect on Tobin’s Q value at the significance level of 5%. Firm size, 

financial leverage, and return on assets significantly impacted financial performance at the significance levels of 

1%.  This work, like other studies, has contributed to the empirical works in environmental sustainability 

reporting. 

 

Nevertheless, the flaw in this work is the use of two different significance levels, which gave rise to two parallel 

effects on Tobin’s Q value. Thus, while environmental performance exhibited a significant negative impact on 

Tobin’s Q value at a 1% significance level, environmental propensity exhibited a significant positive impact on 

Tobin’s value at a 5% significance level. This situation might have been different given that only one significance 

level of either 1% or 5% was used for both. 

 

Gatimbu and Wabwire (2016) carried out a study with the broad objective of assessing the effect of corporate 

environmental disclosure on the financial performance of listed firms on the Nairobi Security Exchange, Kenya.  

The study used secondary longitudinal data from the annual reports and financial statements of listed companies 

on the Nairobi Securities Exchange (NSE).  Content analysis of sampled companies’ annual reports was adopted 

to examine environmental disclosure practices.  The target population of the study was 61 listed companies.  

Purposive sampling was used to select only those companies that have been listed for the entire period of study, 

that is, 2009 to 2013 and whose annual reports were available at the Securities Exchange.  This resulted in a 

sample size of 32 listed companies.      

 

The study found that environmental disclosure has a significant positive effect on financial performance.  Based 

on the study's findings, recommendations were made that corporations should incorporate environment 

management systems (EMS) for environmental performance evaluation and measurement.  Also, the study called 

for a more proactive effort from policymakers and other standard-setting organizations on the need to introduce a 

standard framework for the mandatory disclosure of corporate environmental information. This study failed to 

specify the model on which the analysis was based. 

 

A study by Tze et al. (2016) examined the relationship between environmental disclosures and financial 

performance of public listed companies in Malaysia. Content analysis approach was adopted to determine the 

quantity and quality of the environmental disclosure in the annual reports of 100 companies listed on the main 

board of Bursa Saham Malaysia for the years 2009 – 2013 (5 years). The findings revealed that only the quality 

of environmental disclosure has a positive relationship with the companies’ EPS. This study also found that larger 

companies disseminated environmental information and provided better quality disclosure. Interestingly, the 

results of this study showed that less environmentally sensitive industries disclosed more and higher quality of 

environmental disclosure than environmentally sensitive industries. The study then recommended that more 

effective efforts are needed from regulatory bodies to increase environmental awareness in Malaysia.  
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This study did not state how it would proxy environmental disclosure practices. Also, it failed to specify the search 

phrases in terms of environmental indicators in which content analysis of the companies’ annual reports would be 

carried out. The study did not also indicate whether the 100 companies listed on the main board of Bursa Saham 

Malaysia represent the entire population or just a sample size. However, it obtained empirical results to add to the 

literature on firms' environmental disclosure and financial performance.  Pandey and Kumar (2016) undertook a 

study to explore the association between environmental cost and corporate financial performance. Secondary data 

were collected from different web sources and annual reports of selected companies (NTPC, NHPC, Hindalco, 

TATA Steel and NMDC) covering 5 years, from 2010 to 2015.  

 

The study found no significant relationship between the environmental expenditure of the company and its 

financial performance. Besides, it has also been found that companies with higher market capitalization were 

spending more on environmental issues. It is suggested that managers make efforts to enhance the level of 

awareness about environmental concerns, relevance, and implications among stakeholders so that the potential 

benefits that could theoretically arise because of environmental cost incurred by the company can be reaped.  

Though this study has provided evidence for empirical validation, the number of companies selected, five 

companies, was too small for acceptance of generalization of results. 

 

2.1  Theoretical framework 

 

The theoretical base of this paper is anchored on the stakeholder theory. This is a theory that attempts to address 

which group of stakeholders deserve the attention of management. The theory pictures corporate organizations as 

elements of the social system while considering the interests of the diverse stakeholder groups in society. In 

Uwuigbe and Jimoh (2012), Watts and Zimmerman stressed that “disclosure on social and environmental 

information by an organization is as a result of the pressure from stakeholders such as communities, customers, 

employees, environment, shareholders and suppliers”.  They argued that the fundamental proposition of the 

stakeholder theory is that a firm’s success is dependent upon the successful management of all the relationships 

that a firm has with its stakeholders, a term which, according to Freeman in Bassey et al. (2013) and Eze, et al. 

(2016), was initially introduced by the Stanford Research Institute (SRI) to refer to those groups without whose 

support the organization would cease to exist. 

 

3.   METHODOLOGY 

 

This paper adopted an ex post facto research design, as secondary data sources were collected from the annual 

reports and accounts of 8 industrial goods companies chosen for the study for 2015 - 2019. The data analysis was 

done using multiple regression with the aid of STATA (Version 14.2). The model constructed for this paper is 

thus: 

 

PERF = b0 + β1EDI + β2SIZ + β3LEV + β4AGE + e 

Where: 

PERF = Return on equity (ROE) and Tobin’s Q (dependent variables) 

EDI = Environmental disclosure index (independent variable) 

SIZ = Size, measured as logarithm of total revenue (control variable) 

LEV = Leverage, which is debt/equity (control variable) 

AGE = Number of years from incorporation 

β0 = Constant 

β1, β2, β3, β4 = Regression coefficients 

e = Error term  

 

4. RESULTS  

 
Table 1: Descriptive statistics 

Variables N Mean S.D. Min Max 

TOBIN’S Q 40 1.3771 1.6351 0.1241 8.2742 

ROE 40 0.3219 0.6691 0.0922 3.9839 

EDI 40 2.5750 0.2613 2 3 

SIZ 40 6.4004 0.1889 6.0509 6.8300 

LEV 40 0.0929 0.1216 5.2500 0.4678 

AGE 40 44 12.9496 23 60 

Source: STATA (Version 14.2) Output 
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From table 1, Tobin’s Q has a mean value of 1.3771 among the companies sampled for this study. The standard 

deviation is higher than the mean at 1.6351, which shows high variations in Tobin’s Q among the sampled 

companies. The result also showed Tobin's Q's minimum and maximum values at 0.1241 and 8.2742, respectively. 

The result further indicates that the mean value of Return on Equity (ROE) is 0.3219, with a high standard 

deviation of 0.6691, indicating a high variation in ROE among the sampled companies for the period under 

consideration. The result also showed ROE with a minimum and maximum value of 0.0922 and 3.9839, 

respectively. Table 1 also revealed results of EDI with a mean score of 2.5750 and standard deviation of 0.2613 

lower than the mean, implying a very low variation in EDI among the sampled companies in the period under 

consideration, which could be because the companies are under one sector with similar activities. EDI has a 

minimum and maximum values of 2 and 3, respectively. The control variables that are; firm size (SIZ), leverage 

(LEV), and AGE) have means of 6.4004, 0.0929, and 44, respectively, with low standard deviations of 0.1889, 

0.1216 and 12.9496, respectively. This implies low variation in SIZ, LEV and AGE among the sampled firm for 

the study period. 

 
Table 2: Regression Result for TOBIN’S Q 

Variables       Coefficient   t-values   P-Values 

EDI   -1.9691  -2.27   0.029 

Size   4.9450   3.20   0.003 

Lev   -3.2780   -1.73   0.092 

Age   -0.0272  -1.16   0.253 

-cons   -23.7013  -2.34   0.025 

R2   0.4209 

Adj R2   0.3547 

F-Statistics  6.36 

Prob>F   0.0006 

N     40 

Source: STATA (Version 14.2) Output 

 

The result presented in Table 2 shows the influence of environmental disclosure on Tobin’s Q. The total number 

of observations for the analysis is 40 (8 companies for 5 years). The value of the R- Square is 0.4209, indicating 

that the identified variables account for 42.09% of the variation in the dependent variable, Tobin’s Q, in the study 

period. In comparison, 57.91% of the variation in Tobin’s Q is determined by other variables not included in the 

model. The table also showed an adjusted R2 of 0.3547, giving a difference of 0.0662, indicating that the result 

has a 6.62% deviation from that, which uses the entire population. The F- statistics (6.36) signifies that the overall 

equation is significant at 0.0006 per cent (below 1%) level indicating that the model is fit to be used for 

interpretation. 

 
Table 3:  Regression Result for ROE 

Variables       Coefficient   t-values  P-Values 

EDI    0.1154   0.27   0.770 

Size   -0.4284  -0.61   0.545 

Lev   2.4743    2.89   0.007 

Age   -0.0211  -2.00   0.053 

-cons   3.4678  0.76   0.454 

R2   0.2919 

Adj R2   0.2109 

F-Statistics  3.61 

Prob>F                    0.0145 

N     40 

Source: STATA (Version 14.2) Output 

 

The result presented in Table 3 shows the influence of environmental disclosure on ROE. The total number of 

observations for the analysis is 40 (8 companies for 5 years). The value of the R-Square is 0.2919, indicating that 

the identified variables account for 29.19% of the variation in the dependent variable, the ROE, in the study period, 

while 70.81% of the variation in the ROE is determined by other variables not included in the model. The table 

also showed an adjusted R2 of 0.2109, giving a difference of 0.081, indicating that result has an 8.1% deviation 

from that which makes use of the entire population. The F- statistics (3.61) signifies that the overall equation is 

significant at 0.0145 per cent (below 1%) level, meaning that the model is fit to be used for interpretation. 

 

4.1 Test of Hypotheses 

 

Under the test of hypotheses, the significance level for this study is 5 %. The decision rule for testing the 

hypothesis is to accept (or reject) the null hypotheses based on the P-value.  If the p-value is significant at 5 %, 

except that the variable is significant, it is not significant. 
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Consequently, tables 2 and 3 showed the t-values and the associated p-values to test the hypotheses. The critical 

value of t-statistics is ±1.96 at a 95% confidence level. In the case of table 2, given that the calculated cons value 

of t = -2.34, with p = 0.025, this study rejects the null hypothesis and concludes that environmental disclosure has 

a significant effect on Tobin’s Q of the sampled companies. On the other hand, given that the calculated cons 

value of t = 0.76, p = 0.454 for table 3, this study accepts the null hypothesis and concludes that environmental 

disclosure has an insignificant effect on the ROE of sampled companies. 

 

5. DISCUSSION  

 

The result in table 2 showed a negative relationship between environmental disclosure (proxied by EDI) and 

Tobin’s Q. The index has a coefficient of -1.9691. This indicates that any unit increase in environmental disclosure 

holding other things constant will significantly decrease the financial performance of the sampled companies by 

1.9691. While a unit increase in firm size will significantly increase Tobin’s Q by 4.9450, a unit increase in 

leverage and age will insignificantly reduce Tobin’s Q by 3.2780 and 0.0272, respectively. 

 

The test of hypothesis in Table 2 showed that there is a negative but significant influence of environmental 

disclosure on Tobin’s Q. From the result, Tobin’s Q is negative but significant to environmental disclosure at -

2.34. This implies that increasing environmental disclosure will significantly decrease Tobin’s Q. The reason may 

be that the additional attention given to reporting on environmental concerns can exert pressure on the amount of 

market capitalization. In addition, the result of the increased cost associated with this reporting can affect the share 

price of the sampled companies. This finding agrees with Eccles et al. (2014) and Chang (2015). They found a 

significant relationship between environmental disclosure and Tobin’s Q. 

 

In the case of table 3, the result showed a positive relationship between environmental disclosure (proxied by 

EDI) and ROE. This indicates that any increase in environmental disclosure will insignificantly increase the ROE 

of the sample companies by 0.1154, as indicated by the index coefficient. While a unit increase in firm size will 

insignificantly decrease ROE by 0.4284, a unit increase in leverage and age will significantly increase ROE by 

2.4743 and decrease it by 0.0211, respectively. 

 

Also, the test result for the hypothesis in table 3 revealed that environmental disclosure has a positive but 

insignificant effect on ROE.  ROE is positive but insignificant with a 0.76 coefficient. This implies that an increase 

in environmental disclosure will insignificantly increase the ROE of the sampled firms.  The earnings will reduce 

with environmental disclosure concerns and similar associated costs. This could be that companies that emphasize 

environmental disclosure will experience an insignificant increase in their ROE. This finding contradicts Pandey 

and Kumar (2016), Adediran and Alade (2013); however, it conforms to the study of Ezeagba, John-Akamelu and 

Umeoduagu (2017), who reported a positive and insignificant relationship between environmental accounting 

disclosure and performance. Also, Tze, Huey, Han, Siew and Boon (2016) reported that the quality of 

environmental disclosure has a significant positive relationship with companies’ performance.   

 

6.. CONCLUSION AND RECOMMENDATION 

 

This paper concluded that environmental disclosure significantly and negatively affected Tobin’s Q, while it 

insignificantly and positively affected ROE. Therefore, environmental disclosure is a significant determinant of 

financial performance based on Tobin’s Q but not a significant determinant of financial performance based on 

ROE. The paper, therefore, recommended that the implementation of environmental disclosure in organizations 

should be encouraged by managers, for this will enable them to identify products with higher environmental costs 

to the organization. These can become valuable measures of departmental performance evaluation and product 

profitability assessment, improving companies’ performance in the long run. 
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