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Abstract

Because of the rising awareness of environmental protection, enterprises’ disclosure
of environmental accounting information become increasingly important. Whether
enterprises disclose environmental information seriously and properly depends on the
quality of their governance system. This study investigates whether environmental
information disclosure affects investors’ perceptions of earnings quality using a sample of
companies listed on Taiwan Stock Exchange or Taipei Exchange for the period 2012-2019.
This study documents that investors’ perceptions of higher earnings quality are obvious
when firms disclose a higher level of environmental information. Moreover, the positive
relationship between environmental information disclosure and investors’ perceptions of
earnings quality is more pronounced in firms with a higher level of managerial ownership.
Overall, these results suggest that environmental information disclosure matters to market
participants and that a convergence of interests occurs in the Taiwan capital market.
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HHABERGER 10 MEAFERIE 0 o BEER R EEER Bl +EEE 2

140



NTU Management Review Vol. 34 No. 1 Apr. 2024

BN SR A FREE BRSNS 10 7 REAZ 057 -

ASRER 1 FENE BB (1) o UE 1 EAID 7238 - Bl B, (28 » ACTE
H UEXEAID ¥ CAR 7 [SIFER IERIBALR 3 AT 2 A — S e S A%
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KWFFe A 2HmENTE (HRFEHEETES > 2020 ; SHAIES > 2019) - #H]
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THEA UE x NETLOSS WIfREUB & - BETA B2 alls - DU A —E/ B SR &k
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FEZFEHER -
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BB RERE (TE)) - EREREEHIEEETEE - Ao E A EHEH
GHER/N FIME U BS A B R S R e T B S E - WA T X FEE R
R A R R RS B R Bl i S B S E R EOK AR R - 2 —H

soE T e IR (1) 2 (10) ©

= BRAGERAUE R

R 1 SR AR LA B R A S S RO SR » Panel A S A ST E 2B - WA
BRAE 10,950 FEE(E - MEERZEHIER - AFERABZEER 10819 7 -
Panel B Ry A ME N - WE EHiEAFEZFERE @S FEVFIGZ
EAID 538057 F 2.3 43 » Panel C Jy 3321500 ° » FE T ZFEFT LA LB =
EEEERL R PTG AY LLBIER AR - Panel C B =3RS AR V1E.Z EAID 738 -

<2 By 2012 £ 2019 FEIRE NG T EE PERG D - K - KB TR

6  Beta FYNE0Ry COV ({EBIREZFSRINER - T8I / VAR (&M= » H1s35 COV
B RS 2R =R > TSN ) S (18] 1 58 25 S =R B T S5 e I R g et B 5 o3 VAR (71
R ) R e L - (EBIRE SR EI R = 5 ¢ U E (FEEO < (1 + EIERE
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&1 BEOEEREESERFENER

Panel A : 1ANEEY

H7REAR 2012 Z & 2019 £F

AR FEHRE
B ERY (TEELmME) 10,950
B R RERMNRERZERE (19)
W REENREERERZEEE (54)
W ARSI ER BRI (58)
SASHRE 10,819
Panel B : FEEHEC
AR LR (%) EAID 5381
2012 1,207 11.16% 1.9387
2013 1,256 11.61% 1.8790
2014 1,296 11.98% 2.1728
2015 1,328 12.27% 2.3419
2016 1,368 12.64% 2.4503
2017 1,423 13.15% 2.4898
2018 1,446 13.37% 2.5947
2019 1,495 13.82% 2.5759
RICERE 10,819 100% 2.3054
Panel C : E¥ /AL
SEEECHEENE AR EEABI (%) EAID 538
KRBT % 56 0.52% 6.0893
BaITE 188 1.74% 4.9255
YRR T E 184 1.70% 5.1250
ET A 414 3.83% 2.6522
B 524 4.84% 2.2156
EEEHE 118 1.09% 2.5169
IWIRRE 38 0.35% 4.0526
ERTE 48 0.44% 4.3750
FiTEC 3 328 3.03% 3.9116
BRBIE 90 0.83% 4.0556
RETE 163 1.50% 2.9202
EMEE 567 5.24% 2.1358
finig 191 1.77% 4.1885
B 217 2.01% 2.1290
B5%HEE 203 1.88% 1.8867
Hth 664 6.14% 1.6928
1EEBTE 279 2.58% 4.6559
B 634 5.86% 15315
MBI 96 0.89% 2.4271
Fimpeg 947 8.75% 2.3749
Y S BRI 736 6.80% 2.4620
HEE 796 7.36% 2.0691
PEHIE RS 575 5.31% 1.8452
Eagectis | 1,475 13.63% 1.9946
BT BIEE 278 2.57% 0.9604
HiMARIEE 234 2.16% 0.8803
HihEFE 559 5.17% 1.8623
XiLRIEE 162 1.50% 0.8272
BER 15 0.14% 0.8667
BETEH 40 0.37% 0.3750
RICERE 10,819 100%
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Difference in Managerial Ownership Structure

# 3 HudiEsEr (N =10,819)

Panel A: 288 ARGRIEAST

2y FioE EEE Q1 BB Q3 fWME EKE
CAR (RIRERMAME ) 0.0513 0.3483 -0.1599 0.0040 0.2002 -0.6957 1.3366
UE (RErEe)) 0.0106 0.1114 -0.0313 0.0023 0.0379 -0.3294 0.5242
EAID (IRIEENIBTIEER) 2.3222 22531 0.0000 2.0000 4.0000 0.0000 10.0000
CS (ARHE) 152311 1.3553 14.3005 15.0615 15.9944 12.4804 19.6018
DR (Bf&HXR) 0.3557 0.1760 0.2208 0.3437 0.4743 0.0257 0.8173
GROWTH (RIS ) 1.3479  0.9109 0.8483 1.0549 1.4698 0.5529 6.2245
NETLOSS (# %38 [BH#E8 ) 02268 04188 0.0000 0.0000 0.0000 0.0000 1.0000
BIGF (INAEW EHEEE ) 0.8667 0.3399 1.0000 1.0000 1.0000 0.0000 1.0000
FIRMAGE (AR EE ) 26731 05224 23979 27081 29444 1.0986 3.9318
BETA ( Rtz ) 0.7307 0.4136 04179 0.6883 1.0029 -0.0624 1.8413
SVAR (REFEEM) 0.0314 0.0319 0.0112 0.0214 0.0395 0.0016 0.1872
Panel B: &2 A F5RR 3 8% 2 HGIRIEARET

SIS ARSR (AR (EASIBASER: (ViR 198 P

%) N=5,396 %) N=5,423 IRE 1RE

gy Fi9E U TEE PR t{E z &
CAR ( RTEEEIRAE ) 00699 00222 00328  -0.0105 5.54*** 5 5%
UE (RerEE) 00124  0.0030  0.0088  0.0014 1.70* 2.08*
EAID (IRIEEIBEIEIE) 20033 20000 26395 20000  -14.83"* -13.48***

1 MEEZ EHEERARE HRE - MR IEERRIR Wilcoxon FRFFFARTE o

FE2 0 BRIRTR 1% ~ 5% ~ 10% BEEKAE (BEWRTE) ©
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Difference in Managerial Ownership Structure

ZIE o SEESURREER VIF (ERRY 10 R Hag PR (Marquardt, 1980) » At 7eiE
B VIF (BE/NR 10 > BURHHRIERTENL B -

o EBRERGH
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1 B A BB ASEST 00T - FHDUBIERER 1 SR E S5 SRR - UE BB (R B
FRIE ((R#(3.4937 - t{H = 6.05) » BURKEREENRE - AFRFHET RS
ISR BT FE —2 (R REEE IESE © 2020 ) 5 EAID W3R R AR EOR 2 BEE /K YE
HRREEENEBEEEAEI NS E2EEE RINE M A URBEHERERE
B R EEZEZER - AGURE  BREEABESHAESR T EERERER
BIRGE AR AREREASHRREETCERLSINALE L - HEAMN
B BEENEEHAFEERSEAENTE  HURBEEN S BHAE - mik
ALFEW UE Bl EAID 7 22 FRIAFHZE R IE ((5%70.0480 » 1 {H = 2.04) - {Eaft | (5
XF O BREREEENEBEEESAREIEE N B ZERLE 275 RERE A
BER BRI A A FIREENEELEM AT E - LESGR IR
ABLHPREREECR » B NG AEEREENRREEN - 15 LI ERN
WA R G E A B & N B R B IREH] « ASCHER] - STER N Gnb SR E
NEEREEHFEL  BEENEEMFEEEREZ 8 HIRS B —(HEXK
BROAAER  fEFHBETEREARNRREBETCRRGERT » B AEHET
FEERISES » A EE ¥ —HEN RN AEN RS R E NHRIEE
BB EEMRAKZAT  FHhTReEZFHE -

TEF S U B 3R IG5 (Jensen and Meckling, 1976) » #EHE A FFfebLiE » £
T N EH B ERTRAVELT - HEA T BEE R —3 - K8 AFRIEREHAFRA
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Fii (KA A8 B EARH AR CNRFAI 8D REFRAS » BRETRE AR R
B EEA T HIREENEEH N E ARG NETE - K55 26 - DIE
AR 2R ASHEAT AT S SRR 2 T 2 R A B i B KA AR 6 B
(MGR > Median) - BiSfG R8N » UE BF B1E ([R84.5256 @ t{H = 5.17) » 8UR

10 ASCEFER (1) Z SRS IR (CAR) DVEFL 7 B EIBFN 6 HETE - HIINEE
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*x5 RESHBEERREASBNBGAEZEEHER
. B AR AT\ 157
ZHEA (MGR > Median) (MGR < Median)
ntercent 0.0344 -0.0552 0.0387
P (0.59) (-0.65) (0.56)
UE 3.4937+ 45256 3.0893*
(6.05) (5.17) (3.95)
-0.0020 -0.0048 0.0003
EAID (-1.00) (-1.57) (0.12)
0.0480* 0.0960*** 0.0128
UE x EAID (2.04) 2.77) (0.40)
-0.1680"* -0.2607*** -0.1125*
UE x CS (-4.04) (-4.02) (-2.17)
0.5407* 13128+ 0.0558
UE x DR (2.22) (3.66) (0.19)
-0.0512 0.0043 -0.1422
UE x GROWTH (-0.54) (0.03) (-0.69)
-0.1752 -0.1037 -0.2836
UE x BIGF (-1.45) (-0.63) (-1.53)
-0.2197 -0.2603* -0.2266
UE x FIRMAGE (-2.13) (-1.79) (-162)
L0317+ -0.4088™* -0.2489*
UE x NETLOSS Son (500, 2t
0.0825 0.0734 0.1155
UE x BETA (0.60) (0.42) (0.55)
-0.3124 -1.4299 0.2018
UE x SVAR (-0.28) (-1.08) (0.18)
cs 0.0009 0.0099* -0.0039
(0.24) (1.65) (-0.79)
R 0.0106 -0.0570 0.0442
(0.41) (-1.49) (1.21)
-0.0260%* -0.0280%* -0.0231%*
GROWTH (-4.61) (-3.23) (-2.84)
0.0007 0.0093 -0.0024
BIGF (0.06) (0.52) (-0.13)
0.0164* 0.0222* 0.0240*
FIRMAGE (1.92) (1.73) (2.02)
-0.0611%** -0.0640%* 20,0527
NETLOSS (-5.10) (-3.63) (-3.21)
-0.0473"* -0.0493** -0.0488*
BETA (-3.86) (-2.99) (-2.62)
0.0186 0.2578 -0.0848
SVAR (0.12) (1.15) (-0.37)
Year Fixed Effects YES YES YES
Industry Fixed Effects YES YES YES
Fig 17 5*** 10.94** 9.04***
Adjusted-R? 7.79% 8.95% 7.47%
N 10,819 5,396 5,423

FE P RINGE 10% BEE KA ; * RINGE 5% BRE K ™ RE 1% BREKE S HESRA A tE - tE

&1k cluster-robust standard errors at firm level NLLZE%E (Petersen, 2009) °
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DEAID, = p,+ ,CS,+ f.DR,,+ B;MVR, + B,ROA, + fsPIND,,+ f,RD,,+
BMGR,+ ¢, ° )

Hr

DEAID = GHBEREENEF R 1 SRR 0 -
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1. Purpose/Objective

Ongoing challenges in the global ecological environment and the continued depletion
of natural resources are leading to an increasingly alarming trend of extreme climate
variability and escalating global warming. As a result, environmental protection and green
issues are receiving increasing attention worldwide. Due to increasing environmental
awareness, corporate environmental disclosure is receiving more attention than ever. Prior
literature finds that firms with better Corporate Social Responsibility (CSR) performance
outperform in financial capital markets (Dhaliwal, Radhakrishnan, Tsang, and Yang, 2012),
and nonfinancial information disclosure can reduce analysts’ earnings forecast errors
(Kim, Park, and Wier, 2012). This study differs from previous research in that it is the first
to examine whether the extent of corporate environmental disclosure affects investors’
perceptions of earnings quality.

Moreover, previous research has taken different perspectives on managerial
ownership. Jensen and Meckling (1976) propose the “convergence of interest” hypothesis,
suggesting that the convergence can have significant positive effects if managers’ goals
are aligned with those of owners, and managers prioritize maximizing firm value. On the
other hand, Jensen and Ruback (1983) propose the “entrenchment hypothesis”, stating
that when managers have sufficient power to control the organization, they may be more
inclined to pursue their own personal interests or to protect their own positions in the firm,
which eventually results in actions that are detrimental to firm value. This study takes the
perspective of the convergence of interest hypothesis and further analyses the impact of
environmental disclosure on investors’ perceptions of earnings quality in both high and

low managerial ownership companies.
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This study focuses on the study of disclosing corporate environmental information
because such information has significant impact on business operations. Environmental
impact is becoming increasingly important as globally, companies are striving to achieve
zero emissions and zero pollution following the worldwide trends and governmental
policies. It is thus vital for companies to demonstrate commitment to strive for
environmental sustainability in order to gain investors’ favor and competitive advantage in

the market.

2. Design/Methodology/Approach

Using a sample of Taiwanese listed and Over-the-counter (OTC) companies
for the period 2012-2019, this study examines whether the disclosure of corporate
environmental information affects investors’ perceptions of earnings quality. That is,
a higher environmental disclosure score of a company indicates a higher investment
in environmental policies of the company, and investors perceive the company’s
environmental disclosure as transparent. Accordingly, we expect that environmental
information disclosure enhances investors’ confidence in the quality of financial reporting.
Therefore, investors’ perceptions of firms’ earnings quality will be positively affected by
corporate environmental information disclosure. Hypothesis 1 is therefore formulated as
follows:

Hypothesis 1: Under the same conditions, environmental disclosure positively affects

investors’ perceptions of earnings quality.

Furthermore, most business owners in Taiwan are family members who also own
significant shares in the companies; thus, the convergence of interests of managers and
shareholders helps achieve greater alignment. Particularly, in companies where managers
have a larger shareholding, the interests of management tend to be aligned with those
of the majority of shareholders. Besides, the disclosure of environmentally related
nonfinancial information can further improve earnings quality (Kim et al., 2012) and
increase investors’ confidence in the quality of earnings reported in the financial statements

as well. Hence, we propose Hypothesis 2 as follows:
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Hypothesis 2: For companies with a high level of managerial ownership, the positive
relationship between environmental disclosure and investors’ perceptions of

earnings quality is more pronounced under the same conditions.

Methodologically, following previous studies (Baber, Krishnan, and Zhang, 2014;
Fang and Lu, 2020; Lyubimov, Davis, and Trompeter, 2020), we estimate the following
regression to test Hypotheses 1 and 2 on investor perceptions of earnings quality. The

empirical Model (1) is as follows:

CAR, = B+ B,UE, ,+ B,EAID, ,+ B;UE, < EAID, +p,UE; < CS,,+ BsUE, < DR, + BsUE,,
x GROWTH, i+ B,UE,;, < BIGF,,+ BUE, ,x FIRMAGE, ,+ B,UE,, < NETLOSS,,
+ B UE,;, < BETA,,+ p,,UE;,x SVAR, .+ p,,CS,,+ p;DR;,+ p,,GROWTH,, + B, 5
BIGF,,+ (FIRMAGE, ,+ B,,NETLOSS;,,+ p,sBETA;,+ ,6SVAR, ,+Year Fixed
Effects + Industry Fixed Effects + ¢,,, @)

where CAR is the cumulative abnormal return; UE is the changes in earnings; EAID is
the indicator for the disclosure of environmental information. The variable of interest in
Model 1 is the interaction term of UE x EAID. We predict the sign of ; in Equation (1) to

be positive.

3. Findings

First, we test Equation (1). The full sample analysis is the test of Hypothesis 1. The
estimated coefficient of UEXEAID is 3.4937 (t-value = 6.05). The result is consistent with
our Hypothesis 1, indicating that investors’ perception of higher earnings quality is evident
when companies disclose higher levels of environmental information. Additionally, we
test hypothesis 2 by analyzing the sample with a high degree of managerial ownership.
The estimated coefficient of UEXEAID is 0.0960 (¢-value = 2.77). The result is consistent
with our Hypothesis 2, indicating that the positive relationship between environmental
disclosure and investors’ perceptions of earnings quality is more pronounced for firms with
higher levels of managerial ownership. Overall, these results suggest that environmental

disclosure is important to market participants and that there is a convergence of interests in
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the Taiwanese capital market.

4. Implications and Research Limitations

In recent years, regulators have encouraged listed companies to prioritize and allocate
resources to Environmental, Social and Governance (ESG) issues. The amendment
of “Regulations Governing Information to be Published in Annual Reports of Public
Companies” in November 2021 has required TWSE/ TPEx listed companies to disclose
how they assess and manage the current and potential risks related to ESG issues such as
climate change, greenhouse gas emissions, etc. in annual reports.

We find that environmental disclosure positively influences investors’ perceptions
of earnings quality. We also find that companies with high managerial ownership are
accompanied by the effect of the "interest convergence hypothesis". Our results show
that environmental disclosure does indeed improve investors’ perceptions of earnings
quality. This finding also suggests that the disclosure of risk assessments and management
strategies related to ESG issues in annual reports from 2021 onwards will be in line
with investors’ non-financial disclosure expectations. It is expected that such disclosures
will have a positive impact on financial statement users and stakeholders and will be
in line with market expectations. This study has two limitations. First, ESG disclosure
encompasses three dimensions, namely environmental, social and corporate governance;
this study focuses specifically on non-financial information related to environmental
disclosure and does not examine the impact of social and corporate governance disclosure
on investors’ perceptions of earnings quality. Second, the study does not cover disclosure
of information on the potential risks of climate change, which is a major concern in the

current debate on ESG issues.

5. Originality and Contribution

This study makes three contributions. First, previous studies on environmental
disclosure (Liu, Chang, and Fu, 2019; Wen and Yeh, 2018) have mostly focused on a
specific industry while this study manually collected long-term data from the annual

reports of listed and OTC (Over-the-counter) companies in Taiwan from 2012 to 2019
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to provide a more comprehensive and holistic view of environmental disclosure. Using
a more comprehensive and longitudinal dataset, this study presents empirical results
that shed light on the overall environmental disclosure practices of Taiwanese listed and
OTC companies in recent years and contributes to a better understanding of the overall
environmental disclosure status of these Taiwanese companies. Second, this study fills the
gaps in the literature on the impact of environmental disclosure on earnings information
content. Previous studies have examined the impact of environmental disclosure on firm
value (Zhu, Lu, Hong, and Yang, 2008) or equity financing costs (Liu et al., 2019). In
contrast, this study uses earnings response coefficients to measure the extent to which
investors’ perceptions of earnings quality are affected by the level of environmental
disclosure. The results show that more comprehensive disclosure of environmental
information improves investors’ perceptions of earnings quality. Finally, this study
extends research literature on the effects of managerial shareholdings on Corporate
Social Responsibility (CSR). Previous studies have examined the impact of managerial
shareholdings on the level of CSR activities or the disclosure of carbon emission
information (Budiharta and Kacaribu, 2020; Shan, Tang, and Zhang, 2021). The results
suggest that the positive relationship between environmental disclosure and investors’
perceptions of earnings quality becomes more pronounced in samples with higher

managerial ownership. This result underlines the importance of managerial ownership.
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