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AN EMPIRICAL STUDY ON THE IMPACT OF 
SUSTAINABILITY REPORTING ON FIRM VALUE  
▪▪ Thi Thuc Doan Nguyen 

Abstract
Value relevance is an attractive exploratory topic for firms due to its influence on a firm’s com-
petitiveness. Investigating potential factors that have an impact on firm value can provide man-
agement with the insights in how to enhance value. The aim of this paper is to explore  the 
association between sustainability reporting and firm value to gain an awareness of the value 
relevance of sustainability disclosures. The study concentrates on large listed German firms 
as research objects to reduce the influence of firm size, legislation and geographic differences. 
Moreover, instead of observing diverse sustainability reporting guidelines in one research, this 
paper focuses on the current most popular guidance, the Global Reporting Initiative (GRI). 
With this focus, it is more likely to achieve a relevant comparability among the firms’ sustain-
ability reporting. This concentration also leads to the main research question of whether large 
listed German firms which have a higher adherent level to GRI guidance tend to have greater 
firm value. The research applies Multiple Regression to test the above relationship by involving 
485 observations from 97 large listed German firms within the research period from 2013 to 
2017. Along with the main model, a robustness test was performed to explore the connection in 
the context of a four-month period after the year-end deadline to issue sustainability reports in 
accordance with German Law. The findings indicate a significant negative relation between firm 
value and a firm’s GRI adherent level of sustainability reporting.
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1. INTRODUCTION 
Although sustainability reporting has become more significant over the past decades, the valid-
ity of research on how sustainability reporting associates with market value remains uncertain 
and incomplete. The development of corporate environmental and social reports has led to the 
recent popularity of sustainability reporting ( Jones et al., 2016; Uyar, 2016). This prevalence has 
attracted investor recognition of sustainability reporting (Cormier & Magnan, 2007). With this 
increasing awareness, investors are more likely to favor firms with better sustainability report-
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ing when making investing decisions (Cormier et al., 2009). In addition, awareness of the public 
relating to corporate social and environmental issues has required firms to disclose their efforts 
and actions being taken on these issues. These information transparencies meet the needs of 
many stakeholders, including shareholders ( Jamali, 2008; Wang & Li, 2015). However, whether 
investing in sustainability reporting facilitates firm value remains questionable (Cahan et al., 
2016), and the impact of sustainability reporting on firm value is still not clear (Margolis et al., 
2007). 

The purpose of the present study is to test the effect of sustainability disclosure on firm value. In 
order to lessen the influence of distracting factors, this paper focuses on a specific country to re-
duce the inconsistent factors relating to firm culture, geography and legislation among different 
countries. The paper also concentrates on large listed companies to achieve consistency in firm 
size and regulation involving a certain type of companies. In addition, this research also aims 
to discover the effect of industrial factors on the relation between firm value and sustainability 
disclosures. Industry is divided into sensitive and friendly to environment, as firm sustainability 
transparency is likely diverse in these two types of industries. These disclosures can be seen as 
a legitimating approach for firms in sensitive industries. The paper seeks to enhance the stake-
holder perceptions of the possible factors, mainly those concerning sustainability disclosures 
that may influence firm value. The outcomes may help to explore the investor behaviors regard-
ing firm sustainability performance, so that a firm’s management can form appropriate policies 
toward sustainability activities to attract investments and improve competitiveness.  

Large listed firms in Germany have been chosen as research objects, as Germany is considered to 
be a pioneer country in sustainability reporting development in Europe. According to Directive 
2014/95/EU, the German Bundestag set legislation to enhance firm transparency in non-finan-
cial perspectives. Mandatory reporting is required of large companies which have more than 500 
employees and more than EUR 20 million in total balance sheets, or more than EUR 40 million 
of revenues. The regulation is expected to have an impact on approximately 550 companies in 
Germany (Kluge & Sick, 2016). Since the beginning of the 2017 financial year these companies 
have been required to publish their sustainability reporting. 

With the varieties of guidance norms on reporting sustainability performance, it is necessary to 
focus on a specific set of guidelines to evaluate the impact of sustainability reporting on firm 
value. Each set may have a different focus and a divergent framework from other sets. As a re-
sult, this may lead to the misunderstanding of the quality of sustainability reporting, which, in 
turn, causes results to be misinterpreted when investigating its impact on firm value. Moreover, 
large listed German companies can currently choose suitable guidelines as they strive to prepare 
sustainability reports. The flexibility in choosing appropriate guidelines and in disclosing non-
financial information may lead to significant differences among firms’ sustainability reporting. 
In order to lessen the dissimilarity and along with the use of the Global Reporting Initiative 
(GRI) in firms, the research takes GRI as a core guideline to examine the impact of GRI compli-
ance of sustainability reporting on value of firms.

In addition to the popularity of GRI, the measurable and collectable GRI adherent level facili-
tates investigation into the influences of GRI compliance status of sustainability report on firms’ 
value. The adherent status, which can be directly found in the GRI Database, includes the GRI 
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Standards, G4, G3 and G3.1, Citing, and Non-GRI, and has become one of the main variables 
in testing the impact of sustainability reporting on firm value. The influence of sustainability 
reporting in this research is measured by firms’ compliance level to GRI. This level is a means 
of revealing how transparent firms are through their sustainability report, so that it is likely that 
the higher level the firm has, the more transparency of the sustainability reports are. With the 
current concern about the influence of sustainability reporting on firm value, a research question 
is raised as to whether large listed German firms which have a higher adherent level to GRI tend 
to also show better firm value.

The paper is structured into four parts. The first section reviews relevant theories and literature 
relating to the topic. This part provides the main sources for developing the hypothesis. Then, 
research methodology and data are illustrated in section two. The following section presents the 
research outcomes and an applicable discussion. Lastly, the conclusion summarizes the previous 
contents, focusing on the research objective and main findings. 

2. THEORETICAL BACKGROUND
Stakeholder theory and legitimacy theory are the two prevailing theories concerning the neces-
sity of sustainability reporting in firm value. According to stakeholder theory, a firm’s operations 
affect the benefits of both firms and other stakeholders. Consequently, a firm’s actions and deci-
sion making should be based on the needs of all stakeholders. When the interests of these groups 
are taken into account, the improvement of risk estimation is facilitated, which then creates firm 
value for both investors and other stakeholders (Martinez-Ferrero & FriasAceituno, 2013). As 
the guidelines are set up now, sustainability reporting requires a firm to release not only econom-
ic, environmental, social, and governance information but also the risks involved and solutions 
to deal with these risks (Ballou et al., 2006). As a result, sustainability reporting makes a criti-
cal contribution to both a firm’s internal and external bodies. Moreover, a company can attain 
long-term support from its stakeholders when a board of directors adopts social responsibility 
practices, which can positively influence a firm’s long-term value. Regarding legitimacy theory, it 
is perceived that firms have hidden responsibilities to its society. The need to behave as expected 
by society leads firms to make sustainability reports to demonstrate compliance to norms. Cho 
& Patten (2007) also agree that sustainability disclosure can be used as a legitimizing tool. The 
legitimacy process requires firms to identify indicators with expectation regulations or other 
standards to measure their environmental and social performance to communicate with the so-
ciety about the adherent status of the firm (Deegan & Blomquist, 2006). Then legitimization is 
obtained only if an organization meets a minimum of the existing social values (Long & Driscoll, 
2008). When firms achieve transparent and appropriate sustainability reports, they have asserted 
their good performance in corporate social responsibility as well as in good business practices 
compliances. This can improve the stakeholders’ perception of the firm’s social responsibility 
performance and transparency. Consequently, a firm’s value can be enhanced with a high level of 
stakeholder perceptions and support.

Sustainable reporting has become popular and compulsory in many countries. However, the im-
pact of sustainability application and disclosures regarding firm value remain mixed these days. 
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Positive relations were found in the research of Anam et al. (2011), who affirm that transparency 
and disclosure facilitate the evaluation quality of share price, which leads to firm value enhance-
ment. In addition, Momin & Parker (2013) demonstrate sustainability reporting as a tool to build 
or maintain the favorable reputation of a multinational organization. Eccles et al. (2011) con-
firm that well-performed sustainability firms achieve a 4.8 percent higher share price over the 
long-term period than their competitors. Therefore, it can be argued that greater sustainability 
disclosure tends to have a favorable impact on firm value. Beside investors, strong sustainability 
transparency, including firm social performance such as gender diversity and payment equality 
can also draw positive attention and help retain good employees (Cormier et al., 2011). This, in 
turn, positively influences firm value due to improved productivity, enhanced competitiveness, 
and reduced distributional conflicts. Positive influences of firm corporate sustainability report-
ing on financial value are also proved by Guidry & Patten (2010) and Berthelot et al. (2012). 
Along with favorable influences, sustainability reporting has been shown adverse or there was no 
relationship with firm value in previous research. According to Mahoney et al. (2013), misleading 
and bias sustainability reporting exist due to firm’s selected favorable sustainability performance 
disclosure. The failure in information transparency results in the assumption of a  low quality 
firm as hidden information is likely to be considered as bad news. This, in turn, can negatively 
influence firm value. Further study has been carried out by Jones et al. (2007) on the association 
between sustainability disclosure and firm value in the long term. The authors also find unfa-
vorable connections between these two variables. In the mean time, some studies have failed to 
find the relationships between corporate sustainability and firm value (Clarkson et al., 2010). 

Different effects of corporate sustainability disclosure on firm value make it worthy to test the 
association with more tailored features of the sample. Major reasons for these diverse impacts 
come from a bulk of variables that may influence firm value and inconsistencies in measuring 
corporate sustainability. In order to tackle these issues, this research focuses on the observations 
in one country only, and in the same corporation size. Moreover, to avoid subjective opinion 
when evaluating sustainability report disclosures quality, this paper applies firm’s adherent level 
to the GRI guidelines which can be found directly from the GRI database as a measurement for 
sustainability reporting.

In the light of mentioned theories, sustainability reporting can be considered to be a mean to per-
form the firms’ commitment to stakeholders and society as for environmental and social issues. 
Once sustainable reporting achieves outstanding performance, it can reveal high responsibility 
of firm to other parties, and can assure sustainable development. This, in turn, can enhance 
firm’s reputation and image. Based on this argument and the research question whether there is 
a connection between sustainability reporting and firm value, this research assumes that a firm 
which adheres to the GRI guidelines disclosures can enhance its value.

Hypothesis 1: Compliance with the GRI guidelines in reporting sustainability activities has 
a positive impact on German large listed firm value. 

Jenkins (2006) states that sustainability performances are diverse depending on firms’ sectors, 
therefore, the industry type is considered to be one of the significant impact factors of sustain-
ability (Svensson et al., 2009). In fact, the amount of sustainability information to be disclosed 
is different depending on the type of firm industry. For instance, environmental information 
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tends to be provided more by environmental sensitive firms whereas manufacturing firms tend 
to provide more sustainability information than firms in the sector of onces. Gamerschlag et 
al. (2010) discovers that companies in consumer and energy supplying industries disclose more 
sustainability facts and figures while those in services industry provide less information. Based 
on the arguments, this paper proposes that a firm under environmental pressure industries tends 
to enhance sustainability transparency, which leads to a  high adherent level of sustainability 
reporting practices.

3. RESEARCH METHODOLOGY AND DATA
3.1 Data collection 
With current five versions of GRI from G1 to GRI Standard, this research focuses on the most 
updated versions which include GRI-G3, GRI-G4, and GRI-Standard only. The five-year re-
search period starts in 2013 when GRI-G4 is first issued. Since 2013, firms have stopped apply-
ing GRI-G1 and G2; however, GRI-G3 has still been applied commonly. Within the research 
period, 97 German large listed firms that have details of GRI adherent levels are collected from 
the GRI Report List Database each year. Therefore, a final sample for the whole period consists 
of 485 observations. There are twenty seven sectors observed in total, an thin which the average 
number of firms in each industry is about 3.5 firms. While some sectors include just one firm 
such as agriculture, water utilities, or healthcare products, the other has more firms operating 
in such as automotives and chemicals with nine firms in each sector, and financial sectors with 
thirteen firms. Firms in financial services, chemicals and automotives sectors occupy more than 
30 percent of observed firms. These firms are then classified into environmental sensitive and 
friendly sectors for further analysis. 

Referring to the classification of industry, this paper is based on the NAICS Codes which pro-
vide lists of environmentally sensitive industries. As for the German large firms listed in the sam-
ple, there are 27 industries in which according to NAICS Codes, 14 industries are identified as 
being in the pressure groups. These consist of Automotive (Codes: 42311, 42114), Aviation (481), 
Chemicals (325), Computers (334), Constructions and Construction materials (237), Equipment 
(335), Food and beverage products (311, 312), Household and personal products (321, 326, 337), 
Logistics (481, 482, 484), Metal products (331), Textiles and Apparel (313, 314), and Energy and 
Energy Utilities (237). These 14 industries comprise 52 firms, and the environmentally friendly 
sectors include 45 firms.

Tab. 1 – List of environmental friendly (F) and sensitive (S) industries. Source: own research
Industry Type Industry Type
  Agriculture F   Healthcare products F
  Automotive S   Household and personal 

products
S

  Aviation S   Logistics S
  Chemicals S   Media F
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  Commercial services F   Metal products S
  Computers S   Real Estate F
  Conglomerates F   Retailers F
  Construction S   Technology hardware F
  Construction materials S   Telecommunications F
  Energy S   Textiles and Apparel S
  Energy Utilities S   Tourism/ Leisure F
  Equipment S   Water Utilities F
  Financial services F   Others F
  Food and Beverage products S

The data for the dependent variable, share price at the year end and four months after the year 
end of each firm is gathered from Frankfurt, Xetra, Stuggart, Munich, Berlin, Dusseldorf, Ham-
burg, and Hannover Stock Exchange. The four-month after the year-end stock price is used 
to perform robustness test as the sustainability report can be issued after the end of a within 
financial year the defined limit period of four months (Federal Law Gazette, 2017). Regarding 
the independent variables, the GRI adherent level of each company is collected directly from the 
GRI Reports List Database. Along with the main variables, control variables which include firm 
profitability, firm size, firm leverage, firm age and external assurance status of sustainability 
report are gathered from firm annual reports, firm history, and the GRI Reports List Database.

3.2 Variables measurement

Tab. 2 –  GRI adherent level ranking. Source: own research
GRI Type Adherent level Index  GRI Type Adherent level  Index
Non-GRI 0

  G3.1    G3.1

 B 10
Citing GRI 1  B+ 11

G3

 Undeclared 2  A 12
 C 3  A+ 13
 B 4

     G4
 Undeclared 14

 B+ 5  Core 15
 A 6  Comprehensive 16
 A+ 7

Standards
 GRI-referenced 17

G3.1
 Undeclared 8  Core 18
 C 9  Comprehensive 19

To examine the association between firm value and sustainability reporting based on the GRI 
guideline, this paper applies Ohlson model which confers current firm share price to firm value. 
The GRI adherent level is ranked based on the GRI compliance status of firm sustainability 
reports (Fuente el al., 2017; Prado-Lorenzo et al., 2009). Four GRI versions which comprise 
GRI-G3, GRI-G3.1, GRI-G4, and GRI-Standards are involved in the research period from 2013 
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to 2017. Since later versions are reviewed and amended to be more appropriate to implementing 
practices, it is likely that later versions provide more proper guidelines than previous versions. In 
each version, there are several adherence levels which  determine how well firms followed theh 
hGRI guidelines such as A+, A, B+, B, C in GRI-G3 and G3.1, or core and comprehensive ones 
in GRI-G4 and Standards. As a result, a ranking can be identified to measure the GRI compli-
ance status of the firms observed. In addition to the mentioned levels above, in each category, 
there is an undeclared status which means that even though firm sustainability reporting follows 
a specific indicated version, it is unclear which adherent level the report belongs to. This status 
as placed on the lowest level in each version. Aside the above four the GRI versions, from GRI 
database, there are also the GRI citing firms which refer to GRI guideline but have no GRI 
Content Index, and Non-GRI companies which do not belong any category from above. These 
two types of sustainability reports take the lowest rank of the GRI compliance status (Table 1). 

Along with dependent and independent variables, the model employs five more control variables. 
First three control variables include firm performance, firm size, and firm age. Fama & French 
(2006) and Thinggaard & Damkier (2008) find that firm is steadily increased profitability is con-
sidered to be favorable information for investors’ perception of a firm future and investors’ de-
cision-making process. Thus it can be seen as one factor to enhance firm value. Value relevance 
of firm profitability is also investigated by Gjerde et al. (2011) and Shamki & Rahman (2012). As 
for the firm size, with the advantages of dealing stakeholders, an increasing market share, and 
employing economic scale, it is likely for large firms to have higher value (Serrasqueiro & Macas-
Nunes, 2008). In addition, large firms have usually been well organized and perform well, which 
leads to high possibility of achieving a fair price when issuing equity. Regarding the firm age, 
which is believed to be aligned with knowledge, abilities, skills and reputation (Agarwal & Gort, 
2002), is regarded as the third control variable. Due to the enhance reputation, it is believed that 
firm age has favorable association with firm value (Baker & Kennedy, 2002). These three control 
variables are assumed to have a positive relation with firm value. The fourth control variable 
is firm leverage, which concerns risks when raising debt. These risks may consist of financial 
distress when a firm acquires a high debt level (Modigliani & Miller, 1963), or interest conflict 
between shareholders and debt holders. Therefore, firm leverage is supposed to have an unfavo-
rable impact on firm value. The last control variable is external assurance of sustainability report. 
Consistent with Simnett et al. (2009), sustainability reports have better quality when being au-
dited by external parties. It can be stated that assurance of these reports can be seen as a mean 
to improve the reports’ reliability. This can be seen as a positive influence on the stakeholder is 
perception of firm reputation, which then is presumed to have better influence on firm value. 

Firm performance, firm size, firm age, and firm leverage are measured based on earlier research 
(Al-Najjar, 2014; Chen, 2007; Gurcharan, 2010; Coad et al., 2013). Referring to external assur-
ance, dummy variables, of which 0 is for an unaudited sustainability report and 1 for an audited 
sustainability report, are utilized (Table 3). 
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Tab. 3 –  List of control variables measurement. Source: own research
Variables Measurement
 Firm performance Net Income / Total assets (ROA)
 Firm size Logarithm of total assets
 Firm age Difference between the current year and founded year
 Firm leverage Total debt / Total assets
 External assurance 1: Yes, 0: No

3.3 Research methods
Initially, descriptive statistics is employed to describe basic features of the data. Then, correlation 
coefficient analysis is performed to avoid multi-collinear which may incur issues in interpreting 
coefficients due to duplicate information provided by some independent variables. Correlation 
coefficients express degree of the linear relationship between two random variables. A correla-
tion coefficient of +1 and -1 indicates that two variables are perfectly related in a positive and 
negative linear sense respectively, and a  correlation coefficient of 0 indicates that there is no 
linear relationship between the two variables. Multi-collinear exists where independent variables 
are strongly correlated with each other. Tabachnick & Fidell (2001) state that multi-collinear may 
exist when correlation equals 0.7 or above. In addition, in order to avoid multi-collinear, toler-
ance of each variable is more than 0.2 or the variance inflation factor (VIF) of each variable is 
less than 10. Tolerance is defined as the possibility when the independent variable cannot inter-
pret the dependent variable in the research model. Therefore, the lower of tolerance value is, the 
higher possibility for multi-collinear to be incurred. Meanwhile, VIF is the inverse of tolerance, 
hence, the impact on multi-collinear is opposite from tolerance.

Multiple Regression is applied to test the hypothesized relationship between one dependent vari-
able and more than one independent variable. All variables in the tested model are numerical; 
therefore, Multiple Regression is considered to be an appropriate method. Along with the main 
model, the robustness test is performed to investigate the relationship between sustainability 
reporting and firm value, in which firm value is measured by the four-month after year-end share 
price instead of the year-end price as in the main model. The robustness test is conducted due 
to the four-month period deadline set by German law for firms to disclose their sustainability 
reports. In addition, companies in environmentally sensitive and friendly sectors are collected 
for running Multiple Regression to find the relationship between firm value and sustainability 
reporting in each sector. All these analyses and regressions are performed by using STATA sta-
tistical software.

The equation of Multiple Regression model is formulated as follows:

Sharepriceit = β0 + β1SRit + β2Performanceit + β3Sizeit+ β4Ageit + β5Leverage + β6Assuranceit + ε

The robustness test with the four-month after year-end share price:

Sharepricei(t+4) = β0 + β1SRi + β2Performancei + β3Sizei+ β4Agei + β5Leveragei + β6Assuranceit + ε
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In which: SR represents the GRI compliance in reporting sustainability activities; i is the number 
of observations; t is the year of data from 2013 to 2017; β0 is constant; β1,2,3,4,5,6 are estimated coef-
ficients of the explanatory variables; and ε is an error term.

4. RESULTS AND DISCUSSION 
4.1 Descriptive statistics and correlation coefficient analysis
The year-end share prices of the observed firms in the research period are significantly diverse 
with the highest and lowest share prices standing at €728 and €0.54 respectively. Among 485 
observations, around 33% firms have share prices beyond the average price of €68 and all firms’ 
share prices fluctuate during the research period. As for the GRI application, from 2013 to 2017, 
GRI-G4 has been applied the most, having 193 sustainability reports based on it. In the mean-
time, the earliest version GRI-G3 and the lasted version GRI-Standards have 35 and 39 reports, 
following them correspondingly. The GRI citing has been utilized the least by only 11 firms. 
As for external assurance, 175 observed sustainability reports are audited by third parties which 
occupy about 36% of the whole sample. In addition, the researched firms are quite old with an 
average firm age of nearly 81 years. 

Table 4 shows correlation results and the VIF value of all variables in the main model. As no 
correlation is above 0.7 and no VIF value is more than 10 as indicated by Tabachnick & Fidell 
(2001), it can be stated that no multi-collinear issue incurs in the model. The correlation matrix 
also demonstrates significant associations between firm value and the GRI compliance, firm 
performance, firm size, and firm age and external assurance of sustainability reports. The only 
insignificant connection is between firm value and firm leverage. Regarding the association 
among independent variables, it is likely that larger firms, high leverage firms, and firms which 
have external audit on their sustainability reports tend to highly comply with GRI. In addition, 
the larger firms are the higher possibility to earn profit. Lastly, larger firms usually come with 
a higher debt and have the sustainability report audited.

Tab. 4 – Correlation matrix. Source: own research		
Variables 1 2 3 4 5 6 7 VIF
1. Share price 1
2. GRI compliance .150* 1 1.35
3. Firm performance .121* -.017 1 1.24
4. Firm size .179* .302* -.188* 1 1.52
5. Firm age .124* .031 .022 .039 1 1.00
6. Leverage -.059 .100* -.430 .513* .011 1 1.60
7. External assurance .113* .473* .046 .294* -.026 .062 1 1.38

* Correlation is significant
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4.2 Regression analysis
The research performs Cameron and Trivedi’s decomposition of IM-test and retrieves the p’’ 
value of heteroscedasticity, skewness, and kurtosis of 0. 2981, 0. 5179, and 0. 4253 respectively. 
These results indicate that assumptions of homoscedasticity, symmetry, and normal kurtosis are 
satisfied with the implementing model. The regression results in Table 5 demonstrate the p-value 
of 0.034 with the coefficient of -0.435, which indicates a negative significant relationship at the 
5% level between firm share price and firm’s compliance with the GRI guideline in reporting 
sustainability performance. This indicates that firm sustainability reports which have higher 
GRI adherent levels tend to have a  lower share price than others. The significant association 
between the share price and GRI compliance in reporting sustainability activities is inconsistent 
with the hypothesis 1. This outcome has rejected the association between firm value and firm 
compliance with GRI in reporting sustainability performance as proved by previous research 
(Anam et al., 2011; Berthelot et al., 2012; Guidry & Patten, 2010; Middleton, 2015). 

Tab. 5 – Empirical results for the main model. Source: own research
Variables Coefficients t value P value
 GRI Compliance -.435** -2.12 0.034
 Firm performance .479** 2.03 0.043
 Firm size 7.520 0.95 0.340
 Firm age 4.81*** 7.28 0.000
 Firm leverage .288 1.37 0.171
 External assurance 7.56** 2.22 0.027

* Significance at the 10% level, ** Significance at the 5% level, *** Significance at the 1% level.

A negative relationship between firm value and GRI adherent status of firm sustainability re-
porting has been supported by agency theory and slack resources theory.  According to agen-
cy theory, investing in corporate social responsibility wastes company resources as it tends to 
gain management reputation by using companies’ resources at shareholder expenses (Barnea & 
Rubin, 2010; Surroca et al., 2010). In the meantime, slack resources theory asserts that spending 
on corporate social responsibility activities leads to firm value deterioration since corresponding 
gained income cannot overcome this expenditure and concentrating on these activities absorb 
managements’ focus on firm goals (Campbell, 2007).

An unfavorable association between firm value and the firm’s compliance with the GRI guide-
line in reporting sustainability performance has also been demonstrated in previous research. 
Determinations of whether sustainability reporting enhances a  firm reputation, which then 
positively influences firm value, is unambiguous. The reasons for this ambiguity may come from 
incomplete sustainability reporting, along with self-centeredness and insincerity according to 
Gray (2006), Unerman et al. (2007), Aras & Crowther (2009) respectively. Luo et al. (2012) also 
argue that corporate sustainability reporting information may not reveal a firm’s actual activities. 
At the same time, high quality sustainability reporting impairs shareholder awareness of a com-
pany’s future cash flow risks (Bachoo et al., 2013), which in turn can harm shareholder value. 
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As for control variables, the criteria of a firm, including firm performance and firm age have a fa-
vorable significant impact on firm share price, with the p-value of 0.043 and 0.000 respectively. 
This means firm share price is likely to increase when a firm performs better and is founded ear-
lier. However, the regression results find no relation between firm size, firm leverage and firm 
share price. As for the external assurance of sustainability report, a positive significant associa-
tion has been found with firm value at the p-value of 0.027 and coefficient of 7.56. This confirms 
the importance of third-party audits on a firm’s sustainability report, as it is likely that the share 
value is higher if these reports are audited. To sum up, these outcomes are consistent with the 
assumptions stated above for most of the control variables except for firm size and firm leverage. 

4.3 Robustness test results and discussion
By replacing the year-end share price by the four-month after year-end share price in the main 
model, the association between firm value and firm GRI-compliance status of sustainability 
report maintains an unfavorable significance at the 1% level with the coefficient of -0.632. This 
result again confirms the result that investing in sustainability activities and having a high adher-
ent status in preparing high quality sustainability reporting tend to impair shareholder wealth. 
As for the control variables, firm performance, firm age and external assurances, there remains 
the same positive significant association with firm value as in the main model. In addition, the 
outcomes still show no connection between firm age, firm leverage and the dependent variable. 

Tab. 6 – Empirical results for the robustness test. Source: own research
Variables Coefficients t value P value
 GRI Compliance -.632*** -2.61 0.010
 Firm performance .645** 2.31 0.022
 Firm size 2.780 0.30 0.766
 Firm age 5.38*** 6.86 0.000
 Firm leverage .410 1.65 0.101
 External assurance 11.12*** 2.76 0.006

* Significance at the 10% level, ** Significance at the 5% level, *** Significance at the 1% level.

4.4 Complementary results and discussion
485 firms were divided into two groups, which include 52 environmentally sensitive firms and 
45 environmentally friendly firms. Multiple Regression was performed in these two-group data, 
with the results of the main model illustrated in Table 7. A robustness test for the four-month 
after year-end price is presented in Table 8. Industry influences cause the outcome of the as-
sociation between firm value and GRI compliance in sensitive environmentally sectors to turn 
insignificant, while the significant status still remains for environmentally friendly industries. 
The insignificant relation between these two variables in environmentally sensitive sectors in-
dicates that compliance with the GRI framework does not have any impact on changes of firm 
value. This outcome was also found in the previous research of Clarkson et al. (2010) and Qiu 
et al. (2014). 
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Tab. 7 – Empirical results for industry divided into sensitive and friendly sectors. Source: own 
research
Variables Environmentally sensitive 

industry
Environmentally friendly 
industry

Coefficient P-value Coefficient P-value
GRI Compliance SR -.282 .414 -.476** .034
Firm performance .503 .104 3.950* .073
Firm size -.171 .882 3.134** .023
Firm age 5.017*** .000 3.980*** .000
Firm leverage .494 .125 .194 .462
External 2.746** .027 3.517 .340

* Significance at the 10% level, ** Significance at the 5% level, *** Significance at the 1% level.

Tab. 8 – Robustness test for industry dived into sensitive and friendly sectors. Source: own 
research
Variables Environmentally sensitive 

industry
Environmentally friendly 
industry

Coefficient P-value Coefficient P-value
 GRI Compliance SR -.443 .283 -.576** .023
 Firm performance .703* .057 .981 .101
 Firm size -6.757 .625 3.590** .015
 Firm age 5.722*** .000 4.016*** .000
 Firm leverage .575 .135 .471 .115
 External 6.940*** .002 3.016 .469

* Significance at the 10% level, ** Significance at the 5% level, *** Significance at the 1% level.

This research provides relevant implications for firms and standards setters. Firms may acknowl-
edge how sustainability reporting impacts firm value, so that they can adjust the implementing 
process to be able to achieve both the firm’s financial and non-financial aims. With the focus on 
the GRI guideline, a firm may also have a clearer perception of how compliance with a specific 
instruction can influence firm value. This in turn leads to sounder decisions by firms regarding 
the choice of appropriate standards and approaches in performing sustainability activities and 
reporting sustainability performance to best accomplish firm goals. As for standards setters, this 
research should provide a deeper understanding of the efforts of firms to perform and of how 
such effort affects their financial performance and value. Based on this, standards setters can 
assist and encourage firms to follow sustainability development by making more appropriate and 
supporting principles.

5. CONCLUSION
To attempt to resolve the inconsistency of previous research results on the relationship between 
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firm value and sustainability reporting, this paper further investigates this association by nar-
rowing down dissimilarity in the observation features. The paper concentrates on large listed 
German firms to lessen the impact of size, legislation and geography. Furthermore, with a grow-
ing number of standards available to provide instructions on how to report sustainability per-
formance, this paper focuses on one standard only and examines the impact of  implementing 
this standard on firm value. 

Due to the popularity of the Global Reporting Initiative among the standards available, the 
GRI framework was selected to carry out the research. The paper concentrates on 97 German 
large listed firms each year within the research period from 2013 to 2017 with the structure 
of a 485-observation sample. In order to investigate the relationship between firm value and 
a  firm’s GRI compliance status in sustainability reporting, relevant information such as firm 
value, GRI adherent status of firm sustainability report and firm financial information was col-
lected from eight stock exchanges in Germany, the GRI Report List Database, and the annual 
reports of firms. Multiple Regression was then applied to test the association for the main model 
and robustness model.

The study finds a negative significant association between firm value and a firm’s GRI adher-
ence level in reporting sustainability performance in both models. The result proved to be in 
opposition with the stated hypothesis, which means a higher adherence to GRI of firm sustain-
ability reporting the lower value of firm share can be observed. The outcomes deny the favora-
ble connection between these two variables generally put forth in the theoretical background. 
However, these outcomes are consistent with agency theory and slack resource theory, which 
claim that investing in sustainability activities wastes a firm’s resources and harms shareholder 
wealth. Moreover, this unfavorable connection is also affirmed by previous research due to the 
uncertainty in enhancing firm reputation in terms of investing in sustainability activities. The 
association was also explored in relation to industrial impact by examining the influence of 
GRI compliance of a sustainability report on firm value in environmentally friendly and sensi-
tive sectors. The outcomes reveal an insignificant relationship between firm value and firm’s 
compliance with GRI in sensitive sectors, while a significant association remains the same in 
environmentally friendly sectors. To sum up, a strong attempt to comply to popular GRI guide-
lines in reporting sustainability performance does not necessary improve firm value in sensitive 
environmentally friendly industries. This research has limitations in terms of the investigation 
of the actual reasons for the negative association between firm value and GRI adherent sustain-
ability report of large listed German firms. Therefore, future research on investigating the cause 
of these influences should be performed so that a  firm can appropriately apply the available 
guidelines to be beneficial in terms of firm value while achieving sustainability goals. 
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