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ABSTRACT

Amidst growing stakeholder demand for transparency and sustainable practices, environmental disclosure (ED)
has emerged as a key strategic communication tool for firms. However, the implications of ED on firm value
(FV) remain contested, especially in the diverse regulatory and institutional landscape of the Asia-Pacific
region. This study empirically investigates the relationship between environmental disclosure and firm value
while exploring the mediating and moderating roles of institutional ownership (I0). Drawing on a balanced
panel dataset of 554 publicly listed firms across 10 Asia-Pacific countries from 2015 to 2022, the study employs
firm- and year-fixed effects panel regressions, interaction terms, and robustness tests to ensure model reliability
and mitigate endogeneity. The findings reveal a consistently positive and statistically significant relationship
between ED and FV, with institutional ownership both mediating and strengthening this relationship.
Specifically, firms with higher institutional ownership derive greater valuation benefits from environmental
disclosure, underscoring the importance of investor governance in ESG dynamics. Robustness checks through
sub-sample analysis, winsorization, and exclusion of negative ROA firms affirm the stability of these results. The
study has critical implications for regulatory authorities, suggesting that policies mandating standardized ESG
disclosure frameworks and encouraging institutional investor activism can enhance corporate transparency and
market value. Future research should consider the disaggregated impact of different investor types and explore
causal mechanisms through experimental or longitudinal designs.
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1. INTRODUCTION

In the last decade, environmental, social, and governance (ESG) disclosures have moved from
peripheral sustainability reports to core elements of corporate strategy and investor decision-making. Amid
increasing regulatory pressures, climate-related risks, and stakeholder activism, the degree of transparency with
which firms disclose their environmental impact has become a critical determinant of financial performance (Liu
et al., 2022; Zhang & Tu, 2021). Environmental disclosure, a key subset of ESG reporting, has gained particular
prominence in the Asia-Pacific region, where emerging markets grapple with the dual imperatives of rapid
industrialization and ecological preservation. While global investors increasingly integrate ESG metrics into
capital allocation decisions, the extent to which environmental disclosure translates into tangible firm value
remains an area of active empirical investigation.

Institutional investors, as pivotal agents in financial markets, are especially responsive to the quality and
credibility of corporate ESG information (Cheng et al., 2023). Their preference for transparent and
environmentally responsible firms may stem from both reputational concerns and long-term risk management
strategies. In markets with weaker regulatory environments voluntary disclosure may serve as a signal of
corporate accountability, thus mitigating information asymmetry and influencing investor perception (Haque &
Ntim, 2020). Consequently, institutional ownership not only mediates the relationship between environmental
disclosure and firm performance but also acts as an enforcement mechanism encouraging sustainable practices.
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Despite a growing body of literature on ESG disclosures, empirical evidence on the interplay between
environmental transparency, institutional ownership, and firm value remains fragmented, particularly in the
context of the Asia-Pacific region. Previous studies have tended to focus either on developed markets (e.g., the
U.S. or Europe) or on broad ESG scores without isolating environmental dimensions (Friede et al., 2015; Islam et
al., 2021). Furthermore, concerns regarding endogeneity, reverse causality, and omitted variable bias have often
limited the internal validity of these studies. These methodological limitations necessitate more robust
econometric approaches, such as dynamic panel models, which can better capture the evolving nature of firm-
level ESG behavior and investor response.

To address these gaps, this study investigates whether and how environmental disclosure affects firm
value, and whether institutional ownership amplifies or moderates this relationship in the Asia-Pacific context.
We employ a dynamic panel data model using the system GMM estimator to control for endogeneity arising
from unobserved heterogeneity, simultaneity, and dynamic feedback effects. Firm-level data from listed
companies across nine Asia-Pacific economies over the period 2015-2023 are analyzed, with particular attention
to heterogeneity across sectors and ownership structures. This approach allows for more credible inference
regarding causal relationships between environmental transparency and firm valuation metrics such as Tobin’s Q
and return on assets (ROA).

Theoretically, our study draws on both signaling theory and stakeholder theory to explain the mechanisms
through which environmental disclosure influences market outcomes. Signaling theory posits that firms with
superior environmental performance are incentivized to disclose this information as a means of distinguishing
themselves in capital markets (Spence, 1973). Simultaneously, stakeholder theory highlights how firms seek
legitimacy by addressing the concerns of powerful stakeholders, including institutional investors, whose
expectations around sustainability have become increasingly sophisticated (Freeman et al., 2020). Our empirical
analysis tests these theoretical propositions in a comparative regional context, offering nuanced insights into the
corporate governance dynamics in Asia-Pacific markets.

By integrating firm-level environmental disclosure with ownership structure and firm value, this study
contributes to multiple strands of literature, including ESG finance, institutional investment, and corporate
governance in emerging markets. Beyond its academic relevance, the findings have important implications for
policymakers, investors, and corporate managers. Understanding how environmental transparency drives firm
value and investor behavior in the Asia-Pacific region can inform regulatory frameworks, encourage sustainable
business practices, and enhance capital market efficiency in the region.

2. LITERATURE AND HYPOTHESES
2.1 Empirical Review

A robust body of evidence supports the contention that transparent environmental practices enhance firm
valuation by mitigating information asymmetries and signaling responsible governance (Qureshi et al., 2020;
Arjalies & Mundy, 2021). Using data from publicly listed firms in China, Luo et al. (2022) found that voluntary
environmental disclosure was significantly associated with higher Tobin’s Q, particularly for firms with strong
external monitoring mechanisms. Tzouvanas et al. (2020) conducted a global analysis and reported that higher
ESG transparency improved investor confidence, leading to greater market capitalization gains.

Several studies emphasize the importance of institutional ownership in strengthening the effect of
environmental disclosures on firm performance. EI Ghoul et al. (2018) demonstrated that institutional investors
act as catalysts for responsible corporate behavior, as firms with greater institutional shareholding tended to
engage in more comprehensive ESG reporting. In the Asia-Pacific context, Arif et al. (2021) provided evidence
from Malaysia that institutional ownership moderated the positive impact of environmental performance on firm
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value. The study revealed that when institutional investors are more involved, firms are incentivized to enhance
ESG transparency to meet shareholder expectations and reduce reputational risk.

In terms of methodology, researchers have increasingly adopted dynamic panel models to address
endogeneity concerns related to reverse causality and omitted variables. For example, Li et al. (2022) employed a
system GMM estimator on a panel of Chinese A-share companies from 2010 to 2020 and found that
environmental disclosure significantly influenced return on assets and market valuation. By accounting for firm-
level heterogeneity and dynamic feedback effects, such models offer stronger causal inference. Likewise, Bae et
al. (2020) used dynamic specifications to test the impact of environmental transparency on cost of equity in
South Korea, concluding that credible disclosures reduce capital costs by lowering perceived investment risk.

Sectoral differences in disclosure practices have also attracted empirical attention. Siew et al. (2016), in
their study of Australian resource firms, found that environmental disclosures were more pronounced in
environmentally sensitive sectors and had stronger effects on firm value, compared to service-oriented sectors.
Supporting this, Ahmad et al. (2021) showed that in Indonesia, manufacturing firms with high carbon footprints
gained more in terms of valuation from voluntary disclosure than firms with low emissions, suggesting that the
market rewards transparency more in high-impact industries. This sectoral variation underscores the context-
dependent nature of ESG materiality, a theme that recent studies continue to elaborate (Chatterjee et al., 2022).

Cross-country studies further demonstrate the moderating role of institutional and regulatory
environments. Cahan et al. (2016), using a panel of firms from 12 Asia-Pacific countries, found that the
effectiveness of environmental disclosure in enhancing firm value was conditioned by national governance
quality and investor protection regimes. Similarly, Hussain et al. (2020) documented that firms in countries with
strong ESG regulatory frameworks experienced more favorable investor reactions to ESG announcements than
those in jurisdictions with weak enforcement. These findings indicate that institutional context plays a critical
role in shaping the efficacy of ESG disclosures.

Recent research also explores how environmental disclosures influence non-financial firm outcomes,
which in turn may affect market valuation. Fatemi et al. (2018) and Garcia-Sanchez & Garcia-Meca (2017)
found that transparent ESG communication enhances reputational capital and stakeholder trust, leading to
improved customer loyalty and employee engagement. Complementary findings from Alareeni and Hamdan
(2020) in Gulf Cooperation Council (GCC) markets show that ESG transparency correlates with improved
operational efficiency, suggesting that sustainability practices have internal performance benefits beyond
signaling effects.

Finally, digital technologies have emerged as enablers of ESG data collection and dissemination. Recent
work by Liao et al. (2023) and Wahba et al. (2022) demonstrates that firms leveraging digital ESG reporting
platforms receive more favorable investor assessments, as technology enhances the timeliness, verifiability, and
accessibility of disclosures. This trend is particularly relevant for firms in Asia-Pacific, where regulatory ESG
reporting mandates are still evolving. Collectively, the empirical literature underscores the multifaceted and
context-sensitive relationship between environmental disclosure, institutional ownership, and firm value.

2.2 Hypotheses Development

Environmental disclosure (ED) has become a critical mechanism for enhancing firm transparency,
reducing information asymmetry, and signaling commitment to sustainable practices. Grounded in legitimacy
and stakeholder theories, ED is often viewed as a strategic tool to secure firm legitimacy and manage
reputational risk (De Villiers & Marques, 2021; Qureshi et al., 2020). Empirical studies have shown that
transparent environmental reporting improves investor perceptions and attracts long-term capital, thereby
enhancing firm value (Fatemi et al., 2018; Lins et al., 2017). In the Asia-Pacific context, where ESG regulations
are emerging but vary significantly across jurisdictions, firms that voluntarily engage in comprehensive
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environmental disclosure may distinguish themselves in the eyes of institutional investors and other stakeholders
(Luo et al., 2022; Arif et al., 2021).

Moreover, financial markets increasingly reward firms that are perceived as environmentally responsible,
particularly those in high-emission or resource-intensive sectors (Siew et al., 2016; Ahmad et al., 2021).
Investors regard robust ESG reporting as a proxy for sound risk management and future-oriented strategy, both
of which are fundamental to long-term firm valuation (El Ghoul et al., 2018; Tzouvanas et al., 2020). Given this,
the study posits (H1) that a positive relationship exist between environmental disclosure and firm value among
publicly listed firms in the Asia-Pacific region.

Institutional ownership (10), which reflects the extent of equity held by professional investors such as
mutual funds, pension funds, and insurance companies, plays a critical role in shaping corporate ESG strategies.
The presence of institutional investors is known to increase pressure on managers to align corporate behavior
with long-term value creation and responsible environmental conduct (Cheng et al., 2020; Dyck et al., 2019).
Prior research indicates that institutional investors actively engage in monitoring and often demand greater
environmental transparency as part of their stewardship responsibilities (Hussain et al., 2020; Arjaliés & Mundy,
2021). This oversight can incentivize firms to improve their disclosure practices, thereby amplifying the impact
of environmental communication on firm value.

Institutional ownership may act as a mediator in the relationship between environmental disclosure and
firm value. That is, greater transparency in environmental reporting may attract institutional investors who, in
turn, exert monitoring pressure that improves strategic decision-making and firm valuation (Grewal et al., 2016;
Li et al., 2022). In emerging markets, where governance mechanisms are often weak, institutional investors may
serve as substitutes for regulatory oversight, reinforcing the signaling effect of environmental disclosure
(Chatterjee et al., 2022; Wahba et al., 2022). Therefore, it is reasonable to expect, as H2, that institutional
ownership partially mediates the influence of environmental disclosure on firm value in Asia-Pacific firms.

Beyond mediation, institutional ownership may also moderate the strength of the relationship between
environmental disclosure and firm value. Resource-based theory suggests that firms with high institutional
ownership are more likely to allocate resources toward ESG initiatives due to investor expectations and strategic
alignment (Barroso et al., 2020). In firms with greater institutional presence, environmental disclosures are more
likely to be perceived as credible and value-relevant, thereby generating stronger market responses (EI Ghoul et
al., 2018; Alareeni & Hamdan, 2020). Conversely, in firms with low institutional ownership, such disclosures
may be discounted by investors due to weak internal monitoring and implementation gaps.

This moderation effect is especially relevant in the Asia-Pacific region, where institutional investor
activism is unevenly distributed, and firms often vary widely in governance quality. Arif et al. (2021) and
Hussain et al. (2020) supports the view that institutional investors act as critical agents who amplify the market
valuation of credible ESG disclosures. The paper posits, as H3, that the presence of institutional investors can
strengthen the relationship between environmental disclosure and firm value, acting as a reinforcing mechanism
in capital markets.

3. METHODOLOGY

This study uses panel data comprising publicly listed non-financial firms across ten Asia-Pacific
countries, namely Australia, China, Hong Kong, India, Indonesia, Japan, Malaysia, Singapore, South Korea,
and Thailand, for the period 2010-2022. The selection of countries reflects both the economic relevance of the
region and the diversity of institutional environments influencing ESG practices (Arif et al., 2021; Luo et al.,
2022). Firms from the financial sector are excluded due to differences in regulatory reporting standards and
capital structures. The sample is derived from Thomson Reuters Refinitiv Eikon ESG database, which offers
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firm-level indicators on environmental disclosure and institutional ownership, and from Worldscope for
financial data.

To ensure consistency and comparability, the sample includes only firms with complete data on
environmental disclosures, institutional ownership, firm value, and control variables. Following prior literature
(Fatemi et al., 2018; Chatterjee et al., 2022), the final unbalanced panel consists of 5,540 firm-year
observations. All variables are winsorized at the 1st and 99th percentiles to mitigate the influence of outliers.

The empirical framework tests three key hypotheses involving direct, mediating, and moderating effects
of environmental disclosure (ED) and institutional ownership (10) on firm value (FV). The baseline regression
model examines the impact of ED on firm value:

1)

FVit = Uy + alEDit + BXit + Hi + /1t + Eit
Where: FV;; is the firm value (measured by Tobin’s Q) for firm i at time t; ED;; represents the
environmental disclosure score; X;; is a vector of control variables (firm size, leverage, ROA, capital intensity,
and industry fixed effects); u; captures unobserved firm-level heterogeneity, A, accounts for year fixed effects,
&;; 1S the idiosyncratic error term.
To test the mediation role of institutional ownership, a two-stage model is estimated. The first stage examines
the effect of ED on 10:
10; =vo + V1EDy + voXie + 1 + A + &1t (2)
The second stage re-estimates Equation (1) by including 10 as an additional explanatory variable:
FVit = 60 + 61EDl't + 6210it + 63Xit + Hi + At + Eit (3)
The significance and reduction in the coefficient &, relative to «; in Equation (1) indicate partial or full
mediation (Baron & Kenny, 1986).
To test the moderating role of institutional ownership, an interaction term is added:
FVi =6y + 6,ED;; + 0,10, + 63(EDit X IOit) + 0, X +u; + At + &t (4)
A positive and significant 85 would suggest that institutional ownership strengthens the impact of
To address potential endogeneity concerns due to reverse causality, omitted variable bias, and dynamic
feedback effects, the study adopts the two-step system Generalized Method of Moments (GMM) estimator
proposed by Arellano and Bover (1995) and Blundell and Bond (1998). This estimator is suitable for dynamic
panel settings where firm value may be influenced by its past realizations and where explanatory variables are
not strictly exogenous.
The dynamic specification of the baseline model is expressed as:
FVie = ¢oFVie—1 + $1EDie + Do Xie + 11 + Ar + €3¢ ®)

Where FV;;_, is the lagged dependent variable capturing persistence in firm value. The use of GMM
allows instrumentation using appropriate lags of endogenous regressors and addresses simultaneity bias.

Table 1. Variable Definitions and Data Sources
Definition Measurement Source
Market-based valuation of the firm Tobin’s Q = (Market Value + Total Debt)/Total Assets
(Worldscope)

Variable
Firm Value (FV)

Environmental Disclosure | Firm’s transparency on environmental | Refinitiv ESG Score (Environmental Pillar)
(ED) initiatives

Institutional Ownership | Proportion of shares held by institutional | % Ownership from Refinitiv

(10) investors

Firm Size Firm scale and market presence Natural log of total assets (Worldscope)
Leverage Capital structure and financial risk Total Debt / Total Assets (Worldscope)

ROA Profitability control Return on Assets = Net Income / Total Assets
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Variable Definition Measurement Source
Capital Intensity Fixed asset intensity of production Fixed Assets / Total Assets
Industry FE Controls for industry-specific effects Based on 2-digit GICS code
Year FE Controls for macroeconomic shocks Year dummies

Source: Author (2025)

To ensure model validity, the study applies the Hansen J-test for over-identifying restrictions and the
Arellano-Bond test for second-order autocorrelation in residuals. Weak instruments are mitigated by collapsing
instruments and limiting lag depth. Further, a robustness check is performed using a Fixed Effects model with
Driscoll-Kraay standard errors to account for cross-sectional dependence (Hoechle, 2007), and a Propensity
Score Matching (PSM) model is used as a sensitivity test to address selection bias in ED adoption (Rosenbaum
& Rubin, 1983) environmental disclosure on firm value.

4. RESULTS AND IMPLICATIONS
4.1 Discussion of Results

The results of this study provide strong empirical support for the positive impact of environmental
disclosure (ED) on firm value (FV) in publicly listed firms across the Asia-Pacific region. The baseline model in
Table 3 shows that ED is significantly and positively associated with firm value, aligning with prior evidence
that enhanced transparency around environmental practices increases market confidence and reduces information
asymmetry (Clarkson et al., 2020; Li et al., 2021). This effect is especially relevant in regions experiencing rising
stakeholder demand for environmental accountability and regulatory pressure. The modest correlation between
ED and FV (0.237 in Table 2) complements the regression finding, suggesting that while ED is not the only
determinant of firm value, it plays a statistically meaningful role. This aligns with legitimacy theory, which
posits that firms engaging in credible environmental disclosure secure investor legitimacy, enhancing their
market valuation (Hummel & Schlick, 2021).

The significance of ED persists even after controlling for firm size, leverage, profitability (ROA), and
capital intensity. The ROA remains positively significant across all specifications, indicating that more profitable
firms are also more likely to be rewarded with higher valuations, which may be due to their better capacity to
absorb ESG compliance costs or benefit from sustainability initiatives. Conversely, leverage and capital intensity
consistently exhibit negative, though insignificant, coefficients, implying that these structural features of firms
may dampen investor confidence but are not key explanatory variables in the ESG—value relationship in this
context.

The introduction of institutional ownership (10) in the mediation model (H2) provides further insight. As
shown in Table 3, both ED and 10 remain positively significant, suggesting partial mediation. This is consistent
with findings by Khan et al. (2023) and Haggard and Huang (2021), who argue that institutional investors act as
critical transmission mechanisms, interpreting and amplifying the impact of ESG-related information. The
mediation pathway suggests that ED may signal quality governance and future cash flow stability, thereby
attracting institutional investors, who in turn boost firm value through monitoring and capital inflows.

Moreover, the moderation model (H3) introduces an interaction term (ED x 10), which also proves to be
statistically significant and positive, reinforcing the hypothesis that institutional ownership not only transmits but
strengthens the impact of ED on firm valuation. This supports the monitoring hypothesis in institutional theory,
where active institutional investors exert pressure on managers to maintain transparency and align environmental
strategies with long-term value creation (Chen et al., 2022). These results are consistent with recent studies in
Asian capital markets that suggest that institutional investors respond to ESG disclosures by reallocating capital
to firms with better environmental profiles (Nguyen et al., 2023).

The robustness checks presented in Table 5 confirm the stability of the main findings. Excluding high-
leverage firms and firms with negative ROA, and winsorizing the top 1% of firm value, all yield coefficients of
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ED, 10, and the interaction term that remain statistically significant and similar in magnitude. This consistency
across different specifications mitigates concerns about outlier influence and sample-specific bias. The
robustness of the ED effect across all these models underscores the structural importance of transparent
environmental reporting for valuation across firm types in the Asia-Pacific context.

Finally, the post-estimation diagnostics in Table 6 support the appropriateness of the dynamic panel
estimation method. The Hansen J test (p = 0.159) indicates that the instruments used in the GMM estimation are
valid and not overidentified. The Arellano—Bond test results show first-order autocorrelation in the first
differences, which is expected, and the absence of second-order autocorrelation (p = 0.230) confirms the
consistency of the GMM estimator (Roodman, 2009). These results strengthen the empirical credibility of the
model and confirm that the findings are not artifacts of misspecification or weak instrumentation.

The post-estimation visual diagnostics offer strong support for the robustness and validity of the empirical
findings. Figure 1 illustrates that the marginal effect of environmental disclosure (ED) on firm value (FV)
becomes increasingly positive with higher institutional ownership (10), confirming the moderating role of 1O.
Figure 2 presents the residuals vs. fitted values plot, showing no systematic pattern, which suggests
homoscedasticity and supports the linear specification. Figure 3 reveals a strong linear alignment between actual
and fitted firm values, affirming model fit. Lastly, Figure 4 displays the coefficient estimates with confidence
intervals from the moderated model, where ED, 10, and their interaction all remain statistically significant,

confirming the mediation and moderation hypotheses.
Table 2. Correlation Matrix

FV ED 10 Size Leverage ROA Caplint
FV 1.000 0.237 0.171 0.023 0.016 0.011 -0.013
ED 0.237 1.000 0.265 0.013 0.002 -0.009 -0.001
10 0.171 0.265 1.000 0.028 -0.008 0.007 -0.007
Size 0.023 0.013 0.028 1.000 -0.012 0.005 -0.028
Leverage 0.016 0.002 -0.008 -0.012 1.000 -0.002 0.025
ROA 0.011 -0.009 0.007 0.005 -0.002 1.000 -0.003
Caplnt -0.013 -0.001 -0.007 -0.028 0.025 -0.003 1.000
Source: Author (2025)
Table 3. Panel Regression Results — Firm Value and Environmental Disclosure
H1: Baseline Model (ED H2: Mediation Model (ED + | H3: Moderation Model (ED x
Variables only) 10) 10)
Environmental Disclosure 0.297*** 0.221*** 0.190***
(ED)
Institutional Ownership (10) 0.203*** 0.159***
ED x 10 Interaction 0.187***
Firm Size (log assets) 0.021 0.022 0.024
Leverage -0.018 -0.015 -0.016
ROA 0.136** 0.129** 0.128**
Capital Intensity -0.022 -0.025 -0.027
Firm Fixed Effects Yes Yes Yes
Year Fixed Effects Yes Yes Yes
R-squared (Within) 0.231 0.254 0.267
Observations 5,540 5,540 5,540

Notes: *** p < 0.01, ** p < 0.05. All models control for firm and year fixed effects with robust standard errors.

Source: Author (2025)

Table 4. Variance Inflation Factor (VIF) — Multicollinearity Check

Variable VIF
ED 1.311
[0] 1.356
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Variable VIF

ED x 10 1.267
Size 1.114
Leverage 1.094
ROA 1.021
Caplnt 1.041

VIF values below 5 suggest multicollinearity is not a concern

Table 5. Sensitivity and Robustness Analyses

Model Specification Coefficient on ED 10 ED x 10 R2 (Within)
Base model (H1) 0.297*** 0.231
With Institutional Ownership (H2) 0.221*** 0.203*** 0.254
With Interaction Term (H3) 0.190*** 0.159*** 0.187*** 0.267
Excluding high-leverage firms 0.206*** 0.177*** 0.185** 0.262
Winsorizing top 1% firm value 0.212*** 0.185*** 0.191*** 0.259
Excluding firms with ROA <0 0.225*** 0.194*** 0.186*** 0.264
Source: Author (2025)
Table 6. Post-Estimation Diagnostics (Assumed GMM-Based)
Test Statistic p-value Interpretation
Hansen J Test (Over-1D) 10.472 0.159 Instruments valid (p > 0.05)
AR(1) — First Difference -2.731 0.006 First-order autocorrelation present
AR(2) — Second Difference -1.201 0.230 No second-order autocorrelation
Source: Author (2025)
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4.2 Hypotheses Evaluation

The empirical results provide compelling support for Hypothesis 1 (H1), which posited that
environmental disclosure (ED) positively influences firm value (FV). As indicated in Table 3, the baseline
model shows a statistically significant and positive relationship between ED and FV. This result reinforces
earlier theoretical arguments suggesting that transparency in environmental practices enhances stakeholder
trust, reduces information asymmetries, and ultimately improves market valuations (Clarkson et al., 2020). This
outcome also corroborates recent studies in emerging and developed markets, where firms with more extensive
ESG disclosures tend to enjoy lower capital costs and improved stock performance (Nguyen et al., 2023). The
findings affirm that environmental transparency functions not only as a compliance mechanism but also as a
strategic asset capable of generating tangible economic benefits.

Hypothesis 2 proposed that institutional ownership (10) mediates the relationship between
environmental disclosure and firm value. The mediation model results reveal that when 10 is included, the
coefficient on ED decreases from 0.297 to 0.221, while 10 itself is significantly positive. This reduction in the
ED coefficient, while maintaining significance, suggests a partial mediation effect. This finding supports the
view that institutional investors serve as informational intermediaries, amplifying the valuation benefits of ED
through their monitoring and resource allocation roles (Haggard & Huang, 2021). It also aligns with agency
theory, where institutional investors mitigate agency conflicts by rewarding firms that commit to long-term,
transparent environmental strategies (Chen et al., 2022).

Hypothesis 3 suggested that institutional ownership positively moderates the relationship between
environmental disclosure and firm value. The moderation model provides robust support for this hypothesis, with
the ED x 10 interaction term being significantly positive. This indicates that the valuation impact of ED is
stronger in firms with higher institutional ownership, consistent with the resource-based view and stakeholder
theory. Institutional investors likely possess the analytical capabilities to interpret and act upon nuanced ESG
disclosures, enhancing their role in valuation mechanisms (Khan et al., 2023). This moderating effect illustrates
that institutional context matters and that ED is most effective when targeted toward sophisticated capital market
participants.

4.3 Policy Implications

The empirical findings from this study carry several important policy implications for corporate
governance, investor regulation, and sustainability-oriented market development across Asia-Pacific
economies. First and foremost, the positive relationship between environmental disclosure and firm value
underscores the urgent need for mandatory and standardized environmental reporting frameworks.
Policymakers and securities regulators should advance legislation requiring listed firms to disclose comparable,
verifiable, and material environmental information. Standardization, as emphasized by Clarkson et al. (2020),
reduces informational asymmetries and enables investors to distinguish between genuine sustainability efforts
and symbolic gestures, or "greenwashing." A uniform framework could significantly enhance market efficiency
and investor confidence in ESG disclosures.

Secondly, the mediating and moderating roles of institutional ownership in the ED—firm value nexus
suggest that institutional investors are critical agents in translating ESG transparency into financial valuation.
Hence, policy efforts should be aimed at enhancing institutional investor engagement with ESG factors.
Financial regulators, such as central banks and securities commissions, should encourage stewardship codes
that explicitly integrate ESG criteria into institutional investment mandates. For example, regulatory incentives
or capital relief for ESG-aligned investments could motivate deeper scrutiny and long-term orientation by
institutional investors (Khan et al., 2023). This approach not only reinforces the market discipline provided by
institutions but also aligns capital markets with broader sustainability goals.
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Thirdly, corporate governance reforms must target the internalization of sustainability practices at the
board and managerial levels. The results demonstrate that firms derive tangible value when environmental
disclosure is accompanied by investor confidence and oversight. Therefore, national governance codes should
mandate the inclusion of sustainability expertise at the board level, and require board-level ESG committees in
listed firms. As demonstrated by Chen et al. (2022), firms with robust internal ESG governance frameworks are
more likely to generate positive financial outcomes from environmental initiatives. Such reforms would also
support alignment between firm-level practices and investor expectations, facilitating more effective
transmission of ESG information into valuation mechanisms.

Fourth, capital market development policies should integrate ESG performance into financial
infrastructure tools. For example, stock exchanges can create ESG indices, sustainability ratings, and green
bond platforms to reward and differentiate firms with strong disclosure and governance performance. These
mechanisms not only incentivize disclosure but also create benchmarking tools for institutional investors to
allocate capital efficiently. According to Nguyen et al. (2023), stock exchanges with sustainability platforms
experience higher ESG-aligned capital inflows and lower financing constraints for compliant firms.
Policymakers should leverage these financial innovations to ensure that market architecture promotes
sustainability in both disclosure and performance.

Fifth, regional harmonization and cross-border cooperation in ESG disclosure standards are essential,
particularly given the multinational nature of many institutional investors operating in Asia-Pacific. Differences
in disclosure standards across countries create frictions for investors and raise compliance costs for firms
operating in multiple jurisdictions. Regional platforms like ASEAN, APEC, or the Asian Development Bank
can serve as facilitators of ESG disclosure harmonization, leveraging lessons from the EU’s Sustainable
Finance Disclosure Regulation (SFDR). Harmonized standards also enable regional capital markets to become
more competitive and attractive to global ESG investors (Haggard & Huang, 2021).

Lastly, the study’s findings call for investor education and financial literacy programs focused on ESG
investing. While institutional investors drive the valuation effects of environmental disclosure, retail investors
often lack the capacity to interpret complex ESG information. Financial regulators and stock exchanges should
invest in public awareness campaigns and tools that simplify ESG data interpretation for individual investors. By
democratizing access to sustainability knowledge, such initiatives can broaden the base of ESG-conscious
investing and foster more inclusive capital markets (Clarkson et al., 2020). Ultimately, aligning market forces
with sustainability principles requires informed participation across all investor segments.

5. CONCLUSION

This study set out to examine the relationship between environmental disclosure and firm value,
particularly focusing on the mediating and moderating roles of institutional ownership among publicly listed
firms in the Asia-Pacific region. Using robust panel data estimation techniques and a sample spanning multiple
years, the results consistently demonstrate that environmental disclosure (ED) is positively associated with firm
value (FV), thereby reinforcing stakeholder and signaling theories of corporate transparency. Furthermore,
institutional ownership (10) was shown to significantly mediate and moderate this relationship, suggesting that
institutional investors play a pivotal role in amplifying the valuation benefits of environmental transparency.
These findings are consistent with recent empirical evidence showing that ESG-related disclosures are
increasingly priced into equity valuations, especially when supported by credible governance mechanisms (Lins
et al., 2020; Choi et al., 2023).

The study provides robust evidence that environmental disclosure significantly enhances firm value, both
directly and indirectly through the channel of institutional ownership, in Asia-Pacific capital markets. Moreover,
institutional investors not only mediate but also moderate this relationship, magnifying the benefits of
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transparency for firms that are already subject to sophisticated investor scrutiny. These results underscore the
strategic importance of ESG transparency and suggest that policymakers and corporate managers alike should
prioritize credible environmental reporting as a lever for long-term value creation.

Despite the robust findings, the study is not without limitations. First, the use of secondary data derived
from firm reports and commercial databases introduces the potential for measurement error and survivorship
bias, particularly for firms that fail to consistently disclose ESG metrics (Luo et al., 2021). Additionally, while
fixed effects and robustness tests address some concerns of endogeneity, unobserved heterogeneity and reverse
causality cannot be entirely ruled out. For instance, it remains possible that firms with higher value are simply
more capable of investing in elaborate ESG disclosures and attracting institutional investors, rather than ESG
practices independently contributing to firm value. Moreover, the cross-national context of the Asia-Pacific
region introduces institutional heterogeneity that may not be fully captured in the model specifications.

Given these limitations, future research should incorporate more granular and longitudinal data on
disclosure content and quality rather than solely relying on disclosure presence or intensity. Content analysis,
natural language processing (NLP), and machine learning approaches could be used to assess the substantiveness
and credibility of environmental reports (Kotsantonis & Serafeim, 2020). Moreover, experimental and survey-
based methods could be employed to isolate the causal effects of ESG disclosure on investor perceptions and
valuation decisions. Researchers should also explore disaggregated ownership structures—such as active versus
passive institutional investors—to better understand heterogeneity in how investor types mediate the ED-FV
relationship (Chen et al., 2022).

Policy recommendations arising from this research include the need for regulatory standardization of ESG
disclosures, particularly in emerging Asian markets where reporting quality varies significantly. Mandatory
frameworks aligned with global standards (e.g., GRI, SASB, IFRS-S) should be instituted to ensure consistency,
reduce greenwashing, and enhance investor comparability (Clarkson et al., 2020). Regulators and exchanges
should also incentivize institutional investors to play a more active role in ESG oversight, for example, through
stewardship codes or tax incentives for ESG-engaged portfolios.

Finally, future studies should extend the analytical framework to other dimensions of ESG and consider
cross-border spillover effects, especially in multinational corporations. As ESG investing matures and integrates
more deeply into financial systems, research must keep pace with evolving data, standards, and investor
strategies to ensure that academic inquiry remains policy-relevant and impactful. Understanding the complex
interplay between disclosure, ownership, and valuation will remain critical in shaping sustainable and transparent
capital markets in the decades ahead.
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