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Executive Summary  

 Sustainability disclosure and reporting has been a popular subject of research within 

business administration and economics during the last five decades while at the same time the 

amount of sustainability disclosure in annual reports is increasing (Bebbington, Larrinaga, & 

Moneva, 2008). Multiple studies have sought to uncover whether or not there is a relationship 

between sustainability disclosure and the financial performance of companies. Yet relatively 

few studies have specifically examined the potential relationship between sustainability 

disclosure and stock markets. The literature remains inconsistent, as there is evidence that the 

relationship between sustainability disclosure and share price performance is both positive 

and non-existent. This thesis introduces a new dimension to the discussion on sustainability 

disclosure and financial performance: Initial Public Offerings (IPOs). The authors argue that a 

company undertaking an IPO faces increased investor scrutiny and therefore, strives to 

disclose an extensive amount of information in its annual report to enhance transparency. 

Tregidga et al. (2006) suggest that companies can utilize sustainability disclosure to enhance 

its transparency and legitimacy. Consequently, the authors of this thesis seek to investigate 

whether or not the financial performance of companies recently listed on the Alternative 

Investment Market (AIM) a sub-market on the London Stock Exchange is affected by 

sustainability disclosure. The research is based on the assumption that should sustainability 

disclosure provoke a market response, investors are making use of sustainability disclosure 

and adjusting their expectations and decision-making accordingly. The intricate and 

multifaceted relationship between sustainability disclosure and financial performance is 

explored in this thesis along with a review of a wide variety of current and historical literature 

on sustainability disclosure, financial performance and IPOs.  

 The authors collect data over a seven-year period from 121 firms listed on the AIM in 

2006. The final sample consists of primary data from 721 annual reports, as well as data on 

share price and market capitalization for all companies. Subsequently, three statistical tests 

are conducted and the results suggest that there is no relationship between sustainability 

disclosure and share price performance of recently listed companies on the AIM. The findings 

of this thesis contribute to the existing literature by exploring three topics that have not yet 

been addressed simultaneously in previous research, to the authors’ knowledge: sustainability 

disclosure, financial performance, and IPOs. Furthermore, the data on sustainability 

disclosure collected by the authors is unique as it consists of small and medium-sized firms. 
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1. Introduction 
 
Sustainability disclosure and reporting has received more attention as the demand for 

sustainable business behavior and sustainable development are increasing (Milne, Tregida, & 

Walton, 2009).  Moreover, events such as turmoil in the financial markets have resulted in a 

worldwide government collaboration to end an age of imprudence and stimulate more 

awareness on the subject of sustainability. Sustainability reporting has developed as a method 

for firms to control and demonstrate its commitment and responsibilities towards the 

environment and its surrounding communities. As stated in 2013, by the Global Chairman of 

Climate Change and Sustainability Services from KPMG, Yvo de Boer,  

 

In the 21st century, [Sustainability] reporting is–or should be –an essential business 

management tool. It is not –or should not be – something produced simply to mollify 

potential critics and polish the corporate halo (KPMG International, 2013, p. 6). 

 

However, sustainability and sustainability disclosure has been both criticized and praised. For 

example, it has been said to be unnecessary, “greenwashing”, complex, and expensive 

(KPMG International, 2013).  Murray et al. (2006) believe that “although [sustainability] 

disclosure may not yet be an obviously substantive part of mainstream corporate activity, it is 

a growing area of concern to all parties”, in fact they suggest that sustainability disclosure is 

becoming “a very important link between the financial hyper-reality and the lifeworld” (p. 

229).  

 

As a result of the demand for both transparency and information on sustainable business 

practices from a diverse group of stakeholders, sustainability disclosure is becoming more 

commonplace in companies’ annual reports. Furthermore, according to Blowfield and Murray 

(2008), sustainability factors are likely to become a more common consideration by 

mainstream investors. In fact, sustainability disclosure is mandatory in certain countries and 

on certain topics, for example, in the United Kingdom and Denmark (Pedersen, Neergaard, 

Pedersen, & Gwodz, 2013; Hodge, 2007). Companies have realized that activities such as 

philanthropy, while beneficial, are no longer sufficient to fulfill stakeholders’ and regulatory 

demands. The demand and interest in sustainability disclosure will likely continue to be of 
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interest to researchers and companies, especially until generally accepted standards are agreed 

upon for the global economy.  

 

Previous studies on sustainability disclosure and financial performance have tried to establish 

a relationship between these two topics of research; however there have been inconsistent 

results. More specifically, findings suggest that there is both a positive and non-existent 

relationship. As these studies provide different conclusions, the authors of this thesis are 

taking a different approach to study the relationship between sustainability disclosure and 

financial performance, by including a third dimension, initial public offerings (IPOs). An IPO 

is the event when privately held firms sell its shares to the public for the first time (Welch, 

2011), frequently in order to raise capital for the company’s business. Literature has, for an 

extended period of time, suggested that in order for a firm to attract investors, it must supply 

an extensive amount of information regarding the company (Summers, 1968; Hanley & 

Hoberg, 2010). When a company is undertaking an IPO and thus experiences more investor 

scrutiny, the firm should strive to be more transparent regarding its business practices. 

 

Transparency is unquestionably highly valued by investors; thus, transparency can help 

facilitate attracting more investors and investments (Lang & Maffett, 2011). Companies can 

become more transparent by disclosing more information in their annual reports. The authors 

of this study investigate whether or not recently listed companies that express their 

sustainability activities and commitment through disclosure in their annual reports are 

experiencing an effect on their share price performance. The authors would also like to 

provide advice to recently listed companies on whether or not they should aim to include 

more sustainability disclosure in order to enhance its aftermarket share price performance.  

The findings of this study suggest that there is no relationship between sustainability 

disclosure and financial performance of recently listed companies, however the authors are 

hesitant in providing advice regarding sustainability disclosure for recently listed companies 

due to the complex nature of studying share price behavior and the lack of literature on this 

novel relationship and topic. 

 

The United Kingdom has been a location of interest for many researchers in the field of 

sustainability disclosure. Authors such as Rob Gray, Alan Murray, Donald Sinclair, David 
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Power, Reza Kouhy, and Simon Lavers have made contributions to the literature regarding 

sustainability in the United Kingdom. Along with a history of empirical studies on 

sustainability disclosure, the United Kingdom is also actively developing regulations to 

enforce sustainability disclosure. Due to the unique history of the United Kingdom, in terms 

of sustainability, and in addition to the availability of data, this country is chosen for the 

location of the data collection in this thesis. The stock market of interest in this thesis is the 

London Stock Exchange, which had the world’s fourth largest domestic equity exchange 

market capitalization in 2013 and is the largest exchange in the United Kingdom (Authority, 

2014; World Federation of Exchanges, 2014). The London Stock Exchange is made up of 

four sub-markets; the market studied in this thesis is the Alternative Investment Market 

(AIM). The number of IPOs on the AIM is significantly larger than the number of IPOs on the 

other sub-markets on the London Stock Exchange; therefore, the authors collect data from this 

stock exchange in order to obtain the largest sample size possible (London Stock Exchange, 

2014). The AIM was created in 1995 as a growth market for small and medium-sized, 

international companies (London Stock Exchange, 2014) and today it is made up of 1,098 

companies and worth approximately 76 billion GBP (London Stock Exchange, 2014).  

 

1.1 Research Question 

 

The following research question is posed in order to address and study how sustainability 

disclosure can affect financial performance of recently listed companies on the AIM on the 

London Stock Exchange.   

 

“How is the financial performance of recently listed companies on the Alternative 

Investment Market (AIM) on the London Stock Exchange affected by the amount of 

sustainability disclosure?” 

 

Due to the unique history of the United Kingdom with sustainability and the availability of 

data, the AIM was selected as the location of research. 
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The problem statement is addressed through the following sub-questions: 

i. What is sustainability disclosure? 

ii. How is sustainability disclosure related to share price performance? 

iii. How is the sustainability disclosure of companies undertaking an IPO related to 

share price performance? 

 

In addressing these issues, the thesis is structured in the following way: the next section sets 

out with an introduction to the authors’ theoretical approach. This section includes a 

presentation of the theoretical considerations for a company’s survival and growth, which 

includes legitimacy theory, stakeholder theory, institutional theory, and resource dependency 

theory. Furthermore, these four theories are applied to sustainability disclosure. And finally, 

legitimacy theory and its overarching relationship with sustainability disclosure are examined 

in more detail.  

 

Section 3 includes a literature review of select work and empirical evidence on the three main 

topics of research: sustainability disclosure, financial performance and IPOs. Moreover, the 

authors review literature regarding the relationship between each of the following topics of 

study: sustainability disclosure and financial performance, sustainability disclosure and IPOs, 

and financial performance and IPOs. Finally, this section reviews literature regarding the 

relationship between all three topics: sustainability disclosure, financial performance, and 

IPOs.  

 

The discussion in Section 3 leads to, what the authors of this thesis consider, a gap in 

literature on sustainability disclosure. This section, Section 4, therefore, argues that little 

research exists concerning a potential link between sustainability disclosure and financial 

performance of recently listed companies. 

 

Addressing the United Kingdom, Section 5 sheds light on the United Kingdom’s historical 

background in regards to sustainability as well as the large amount of data available from the 

United Kingdom. This section also discusses the current political economy and business 

environment in the United Kingdom.  
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Section 6 introduces the data, consisting of data collected from Bloomberg and primary data 

collected by the authors. Section 7 presents the econometric analyses conducted on the 

dataset: a Pearson correlation test, a Chi-Square test of independence and a general linear 

regression. The results of these statistical tests are presented in Section 8.  

 

On a closing note, Section 9 reflects on the insights from this thesis by addressing the findings 

of this research and findings from previous literature and empirical studies. Finally, Section 

10, the conclusion, summarizes the main findings of this thesis, in addition to its contributions 

to the existing literature and authors’ suggestions on future research opportunities.  

 

1.2 General Methodology 

 

This thesis investigates the relationship between sustainability disclosure and financial 

performance of recently listed companies on the London Stock Exchange. This is done by a 

qualitative and quantitative analysis of annual reports from 121 companies listed in 2006 on 

the AIM. In the process of this study, the authors relied on a wide variety of academic theories 

and previous empirical studies. This section briefly presents the general methodological 

considerations underlying the authors’ application of these theories, which builds the 

groundwork for this thesis.  

 

A positivist approach believes in collecting data on an observable reality and then searches for 

trends, patterns, and relationships, is adopted when developing the research question, 

collecting the data, and performing the statistical analyses (Saunders, Lewis, & Thornhill, 

2012). Moreover, this approach typically results in a “highly structured methodology in order 

to allow to facilitate replication” and allows for law-like generalizations which is the objective 

for this thesis (Saunders, Lewis, & Thornhill, 2012, p. 134). 

 

As positivists, the authors use existing theory to create hypotheses that are tested and 

subsequently either confirmed or refuted. Positivists believe that there are absolute rules that 

can be measured through a quantitative analysis. However, the authors choose to use 

qualitative data from a content analysis and quantify it in order to create quantitative data. 

Quantitative data lends itself to statistical analysis, yet a content analysis allows the authors to 
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interpret the qualitative nature of the sustainability disclosure examined (Saunders, Lewis, & 

Thornhill, 2012). Therefore, it can be said that the authors use a concurrent mixed methods 

approach for the research (Saunders, Lewis, & Thornhill, 2012). 

 

Throughout the thesis a legitimacy theory perspective is adopted to understand sustainability 

disclosure and IPO practices. With a critical discussion on sustainability disclosure, share 

returns and IPOs, as well as the findings from this empirical research, the thesis attempts to 

fill the identified gap in current literature. 

 

Other theories discussed in Section 3, includes the following: definitions and understandings 

of sustainability, sustainability disclosure, share price performance, valuation models, 

behavioral finance, and IPOs. Due to the large body of literature concerning these topics, only 

those seen as most relevant are discussed, analyzed, and used in order to provide a complete 

theoretical framework for this thesis.  

 

The authors attempt to use only articles from journals awarded three or four stars according to 

the ABS Journal Ratings list in the Literature Review. Original sources are always used unless 

the original source could not be found or obtained.  

  

The thesis draws conclusions based on the publicly available data collected from the London 

Stock Exchange, Bloomberg, and 721 annual reports from recently listed companies. The 

credibility and reliability of the data relies on the Bloomberg database as well as the 

consistency of the qualitative content analysis of the annual reports. This is discussed further 

in Section 6: Data. The data may have been affected by the Global Financial Crisis1 as well as 

suffer from survivorship bias. These limitations and potential biases are discussed in Section 

10.  

 

Methodologies of studies performed by other researchers on sustainability disclosure inspired 

many aspects of this thesis. Specifically the article, “Do financial markets care about social 

and environmental disclosure? Further evidence and exploration from the [United Kingdom]”, 

by Murray et al. (2006) serves as a key resource for the methodology and sustainability 
                                                

1 The Global Financial Crisis refers to the 2008 financial crisis.  
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disclosure. See the following section for a detailed discussion on the article and study from 

Murray et al. (2006).  

 

The nature of the data collected in this thesis is considered to be panel data. The authors 

choose to use the Pooled OLS method control for time by the use of a dummy variable for 

each year.  

 

1.3 Motivation and Inspiration   

 
The relationship between sustainability disclosure and share price performance has been an 

uncommon topic of research. For example, the studies from Belkaoui (1976), Ingram (1978), 

Chan and Milne (1999), and Murray et al. (2006) include diverse methodological approaches 

to address the relationship between sustainability disclosure and share returns. These authors 

provide inspiration for this thesis, however, the article “Do financial markets care about social 

and environmental disclosure?” by Murray et al. (2006) is of particular relevance and 

motivates the foundation of this thesis. Not only did this article inspire the location of focus 

for this thesis, but also the methodology. Murray et al. (2006) use two datasets; one from the 

CSEAR database of United Kingdom companies, which provides information on social and 

environmental reporting, and the second, being stock returns earned by the companies of 

interest. They separate sustainability data into three categories: total amount of Corporate 

Social Responsibility (CSR) information disclosed in the annual reports, environmental 

disclosure, and lastly, voluntary disclosure, as opposed to mandatory disclosure. Murray et al. 

(2006) also collect data on the companies’ share price, industry sector and size, and omit any 

companies missing such data (Murray A. , Sinclair, Power, & Gray, 2006). 

 

The study by Murray et al. (2006) includes five statistical tests on a set of longitudinal data. 

They estimated the Pearson correlation coefficients and conducted a Chi-Square test of 

independence in order to test whether any non-linear relationships exist between share returns 

and social and environmental disclosure (Murray A. , Sinclair, Power, & Gray, 2006). Their 

third test, a linear regression, was conducted in order to test whether different kinds of 

disclosure, either as main effects or as interaction with years, have an affect on financial 

performance. Most importantly, Murray et al. (2006) find no direct relationship between share 
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returns and sustainability disclosure. However, when coding the data, they find that 

companies with persistently high returns are more likely to provide a larger amount of social 

and environmental disclosure, and that companies with persistently low returns are more 

likely to provide less social and environmental disclosure. 
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2. Theoretical Approaches    
 
This section examines four theoretical approaches for a firm’s survival and growth. The 

theories include the following: legitimacy theory, stakeholder theory, institutional theory, and 

resource-dependency theory. While all four theories are valuable to understand the survival 

and growth of a firm, they are also beneficial to understanding the motivations behind 

sustainability accounting and disclosure. One theory, legitimacy theory, especially fits the 

research focus of this thesis. Historically, legitimacy theory is used more often than 

institutional theory, stakeholder theory, and resource dependency theory when explaining 

motivations for sustainability disclosure. Legitimacy theory is also seen as the overarching 

theory for institutional theory, stakeholder theory, and resource dependency theory. 

 

None of the four aforementioned theories have been selected as the accepted theory of 

practice for explaining sustainability disclosure (Deegan & Gordon, 1996). While some 

researchers believe in adopting one primary theory, other researchers view the four theories as 

complementary rather than mutually exclusive (Chen & Roberts, 2010; Gray, Kouhy, & 

Lavers, 1995a; Deegan & Rankin, 1996). 

 

Figure 1 represents Chen and Roberts’ (2010) understanding of the four theories and their 

interrelatedness. As Figure 1 demonstrates, the four major theories for sustainability 

accounting are interconnected, yet focus on different levels of analysis and have different 

perspectives, from societal value to stakeholder expectations (Chen & Roberts, 2010). The 

four theories have comparable ontological views2, which believe that “reality/structures are 

continuously created, reproduced and reoriented by the interactions among social 

organization” (Chen & Roberts, 2010, p. 652). Furthermore, all of the theories “assume any 

organization is influenced by the society in which it operates, and in turn, the organization 

also influences society” (Chen & Roberts, 2010, p. 652).   

 

                                                
2 Ontology is related to the nature of reality and how researchers perceive the 

connection between the way the world works and researchers’ commitment to specific views 

(Saunders, Lewis, & Thornhill, 2012). 
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 (Chen & Roberts, 2010, p. 653) 

 

The following discussion explores the four main theories regarding a firm’s survival and 

growth in depth. Moreover, the main focus of this thesis, sustainability disclosure, is 

incorporated with each theoretical approach in order to present the different perspectives of 

each theory. As the authors adopt the view that institutional theory, resource dependency 

theory and stakeholder theory are all connected to legitimacy theory, a brief discussion on the 

interrelated relationships of the theories follows. 

 

Legitimacy Theory  

Legitimacy Theory is “ a condition or status which exists when an entity’s value system is 

congruent with the value system of the larger social system of which the entity is a part” 

(Dowling & Pfeffer, 1975, p. 122). Legitimacy theory can be seen as the overarching theory 

Institutional Theory 
 
Scope of perspective: 
Institutionalized social 
structures 
 
Focal point:  
How to conform to the 
established patterns of 
other similar social 
institutions 
 
Rationale of actions: 
To be socially norm and 
acceptable 
 

Stakeholder Theory 
 
Scope of perspective: 
Internal and external 
stakeholder groups 
 
Focal point:  
How a firm can balance 
the conflicting demands 
of various stakeholders 
 
Rationale of actions: 
To obtain approval 
from powerful 
stakeholders 
 

Legitimacy Theory 

Scope of Perspective: Social value system 

Focal Point: If the value system of an organization is congruent 

with the value   system of society 

Rationale of actions: To meet social expectations and gain 

social acceptance 
!

Institutional legitimacy Strategic legitimacy 

Resource- Dependency 
Theory 
 
Scope of perspective: 
External organizations 
 
Focal point:  
How an organization 
can access to relevant 
resources 
 
Rationale of actions: 
To obtain vital resource 
for survival and growth 
 

Reinforce the 
value system 

Change the 
value system 

Figure 1: Understanding of the Organization-Society Relationship 
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of social and environmental accounting and Chen and Roberts (2010) argue that it is “the 

fundamental resource on which any organization depends on for continued existence” (p. 

651). Researchers have raised the question, why would a company participate in activities 

such as sustainability accounting or disclosure, in order to survive and grow? According to 

Chen and Roberts (2010) some companies participate in the activities to maintain legitimacy 

at the societal level. Legitimacy theory has been divided into two major schools of thought: 

strategic legitimacy and institutional legitimacy.  

 

Strategic legitimacy adopts a managerial perspective and focuses on the way organizations 

influence and gain societal acceptance and support. Conversely, institutional legitimacy 

supports the view that institutions and structures can influence society’s value system for 

legitimacy (Chen & Roberts, 2010). Figure 1 depicts the relationship between strategic and 

institutional legitimacy and the three other theoretical perspectives that can explain 

sustainability disclosure.  

 

Stakeholder Theory  

Stakeholder theory is concerned with the relationship of the organization and its environment 

(Freeman, 1984). The theory does not view the environment as a whole; rather it focuses on 

the specific relationships between the organization and its various stakeholders who make up 

the environment. Stakeholder theory also believes that different stakeholders have different 

levels of impact on the firm. The expectations from stakeholders can be diverse, and also 

conflicting. Therefore, stakeholder theory argues that the challenge for management is 

concerned with how to balance unequal stakeholders and their potentially conflicting 

expectations.  

 

Stakeholder theory views sustainability disclosure as a way for managers to demonstrate their 

commitment to stakeholders. Groups of stakeholders have different levels of influence and 

areas of interest. According to Freeman (1984), management must conform to the needs, 

demands and expectations of their stakeholders by providing information that is valuable and 

relevant; thus creating the necessary support from stakeholders for the firm to survive. 

Stakeholder theory stresses the importance of management fulfilling as many of their 

stakeholders needs as possible. 
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According to Freeman (1984), successful communication between the organization and its 

stakeholders requires willingness from the firm to communicate and compromises from both 

the stakeholders and the firm. Thus, sustainability disclosure could be initiated by the firm, 

yet over time, provide information that is more interesting or relevant to specific stakeholder 

groups. Moreover, in order for managers to please their stakeholders, communication must be 

two-way; this will allow for both sides to understand each other’s intentions and expectations 

(Freeman, 1984).  

 

Institutional Theory 

Institutional Theory regards the relationship between the environment and organizations as 

being based on how organizations integrate institutional norms and rules into the organization 

in order to gain stability for company survival (DiMaggio & Powell, 1983). Institutional 

theory does not focus on the values of society, rather it focuses on the established institutional 

beliefs. These beliefs are thought to be the representation of the social value system (Chen & 

Roberts, 2010). Therefore, from the perspective of institutional theory, a firm would produce 

sustainability disclosure in order to conform to socially accepted norms and principles. 

 

Resource dependence theory 

Resource dependency theory focuses on the environmental effects on an organization, rather 

than on society’s expectations, and also attempts to explain the effect of environmental 

constraints on organizations (Pfeffer & Salancik, 2003). At the heart of the theory lies the 

discussion on how firms obtain the fundamental resources for survival and growth (Chen & 

Roberts, 2010). The theory emphasizes external organizations and how positions are 

negotiated under the constraints of the environment. Therefore, in order for a firm to continue 

its operations, it must have the proper resources available. Hence, from the perspective of 

resource dependency theory, a firm would produce sustainability disclosure in order 

overcome sustainability issues and to maintain the relevant natural resources necessary to the 

business for its survival and growth. 
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Stakeholder Theory, Institutional Theory and Resource Dependency Theory: Connection to 

Legitimacy Theory 

As mentioned previously, all three theories, stakeholder theory, institutional theory and 

resource dependency theory, are interconnected with legitimacy theory. In addition, 

stakeholder theory and resource dependency theory stem from strategic legitimacy, while 

institutional theory stems from institutional legitimacy.  

 

A critical and important perspective to stakeholder theory is the substantial amount of 

research that proposes an especially close relationship between legitimacy theory and 

stakeholder theory. Stakeholders hold the power to determine their value system and therefore 

determine what is “legitimate” within their society. This implies that rather than a society 

determining legitimacy, important stakeholders do. According to Chen and Roberts (2010) 

and Gray et al. (1995a), legitimacy is created and judged by an organization’s stakeholders. 

This concept stems from Lindblom (1994) who suggests that “relevant publics” determine 

legitimacy, rather than the entire society. This is in contrast to traditional legitimacy theory, 

which focuses on the entire society. Lindblom’s (1994) perspective may have created a shift 

within legitimacy theory, which allows the theory to include and incorporate stakeholder 

theory (Chen & Roberts, 2010).  

 

Institutional theory, according to Chen and Roberts (2010), suggests that when a firm 

conforms to established institutional norms, the firm will gain legitimacy. However, inspired 

by Gray et al. (1996), Chen and Roberts (2010) also state that institutional theory “may not be 

sufficient to explain the initial changes in social expectation or the dynamics of legitimacy—

for example, why business corporations might start caring about environmental and 

community issues” (p. 657). Consequently, researchers combine institutional theory with 

legitimacy theory to explain and understand sustainability practices.  

 

According to Suchman (1995), legitimacy is a resource, like any other necessary resource, 

that a firm must have for survival and growth. Suchman (1995) believes that legitimacy is a 

“resource that organizations extract—often competitively—from their cultural environments 

and that they employ in pursuit of their goals” (p. 576). Similarly, Chen and Roberts (2010) 

believe that there is an overlap between legitimacy theory and resource dependency theory. 
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Moreover, they also agree with the suggestion by Hybels (1995), that resource flows are a 

physical representation of legitimacy (Chen & Roberts, 2010). 

 

Therefore, similar to Gray et al. (1995b) and Chen and Roberts (2010), this thesis adopts 

Lindblom’s (1994) perspective on legitimacy theory as the main understanding for why firms 

produce sustainability disclosure. The authors of this thesis believe that companies provide 

sustainability disclosure as a way to prove their commitment to society, thus creating 

legitimacy for the business. 

 

Caveats to Legitimacy Theory 

It should be noted that there are some nuances to legitimacy theory. The theory has been 

widely used but loosely defined in terms of companies’ sustainability disclosure, which 

creates ambiguity regarding what legitimacy actually is in terms of sustainability disclosure 

(Chen & Roberts, 2010). It is also significant to recognize the difference between legitimacy, 

a status or condition, and legitimation, the process of acquiring the status or condition 

(Lindblom, 1994).  

 

Legitimacy, as the status or condition, is based upon the social context of a firm and whether 

or not that society terms the firm “legitimate (desirable, proper, or appropriate)” (Chen & 

Roberts, 2010, p. 654). Legitimation is, on the other hand, the process where a company 

warrants its right to exist (Maurer, 1971). Organizations are seen as legitimate when their 

goals are accepted in a social context, therefore, legitimacy is not the same as economic 

and/or legal success, these are just two components of legitimacy (Chen & Roberts, 2010).   

 

There are four broad legitimation strategies according to Lindblom (1994). The first strategy a 

company can employ is to educate its stakeholders regarding the organization’s intentions to 

improve its performance; the second strategy is to change the stakeholders’ views of an event; 

the third strategy is to distract or manipulate public attention away from a situation of 

concern; and the fourth strategy, for legitimation, is for firms to aspire to change external 

expectations about the firms (Lindblom, 1994). An opposing and critical perspective from 

Chen and Roberts (2010) suggests that the broad view and level of legitimacy theory does not 

provide solutions on how legitimation can be obtained nor how it can be empirically studied. 



	  

 15 

2.1 Legitimacy Theory and Sustainability Disclosure  

 

According to Tregidga, Milne, Kearins (2006) “It has been widely accepted that corporate 

social and environmental reporting has the ability to assist organisations in gaining, 

maintaining and increasing legitimacy through disclosure – ideally through notions of 

transparency and accountability.” Lindblom (1994), Patten (2005), and O’Donovan (2002) 

also suggest that sustainability disclosure is a tool for the legitimation of a firm. Gray et al. 

(1995a) believe that legitimacy theory can offer insights in terms of sustainability disclosure. 

They believe that society is gradually demanding and requiring that companies have at least 

satisfactory sustainability performance; communication through annual reports seems to be 

one mechanism to prove a firm’s legitimacy (Gray, Kouhy, & Lavers, 1995a). Therefore, the 

authors of this thesis explore how legitimacy theory is relevant to understand the motivations 

of sustainability disclosure.  

 

A common motivation to partake in sustainability disclosure is for companies to reinforce its 

legitimacy in society (Deegan C. , 2002). To understand why a firm would use sustainability 

disclosure as a tool for legitimation, Chen and Roberts (2010) argue that it is important to 

understand that if a company believes “that its legitimacy is in question, the [company] can 

attempt to change or manipulate the perceptions of those who confer legitimacy” (p. 660). 

According to Patten (2005), companies must continuously exhibit that they are operating and 

working within society’s norms and values in order to maintain social legitimacy. 

 

When society does not accept a firm as legitimate it can be said that the company has broken 

its social contract with society. The concept of a social contract dates as far back as Thomas 

Hobbes (1588-1679), John Locke (1632-1704), and Jean-Jacques Rousseau (1712-1778) 

(Deegan C., 2002). However, during the 19th century the social contract was used in 

connection to accounting research (Deegan C. , 2002) and in 1973, Shocker and Sethi (1973) 

stated that a social contract is a contract that, 

 

 Any social institution –and business is no exception – operates in society via a social 

 contract, expressed or implied, whereby its survival or growth are based on: 1) the 
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 delivery of some socially desirable ends to society in general, and 2) the distribution 

 of economic, social, or political benefits to groups from which it derives its power 

 (p. 67).  

 

Similarly to Shocker and Sethi (1973), Mathews (1993) believes that organizations do not 

have any inherent right to natural resources, or even to existence and that the social contract is 

between the corporation and the individual members of society. Mathews (1993) bases his 

definition of the social contract on political economy theory. Political economy theory, as 

stated by Gray et al. (1996), is “the social, political, and economic framework within which 

human life takes place” (p. 47). Legitimacy theory and political economy theory both embrace 

the concept that society, politics, and economics are indivisible and that economic issues are 

not meaningful without the perspective of the society, political surroundings and institutional 

frameworks (Deegan C. , 2002).  

 

According to Deegan (2002), if the social contract is breached, the firm’s survival is 

threatened, which could result in the company losing legitimacy. Consequences of a breached 

social contract could be the following: consumers can reduce or eliminate demand for a 

product of service, suppliers can terminate the supply of labor and/or financial capital, and 

lobbyists can lobby for higher taxes, regulations and fines (Deegan C. , 2002).  

 

While there is no written social contract between a company and its society, the idea that the 

company must maintain an implied social contract is, according to Deegan (2002), the basis 

of legitimacy theory. Deegan (2002) argues that because legitimacy theory and the social 

contract are based on perceptions from society, the only way to change external perceptions is 

through corporate disclosure. Management could use corporate disclosure, e.g. sustainability 

disclosure, as a tool for filling any perceived legitimacy gaps. It should be noted that 

management and society might not perceive legitimacy in the same way; this is in line with 

the researchers who use stakeholder theory simultaneously with legitimacy theory to explain 

motivating factors for sustainability disclosure (Deegan C., 2002).  

 

One way to overcome legitimacy issues is by employing the strategies suggested by Suchman 

(1995). Suchman (1995) argues that companies and organizations use different legitimation 
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strategies, based on the need at hand: to gain, maintain, or repair its legitimacy. He proposes 

different strategies for dealing with the different needs of legitimacy, which could be used to 

understand a company’s motivation for sustainability disclosure.  

 

Suchman (1995) argues that companies gain legitimacy when management either needs 

validation or when a firm is taking on new activities without any social precedence. 

According to Suchman (1995) a firm must be proactive to gain legitimacy. This can happen 

through the following three strategies: first, a company can conform to the current situation 

and environment; second, a company can select specific audiences in order to find support; 

and third, a company can manipulate its environment by creating new audiences (Suchman, 

1995).  

 

 Maintaining legitimacy is thought to be easier than gaining or repairing legitimacy, according 

to Suchman (1995). In order to maintain legitimacy, organizations must anticipate the needs 

of its stakeholders and provide the necessary communication/documentation to continue the 

legitimacy (Suchman, 1995). If the company is seen as a good corporate citizen then there is 

more legitimacy to maintain; e.g. if a company seems to be on the forefront of sustainability it 

will have to stay one step ahead to maintain your legitimacy and vice versa, if there is little 

legitimacy to begin with, the less work that needs to be done to maintain it (O'Donovan, 

2002). Suchman (1995) believes that there are two primary strategies to maintain legitimacy: 

to perceive future changes and to protect past accomplishments.  

 

Repairing legitimacy is related to the response a company has to a crisis either within its 

business operations or within the firm’s industry. Strategies for repairing legitimacy are 

considered reactive (O'Donovan, 2002). Again, Suchman (1995) proposes three steps to repair 

legitimacy: first, to offer normalizing accounts to separate the event from the rest of the 

company; second, strategic restructuring of the company; and third, to not panic. Repairing 

legitimacy resembles both the strategies for gaining and maintaining legitimacy, therefore a 

firm must be sensitive both of the tools it uses when repairing legitimacy and to the audiences 

who are affected by the crisis.  
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Before determining the legitimation strategy, the organization must recognize what its need 

are and the severity of the event or issue at hand. O’Donovan’s study from 2002 examines 

companies’ responses to hypothetical events/issues regarding sustainability. O’Donovan 

(2002) finds that different legitimacy needs lead companies to pursue the following strategies: 

when trying to gain legitimacy, a company is more likely to alter societal values through 

disclosure in the annual report; when trying to maintain a high level of legitimacy, a company 

is more likely to either alter society’s values or conform to society’s values; when trying to 

maintain a low level of legitimacy, a company is likely to alter the organization’s perceptions; 

and when repairing legitimacy, a firm is likely to alter the organization’s perception or 

conform to society’s expectations (O'Donovan, 2002). The legitimation strategy is chosen 

based upon the importance of the sustainability event or issue, which triggers the need for 

legitimacy for the firm.   

 

An organization can use communication as a way to demonstrate the company’s legitimacy in 

society; hence, sustainability disclosure can be considered a legitimation strategy as well as a 

legitimation tactic (Patten, 2005). There are other reasons why a company would disclose 

sustainability information; for example, to comply with legal requirements, to appear as doing 

the “right thing”, a belief in accountability or a responsibility to report, to comply with banks, 

and to manage stakeholders (Deegan C. , 2002). 

 

Three studies on data from the 1980s and 1990s from the United States and Australia suggest 

that companies use environmental disclosure as a tool for influence rather than an act of full 

transparency of actual performance (Patten, 2000; Deegan & Rankin, 1996; Patten, 2002). 

Public disclosure in the form of the annual report can also be a way to implement the four 

strategies to legitimation from Linblom (1994). Further, O’Donovan (2002) argues that in 

order for the intended audience to be aware of the changes or activities associated with 

sustainability, which could lead to legitimacy for the firm, the firm must disclose the 

sustainability information. 
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2.2 Legitimacy Theory and IPOs 

 
The authors of this thesis adopt legitimacy theory as the primary perspective and therefore, 

the authors attempt to frame the IPO process in terms of legitimacy theory as well. The IPO 

process is a unique and rarely studied business activity in combination with legitimacy theory. 

As mentioned previously, Suchman (1995) believes that there are three main reasons a 

company seeks legitimacy: to gain, maintain, and repair legitimacy. It could be argued that a 

company going through an IPO is under more scrutiny from investors and the public, and 

therefore requires a strategy for legitimacy. When a company becomes a publicly listed 

company it generally needs to gain or maintain legitimacy within its society. Companies 

going through an IPO, that are unknown and without any social precedence need to gain 

legitimacy. Therefore, such companies need to be proactive and either conform to the current 

situation and environment, select specific audiences in order to find support, or manipulate its 

environment by creating new audiences (Suchman, 1995). Those companies going through an 

IPO, that are already seen as legitimate, can maintain legitimacy by releasing more 

information to the public. Thus, according to Suchman (1995), a firm must anticipate the 

needs from stakeholders and provide the necessary communication and/or documentation to 

maintain legitimacy.  

 

According to Lindblom (1994), the relevant public around a company determines its 

legitimacy; thus, investors are naturally an important group of stakeholders who can also 

contribute to the legitimacy of a company. In order to keep current investors, to attract new 

investors, and to remain in business, firms should maintain its legitimacy. Lindblom’s (1994) 

four legitimation strategies could be relevant both during and after an IPO. According to 

Lindblom (1994), the firm can educate its stakeholders, including its investors, on the firm’s 

intentions, which can improve performance. Secondly, the firm can change the stakeholders’ 

views, and thirdly, the firm can attempt to distract or manipulate public attention away from 

the situation of concern. Lastly, the firm can attempt to change the external perception of the 

firm and its performance (Lindblom, 1994). These four strategies can be achieved through 

communication and disclosure in annual reports (Deegan C., 2002). 

 

Legitimacy theory is applicable to sustainability disclosure literature, as researchers believe 

that sustainability disclosure can create legitimacy (Gray, Owen, & Adams, 1996; Deegan C. , 
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2002). Therefore, it could be expected that a firm who has recently gone through an IPO may 

want to use sustainability disclosure as a tool to create legitimacy. Investors value 

transparency, as firms with a higher level of transparency are associated with less liquidity 

uncertainty (Lang & Maffett, 2011). Hanley and Hoberg (2010) argue that the more 

information provided when a company goes public, the more accurate the offer price will be. 

The more accurate offer price could be due to the fact that an increase in disclosure can 

reduce information risk and price discounts (Kam & Yung, 2011). It is also suggested that 

companies with a higher level of disclosure are less likely to run into information problems 

post-issuing, and thus are more likely to have an enhanced long-term performance (Jo & Kim, 

2008). In short, when a firm has undertaken an IPO, it can seek to gain or maintain legitimacy 

and therefore, use tools such as sustainability disclosure, which could lead to more 

transparency from the perspective of investors. 
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3. Literature Review  
 
This literature review investigates select literature and empirical evidence, in order to develop 

the research question of this thesis, and thus the content analysis, statistical analysis and 

discussion that follow. As stated in the research question, the three main topics of research 

are: sustainability disclosure, financial performance and IPOs. Therefore, the literature review 

is structured as follows: first, literature on each of the three topics are discussed individually; 

second, literature on each of the three topics are discussed in two-way relationships, i.e. 

sustainability disclosure and financial performance, sustainability disclosure and IPOs and 

financial performance and IPOs; and third, literature concerning the three-way relationship 

between sustainability disclosure, financial performance, and IPOs is discussed.  

 

Section 3.1 investigates sustainability disclosure, however, in order to critically review 

sustainability disclosure literature, a discussion on the history and evolution of the term 

sustainability is pertinent; a discussion on sustainability disclosure and sustainability reporting 

follows. Financial performance is examined in Section 3.2. Specifically, the authors focus on 

literature concerning share price performance, as it is the mode of measurement for financial 

performance in the empirical study of this thesis. Valuation models and behavioral finance 

literature is also reviewed in this section in order to emphasize the investor perspective. 

Section 3.3 explores IPOs, as this is one of the three main components of the thesis. Sections 

3.4, 3.5, and 3.6 discuss the two-way relationships between sustainability disclosure, financial 

performance and IPOs; Section 3.4 considers the relationship between sustainability 

disclosure and financial performance; Section 3.5 examines the relationship between 

sustainability disclosure and IPOs; and Section 3.6 investigates the relationship between 

financial performance and IPOs. Finally, Section 3.7 explores the three-way relationship 

between the main topics of interest: sustainability disclosure, financial performance and IPOs.  

 

3.1 Sustainability Disclosure 

 
The authors dedicate this section of the thesis to the growing and evolving research topic of 

sustainability disclosure. As there are a number of different definitions and understandings of 

sustainability, a discussion on the definitions is relevant for the empirical research of this 

thesis. In order to perform a content analysis on sustainability disclosure, the authors find it 
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necessary to examine the term sustainability. The content analysis requires a united definition 

of sustainability among the authors; hence, the definition is based on the literature presented 

in this section. Furthermore, a review of sustainability literature allows the authors to explore 

sustainability disclosure, which is at the core of this thesis. This section includes a brief 

history on the terms CSR and sustainability, the definition employed in the empirical research 

of this thesis, followed by a discussion on sustainability disclosure and reporting.  

 

3.1.1 Evolution of Sustainability and CSR 
 

The debate on the concepts sustainability and CSR has been discussed and argued in many 

articles since the 1960s (Elkington J. , 2006). Activities such as philanthropy are no longer 

sufficient to fulfill stakeholders’ demands for sustainability and CSR. Corporate philanthropy, 

in the traditional sense, is concerned with donations to NGOs, nonprofits, and other 

organizations, which has little or no connection to the company’s strategy (Smith, 1994). 

While gifting large sums of cash to charities can be beneficial, it is only one component of 

sustainability initiatives a company can undertake today.  

 

Environmental and social issues all over the planet have shaped the duties of companies 

worldwide. The 1950s and 1960s were considered an awakening and focused on land, water, 

air pollution and ways to reduce pollution. The hippie subculture was involved in raising 

environmental awareness, and their primary intention was to improve and clean up the 

environment (Fisk, 2010). This period was followed by the 1970s when population growth led 

to a concern for natural resources, which were becoming scarce. The focus shifted to ways 

people could create and “ensure the long-term availability of natural resources” (Schmandt, 

2010, p. xiii). In both the 1960s and 1970s, organizations and nonprofits such as Greenpeace 

and Friends of the Earth were founded and began the process of “reuniting business and the 

world” (Laszlo & Zhexembayeva, 2011, p. 37).  

 

In the 1970s, some might argue that there was a set back in the sustainability movement. 

According to Mathews (1997), from 1971 to 1980, research on environmental accounting was 

primarily concerned with reporting relatively unimportant empirical studies, which mainly 

contributed to information regarding whether or not disclosure relevant to social and 
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environmental issues existed. The studies on environmental accounting from the 1970s lacked 

objectivity and reproducibility and focused on social aspects such as employees and products 

(Mathews, 1997). In 1970, the Nobel Prize winning economist Milton Friedman stated that, 

“there is one and only one social responsibility of business—to use its resources and engage 

in activities designed to increase its profits” (Friedman, 1970); this is the core belief of 

shareholder theory. Approximately 15 years later, the other side of the debate, stakeholder 

theory, took shape when Edward Freeman (1984) published the book, Strategic Management: 

A Stakeholder Approach. He encouraged managers to rethink the way they did business in 

order to deal with the unstable and changing business environment (Freeman, 1984). 

 

During the 1980s, research concentrated on acid rain, ozone depletion, and toxic substances in 

the environment and ways in which mankind could prevent environmental threats to both the 

health of the environment and humans. According to Mathews (1997) environmental 

accounting shifted from a descriptive approach in the 1970s, to a more analytical perspective 

in the 1980s. There was a focus on philosophical debates regarding environmental accounting, 

the actual environmental problems, and how reporting and disclosure could help solve such 

problems (Mathews, 1997).  

 

The 1990s represented the beginning of the climate change era (Laszlo & Zhexembayeva, 

2011) and Mathews (1997) argues that environmental accounting received more attention and 

commitment during this period. Mathews (1997) also implies that research in environmental 

accounting was becoming less objective compared to that of social accounting and he 

suggests that this was due to the fact that environmental issues have a direct correlation to the 

survival of human and other animal life.   

 

In July of 2000, the United Nations Global Compact was launched as a policy platform and 

practical framework for companies committed to sustainable business to join voluntarily and 

demonstrate their values (United Nations Global Compact, 2008). During the 2000s, many 

new organizations such as Business for Social Responsibility (BSR) 3 and CSR Europe4 
                                                

3 BSR is an international company, which provides membership and advisory services, 

as well as collaborative initiatives and partnerships. They are also involved constantly in 

doing relevant research in order to stimulate global change (BSR, 2014). 



	  

 24 

gained attention and developed their stance and voice in terms of sustainability and CSRThe 

world watched as customers placed more pressure on companies to become more transparent. 

Large companies took on sustainability and issues such as limited resources, climate change, 

and natural disasters proved reason for the world to pay attention to sustainability challenges 

(Laszlo & Zhexembayeva, 2011). According to Parker (2011), research on sustainability 

accounting from the time period, 1998 to 2008, was predominantly from European and 

Australian perspectives and from the following journals: Accounting, Auditing, and 

Accountability Journal, Accounting Forum, and The CPA Journal. He also found that in the 

21 year time period of his study, there were more than 170 published papers in the four 

journals Accounting, Auditing, and Accountability Journal, Accounting Forum, The CPA 

Journal, and Accounting Organizations and Society (Parker, 2011). More importantly Parker 

(2011) concluded that there was  

 

Now well established coterie of [sustainability accounting] researcher networks, the 

growing circuit of [sustainability accounting] supportive research conferences, and the 

range of esteemed research journals internationally facilitating the [sustainability 

accounting] agenda, augur well for the future of research and practice in this field (p. 

9).  

 

Thus, Parker (2011) demonstrates the increase in research regarding sustainability accounting 

in the early 2000s.  

 

According to Fisk (2010), the world has recently begun a transformation as sustainability and 

sustainable innovation are now increasingly at the core of businesses and new business 

models. Fisk (2010) believes that strategic partnerships are gradually becoming the norm due 

to the shift towards more sustainability awareness. In agreement with Fisk’s (2010) sentiment 

the KPMG Global Chairman of Climate Change and Sustainability Services states that “many 

of the world’s largest companies are using the process of [Sustainability] reporting to bring 

                                                                                                                                                   
4 CSR Europe is a leading business network for corporate social responsibility with 

over 5,000 companies from 70 countries; they aim to act as a platform for sustainable 

business and growth (CSR Europe, 2014). 
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[Sustainability] right to the heart of their business strategy, where it belongs” (KPMG 

International, 2013, p. 10). 

 

The common thread and theme of sustainability over the last 50 years is the human 

fascination with nature, society and how mankind deals with these sensitive issues (Schmandt, 

2010). The evolving field of sustainability has also affected the understanding of the terms 

sustainability and CSR and the next sections discuss the similarities and differences between 

the terms sustainability and CSR followed by the definition employed in this thesis.  

 

Sustainability 

In 1987, the term sustainability grew in popularity due to the report “Our Common Future”, 

also known as the “Brundtland Report”, from the United Nations World Commission on 

Environment and Development (United Nations, 1987). Gro Harlem Brundtland, former 

environment minister and prime minister of Norway and former director of the World Health 

Organization, stated that sustainable development is to “ensure that [development] meets the 

needs of the present without compromising the ability of future generations to meet their own 

needs” (United Nations, 1987, p. 15). This definition of sustainability/sustainable 

development has been adopted and used by many (Gray & Bebbington, 2001; Schmandt, 

2010). 

 

In the late 1980s and early 1990s, sustainability, as defined in the “Brundtland Report”, was 

seen as a new approach to be used as a strategy “to integrate economic and ecological 

considerations in decision making” (United Nations, 1987, p. 55) The report argued that there 

are three primary goals: one, to make growth ecologically responsible; two, to respect the 

needs of future generations; and three, to find a better balance between economic efficiency 

and social equity (United Nations, 1987).  

 

While sustainability is defined explicitly and generally accepted, there still seem to be 

discrepancies and confusion regarding the understanding of the term. In a report on the Club 

of Rome5 conference in 1999 it was stated:  
                                                

5 The Club of Rome was founded in 1968 as the first organization in the world to 

discuss overpopulation and overconsumption (Schmandt, 2010). 
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‘Sustainable development’ has become over-used, unclear, and almost unhelpful. 

Perhaps it is now time to re-conceptualize and rename ‘sustainable development’ to 

encompass the additional issues that have been raised at Club of Rome conferences 

and elsewhere. It needs to include sustainable human development and sustainable 

livelihood (Schmandt, 2010, p. 19).  

 

The term sustainability may be confusing, misleading or misinterpreted. This could be 

because of the complex nature of understanding what is actually necessary for future 

generations and due to the overwhelming scale and diverse nature of today’s sustainability 

problems (Schmandt, 2010; Gray & Bebbington, 2001).   

 

Another popular definition of sustainability refers to the concept of the Triple Bottom Line 

(Elkington J. , 1997). In order to have a sustainable business, Elkington (1997) suggests that 

there are three bottom lines a firm should account for: economic prosperity, social justice and 

environmental quality. In order to achieve success with all three bottom lines, a company 

must think in seven dimensions: markets, values, transparency, life-cycle technology, 

partnerships, time-perspective and corporate governance (Elkington J. , 1997). In 1999, Mary 

Robinson, United Nations High Commissioner for Human Rights, spoke at the BSR 

Conference and recognized the Triple Bottom Line as an “economic, environmental and 

social performance [that] is now being watched by shareholders and by wider society alike” 

(Robinson, 1999).  

 

Similar to Elkington’s Triple Bottom Line definition, is Fisk’s Three P’s: People, Planet and 

Profit. Fisk (2010) believes that the Three P’s should be seen as the way to “business 

opportunity, operational improvement and competitive advantage” and to get there, 

companies must do “the right thing” (Fisk, 2010, p. 2). Fisk (2010) states that,  

 

 Social and environmental issues should be at the core of a business strategy, leveraged 

as the best sources of improving efficiency and driving innovation, working with 

partners in new ways whilst also finding a more lasting difference and a better way to 

engage people (p. 3). 
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Clearly there are many similarities between the two widely accepted sustainability concepts: 

Triple Bottom Line and People, Planet, and Profit. Commonly, the Triple Bottom Line and 

the Three P’s are wrongly understood as the same concept. However, a subtle difference 

exists in the definition of economic prosperity from Elkington (1997) and Profit from Fisk 

(2010). Elkington (1997) views economic prosperity as an increase in economic activity and 

growth (not limited to the company), whereas Fisk (2010) understands Profit as the actual 

profits and growth of the firm, not for the community and economy around the firm. It should 

be noted that most references to the Three P’s and Triple Bottom Line use the definition from 

Fisk (2010), where profit refers to the company, not to the economic growth of the larger 

community.  

 

To continue exploring sustainability’s evolution and transition, the authors study the 

following example from a leading company, in terms of sustainability. The Danish 

pharmaceutical company, Novo Nordisk is an industry leader on sustainability and is viewed 

as a company using best practices in terms of sustainability (CSR Wire, 2013). In 2012 Novo 

Nordisk was ranked as the number one company on Corporate Knights Global 100 Most 

Sustainable Corporations list and is ranked number seven in the world as of 2014 (Knights, 

2014). Novo Nordisk started their sustainability endeavors by publishing an “Environmental 

Report” (1995 to 1998), they published an “Environmental and Social Report” (1999 to 

2000), and in 2001, they published a “Triple Bottom Line Report”. Their last separate 

sustainability reports, simply called a “Sustainability Report” came in 2002 and 2003. Since 

2004, Novo Nordisk has used integrated reporting6 in their annual report with sections called 

“Statement of Social Performance” and “Statement of Environmental Performance” which are 

dedicated to sustainability issues such as carbon emissions and social programs for diabetes 

(Novo Nordisk, 2014). On the Novo Nordisk website, there is a tab called “Sustainability” 

which refers to their sustainability reporting, past and present, and the sustainability topics 

relevant to their customers, industries and countries of operations (Novo Nordisk , 2014). This 

example demonstrates the evolution of the terminology as well as the increasing pressure for 

companies to produce sustainability disclosure.  

 

                                                
6 See Section 3.1.3. 
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Corporate Social Responsibility  

The term CSR has also seen a tumultuous evolution; it has been defined many different ways 

over many years. In 1973, Davis defined CSR as the following: “the firm’s consideration of, 

and response to, issues beyond the narrow economic, technical, legal requirements of the 

firm” (Davis, 1973, p. 313).  Approximately 30 years later, the European Commission7 stated 

that, “CSR is essentially a concept whereby companies decide voluntarily to contribute to a 

better society and a cleaner environment” (European Commission, 2002).  

 

Similar to the term sustainability, CSR is a broad and ambiguous concept. For example, 

Marrewijk (2003) argues that CSR, as a concept, is “too vague to be useful in academic 

debate or in corporate implementation” (p. 96). CSR represents different concepts to different 

countries, stakeholders, and companies and unfortunately some companies have misused the 

concept for marketing, cover-ups for unsustainable practices, non-strategic charitable 

donations, and lastly for concealing negative business impacts (United Nations ESCAP, 

2013). Gray et al. (1995b) argues that defining CSR is a complicated process and that 

“mainstream CSR literature identifies four major themes for CSR: natural environment; 

employees; community; and customers” (p. 81).  

 

Corporate Social Responsibility and Sustainability 

Marrewijk (2003) believes that the subtle differences between the terms sustainability and 

CSR are the following: CSR refers to “the phenomena such as transparency, stakeholder 

dialogue and sustainability reporting while [Sustainability] focuses on value creation, 

environmental management, environmental friendly production systems, human capital 

management and so forth” (p. 102). Research, articles, media attention and new terms only 

add to the mounting confusion for businesses that are trying to conquer sustainability 

strategies.  

 

Linnanen, Panapanaan, Karvonen, and Phan (2003) consider CSR as the ultimate goal of 

meeting the needs of the present without negatively affecting future generations. They believe 

that CSR is a separate function from sustainability, yet the two concepts together create a 
                                                

7 The European Commission is the European Union’s executive body, which 

represents all of the member countries.  
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complete picture of sustainability (Panapanaan, Linnanen, Karvonen, & Phan, 2003). Figure 2 

illustrates Marrewijk’s (2003) interpretation of Linnanen, Panapanaan, Karvonen, and Phan’s 

(2003) perspective on the relationship between Corporate Sustainability, Corporate 

Responsibility, Environmental Responsibility, Economic Responsibility and Social 

Responsibility. 

 

 
(Marrewijk, 2003, p. 102) 

 

This interpretation of CSR and sustainability has merged the paths of the two concepts. 

Similarly, Marrewijk (2003) argues that, “many consider Corporate Sustainability and CSR as 

synonyms” (p. 102).  

 

In 2013, the United Nations created a model, which also blends the two terms and attempts to 

explain CSR and Sustainability. The model was developed as a comprehensive conceptual 

model to help companies and governments better understand and implement CSR into their 

own companies (United Nations ESCAP, 2013). According to the United Nations model, 

“Corporate Motives” consists of “Corporate Sustainability” while “Corporate Actions” 

Corporate Sustainability  

Corporate Responsibility 

Environmental 
Responsibility 

Economic 
Responsibility 

Social 
Responsibility 

Figure 2: The relationship between Corporate Sustainability, Corporate 
Responsibility, Environmental Responsibility, Economic Responsibility and 
Social Responsibility  
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consists of “CSR Reporting.” Once more, the terms, sustainability and CSR are applied 

simultaneously to explain behaviors, attitudes, and perceptions; this supports the argument 

that the two terms have merged into one general concept. Likewise, KPMG’s report, “The 

Survey of Corporate Responsibility Reporting 2013”, suggests that there are still 

discrepancies on terminology. They acknowledge that while terminology varies among 

companies the “most commonly used terms globally are ‘corporate responsibility’ (14 

percent) or ‘corporate social responsibility’ (25 percent) and ‘sustainability’ report (43 

percent)” (KPMG International, 2013, p. 10). While there may be subtle differences in the 

multiple definitions that exist, the authors of this thesis believe that sustainability and CSR are 

virtually articulating the same concept.  

 

The terms sustainability and CSR are individual concepts, yet it is clear that both consider a 

social, environmental and economic component. Whether the latest definition states that the 

concept is voluntary or mandatory, and/or social or environmental, this thesis views the two 

terms as synonyms. Sustainability and CSR are seen as equally sufficient to explain 

disclosure, reporting, communications, and/or a strategy for a company’s social, 

environmental, and economic issues. However, due to the latest trends, and for the ease of 

understanding, the term sustainability is used for the remainder of this thesis when referring to 

CSR, Corporate Responsibility, Corporate Sustainability, Sustainability Accounting, Social 

Responsibility and Environmental Responsibility, etc. It should also be noted that the authors 

replace the term sustainability for the previously mentioned terms when referencing other 

research and literature.  

 

The definition and understanding of sustainability adopted for this thesis stems from the 

Brundtland Report. The intention is that the definition is current and flexible in order to 

overcome the sustainability challenges of the ever-changing business world. The definition is 

explained and understood as follows:  

 

Sustainability ensures that development meets the needs of the present without 

compromising the ability of future generations to meet their own needs. It has a 

social, environmental and financial component. Sustainability is long-term in 
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essence, yet is also constantly addresses the current needs of the social, 

environmental, and economic aspects of the business and its stakeholders.  

 

The reviewed literature on the history and term sustainability provides the authors with a 

common understanding and definition of sustainability. While the shared definition is 

significant to the content analysis and thus the research of this thesis, it is also relevant for the 

following discussion on sustainability disclosure and reporting. With the term sustainability 

defined, the authors can explore sustainability disclosure and reporting thoroughly.  

 

3.1.2 Sustainability Disclosure 

 
During the last 60 years, the amount of sustainability disclosure provided to shareholders and 

stakeholders has increased significantly. Research has many suggestions to explain why firms 

disclose non-financial information in regard to sustainability issues in their annual reports; 

therefore, this section discusses sustainability disclosure and the motivations behind it in more 

detail.  

 

The increasing focus on non-financial disclosure is driven by both regulatory changes and 

demand (Arvidsson, 2011). The report “The Corporate Responsibility Reporting Survey 

2013”8 , suggests that including sustainability information in the annual report is now 

considered as standard practice (KPMG International, 2013). Furthermore, Hockerts (2004) 

argues that investors’ expectations regarding a firm’s approach to sustainability issues are 

increasing. Figure 3 demonstrates the evidence from KPMG that half of the sustainability 

reporting companies in the world include sustainability information in their annual financial 

report.  

 

Moreover, Figure 3 illustrates that among the companies that include sustainability 

information in their annual reports, the majority separate it from the rest of the report in the 

form of a sustainability chapter. The greater part of reporting companies has yet to integrate 

                                                
8 The survey contains answers from 4,100 of the largest companies in 41 countries 

(KPMG International, 2013). 
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sustainability information into the companies’ financial statements (KPMG International, 

2013). 

 

 

 

 
(KPMG International, 2013, p. 29) 

 

Sustainability disclosure broadly refers to information regarding a company’s activities, 

ambitions, attitudes and public image in relation to environmental, community, employee and 

consumer issues. Examples of topics included in such disclosure are: energy usage, equal 

opportunities, fair trade and corporate governance (Gray, Javad, Power, & Sinclair, 2001). As 

sustainability disclosure is provided in the annual report, it is fair to assume that the 

Figure 3: Sustainability information in annual reports  

51% 

49% 

Corporate sustainability information in annual reports 

Sustainability information 
in annual report 

No sustainability 
information in annual 
report 

58% 24% 

18% 

Format of sustainability information in annual reports 

In a specific section on 
sustainability only 

In a specific section on 
sustainability and in the 
Directors' report 

In the Directors' report only 



	  

 33 

companies have shareholders among their main audience when publishing such information 

(Murray A. , Sinclair, Power, & Gray, 2006).  

 

By disclosing more information in their annual reports, companies can become more 

transparent (Crowther, 2006). Nonetheless, firms are unable to disclose all information on the 

company, as this could distract from the key issues. Consequently, companies must carefully 

select how much, and of what to disclose by balancing the demands of legal obligations, 

shareholders and other stakeholders (Walmsley, Cogotti, McCombes, & Hausler, 2012). 

Research suggests that the level of disclosure is affected by firm characteristics; for example 

firm size, profitability, industry, company structure, company ownership structure and 

managers’ incentives to disclose (Alberti-Alhtybat, Hutaibat, & Al-Htaybat, 2012). 

Sustainability disclosure can also be communicated through the media; however, this thesis is 

restricted to disclosure in the annual report. 

 

Motivations for Sustainability Disclosure 

According to Epstein and Freedman (1994), shareholders would like for firms to include 

information about its relationship with society in the annual report. Similarly, Arvidsson 

(2011) suggests that the increasing focus on sustainability in corporate disclosure is not only 

associated with regulations and laws, but also external and internal demand. Moreover, 

Arvidsson (2011) believes that management teams have acknowledged the importance of 

describing sustainability issues for their companies and explaining how these issues affect the 

value creation process and corporate strategy. 

 

Crowther (2006) traces the history of disclosure provided to shareholders, potential investors 

and stakeholders. He finds that the amount of sustainability disclosure has been growing 

throughout the 20th century because companies have recognized the benefits of increasing 

their corporate disclosure. During the early 2000s, sustainability disclosure especially 

increased due to the fact that companies recognized the commercial benefits of enhanced 

transparency. Arvidsson’s (2011) findings conclude that management is increasingly 

acknowledging that sustainability influences the company’s value creation and strategy. In 

addition, it is suggested that sustainability disclosure is negatively correlated to companies’ 

cost of capital, which could potentially suggest that companies with more social disclosure are 
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being perceived as less risky (Richardson & Welker, 2001). Further, Archel et al. (2009) finds 

that companies use sustainability disclosure strategically to legitimize new production 

processes by manipulating social perceptions.  

 

While Epstein and Freedman (1994) suggest that investors are demanding sustainability 

disclosure, Campbell and Slack (2008) find that sustainability disclosure was the least read 

section of the annual report by analysts. Moreover, Dawkins and Lewis (2003) find that 43 

percent of analysts and 54 percent of investors believed sustainability information to be of 

poor quality. Findings also suggest that most sustainability disclosure portrays firms in a 

positive light (Guthrie & Parker, 1990; Deegan & Gordon, 1996). Due to the bias of positive 

disclosure, several researchers suggest that sustainability disclosure is primarily a new form of 

public relations (Harte & Owen, 1992). 

 

In the article “Introduction: The legitimising effect of social and environemtnal dislcosure –a 

theoretical foundation” by Craig Deegan from 2002, the motivations for sustainability 

dislcosure are summarized into the following list:  

 

- To comply with legal requirements 

- Economic rationality9 

- A belief in accountability or responsibility to report 

- A desire to comply with borrowing requirements 

- To comply with community expectations 

- As a result of certain threats to the organisation’s legitimacy 

- To manage particular stakeholder groups 

- To attract investment funds  

- To comply with industry requirements or particular codes of conduct 

- To forestall efforts to introduce more onerous diclosure regulations 

- To win particular reporting awards 

(Deegan C., 2002, pp. 290-291) 

 
                                                
 9 Economic rationality, as defined by Deegan (2002), is a business advantage from 

appearing to do the “right thing”. 
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Sustainability disclosure and sustainability performance 

Some research uses sustainability disclosure as a representation of sustainability performance 

or brand and reputation. For example, Ullmann’s frequently referenced article “Data in Search 

of a Theory: A Critical Examination of the Relationships Among Social Performance, Social 

Disclosure, and Economic Performance of U.S. Firms” from 1985, argues that sustainability 

disclosure cannot be assumed to represent sustainability performance, regardless of how 

outstanding the quantity and quality of the disclosure is. However, because sustainability 

disclosure is easier to identify, one could be tempted to draw the conclusion that there is a 

possible correlation between the comprehensiveness of a company’s sustainability disclosure 

and its sustainability performance (Ullmann, 1985). Ullmann (1985) reviewed seven studies 

concerning the correlation between sustainability disclosure and sustainability performance; 

four studies found no correlation, two studies found positive correlations and one suggested a 

negative correlation; hence, his results were inconclusive. The authors of this thesis believe 

that due to the inconclusive results from Ullmann’s (1985) study, sustainability should not be 

used as a representation of sustainability performance. Rather, this thesis views the amount of 

sustainability disclosure in annual reports as a representation of a company’s commitment to 

sustainability issues.  

 

3.1.3 Sustainability Reporting 
 
For larger companies with relatively more resources, a growing trend is to produce a stand-

alone sustainability report, i.e. a separate report focusing only on sustainability issues. While 

this thesis is concerned with sustainability disclosure, it is relevant to briefly discuss the trend 

of sustainability reporting. Society’s expectations have changed and pressure to be transparent 

regarding sustainability has increased. One could argue that the sustainability reporting 

pressure from society on larger companies could be spilling over onto smaller10 companies 

and their sustainability disclosure activities.  

 

                                                
10 The majority of the companies listed on the AIM are small and medium -sized 

enterprises. 
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In 2011, 95 percent of the world’s 250 largest companies11 reported on their corporate 

sustainability behavior (KPMG, 2011). In the report “KPMG International Survey of 

Corporate Responsibility Reporting” from 2011, it is emphasized that the companies that are 

not yet reporting on sustainability are now under increasing pressure to start. According to 

KPMG (2011), companies that are not yet reporting might be viewed as less transparent than 

their competitors. The report also highlights that sustainability reporting can deliver financial 

value to companies, in addition to enhancing the level of innovation (KPMG, 2011). 

According to KPMG (2011), companies’ previous attitudes towards sustainability reporting, 

which regarded sustainability reporting as worthy, but optional, has changed. As of 2011, 

sustainability reporting had become practically obligatory for large multinationals, no matter 

where they operate. In the more recent report, “Corporate Responsibility Reporting Survey 

2013”, KPMG includes a section called, “To report or not to report? The debate is over”, 

which emphasizes their attitude towards reporting on sustainability (2013, p. 11). In fact, 

KMPG’s Global Chairman of Climate Change and Sustainability Services, stated that,   

 

I believe that the debate on whether companies should report on [Sustainability] or not 

is dead and buried. As this survey finds, [Sustainability] reporting appears to be 

standard business practice the world over - even in those geographic regions and 

industry sectors that only two years ago lagged behind (KPMG International, 2013, p. 

10). 

 

In 2013, the KPMG survey focused on what information companies should report, how to 

report, and how to use sustainability reporting as a way to maximize shareholder and 

stakeholder value (KPMG International, 2013). This is a departure from the previous focus on 

whether or not a company should even participate in sustainability reporting.  

 

The business environment has seen a growing number of regulations and standards with the 

intention of enhancing environmental management practices. It is argued that environmental 

management is not useful without proper sustainability accounting information and reporting, 

                                                
11 It is important to note that sustainability reporting is a resource-heavy process and 

therefore expensive for small and medium –sized firms. 
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because it provides essential information for decision-making, strategy-guidance, 

implementation and reporting (Schaltegger, Burritt, & Petersen, 2003). However, producing 

stand-alone sustainability reports of high quality requires significant resources. It is, therefore, 

not surprising that a significant causal relationship between firms and reporting that has been 

found is size; larger firms have proven to report more (Murray A. , Sinclair, Power, & Gray, 

2006). Other firm characteristics that have been found to affect sustainability reporting are: 

industry, corporate age and ethical and environmental impacts on the industry (Adams, 2002). 

 

Companies announce publicly its sustainability efforts and impacts by publishing 

sustainability reports (Cooper & Owen, 2007). Since 2000, several non-financial reporting 

standards and guidelines have been developed and gained acceptance from companies all over 

the world (Porter, Simon, & Hatherly, 2008). These standards and guidelines advise managers 

on how to develop sustainability reports. The two leading frameworks for sustainability 

reporting are the Global Reporting Initiative (GRI) and AccountAbility’s AA1000, which 

both stress the importance of stakeholders (Cooper & Owen, 2007). 

According to the GRI, a sustainability report is, 

A report published by a company or organization about the economic, environmental 

and social impacts caused by its everyday activities. It also presents the organization's 

values and governance model, and demonstrates the link between its strategy and its 

commitment to a sustainable global economy (Global Reporting Initiative, 2014).     

According to Blowfield and Murray (2008) it is important to emphasize that reporting 

initiatives, such as the GRI, are voluntary and non-binding, and that although companies 

during the last decade have made significant progress, more progress is still needed.  

 

KPMG reports that a new and emerging trend within sustainability reporting is integrated 

reporting. Integrated reporting is reporting where companies merge sustainability reports and 

financial reports into one report, the annual report and provides a more holistic overview of a 

company’s financial and non-financial performance (KPMG International, 2013). This 

emerging trend demonstrates the increasing pressure on companies to be progressive and 
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active in terms of sustainability reporting and disclosure. However, as integrated reporting is 

new and resource-heavy, it is irrelevant to the companies in this study. 

     

Motivations for Sustainability Reporting 

The rapid growth of companies publishing sustainability reports has lead to the question of 

what incentives a company has when issuing a sustainability report. Porter, Simon and 

Hatherly (2008) identify three key factors that lead businesses to produce responsibility 

reports: business drivers, investor preferences and the regulatory framework.  

 

The business driver factors suggest that companies are publishing sustainability reports 

because it could lead to increased sales and profitability by attracting ethical consumers. 

Sustainability reports can also improve financial performance for those companies that list 

innovation and risk reduction as main drivers. Furthermore, this key factor implies that 

business drivers such as improved employee motivation, cost savings and enhanced reputation 

could be potential benefits of sustainability reporting (Porter, Simon, & Hatherly, 2008). 

 

The second key factor, investor preferences, suggests that sustainability reporting is a result of 

analysts and investors now demanding more information regarding sustainability related 

performance, in addition to the traditional financial performance information. More extensive 

media coverage and the increased Internet access, has significantly increased the public 

awareness of issues regarding sustainability, which consequently enhances the pressure on 

investors. The third and last key factor is the regulatory framework, which suggests that 

businesses often report due to regulations and laws enforced upon them (Porter, Simon, & 

Hatherly, 2008). According to Bebbington, Larrinaga and Moneva (2008), sustainability 

reporting could also be viewed as part of reputational risk management as reputation is both 

influenced by an organization’s behavior and the socially constructed perception of the 

organization’s activities. 

 

In order to explain why companies increasingly report on sustainability, various researchers 

have suggested numerous positive consequences companies may experience when reporting 

on their sustainability activities and performance. According to Aras and Crowther (2009) the 

potential benefits of producing sustainability reports are the following:  
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- Enhanced company or product image – this in itself can lead to increased sales; 

- Health and safety benefits; 

- Ease of attracting investment and lowered cost of such investment; 

- Better community relationships –this can lead to easier and quicker approval of plans 

through the planning process;  

- Improved relationship with regulators, where relevant; 

- Improved morale among workers, leading to higher productivity, lower staff turnover 

and lower recruitment and training costs; 

- General improved image and relationship with stakeholders 

(Aras & Crowther, 2009, p. 285) 

 

Despite guidelines and standards such as the GRI and the AA1000, researchers still argue that 

the quantity and quality of sustainability reports varies widely due to the lack of globally 

accepted standards regarding non-financial performance (Porter, Simon, & Hatherly, 2008). 

Further, companies that publish sustainability reports are often accused of producing “green 

glosses”, i.e. reports that are created to enhance public relations and company image, but 

include a minimum of useful information. In order to improve the credibility of sustainability 

reports, a growing number of companies are voluntarily submitting their reports to 

independent assurers (Porter, Simon, & Hatherly, 2008). However, the assurance of 

sustainability reports is also being criticized. The challenges for assuring sustainability reports 

can be seen in connection to the lack of the following factors: generally accepted standards of 

non-financial reporting, generally accepted quantitative performance measures, and generally 

accepted assurance standards (Porter, Simon, & Hatherly, 2008).  

 

3.2 Financial Performance  

 
This section discusses commonly used measures of financial performance, how investors 

evaluate firms’ value and which factors have proven to affect share price performance 

empirically. These topics are relevant to the research question in order for the authors to 

investigate how investors value investment opportunities and companies. Furthermore, the 
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literature on financial performance and share price performance is relevant to Section 9, 

where the authors explore how sustainability disclosure could affect firm value.  

 
Financial Performance  
There are many different ways in which the financial performance of a company can be 

defined. A popular definition is that from Venkatraman and Ramanujam (1986), who defined 

corporate financial performance as a “reflection of the fulfillment of the economic goals of 

the firm” (p. 803). However, there are many different ways in which the “fulfillment of 

economic goals” can be measured; companies, fund managers, analysts and researchers use 

different measurements for different circumstances.  

 

There are two main categories concerning the measurement of the financial performance of a 

company: accounting-based measures and market-based measures. The accounting-based 

measures refer to indicators such as sales growth, earnings per share and profitability, and 

market-based measures include different forms of stock market and shareholder returns 

(Venkatraman & Ramanujam, 1986). 

 

When utilizing accounting-based measures, comparisons among different companies and 

different years are challenging to generate due to the fact that accounting-based methods 

differ between firms and years. In addition, management has the opportunity to manipulate 

the accounts (Venazi, 2012). Therefore, market-based measures, such as share return, are 

often considered as more appropriate measures of financial performance. Moreover, creating 

shareholder value is often viewed as the main objective of a firm (Friedman, 1970). Similar to 

Murray et al. (2006), the measurement of financial performance in this thesis is share price 

return as the authors explore whether or not investors consider companies’ sustainability 

disclosure in their valuations. The following section discusses share price behavior and 

valuation models. Throughout the thesis, the authors refer to share price performance, 

financial performance, share price returns and market performance as synonyms.  

3.2.1 Share Price Performance  
 

The observed share price can be used as a measure of company value if one assumes that 

markets are very close to efficient, i.e. that market prices reflect all available information 

(Fama, 1970). The performance of the stock reflects investors’ expectations and whether they 
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are rewarding (or punishing) management’s actions by buying (or selling) the company’s 

shares (Venazi, 2012). Therefore, an increase in share price reflects that the company has 

generated value to the shareholders and that the stock’s demand is increasing; thus, a 

company with decreasing share prices has destroyed value. Following, three share price 

performance measurements are introduced. 

 

Share return is the return on an investment over a particular time period. There are several 

ways to measure the return of a share, however, the three most common methods are 

introduced in this section. For example, one could calculate the payoff return of a share in an 

amount of cash: 

 

Net Return from Time 0 to Time 1=Share Price Time 1 - Share Price Time 0  

(Welch, 2011, p. 13) 

 

A second, and common way, is to calculate the rate of share return, which is the net return 

expressed as a percentage of the initial investment: 

 

Net Return from Time 0 to Time 1= 
Share Price Time 1 - Share Price Time 0

Share Price Time 0   

(Welch, 2011, p. 14) 

 

Another method to calculate the share return, is to compute the ratio of the return earned over 

a particular time period: 

 

Net Return from Time 0 to Time 1=
Share Price Time 1
Share Price Time 0  

(Murray A. , Sinclair, Power, & Gray, 2006, p. 235).  

 

Similar to Murray et al. (2006), this research uses the ratio of the return earned over a 

particular time period as the method to calculate share return.  
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Caveats of Share Price Performance 

Even though share prices have the advantages of being observed by the public and being 

updated frequently, it is important to recognize certain limitations when using a firm’s share 

price performance as a measure of company value and financial performance. First, share 

prices reflect factors that are far beyond a company’s control, such as inflation and interest 

rates. Second, it has been found that share prices often compensate for companies’ promises 

rather than companies’ actual accomplishments. Third, share prices are affected by investors’ 

expectations, which can be conflicting with management’s expectations, as there might be 

problems of asymmetric information (Venazi, 2012). Share prices are also highly noisy, i.e. 

they fluctuate around the true value of the share. Therefore, it is important to evaluate a 

company’s performance over an extended time period in order to make the valuation of the 

company more reliable (Venazi, 2012). 

 

3.2.2 Valuation Models 
 
As the authors are analyzing the potential relationship between sustainability disclosure and 

share price behavior, it is highly relevant to investigate factors that are believed to affect 

investors’ valuation of a company, i.e. the share price. In general, investors think of the value 

of a business in two ways. First, they compare the company to other similar listed firms, and 

second, they attempt to evaluate the company’s intrinsic value – the value a purchaser of the 

whole company would place on the business (Geddes, 2002). This section reviews select 

literature on the valuation models, Gordon Growth model and Capital Asset Pricing Model 

(CAPM).  

 

Gordon Growth Model 

The traditional financial model, Gordon Growth Model, attempts to explain the variation in 

the current share price by a firm’s future expected dividends, the earning’s and dividend’s 

growth rate and the investors’ required rate of return (Gordon, 1959). More precisely, the 

Gordon Growth Model states that: 

 

Stock Price P Today= 
Expected Earnings  Next Year

(Required Rate of Return - Growth Rate)   

(Welch, 2011, p. 46) 
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This thesis explores whether sustainability disclosure is one of the many factors that 

influences a company’s market value. If a relationship exists, it could be explained by the 

Gordon Growth Model, i.e. that sustainability disclosure is affecting the expected dividend 

and earnings growth. 

 

CAPM 

Another traditional model in finance theory is the Capital Asset Pricing Model (CAPM), 

which attempts to forecast the behavior of capital markets12 (Sharpe, 1964). This model 

focuses on the risk conditions a stock faces. It is based on the traditional concept of investors 

accepting a lower expected return from less risky securities13 than from more uncertain 

securities (Sharpe, 1964). The CAPM is still highly popular in today’s finance literature and it 

states that the expected return of a stock is determined in the following way: 

 

Expected Return=rF + Expected rM -rF  x βi  

(Welch, 2011, p. 209) 

Where rF is the risk-free rate of return, rM is the rate of return on the overall market and 𝛽! is a 

stock’s covariance with the overall market.  

 

During the 1990s, Fama and French argued that the original CAPM’s performance was poor 

(1992; 1993; 1995). They suggest that there are three stock market factors that capture the 

cross-section of average returns: an overall market factor, factors related to firm size and 

book-to-market equity (Fama & French, 1993). Banz (1981) was among the first who argued 

that there is a size effect on the variation in share return. Banz found that average returns on 

small (low market capitalization) stocks are too high given their higher betas14, and that 

average returns on large stocks are too low given their lower betas, which implies that a size-

                                                
12 Specifically, the CAPM attempts to provide the expected rate of return of a stock. 
13 The authors refer to “less risky” as a term relative to the market (Welch, 2011). 
14 Beta measures the co-movement between the rate of return on a stock and the rate of 

return on the market; hence, it measures risk (Welch, 2011, p. 161). 
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effect is present. He discovered, that on average, smaller firms had higher risk-adjusted 

returns than larger firms (Banz, 1981). 

 

Mark Carhart (1997) added a fourth factor to the CAPM-model: momentum. The momentum 

element was added to the model because research proved that stocks with high returns last 

year have higher-than-expected returns next year (Carhart, 1997). A firm’s momentum has 

proven empirically to be a very robust, positive predictor of stock returns (Welch, 2011) 

 

It is important to note that finance researchers still do not know whether the size- and 

momentum effects actually matter themselves, or if they are stand-ins for other information 

that research has yet to discover (Welch, 2011). 

 

This thesis explores whether sustainability disclosure is one of the many factors that 

influences a company’s market value. If a relationship exists, it could be explained by the 

CAPM, i.e. that sustainability disclosure affects the company’s risk relative to the market. 

Moreover, the CAPM proposes that when exploring share price movements, it is important to 

take into consideration, among other factors, the size effect and the momentum of a company. 

Therefore, this thesis controls for market capitalization (size) and yearly effects when 

investigating stock price movements.  

 

The discussed valuation models are of great importance to many investors, however, studies 

have found that non-financial factors can also have an affect on a firm’s value. This implies 

that the potential relationship between sustainability disclosure and share price performance 

could exist due to factors, which cannot be explained by fundamental financial theories such 

as the Gordon Growth model and CAPM model. Therefore, behavioral finance, a newer 

school of thought based on psychology, challenges the efficient market view and is discussed 

next.  

 

3.2.3 Behavioral Finance  
 
Although capital market participants seem to believe that they are driven solely by financial 

data, many studies suggest that non-financial factors can have a significant effect on a firm’s 
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market performance. Because research has shown that investors underreact and overreact to a 

series of good and bad news, the newer school of thought, behavioral finance, is increasingly 

receiving more attention (Barberis, Shleifer, & Vishny, 1998). Behavioral finance suggests 

that it is becoming progressively harder to find a company’s true market value based on only 

its financial statements and that the market is not always efficient (Hoffmann & Fieseler, 

2012). 

 

Previous studies indicate that investors sometimes perceive the risk of certain stocks to be 

lower despite fundamental risk measures telling a different story. This is often the case for 

new and popular firms, such as Twitter and Facebook (Risager, 2013). Moreover, the sudden 

plummeting in share prices after critical events in the economy, for example after the 

bankruptcy of Lehman Brothers in 2008, also suggests that investors sometimes act on the 

basis of emotions rather than rationality (Risager, 2013). The before-mentioned issues are 

reasons why behavioral finance suggests that financial decision making processes are often 

influenced by cultural and psychological factors and that it is becoming increasingly harder to 

find a company’s true market value based on only its financial statements (Hoffmann & 

Fieseler, 2012). 

 

If a relationship exists between sustainability disclosure and share price performance, it could 

be explained by behavioral finance theory. Thus, sustainability disclosure could be affecting 

share price performance due to psychological and cultural reasons, which cannot be explained 

by traditional financial theories. 

 

3.3 Initial Public Offerings (IPOs) 

 
Most publicly traded equities appear on stock exchanges through IPO. An IPO is the event 

when privately traded firms sell its shares to private and institutional investors for the first 

time (Welch, 2011). The global volume of IPOs has increased dramatically during the last 30 

years (Geddes, 2002). This section briefly explores the third main topic of this thesis: IPOs. It 

is essential for the authors to investigate literature on IPOs in order to proceed to the 

discussion regarding the relationship between the three main issues of this thesis: 

sustainability disclosure, financial performance and IPOs.  
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Companies undertake an IPO either because they need to raise capital for the company’s 

business or in order to raise funds for existing shareholders; these are called primary and 

secondary offerings (SEO), respectively (Ritter & Welch, 2002). Typically, about 30 percent 

of the company is sold in the IPO and only about 60 percent of listed companies offer more 

shares for sale at a future date, through a SEO. The remaining 40 percent of companies, which 

do not proceed to a SEO, either amount to little in terms of value or are delisted after a couple 

of years of public trading (Welch, 2011).  

 

The main advantages of undertaking an IPO are increased liquidity, management and 

employee motivation, increased image, and access to capital. There are also several 

disadvantages, such as increased disclosure, costs of the IPO process, potential loss of control, 

separation of ownership and control, short-termism and meeting investors’ high expectations 

(Geddes, 2002). The stock exchange, in which a company chooses to trade, is responsible for 

regulating some of the behavior of the traded firms, both during the IPO and after. For 

example, stock exchanges have certain requirements when it comes to quarterly and annually 

financial reporting (Welch, 2011). Typically, the countries with the largest stock markets 

compared to the economy have the strictest disclosure requirements, such as the United 

Kindom and USA.  

 

Similar to other significant strategic changes, undertaking an IPO requires a substantial 

amount of planning. According to EY15, the amount of resources necessary for the preparation 

and execution of an IPO is rising, as investor scrutiny is increasing (EY, 2013). In the report 

“EY’s Guide to Going Public”, the following advices are among the most crucial to the IPO 

process: 

 

- Begin the IPO readiness early enough so that your pre-listed company acts and 

operates like a public company at least a year before the IPO 

                                                
15 EY is a multinational professional services company offering services within 

assurance, tax, transaction and advisory services. (EY, 2013). 
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- Commit substantial resources to the IPO process and build the quality management 

team, robust financial and business infrastructure, corporate governance and investor 

relations strategy that will attract the right investors 

- Don’t underestimate the amount of time the IPO journey will take, or the level of 

scrutiny and accountability faced by a public company  

(EY, 2013, p. 2) 

 

Figure 4 demonstrates how the IPO process is divided into different phases. The main focus 

of this thesis is the “Post-IPO” phase, more specifically the performance in the aftermarket, as 

this is when the first annual report of the, now public, company is published.  

 
(Guimard, 2013, p. 8) 

 

There are various objectives during the process of an IPO, as there are three separate parties 

involved: the company, vendor(s) and investors. The company, especially, wants to keep their 

investors satisfied, which implies that while a high offering price is seen as positive, an 

offering price that will continue to increase in the aftermarket is even more attractive. Another 

objective of the company is a sustainable valuation. While long-term core shareholders do not 

want to sell their shares, they would like to see regular trading of the share, so that they feel 

confident that they can sell if necessary (Geddes, 2002). 

 

Preparation of the 
IPO IPO 

First earnings 
announcement. 

First annual 
report. 

Stabilization 

Pre-IPO 
Post-IPO 

(“Aftermarket”)  

Figure 4: The IPO process 
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The main objectives for the vendors are to maximize the proceeds, to maximize the value of 

the remaining shares in the aftermarket and to be seen as involved in a successful business 

deal. The investors’ main objective is to maximize the share price after the IPO, in addition to 

acquiring shares in an attractive company and diversifying their investment portfolio (Geddes, 

2002). All three parties, the company, the vendor(s) and the investors, have one important 

objective in common: to maximize the performance of the company’s share price in the 

aftermarket (Geddes, 2002). 

 

3.4 Sustainability Disclosure and Financial Performance  

 
This section reviews literature concerning the relationship between sustainability disclosure 

and share price performance; this relationship is at the core of the research question in this 

thesis.  It should be noted that, as suggested by Murray et al. (2006), there are relatively few 

studies which specifically explore the relationship between sustainability disclosure in annual 

reports and stock markets. Due to the lack of research available, the following discussion is 

limited in references.  

 

The traditional investor is not ignored in research regarding sustainability disclosure as recent 

research on sustainability disclosure explores the question: “are financial markets interested in 

sustainability disclosure –and if so, why?” (Murray A. , Sinclair, Power, & Gray, 2006, p. 

235). More specifically, the questions being raised are:  

 

 Could sustainability disclosure represent signals to financial markets? Could 

 disclosure imply that management is aware of potential costs related to 

 environmental and social issues, and are trying to manage them? Are the companies 

 disclosing sustainability information in order to avoid problems from pressure 

 groups? (Murray A. , Sinclair, Power, & Gray, 2006, p. 230) 

 

In addition to traditional valuation models and behavioral finance, it is suggested that 

companies’ disclosure and communication with its investors could similarly affect investors’ 

valuation of stocks (Guimard, 2013). Conversely, it is suggested that investors would view 

sustainability disclosure as extra information costs, and therefore wasteful by corporate 
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management. Hence, there is no obvious reason for shareholders to have any significant 

interest in sustainability disclosure, except if such disclosure represents potential risk or 

provides an indication of the competence of management (Murray A. , Sinclair, Power, & 

Gray, 2006). Similarly, Hockerts (2004) argues that mainstream investors’ are only interested 

in sustainability if it should affect either the company’s cost of capital or its financial results.  

 

The research on a potential link between sustainability disclosure and share price performance 

is primarily based on the common assumption that (most) investors’ main objective is to 

maximize their returns after adjusting for risk. However, it should be noted that there is no 

evidence that all investors are exclusively interested in financial returns. Recently, research 

has suggested that the significant growth in socially responsible investment funds implies that 

investors care about more than just the financial performance of companies (Blowfield & 

Murray, 2008). According to Blowfield and Murray (2008), Socially Responsible Investing 

(SRI) refers to an approach of investment, which intends to maximize financial returns while 

valuating the impact of companies in terms of sustainability. Before investing in a company, a 

socially responsible investor examines whether or not the company of interest is involved in 

unethical practices or goes against social and environmental principles (Blowfield & Murray, 

2008). Therefore, Murray et al. (2006) suggest that, “investors become less obsessed by that 

financial return when the (social, environmental, ethical) implications of the investment are 

made apparent” (p. 232). To socially responsible investors, sustainability disclosure can have 

significant impact. Additionally, Ullmann (1985) suggests that “ethical” investors might be 

willing to pay a premium for shares of a sustainable and responsible firm.  

 

Literature on the link between sustainability disclosure and share price performance is based 

on the assumption that if sustainability disclosure elicits a market reaction, then investors 

must be using the disclosed information to adjust their expectations and decision-making 

(Epstein & Freedman, 1994). Thus, the main hypothesis studied is whether sustainability 

disclosure reduces investors’ informational uncertainty (Ullmann, 1985). The following 

discussion provides evidence that research is inconclusive regarding the effect sustainability 

disclosure has on share price performance. 

 



	  

 50 

In 1976, Belkaoui suggested that there are two major competing theories explaining the 

impact of sustainability disclosure on share price. The first view is the efficient market view, 

which argues that the market would react to sustainability disclosure in annual reports because 

market prices reflect all publicly available information. If investors’ reactions appear after the 

annual report is published, it can be concluded that sustainability disclosure affects the value 

of a corporation by adjusting investors’ expectations (Belkaoui, 1976). If investors believe 

that the sustainability disclosure is wasteful, it could lower the share price. Thus, if the 

sustainability disclosure is perceived as adding value to the company, it could raise the share 

price. For example, the efficient market view argues that since sustainability expenditure 

increases the cost of goods sold and reduces the expected risk from sustainability factors, the 

net results could be a decrease in the earnings per share and reduced risk (Belkaoui, 1976). 

However, in 1985, Ullmann (1985) highlights several issues with the application of the 

efficient market hypothesis to sustainability disclosure. Most importantly, he stresses that the 

amount and quality of sustainability disclosure provided by companies could be affected by 

various factors, such as firm size, industry, company visibility, external pressures and 

executive values (Ullmann, 1985). 

 

According to Belkaoui (1976), the competing perspective to the efficient market view in 

terms of the impact sustainability disclosure has on share price, is the “naïve investor 

hypothesis”. This perspective argues that most investors are unskilled with regards to 

accounting techniques and therefore are more concerned with changes in earnings per share. 

Moreover, this perspective reasons that investors do not react to specific information such as 

sustainability issues in the annual report, only to accounting data such as earnings per share 

(Belkaoui, 1976). Belkaoui (1976) investigated 50 companies that disclosed their pollution 

control expenditure, and suggests that it is difficult to isolate the specific effects of 

sustainability information on the share price behavior because of “the presence of a myriad of 

other influencing factors” (p. 30). However, Belkaoui (1976) noticed that the companies did 

experience a significant share price change around the date of disclosure, which follows the 

efficient market hypothesis. This study may seem dated, however due to the lack of current 

data, Belkaoui’s (1976) research is still referred to in current articles regarding sustainability 

disclosure and share price performance.  
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Ingram (1978) concludes that sustainability disclosure is not impacting share returns and thus 

contains no information content for investors. Information content refers to information that 

affects someone’s expectations, and in this case, the investors’ expectations (Anderson & 

Frankle, 1980). Similarly, more recent research by Murray et al. (2006) did not reveal any 

direct relationship between share returns and sustainability disclosure, i.e. there is no evidence 

of sustainability disclosure posessing information content for investors. However, Anderson 

and Frankle (1980) conclude that sustainability disclosure has information content and that 

the market values such disclosure positively. It has been suggested that the lack of 

information content in sustainability disclosure is either explained by the fact that investors 

simply do not read such disclosure, or the fact that they read it but discount the information as 

unimportant (Chan & Milne, 1999). 

 

The potential impact of positive and negative sustainability disclosure on investment decision-

making was studied by Chan and Milne (1999). They uncover that companies avoid negative 

environmental disclosure, and that this is highly related to the fact that negative 

environemntal disclosure “turn(s) investors off” (Chan & Milne, 1999, p. 274). Chan and 

Milne (1999) also find that investors evaluated sustainability information in terms of its risk 

and financial consequences rather than its moral and ethical consequences. Moreover, they 

discover that investors’ reactions to positive sustainability information were neutral. Thus, 

Chan and Milne (1999) did not uncover any statistically significant evidence of a 

realationship between sustainability disclosure and investment decision-making.  

 

Similar to the conclusions made by Belkaoui (1976) and Ingram (1978), recent studies such as 

Murray et al. (2006), Banghøj and Plenborg (2008) and Johansen and Plenborg (2013) are 

also skeptical as to whether or not sustainability dislcosure affects share price behavior. While 

Murray et al. (2006) find no relationship between share returns and disclosure in their study, 

their results indicate that there is a significant relationship between the predisposition to 

disclose and share return. Banghøj and Plenborg (2008) also suggest that there is no statistical 

evidence that investors incorporate voluntary disclosure in annual reports when valuating 

firms. According to Johnasen and Plenborg (2013), sustainability disclosure is the least 

demanded item in the annual reports in addition to being costly to produce. 
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Research suggests that companies’ communication through annual reports is important as the 

cost of equity capital decreases, as the level of disclosure in annual reports increases (Botosan 

& Plumlee, 2002). This implies that companies with more disclosure are perceived as less 

risky (Botosan & Plumlee, 2002). Recent research has also found that credit rating agencies 

tend to award firms with better sustainability performance by giving them higher credit 

ratings; this suggests that sustainability affects the perceived risk of investing in a firm (Attig, 

El Ghoul, Guedhami, & Su, 2013). Therefore, one could argue that sustainability disclosure 

could decrease investors’ perceived risk of a company. Furthermore, firms with higher 

disclosure quality are rewarded with an enhanced corporate reputation, which is critical for 

value creation and hence financial performance (Landgraf & Belkaoui, 2003; Roberts & 

Dowling, 2002).  

 

3.5 Sustainability Disclosure and Initial Public Offerings (IPOs) 

 
According to research done by EY, investors commonly base approximately 40 percent of 

their IPO investment decisions on non-financial factors. Non-financial factors are referred to 

as quality of management, corporate strategy, brand strength, operational effectiveness and 

corporate governance (EY, 2013). As far as the authors of this thesis are aware, little research 

has been conducted on the relationship between the aftermarket performance of recently listed 

companies and sustainability disclosure. Therefore, the following discussion is limited.  

 

Sustainability disclosure, as mentioned previously, is one way a company can communicate to 

its investors (Patten, 2005); this discussion focuses on investor relations and its 

communication activities as well as its relation to post-IPO performance. Investing in stocks 

is becoming increasingly more complex, and therefore, communicating a clear message to 

investors is considered to be crucial (Higgins, 2000). The communication to investors can 

occur in different ways, e.g. through the companies’ websites, at general meetings and 

through the media.  Firms, and more specifically the investor relations department, are 

responsible for an effective communication process with investors (Ryan & Jacobs, 2005). 

The relationship between Financial Markets, Investor Relations and the Board of Directors is 

illustrated in Figure 5 below.  
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(Guimard, 2013, p. 26) 

 

Figure 5 illustrates that investor relations is at the center of communication; communicating to 

the Financial Markets, Investors, the company’s Board of Directors and the CEO. Some of the 

main responsibilities of Investor Relations’ include the following: organizing financial and 

strategic communications and operating as the firm’s spokesperson in the financial market 

(Guimard, 2013). More specifically, traditional Investor Relations’ duties typically involve 

annual reports and disclosure (Ryan & Jacobs, 2005). 

 

Annual reports are a particularly important way for companies to communicate to its investors 

as it captures the spirit and personality of a company in addition to forming the basis of the 

firm’s image, identity and direction (Stittle, 2003). Moreover, the annual report is a legal 

requirement portraying the past year’s activities, its financial statements and accounting 

practices (Stittle, 2003). Alberti-Alhytybat, Hutaibat & Al-Htaybat (2012) state that disclosure 

in the annual reports,  

 

Represents the most holistic picture of information provision by corporations to the 

external world. This includes financial information, narratives, mandatory provision 

Investor 
Relations and 

Corporate 
Communications 

Board of 
Directors, 

CEO 

Financial 
Markets 

and 
Investors 

Figure 5:  
The relationship between 
Investor Relations, 
financial markets and the 
Board of Directors  
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required by the law and accounting standards, and voluntarily share insights due to the 

external pressures or internal decision-making (p. 75). 

 

The law, accounting standards and stock exchange, on which a firm’s shares are traded, have 

minimum requirements concerning the information in the annual report, which must be 

respected. Companies can provide information beyond these requirements. However, in 

practice, many firms provide very little information other than the statutory minimum, which 

according to Stittle (2003) might leave the reader unsatisfied when assessing a company’s 

business.  

 

Findings from EY support that while corporate communication to the public is important to 

any firm, it is especially essential to a firm undertaking an IPO (EY, 2013). Companies often 

underestimate the communication resources needed to attract new investors and maintain their 

support in the aftermarket. EY emphasizes that “When newly public, you acquire a new range 

of stakeholders that will demand much greater transparency in your business” (EY, 2013, p. 

25). As previously noted, it is argued that sustainability disclosure can increase transparency 

(Tregidga, Milne, & Kearins, 2006). 

 

In the report “EY’s Guide to Going Public” it is stated that, “A strong investor relations 

function will help you sustain the market’s interest in your company, communicate with your 

shareholders and the public, attract a pipeline of investors, and manage risk” (EY, 2013, p. 

25). During and after an IPO, the investor relations department should especially focus on 

sustaining investors’ interest in the company, managing communications both with 

shareholders and the public, educating the public about the firm and its position in the 

industry, detecting potential business issues that could impact the company and maintaining 

compliance with disclosure requirements (EY, 2013). Stanga’s research from 1976, which is 

still relevant today, suggests that there are two important reasons why firms should maintain a 

sound disclosure policy: one, it will foster a good relationship between the company and 

financial analysts, and two, all else equal, it should lead to a higher market price for the firm’s 

stocks. The second reason especially applies for companies that require capital (Stanga, 

1976). 
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As communication and disclosure is crucial for firms that require capital (Stanga, 1976), the 

authors of this thesis suggest that a connection may exist between sustainability disclosure 

and the aftermarket performance. Geddes (2002) argues that increased disclosure leads to a 

lower cost of capital, which results in a company being able to raise cheaper capital, invest in 

more projects and improve upon its value. Freedman and Stagliano (2002) attempt to identify 

whether or not there is a higher amount of sustainability disclosure from companies 

undertaking an IPO. Their findings conclude that companies undertaking an IPO do not 

produce a different amount of sustainability disclosure than their peers. Freedman and 

Stagliano (2002) also infer that the greater due diligence procedures and the higher stakes 

present in an IPO do not lead companies to disclose more information regarding 

sustainability. However, due to the lack of substantial literature, the authors of this thesis 

cannot provide any concrete suggestions and conclusions on the relationship between 

companies undertaking an IPO and sustainability disclosure. 

 

3.6 Financial Performance and Initial Public Offerings (IPOs)  

 
Traditional valuation techniques employed by investors are discussed in Section 3.2.2. 

However, it can be argued that the valuation of recently listed companies is more challenging 

as there is less publicly available information regarding the company. The uncertainty is not 

restricted to the lack of information regarding the company pre-IPO. Rather, investors’ 

uncertainty about a company post-IPO, shifts to concern regarding its ability to succeed and 

its management’s ability to adapt to the new challenges it will face (Mouri, Sarkar, & Frye, 

2012). According to EY, investors commonly base approximately 60 percent of their IPO 

investment decisions on financial factors, such as debt to equity ratios, profitability and sales 

growth. The share price performance after an IPO is a combined result of good company 

performance, setting an appropriate IPO price and obtaining decent liquidity in the 

aftermarket (Geddes, 2002). This section discusses the relationship between financial 

performance and IPOs in more depth. 

 

Research finds that a first-day price premium on the offering price of IPOs exists, which gives 

investors an instant positive return (Ritter, 1991). This deliberate underpricing is known as the 

“underpricing phenomenon” and it keeps the different involved parties satisfied (Geddes, 
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2002, p. 5). Shares in IPOs are actually often sold at a fixed price, around 10 percent under 

the price at which they are expected to trade the day after the IPO (Welch, 2011). The reasons 

behind the underpricing phenomena are still a mystery, but it has been argued that it is most 

likely associated with the setting of the offer price (Ritter & Welch, 2002).  

 

A number of studies examine whether or not the difference in the offer price and the first-day 

market price is due to the issuers’ or the stock market’s misvaluation. However, as most firms 

are valued relative to comparable firms when going public, accounting data are often an 

unreliable measure of value to facilitate powerful tests on the matter (Ritter & Welch, 2002). 

The underpricing phenomenon is especially interesting because research also finds that the 

share performance of a recently listed company typically underperforms the market and its 

peers from six months to five years after the IPO (Geddes, 2002). Additionally, IPOs are 

strongly skewed towards smaller growth firms, which have proven to be the worst performing 

firm category over the last several decades (Ritter & Welch, 2002). 

 

According to research from EY, firms that are the most successful during and after an IPO 

have the following common characteristics: relatively large in size, an outstanding product or 

service, a credible management team, an outstanding and sustainable business model, and a 

strong brand position (EY, 2013). Research also suggests other determinants of the long-run 

investment performance of recently listed firms. For example, it is proposed that the post-IPO 

performance is affected by whether or not the founder of the company is also the CEO of the 

company; more specifically, that the founder-CEO leadership is highly beneficial to recently 

listed firms (Gao & Jain, 2011). Moreover, research suggests that when undertaking an IPO, 

firms with diversified alliance portfolios seem to be rewarded by investors (Mouri, Sarkar, & 

Frye, 2012).  

 

3.7 Sustainability Disclosure, Financial Performance, and Initial Public Offerings (IPOs) 

 

This section discusses the three-way relationship between sustainability disclosure, financial 

performance and IPOs. As far as the authors of this thesis are aware, little research has been 

conducted on this relationship and thus leads the authors to the development of the research 

question. 
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Literature has, for an extended period of time, suggested that in order for a company to 

interest investors in its equities, it must supply information on business practices and 

operations; the more information supplied, the less return that will be expected as 

compensation for risk16. This could result in the firm experiencing higher stock prices over the 

long run (Summers, 1968). The historical perspective from Stigler (1961) argues that a lower 

level of uncertainty about a company leads to a share price that fluctuates less and therefore, a 

share price that more accurately reflects the intrinsic value of the company. Stanga (1976) 

contributes to the literature with his argument that there are two important reasons why firms 

should maintain a sound disclosure policy: one, it will foster a good relationship between the 

company and financial analysts; and two, all else equal, it should lead to a higher market price 

for the firm’s stocks. Should this be correct, one could argue that it would especially be in the 

interest of companies going public to maintain a comprehensive disclosure policy.  

 

It is still a fundamental belief in research on IPOs that the more information provided by a 

company going public, the more accurate the offer price will be (Hanley & Hoberg, 2010). 

This could be due to the fact that an increase in disclosure can increase transparency and 

reduce information risk and price discounts (Kam & Yung, 2011). Investors value 

transparency, as firms with a higher level of transparency are associated with less liquidity 

uncertainty (Lang & Maffett, 2011). Jo and Kim (2008) find evidence that the amount of 

disclosure is positively correlated with long-term performance of companies undertaking a 

SEO. Consequently, Jo and Kim (2008) suggest that investors consider the SEO firms’ level 

of disclosure in their decision-making processes and that financial markets value 

sustainability disclosure. Moreover, they argue that companies with a higher level of 

disclosure are less likely to encounter information problems post-issuing, and therefore, are 

more likely to have an enhanced long-term performance (Jo & Kim, 2008). The evidence 

from Jo & Kim (2008) adds to the argument that disclosure is a critical factor for recently 

listed companies. 

 
                                                

16 Finance theory holds that the expected return is positively related to risk. It is 

suggested that inadequate disclosure could affect investors’ view of the uncertainty of the firm 

(Stanga, 1976). 
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A survey conducted by Freedman and Stagliano (2002) on US companies suggests that, 

although the sustainability disclosure is useful, as well as sometimes legally obligated, many 

companies provide little sustainability disclosure. Freedman and Stagliano (2002) conclude 

that even strict mandates and public scrutiny cannot guarantee that companies provide the 

expected disclosure regarding sustainability liabilities. However, companies are facing 

increasing pressure from shareholders, regulators and other stakeholders who require close 

monitoring of financial conditions and decision making in order to protect their interests. The 

demand for corporate transparency has further intensified after the recent financial crisis due 

to a series of financial scandals (Choi, Kim, McKenzie, & Sami, 2012).   
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4. Development of the Research Question 
 
When reviewing the literature, little research is found concerning a potential link between 

financial performance and sustainability disclosure of recently listed companies. When 

valuating recently listed companies, investors have little, or no, past market-based financial 

measures such as share price and dividends to use as a basis for their valuation. Therefore, the 

amount and quality of available information about the company, for example in the annual 

report, should be particularly important when investors attempt to value a firm that is or has 

been recently listed (Summers, 1968). Consequently, data collected on recently listed 

companies should be of valuable interest when trying to answer the question: is sustainability 

disclosure affecting firms’ financial performance? 

 

This thesis aims to contribute to one specific aspect of the continuing debate regarding 

sustainability: that of the potential relationship between sustainability disclosure in annual 

reports and financial performance. Specifically, this research seeks to explore the following 

research question: 

 

How is the financial performance of recently listed companies on the Alternative 

Investment Market (AIM) on the London Stock Exchange affected by the amount of 

sustainability disclosure? 

 

As previously noted, the authors attempt to answer the research question by addressing the 

following sub-questions: 

i. What is sustainability disclosure? 

ii. How is sustainability disclosure related to share price performance? 

iii. How is the sustainability disclosure of companies undertaking an IPO related to 

share price performance? 

 

Similar to Murray et al. (2006), the authors of this thesis assume that shareholders are among 

the main audience of sustainability disclosure in annual reports. Moreover, the authors 

suggest that if sustainability disclosure elicits a market reaction, i.e. a share price reaction, it 

can be argued that investors utilize sustainability disclosure when valuating companies. This 

assumption is common among the research on the relationship between share price 
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performance and sustainability disclosure (Epstein & Freedman, 1994). The motivation for 

selecting the United Kingdom as the location for the data collection is explained in the 

following section.  
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5. The United Kingdom  
 
The United Kingdom is selected as the location for the study due to its historical background 

concerning sustainability as well as the large amount of data available on recently listed 

companies. In order to progress with the data collection and empirical study the authors find it 

relevant to discuss the unique conditions and circumstances of the business environment in 

the United Kingdom. All of the companies selected for this thesis were listed on the London 

Stock Exchange at the time of data collection and are therefore obligated to comply with 

United Kingdom laws and regulations, as well as having to satisfy British investors. Thus, the 

this section provides a brief background on the sustainability topics and issues of the United 

Kingdom, the current political economy and business environment in the United Kingdom, 

and the relevant EU laws and regulations on sustainability (2006-2013).    

 

According to KPMG, United Kingdom companies are considered as “Leading the Pack” – in 

essence, they are strong in both the professionalism of their internal and external systems and 

in the communication of their activities (KPMG, 2011, p. 4). The government in the United 

Kingdom is also attempts to influence company behavior towards more sustainable methods 

and practices. Laws such as the Companies Act of 2006 and the Climate Change Act of 2008, 

along with government policies for sustainable procurement, and challenging goals for 

reductions in carbon emissions highlight the country’s culture and attitude towards 

sustainability (Department for Environment, Food & Rural Affairs, 2013).  

 

The article, “Corporate social and environmental reporting: A review of the literature and a 

longitudinal study of [United Kingdom] disclosure”, provides a discussion on sustainability 

practices on a national level in the United Kingdom with data spanning 13 years (1979-1991) 

on sustainability disclosure by some of the largest United Kingdom companies (Gray, Kouhy, 

& Lavers, 1995a). Gray et al. (1995a) argues that the political economy in the country studied, 

is relevant when exploring the behavior of sustainability disclosure, and in this case, the 

United Kingdom. The late 1970s in the United Kingdom were characterized by a strong labor 

movement followed by the Thatcher era, which redefined the roles of the firm and the market 

to take on a community responsibility, and thus take some of the responsibility away from the 

state. The 1980s and 1990s were characterized by the increase in attention to environmental 

issues (Gray, Kouhy, & Lavers, 1995a). Over this time period, the largest 100 companies in 
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the United Kingdom demonstrate a general increase in sustainability disclosure. The study 

reveals significant progress of disclosure regarding customers, community, environment, and 

mandatory and voluntary disclosure (Gray, Kouhy, & Lavers, 1995a). 

 

Another applicable aspect of the United Kingdom’s sustainability disclosure history is the 

volume of the disclosure for the different subject areas regarding sustainability. Figure 6 

shows that over the 13 years, from 1979 to 1991, disclosure concerning employees saw the 

greatest increase, followed by environmental disclosure, closely trailed by community 

disclosure, and lastly with very little disclosure concerning customers.  

 

   
(Gray, Kouhy, & Lavers, 1995a, p. 59) 

 

This data demonstrates the trend that the largest companies in the United Kingdom during the 

study began disclosing more information and a wider range of information (Gray, Kouhy, & 

Lavers, 1995a).  Between 1979 and 1991, total sustainability disclosure in the United 

Kingdom rose by over four times its initial amount and community and environmental 

disclosure rose from approximately 10 percent to 32 percent of total disclosure (Gray, Kouhy, 

& Lavers, 1995a). The conclusions from this study indicate that in the United Kingdom 
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Figure 6: Amount of sustainability disclosure, UK companies, 1979-1991  
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sustainability disclosure topics change with time and that the size of the firm also appears to 

be an important factor for voluntary reporting (Gray, Kouhy, & Lavers, 1995a). 

 

During the time of the study by Gray, Kouhy & Lavers (1995a), the United Kingdom was 

heavily involved in a liberalization of the government. The government was trying to redefine 

the employee-employer relationship and incentivize companies to take more responsibility for 

their employees and the communities in which they work. This political environment was, and 

is, an important factor for the attitudes companies’ take towards sustainability and 

sustainability disclosure (Gray, Kouhy, & Lavers, 1995a). The annual reports of United 

Kingdom companies reflect this political change in a broader sense with “wider disclosure of 

share-ownership schemes, consultation with employees, training, equal opportunities and 

higher community involvement” (Gray, Kouhy, & Lavers, 1995a, p. 63).  Sustainability in the 

United Kingdom does appear to be a reflection of the changes in the political economy (Gray, 

Kouhy, & Lavers, 1995a).  

 

This section demonstrates the United Kingdom’s historical commitment towards 

sustainability disclosure as far back as 1979. The following section discusses the financial 

crisis of 2008 and the current political economy of the United Kingdom that is relevant to the 

empirical analysis of this study.  

 

Financial Crisis 

As noted in Section 3.2.1, share prices are affected by many variables outside the companies’ 

control. A current and important external factor that might be reflected in the share prices 

used in this study is the financial crisis of 2008 and the global recession that followed. The 

financial crisis of 2008 is of special interest to this thesis because it occurred during the time 

frame for the data used in the empirical study. This is briefly discussed in order to understand 

the potential impact the crisis could have had on companies’ returns, reporting, and morale. 

 

The collapse of Lehman Brothers in September of 2008 is often referred to as the beginning 

of the 2008 financial crisis (The Economist, 2013). The recent financial crisis, which broadly 

stemmed from the burst of a housing and credit bubble in the United States, lead to a 

shutdown of credit markets and quickly spread around the world. In a panic, investors started 
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massive selloffs in the stock markets around the globe, which resulted in plummeting stock 

prices, destruction of equity and real estate value, a severe increase in unemployment, 

erosions of wealth and a number of bankruptcies (Claessens, Kose, Laeven, & Valencia, 

2013). 

 

Exports and commodity prices plunged in 2008 and 2009 due to the sudden setback in global 

demand, and foreign direct investment decreased. On the financing side, a sharp decrease in 

confidence lead to a rising cost of capital in credit markets as the perceptions of default risk 

increased. The dramatic recession called for policy responses around the globe. In more 

advanced economies, such as the United States and the United Kingdom, trillions of US 

dollars were pumped into the economy in the form of fiscal stimulus. The massive stimulus 

packages were necessary in order to jump-start economies and bail out large institutions on 

the verge of bankruptcy (Senbet & Gande, 2009). Consequently, with central banks injecting 

liquidity into the market, commercial banks began decreasing their lending rates (Lin & 

Treichel, 2012).  

 

The financial crisis of 2008 specifically affected the United Kingdom. Many Europeans were 

buying unstable American securities and financing these purchases by borrowing from the 

American money market funds. Thus their banks, and major banking hubs, like London, were 

in the middle of the financial crisis. Not only was the United Kingdom involved with the 

United States of America and its financial problems, but also it had to overcome with the 

surmounting problems from Spain, Greece, Portugal, and Ireland who had accumulated large 

deficits (Economist, 2013). In 2008 Britain’s largest mortgage lender, Halifax Bank of 

Scotland, lost 13 percent of its value due to uncertainty in the market surrounding the global 

credit crunch and the United Kingdom’s top companies saw a loss of 51 billion GBP in value 

(Rayner, 2008). The authors of this thesis are aware that the specific pressure on the United 

Kingdom economy from the 2008 financial crisis could have influenced companies’ decisions 

and efforts in terms of sustainability disclosure as these activities can be costly and time 

consuming.  
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Current United Kingdom political economy 

When analyzing the data from this thesis is it relevant to consider the current political 

economy and sustainability requirements for companies in the United Kingdom. In 2006, the 

government in the United Kingdom passed the Companies Act of 2006; this reformed 

company law in many ways but specifically required all large companies to report on 

“environmental matters, the company’s employees, social and community issues, and 

relationships with key suppliers” (Hodge, 2007). The intention of the law was to increase 

transparency and provide more information to shareholders to allow them to make appropriate 

decisions.  

 

In 2008, the United Kingdom government passed the Climate Change Act of 2008, which 

provides many guidelines, targets, and rules for the United Kingdom in regards to climate 

change. For example, the law includes targets for the United Kingdom in terms of reductions 

for greenhouse gases by the year 2050, a carbon budgeting system, and guidelines to establish 

a Committee on Climate Change (Climate Change Act 2008, 2008). These two laws may not 

apply specifically to all of the companies listed on the AIM but they can still influence the 

way in which smaller and medium-sized companies do business.   

 

There are also laws and initiatives within the EU, which affect investors’ and companies’ 

decisions in the United Kingdom17. For example, the EU has legislation regarding the 

environment, climate change, energy, human rights, employment and social affairs which are 

all intended to create a more sustainable economy and continent (European Comission, 2014). 

In 2006, the EU published a report regarding the increased attention to sustainability and 

health issues. Furthermore, one year later the EU published the report  “Measuring progress 

towards a more sustainable Europe - 2007 monitoring report of the EU sustainable 

development strategy” which updated an earlier report on sustainability progress from 2005 

(European Comission, 2014). These reports emphasize the increased focus on sustainability in 

the EU and the pressure the United Kingdom government is facing. 

                                                
17 The United Kingdom has a unique role within the EU, for example, they have 

secured special circumstances with their currency (GBP vs. Euro), Schengen status and 

justice/home affairs (European Union, 2014). 
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All things considered, the Companies Act of 2006 and Climate Change Act of 2008 along 

with other political debates in the United Kingdom and EU could affect the companies in this 

study and their attitudes towards sustainability disclosure.  
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6. Data 

The data collected for this research originated from multiple sources: Bloomberg, the London 

Stock Exchange, and 721 annual reports. The sample was constructed from currently listed 

companies on the London Stock Exchange as of February 28th, 2014 (London Stock 

Exchange, 2014). 

In order to have a sample, which is representative of the population of recently listed 

companies on the AIM and follows the Law of Large Numbers18, 2006 was chosen as the 

listing year. Out of the companies traded on the London Stock Exchange, 222 companies 

were listed in 2006 and were still listed as of February 28th, 2014. For the years 2004, 2005 

and 2007 the number of currently listed companies as of February 28th, 2014 were 124, 196, 

and 200 respectively (London Stock Exchange, 2014). Hence, the year 2006 had the largest 

sample size out of the neighboring years and for this reason it was selected for the sample. 

The last year of data from annual reports came from 2012. This was due to the fact that most 

companies had not released and published their 2013 annual reports at the time of the data 

collection (March 2014). The United Kingdom government enforces that all companies must 

submit annual reports and accounts to governing bodies at a minimum of nine months after 

the year’s end hence the lack of 2013 annual reports (GOV.UK, 2014). However, data such as 

share price and market capitalization was collected from 2013 in order to make use of the 

2012 annual reports. Therefore, the sample includes data spanning the time period from 2006 

to 2013.  

6.1 Additional Criteria  

Murray et al. (2006) include three additional criteria for their data in their study to determine 

the affect of sustainability disclosure on financial performance for the United Kingdom’s 

largest 100 companies. First, each company must have had enough data; this meant data must 

be available for at least three years out of the total seven-year time period, i.e. each company 

                                                
18 The Law of Large numbers believes that as the sample size approaches infinity then 

the sample mean will be close to the population mean with a very high probability (Saunders, 

Lewis, & Thornhill, 2012).  
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must have had annual reports available and searchable for at least three of the seven years.19 

These three criteria were also applied to this sample. 

Secondly, share price data also must be available for each company for the year prior and the 

year of disclosure (i.e. the year the annual report was published). To clarify, the authors term 

the year of disclosure as the year disclosure takes place, i.e. disclosure in year t is actually 

reflecting year t-1’s activity. For example, for the year 2007, share price beginning and end 

was collected from 2007 and combined with the 2006 annual report content analysis. The 

following method, originally used by Murray et al. (2006), was also used to calculate share 

returns in this thesis: 

Ri,t=ln
Pi,t
Pi,t-1

 

(Murray A., Sinclair, Power, & Gray, 2006) 

𝑅!,!is the return earned by company i at time t, 𝑃!,! is the share price for company i at time t 

(the end of the year) and 𝑃!,!!! is the share price for company i at time t−1 (the beginning of 

the year). The natural logarithm of share return, rather than share return, is applied in order to 

smoothen out the data and make it follow the normal distribution. As share returns have 

limited liability, they can never assume a negative number. However, the natural logarithm of 

share returns can take both negative and positive numbers. Hence, using the natural logarithm 

of share returns for statistical analysis is a common practice for researchers (Rutterford, 

1993). The same method was applied to the data on market capitalization; as the values 

greatly varied, from 170,000 GBP to 2,259,363,200 GBP, the natural logarithm of market 

capitalization is used to smooth out the data. The third and last criterion applied was that data 

on the size and sector of each company had to be available which allowed for a more detailed 

and accurate empirical analysis. 

6.2 London Stock Exchange  

The sample was created from a list of companies downloaded from the London Stock 

Exchange website. This list included 222 companies currently listed as of February 28th, 

                                                
19 Not all companies had PDF versions or searchable versions of their annual reports.  
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2014 from which company name, listing date, sector, and sub-market were extracted for 

further use (London Stock Exchange, 2014).20 

The London Stock Exchange had the fourth largest domestic equity exchange market 

capitalization in the world in 2013 and is the largest exchange in the United Kingdom 

(Authority, 2014); thus, the authors chose to collect data from this exchange in order to obtain 

the largest sample size possible (World Federation of Exchanges, 2014). The London Stock 

Exchange is made up of four sub-markets: the Main Market, the Professional Securities 

Market (PSM), the Alternative Investment Market (AIM) and the Specialist Fund Market. The 

preliminary sample of 222 companies consisted of companies listed on the Main Market, 

PSM and AIM; because the Specialist Fund Market was not a part of the original sample, it is 

not discussed further.  

 

The Main Market is an international market for companies trading equity, debt, and securities. 

Over 2,600 companies from 60 countries are listed on the Main Market; it is made up of 

“larger, more established companies, and is home to some of the world’s largest and most 

well-known companies” (London Stock Exchange, 2014). Nonetheless, these companies must 

fulfill a different set of requirements due to it being an EU Regulated Market (London Stock 

Exchange, 2014). The PSM market was created for “companies to raise capital through 

the listing of specialist securities, including debt and depositary receipts, to professional 

investors” (London Stock Exchange, 2014). All of the companies listed on the Main Market 

and the PSM were removed from the sample due to the lack of IPOs in 2006 on these 

markets; therefore, the AIM was selected for this study. 

 

6.2.1 Alternative Investment Market 

The AIM was created in 1995 and “was designed specifically for smaller growing companies, 

offering opportunities to both companies and investors” (London Stock Exchange, 2014). 

Today over 3,000 companies are members of the AIM. The AIM Small and medium-sized 

enterprises (SMEs) are firms with fewer than 250 employees. SMEs are recognized as an 

                                                
20 Two companies were delisted between February 28, 2014 and mid March 2014. 

These companies were not included in the analysis due to the lack of financial data available.  
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important element of the United Kingdom economy as it accounts for a significant amount of 

business activities, employment and GDP (Ruth, 2000). From the sample of 222 companies, 

the majority of companies (153) were listed on the AIM; for this reason, being listed on the 

AIM was added to the criteria for the sample (London Stock Exchange, 2014). 

 

In 2009, the AIM launched the FTSE Environmental Opportunities United Kingdom AIM 

index. The FTSE Environmental Opportunities Series Index is a unique index, which 

measures the performance of companies that have significant environmental involvement in 

their business activities. These environmental factors could include the following: renewable 

and alternative energy, energy efficiency, water technology, and waste and pollution control 

(FTSE, 2014). The fact that the AIM has chosen to offer this environmental series 

demonstrates the market’s “green” opportunities to both companies and investors of smaller 

growth firms; in addition, it emphasizes the progressive thinking of the AIM. 

 

The AIM celebrated its 15th year anniversary in 2010 and was considered to be the most 

successful growth market in the world by investors, advisers, and companies (London Stock 

Exchange, 2010). The market grew from 10 companies with a value of 82 million GBP in 

1995 to over 1,200 companies worth 60.5 billion GBP from 94 countries and 40 different 

sectors in 2010 (London Stock Exchange, 2010). Currently, the market is made up of 1,098 

companies worth 76 billion GBP (London Stock Exchange, 2014). Moreover, the AIM has 

significantly more IPOs each year compared to that of the Main Market. In the ten-year period 

from 2003 to 2013 the AIM had 1,351 IPOs whereas the Main Market only had 374 IPOs 

(London Stock Exchange, 2014).  

 

The AIM is unique because the London Stock Exchange does not require a particular track 

record or trading history for companies to join the market. This characteristic was designed to 

help facilitate opportunities for smaller growth companies as well as provide more options for 

investors. These companies are considered to “share a dynamic outlook and strong ambition 

to expand their business” (London Stock Exchange, 2014). The AIM has a large, diverse, and 

committed group of stakeholders including specialist advisors who are especially important to 

the market’s success. The specialist advisors range from Nominated Advisors, to lawyers, 

accountants and brokers. Other important stakeholders include public relations agencies and 
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investor relations groups who help companies join the market and reach their AIM quotation 

(London Stock Exchange, 2014).  

 

The investors of the AIM are made up of a diverse group of shareholders ranging from large 

institutions who are investing millions of pounds over a wide range of companies to private 

investors with relatively small investment portfolios. The common theme and interest of these 

investors is their interest in the growth potential of smaller and medium -sized companies 

(London Stock Exchange, 2014).  

 

In the document “A Guide to AIM” provided by the London Stock Exchange, it is stated that,  

 

Clear communication really does matter. The principles of a successful 

communications strategy around admission [to AIM] are to have a strong credible 

story, be well organised with a clear plan, ensure your ‘fan club’ is built and ready to 

support you, and position the IPO as a means to an end, not an end in itself. (London 

Stock Exchange, 2010, p. 55) 

A Caveat of Small and Medium -Sized Companies  

Small and medium –sized enterprises (SMEs) often have unique characteristics and strategies 

due to their size and growth rate. The caveat of SMEs relevant to this thesis is concerning the 

sustainability disclosure of such companies. The majority of research on sustainability 

disclosure and reporting is focused on larger companies that are listed on major stock 

exchanges, while small and medium-sized firms receive less attention within this topic of 

study (Parsa & Kouhy, 2008; Jenkins, 2006). It is a common understanding within the 

literature on sustainability disclosure that SMEs disclose less sustainability information than 

larger companies (Ruth, 2000; Parsa & Kouhy, 2008). Smaller companies’ major constraints 

to sustainability disclosure are often its lack of time and resources (Parsa & Kouhy, 2008). 

Indeed, the very nature of SMEs entails that they have less capacity and resources. However, 

Parsa and Kouhy (2008) argue that similar to larger publicly listed companies, firms traded on 

the AIM consider sustainability disclosure and reporting as a tool to form and preserve their 

corporate reputation. 
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Initially, the authors intended to analyze companies listed on the Main Market because larger 

companies are more likely to have more sustainability disclosure (Ullmann, 1985). However, 

there were only 66 companies listed on the Main Market in 2006, too few to produce a 

substantial sample (London Stock Exchange, 2014). Consequently, companies listed on the 

Main Market were eliminated to make sure to not bias the data in terms of company size and 

sustainability disclosure.  

6.3 Data Collection  

This section discusses the process of collecting data.   

 

6.3.1 Content Analysis 

Murray et al. (2006) uses the database CSEAR, created by Rob Gray, Reza Kouhy, and 

Simon Lavers, which consists of content analyses of annual reports from the United 

Kingdom’s 100 largest companies. A content analysis is described as “a technique for 

gathering data that consists of codifying qualitative information in anecdotal and literary form 

into categories in order to derive quantitative scales of varying levels of complexity” (Abbott 

& Monsen, 1979, p. 504). 

 Gray et al. (1995b) extended upon an earlier content analysis method from Guthrie and 

Mathews (1985).21 Gray et al. (1995b) believed that “the values of [a content analysis] lies in 

the assumption that the extent of disclosure can be taken as some indication of the importance 

of an issue to the reporting entity” (p. 80). This is key to appreciate why a content analysis 

was chosen to understand the sustainability disclosure of companies in this study.  

According to Gray et al. (1995b) a content analysis must include two main components; one, 

“definitions, frameworks and methods must conform as closely as possible with the 

mainstream [sustainability] literature” and two, “the research instrument, method and 

methodology must be as transparent and replicable as possible” (p. 79). The definition 

selected for a content analysis must be clear and unique in order to create an objective 

process, i.e. “independent judges would be able to identify similarly what was and was not 

                                                
21 Guthrie and Mathews (1985) developed a research tool, which was more detailed 

than any known instruments at the time to perform a content analysis and maintain a database. 
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[sustainability]” (Gray, Kouhy, & Lavers, 1995b, p. 81). Moreover, Gray et al. (1995b) refer 

to a concept called shared meaning which is the idea that the “definitions employed in the 

data collection are negotiated to achieve ‘shared meanings’ which recreate the same referents 

in all associated researchers” (Gray, Kouhy, & Lavers, 1995b, p. 80). Thus, this thesis applies 

a set of rules in order to for the authors to determine what is characterized as sustainability 

disclosure in the content analysis.  

According to Gray et al. (1995b), once the definition of sustainability is created, the process 

of collecting data can begin. Gray et al. (1995b) suggest two ways to capture data: count the 

number of disclosure or count the amount of disclosure (Gray, Kouhy, & Lavers, 1995b). 

They believe that the latter method is the more sophisticated and provides a “richer data set 

and will, in many instances, encompass automatically the first (Gray, Kouhy, & Lavers, 

1995b). Gray et al. (1995b) also suggest three ways to count the amount of disclosure: words, 

sentences and pages. Each unit of measurement has positive and negative qualities.  

While the CSEAR database would have been a suitable resource for data in this thesis, it only 

provides information on the largest 100 companies in the United Kingdom. Due to the fact 

that this research is analyzing recently listed companies, and that the CSEAR database is 

relatively limited in the number of companies included, the database was not relevant and 

could not be used. No similar database to that of the CSEAR was found and/or relevant to the 

companies of this study. Therefore, the authors performed a content analysis, which focused 

on SMEs listed on the AIM. However, the content analysis conducted in this thesis intended 

to employ as many of the same methods that Gray et al. (1995b) created for the CSEAR 

database.  

Content Analysis 

The following section discusses disclosure types, keywords, and the method used for counting 

lines in order to perform the content analysis of the annual reports.  

Following the method of Murray et al. (2006), disclosure was separated into categories. 

Murray et al. (2006) distinguished between voluntary, environmental, and CSR disclosure. 

However, due to the fact that the companies used in this analysis were much smaller than 
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those used in the Murray et al. (2006) study, this analysis divided disclosure into only two 

categories: Philanthropic and Beyond Philanthropic.  

These disclosure types were developed after a content analysis test run was done. A pattern 

quickly arose in the content; companies would write either one or two basic sentences stating 

the amount of money donated to charities over the past year or have multiple paragraphs on 

sustainability issues. In order to provide a realistic and fair analysis of disclosure a distinction 

was made between the content concerning Philanthropic activities and content concerning 

more than philanthropic activities. The latter is referred to as Beyond Philanthropic 

disclosure. This section defines the types of disclosure and provides examples from the 

sample.  

Philanthropic disclosure is defined as disclosure discussing the amount of charitable and 

philanthropic donations. For example, the section from Alecto Minerals 2006 Annual Report 

states, “Charitable and political donations: During the period there were no charitable or 

political contributions” (Alecto Minerals, 2006, p. 5).  This disclosure was counted as 

Philanthropic disclosure.  

Beyond Philanthropic disclosure is defined as any disclosure, which went above and beyond 

the charitable donation disclosure and also fit the definition of sustainability from Section 

3.1.1. Below is an example from Datatec’s 2006 Annual Report, which was counted as 

Beyond Philanthropic disclosure.  

Datatec has set the following environmental objectives to be applied across the Group 

using best practice in environmental management. The Group will:  

- Comply with legal environmental requirements 

- Seek to maximize our understanding of environmental issues 

- Purchase environmentally sensitive products wherever possible 

- Seek to minimize waste 

- Seek to minimize energy waste 

- Seek to minimize transportation impacts 

- Support community and other environmental initiatives by active involvement 
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(Datatec, Annual Reports, 2006, p. 44) 

 

Keywords 

As Gray et al. (1995b) emphasize, a precise definition is crucial for a thorough content 

analysis. Therefore the authors of this thesis developed a list of keywords to represent the 

definition of sustainability as mentioned in Section 3.1.1. This list was then used to search the 

721 annual reports. As a keyword was found, a content analysis was performed; the content 

that fit the authors’ definition of sustainability was counted. All of the annual reports were 

downloaded from the companies’ websites for the years 2006, 2007, 2008, 2009, 2010, 2011, 

and 2012 and searched, one at a time, for the list of keywords.  

Table 1 and Table 2 exhibit the keywords used for the content analysis:  

Table 1 
Beyond Philanthropic Keywords  
CSR  Responsibility   Health  Energy 
GRI  Carbon  Safety  Ethic 
Sustainability  Emission  Resource  Code 
Environment  Pollution  Waste  Employee  
Social   Community   Solar      

 

Table 2 
Philanthropic Keywords 
Charity 
Charitable  
Donations 
Philanthropy 
 

Counting Lines 

After the sample was defined and the lists of keywords were finalized, the process of 

collecting data began. The content analysis performed on the keywords was quantified by 

counting lines. Both authors analyzed the first four reports together. The remaining annual 

reports were divided in half evenly between the authors. However, halfway through the data 

collection process, the authors did a quality check to make sure the methods were still 

consistent and easily replicable.  



	  

 76 

By counting lines that included Philanthropic and Beyond Philanthropic content, the amount 

of sustainability disclosure in each of the 721 annual reports was quantified. The disclosure 

was counted by whole and half numbers of lines: for example, 1 or 1.5 lines would be 

acceptable but not 1.75. Due to these approximations, the amount of lines was rounded up or 

down accordingly. Headlines regarding sustainability were also included. However, pictures 

were not included as to avoid any misleading results and in order to maintain an objective 

process as mentioned by Gray et al. (1995b). Gray et al. (1996) also suggest that the content 

could have been counted by pages, sentences, or words. Due to the large quantity of annual 

reports the authors chose to count the number of lines in order to collect data in a time 

effective manner.  

Once an annual report was searched for the keywords, the content was only counted after the 

sentence(s) was read and determined to be appropriate relative to the definition of 

sustainability. For example, the word environment has many definitions and companies used 

the word in multiple ways in their annual reports. An example of this follows: the first excerpt 

below demonstrates the word environment in terms of the economic environment whereas the 

second excerpt demonstrates the word environment in terms of sustainability and an ethical 

code of conduct. The first excerpt would not be counted in the content analysis and second 

excerpt would be counted as Beyond Philanthropic disclosure. The highlighted words in the 

excerpts below capture the differences in the definitions of the word environment. 

Excerpt 1: 

 (m) Segment reporting 

A segment is a distinguishable component of the Group that is engaged either in 

providing related products or services (business segment), or in providing products or 

services within a particular economic environment (geographical segment), which is 

subject to risks and rewards that are different from those of other segments. The 

Group’s primary format for segment reporting is based on business segments. 

(Arian Silver, 2009, p. 13) 
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Excerpt 2: 

 All employees and directors are expected to: 

o respect the law and act in accordance with it; 

o respect confidentiality and not misuse company information, assets or 

facilities; 

o value and maintain professionalism; 

o avoid real or perceived conflicts of interest; 

o act in the best interest of shareholders; 

o by their actions contribute to the Company’s reputation as a good 

corporate citizen which seeks the respect of the community and 

environment in which it operates; 

o perform their duties in ways that minimize environmental impacts and 

maximize work place safety; 

o exercise fairness, courtesy, respect,  consideration and sensitivity in all 

dealings within their workplace and with customers, suppliers and the 

public generally; and  

o act with honesty, integrity decency and responsibility at all times. 

An employee that breaches the Code of Ethics and Conduct may face disciplinary 

action. If an employee suspects that a breach of the Code of Ethics and Conduct has 

occurred or will occur, he or she must report that breach to management. No employee 

will be disadvantaged or prejudiced if he or she reports in good faith a suspected 

breach. All reports will be acted upon and kept confidential. 

(Berkeley Resources Ltd. , 2008, p. 75)  

The content analysis may have provided more consistent results if the authors had gone 

through each of the 721 annual reports together; however, due to time constraints this was not 
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reasonable. Nonetheless, the precautions and guidelines were taken to ensure consistency in 

results.  

 

 

Eliminated Companies 

Any company, which had a product or service with the sole purpose of improving the 

environment or society, was eliminated from the sample. This was because of the complicated 

nature of determining between sustainability disclosure and normal business disclosure.  

 

6.3.2 Bloomberg Data 

The next step in the process of data collection was to collect data on share price and company 

size for all companies from the year 2006 to the year 2013. Bloomberg tickers for the sample 

of 127 companies were documented and used to collect the share price on the last trading day 

of each year starting in 2006 and ending in 201322. It should be noted that the end share price 

of 2006 was also used as the beginning share price for 2007. Moreover, Bloomberg was used 

to collect information on the size of each company; market capitalization was selected as the 

representation of company size. Data on market capitalization was collected for each 

company on the last day of each year from 2006 to 201323 and it was calculated by 

multiplying the price per share (of the day) and the total number of outstanding shares 

(Fryman & Jakob, 2003).  

During the process of collecting data from Bloomberg, six more companies were eliminated 

due to the lack of data on market capitalization. The final sample included 121 companies 

listed on the AIM. Next, all observations lacking data in either annual reports or market 

capitalization were removed. While there were still 121 companies included in the sample, the 

total and final number of observations was 721.24  

                                                
22 In Bloomberg, the field is called “PX_LAST” for share price. 
23 In Bloomberg, the field is called “CUR_MKT_CAP” for market capitalization. 
24 An observation is defined as an instance of disclosure where all data is available 

(annual report, market capitalization, share price, sector). Ideally the total number of 
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6.3.3 Other Data 
 
This section discusses data that was collected but not included in the final analyses.  

 

Sustainability Websites 

Another component of a company’s sustainability communication strategy is Internet 

visibility. Therefore, data was also collected on whether or not companies had a sustainability 

subsection/tab dedicated to sustainability on their website. The image below show an example 

of a company included in the sample that has a section called “Social Investment.”  

  

(Datatec, 2014) 

Once “Social Investment” is clicked, the reader can find detailed information regarding the 

trust Datatec has developed for education and technology and their other initiatives.   

The intention of the authors in this thesis was to include a dummy variable that would 

represent the sustainability website disclosure in the statistical analyses. This would have 

allowed the authors to test the effect of sustainability disclosure on company websites on 
                                                                                                                                                   
observations would have been 121 companies multiplied by 7 years of annual reports, which 

equals 847 observations.  
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financial performance. Out of the 121 companies, 18 had dedicated sustainability sections on 

their websites as of 2014. However, the sustainability website data was only collected for the 

current date (March 2014) and could not be backdated to the years included in the sample: 

2006-2013. Therefore, the data on sustainability websites was not included in the statistical 

analyses. It should also be noted that there was no content analysis of the sustainability 

websites.  

 

Annual Report Total Pages 

Initially, the intention of the content analysis for sustainability disclosure was to include a 

ratio of sustainability disclosure relative to the entire annual report. This would represent the 

amount of disclosure, whether it be Philanthropic or Beyond Philanthropic, as a percentage of 

the entire annual report. While the total number of pages of each annual report was recorded, 

the content analysis would not allow for a comparison of annual reports’ size to the amount of 

sustainability disclosure, due to the many individual formats, even within one company.  

 

Revenue 

Data on revenue for each year and company was also collected from Bloomberg, as this was 

the measurement for size used by Murray et al. (2006).25 Revenue is commonly used as a 

measurement for company size as it measures the inflow of assets from the company’s 

primary business activity (Kichen, 2003; Brownlee, Ferris, & Haskins, 2001), unfortunately 

Bloomberg lacked data regarding revenue on several companies included in the sample. 

Therefore, using revenue as a measurement of size would have limited the sample size. 

Another set back with using revenue as a measurement for size, was that some companies had 

revenue of zero GBP. The authors of this thesis were concerned that this could skew the data 

and would not demonstrate the actual size of the firm. Therefore the measurement of market 

capitalization was selected. The book Valuation: Measuring and Managing the Value of 

Companies, by McKinsey and Company, suggests that market capitalization is a common 

method to express the size of a company (2010).  

 

Sector and Industry Groups  

                                                
25 The Bloomberg field was “SALES_REV_TURN” for Revenue. 
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The data set in this thesis represented 28 sectors. The initial list of sectors included the 

following: General Financial; Industrial Transportation; Fixed Line Telecommunications; 

Real Estate Investment and Services; Mining; Pharmaceutical and Biotechnology; Equity 

Investment Instruments; Gas; Water and Multi-utilities; Mobile Telecommunications; 

Construction and Materials; Health Care Equipment and Services; Travel and Leisure; 

Chemicals; Media; Electronic and Electrical Equipment; Software and Computer Services; 

Industrial Engineering; Aerospace and Defense; Oil and Gas Producers; Banks; Support 

Services; Oil Equipment, Services & Distribution; Technology Hardware & Equipment; 

Alternative Energy; Household Goods; Personal Goods; Real Estate; and Food Producers. In 

order to represent all 28 sectors in the General Linear Regression Model, an additional 27 

dummy variables would have been added to the model. This could influence the results of the 

regression, therefore, the authors created five industry groups based upon similarities of 

sector.  

The five industry groupings were:  

1. Finance and Real Estate  (General Financial; Equity Investment Instruments; Banks; 

Real estate; Real Estate Investment and services): 177 observations 

2. Energy and Natural Resources (Mining; Gas, Water and multi-utilities; Chemicals; 

Oil & gas producers; Oil Equipment, Services & Distribution; Alternative Energy): 

192 observations 

3. Construction, Industry and engineering (Industrial Transportation; Construction 

Materials; Industrial Engineering): 48 observations26 

4. Goods and services (Travel and Leisure; Media; Software and Computer Services; 

Support Services; Household Goods; Personal goods; Food Producers; Health Care 

Equipment and Services): 196 observations 

5. Technology (Fixed Line Telecommunications; Pharmaceutical and Biotechnology; 

Mobile Telecommunications; Aerospace and Defense; Electronic and Electrical 

Equipment; Technology Hardware and Equipment): 108 observations.  

                                                
26 It should be noted that this is the only industry group with a sample size less than 

100. The small sample size may lead to unreliable estimators.  
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Prior to the industry groupings, the sector distribution was unbalanced; 12 of the 28 original 

sectors had one firm only. This seemed to misrepresent the data, as some of the sectors were 

exceptionally similar, e.g. Real Estate and Real Estate Investment and Services. The industry 

groups allowed for the inclusion of only four dummy variables in the regression in order to 

determine the effect of industry group on sustainability disclosure and financial 

performance. The four dummy variables representing the industry groups were used in a 

regression in order to determine if there was a pattern or difference among industry groups. 

However, similarly to the findings of Murray et al. (2006), the statistical results including 

industry groups in this thesis were untrustworthy. Therefore, industry groups were excluded 

from the analyses. See Section 11, Appendix 1. 

6.3.4 List of all Variables 

The following variable names were created and used for the statistical analysis. From this 

point forward the acronyms are used. 

Table 3 
Table of Variables  
   Variable 
Acronym  Definition  

   
Year  The year in which disclosure took place 

Phil  
The amount of disclosure, in lines, which was considered as 
only philanthropic 

BeyondPhil   
The amount of disclosure, in lines, which was considered as 
beyond philanthropic 

SustainabilityTot The total amount of disclosure (BeyondPhil+Phil) in lines 

ShareReturn  The share return (GBP) 

ShareReturnLN   The natural log of share return  (GBP) 

MarketCap  
The market capitalization for the company during the year 
of disclosure 

MarketCapLN  
The natural log of the market capitalization for the company 
during the year of disclosure 

Dummy07  The year 2007  

Dummy08  The year 2008 
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Dummy09  The year 2009 

Dummy10  The year 2010 

Dummy11  The year 2011 

Dummy12   The year 2012 

6.3.5 Descriptive Statistics 

The final sample for this thesis consisted of 721 observations from 121 companies over the 

seven-year period. Out of the 121 companies, 54 companies had data for all seven years, 36 

companies had six years of data, 13 companies had five years, eight companies had four years 

and ten companies had three years of observations. Table 4 illustrates the descriptive 

statistics, which demonstrates many factors of consideration regarding the data. The 121 

companies are not evenly distributed across the five industry groups. Finance and Real Estate 

consists of 29 firms, Energy and Natural Resources consists of 33 firms, Construction, 

Industry and Engineering consists of eight firms, Goods and Services consists of 34 firms and 

Technology has 17 firms.  

The market capitalization of the companies varies greatly from 0.17 million GBP for the 

company Rare Earth Minerals PLC in 2008, compared to 2259.36 million GBP for the 

company Energy XXI (Bermuda) in 2011. Several companies experienced dramatic changes 

in their size during 2008; this could be explained by the financial crisis. See Section 5 for a 

discussion on how the 2008 financial crisis could have affected the data for variables such as 

market capitalization and share returns. Company size also varies from industry to industry. 

The mean company size (MarketCap) for the Finance and Real Estate industry group was 

75.6 million GBP and the mean company size for the Technology industry group was 33.3 

million GBP. The amount and type of disclosure also varied by industry group. For example, 

Goods and Services has a mean of 19.74 lines for BeyondPhil and a mean of 0.71 lines for 

Phil whereas Technology had a mean of 6.15 lines of BeyondPhil and a mean of 0.61 lines for 

Phil. The average company from the sample had 15.03 lines of SustainabilityTot, made up of 

14.36 BeyondPhil lines and 0.67 Phil lines.  
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The range of means for share returns from the sample varied from a ratio of 1.07 (Goods and 

Services) to 1.59 (Energy and Natural Resources). However when the natural logarithm of 

returns was calculated the range changed to -0.07 (Construction, Industry, and Engineering) 

to -0.21 (Energy and Natural Resources).  The standard deviation of the natural logarithm of 

share returns ranged from 0.67 (Construction, Industry, and Engineering) to 1.08 (Energy and 

Natural Resources).  The standard deviation is a measurement of an investment’s volatility 

(Hobdari, 2012); therefore, Energy and Natural Resources was a more volatile industry 

compared to the Construction, Industry and Engineering industry. 

The descriptive statistics demonstrate a diverse sample with multiple industries, companies, 

company sizes and returns. Now, further research into sustainability disclosure and its effect 

on share returns for recently listed companies on the AIM is possible.  
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6.4 Quality of Data  

The quality of the data collected and research performed in this thesis is intended to be 

reliable, dependable, transparent, and generalizable. Reliability refers to the ability of 

obtaining the same results if the experiment, or in this case, the content analysis, was 

performed by another researcher (Mathews & Ross, 2010). Hence, reliable research should 

not be researcher specific (Mathews & Ross, 2010). Dependable data often refers to 

qualitative data and implies that none of the data was lost or inaccurately transcribed 

(Mathews & Ross, 2010). Credibility is known as the believability and the interpretations of 

the data. Thus, the interpretations should be transparent and compared to other research and/or 

existing theory (Mathews & Ross, 2010). Generalizability is concerned with the potential to 

infer that the results are more or less true for the population. Larger samples have more 

generalizability, however, the authors of this thesis believe that a researcher should be 

cautious when making generalizable conclusions for the population. 

 

The authors of this thesis believe that the data collected from Bloomberg and the London 

Stock Exchange is reliable and credible, due to the trustworthy history and reputation of the 

organizations. However, the data collected in the content analysis of this thesis may not be 

considered to be entirely reliable. This is due to the complex nature of a content analysis. 

Nevertheless, the authors used a strict set of keywords and guidelines to ensure that the data 

collection process was as reliable as possible. The keywords were based on the definition of 

sustainability for this thesis as noted in Section 3.1.1 and were divided into two categories to 

represent Philanthropic and Beyond Philanthropic disclosure and then used to search the PDF 

versions of all annual reports. Three criteria were applied to the data collected in order to 

uphold the reliability of the data. The criteria applied guaranteed that data were available for 

annual reports, share price, and company size for at least three years. The content analysis is, 

by nature, qualitative and when content from the annual reports was converted to a number of 

lines, there were opportunities for a lack of dependability. However, the authors endeavored 

to be transparent in the research and data collection processes in order to ensure the highest 

degree of reliable and dependable data possible. The data collection process was documented 

in explicit detail to prove full transparency of the data itself and for the interpretation of the 

data from the content analysis. By collecting a large sample of annual reports, the authors of 

this thesis sought to achieve generalizable results. However, it is extremely precarious to 
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claim generalizable results and the authors do not believe the results from this study can be 

considered generalizable for the entire population of recently listed companies on the AIM. 
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7. Methodology 
 

Three types of statistical tests are conducted in order to determine whether or not 

sustainability reporting in annual reports affects a company’s financial performance; Pearson 

correlation, Chi-square and linear regression. The following variables are used for the 

statistical tests: ShareReturnLN, Year, MarketCap, MarketCapLN, Phil, BeyondPhil, 

SustainabilityTot and dummy variables to represent the years of disclosure.  

7.1 Pearson Correlation  

 

The Pearson correlation coefficient estimates the linear relationship between two variables, 

and is always a number between -1 and +1. A correlation coefficient of -1 indicates a perfect 

negative linear relationship, while a correlation coefficient of +1 indicates a perfect positive 

linear relationship (Hodbari, 2012). A correlation coefficient is defined as: 

 

ρ=
cov(x,y)
σxσy

 

(Hobdari, 2012, p. 541) 

 

The Pearson correlation tests the null hypothesis of no linear relationship between two 

variables. If the null hypothesis is rejected, it implies that there is a linear relationship 

between the two variables of interest. Hence, if it is not rejected, it implies that there is no 

linear relationship (Hodbari, 2012). 

 

It is important to note that a correlation between two variables does not provide any evidence 

of causality (Hodbari, 2012). For example, a potential positive correlation between Phil and 

ShareReturnLN does not necessarily mean that a larger amount of Phil disclosure causes a 

higher ShareReturnLN. 

 

Pearson Correlation: The Whole Sample 

First, the Pearson correlation coefficients between the variables ShareReturn LN, Year, Phil, 

BeyondPhil, and MarketCap are estimated across the whole sample. Studying the correlation 

provides an understanding about the linear relationships that might exist within the data.  
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The following null hypotheses of no correlation are tested: 

H0, 1: No linear relationship between ShareReturnLN and Phil 

H0, 2: No linear relationship between ShareReturnLN and BeyondPhil 

 

In order to examine other possible linear relationships within the data, the following 

hypotheses are also tested: 

 

H0, 3: No linear relationship between MarketCap and ShareReturnLN 

H0, 4: No linear relationship between MarketCap and Phil 

H0, 5: No linear relationship between MarketCap and BeyondPhil 

 

Pearson Correlation: By Year 

Second, H 0,1 and H 0,2 are tested for each year (2007-2013), as the researchers of this thesis 

would like to detect any potential effects due to year. Thus, the data is split into seven 

separate data sets, one for each year. In 2007 there are 70 observations, in 2008 there are 88 

observations and in 2009 there are 104 observations. Further, there are 110 observations in 

2010, 118 observations in 2011 and 113 and 118 observations in 2012 and 2013 respectively.  

 

7.2 Chi-Square Test of Independence 

 

The exploration of potential relationships among the data is extended as Chi-square tests of 

independence are conducted. The Chi-square test is performed in order to examine whether 

two categorical variables within in a sample are independent from each other (Franke, Ho, & 

Christie, 2012). Hence, this test reveals both linear and non-linear relationships between two 

variables. The Chi-square test of independence tests the null hypothesis of no association 

between two variables. A rejection of the null hypothesis implies that one variable of interest 

is associated with the second variable of interest (Franke, Ho, & Christie, 2012).  

 

The test statistics are defined the following way: 

 

χ2=  
2

n=1

(On,m  -  En,m)
2

En,m

2

m=1
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where On,m is the observed frequency for row n and column m and En,m is the expected 

frequency for row n and column m (Franke, Ho, & Christie, 2012, p. 449).  

 

Regarding causality relationships, the same causality rule applies to the Chi-square test as for 

the Pearson correlation test; hence, in the case that the null hypothesis of no association 

between Phil and ShareReturnLN is rejected, one could not conclude that a larger amount of 

philanthropic reporting causes a higher share return.  

 

Chi-Square Test: The Whole Sample 

First, the data on ShareReturnLN, Phil and BeyondPhil is categorized into groups of “low” 

and “high” disclosure. The categorization allows for the examination of whether or not 

relatively “large” amounts of disclosure on philanthropic and beyond philanthropic disclosure 

are associated with higher share returns. This test therefore contributes to the discussion on 

whether or not investors value sustainability disclosure in annual reports.  

 

As the Chi-square test of independence is a test of categorical variables, three categorical 

variables 27  are created in order to differentiate between the high/low groups within 

ShareReturnLN, Phil and BeyondPhil. The following categorical variables are generated: 

 

1. ShareReturnLNCat: This categorical variable takes either the value of 1 or 2, where 1 

indicates low returns, and 2 indicates high returns. The mean value of ShareReturnLN 

is -0.16, which marks the separation between the two groups. The group of low 

ShareReturnLN includes 322 observations, while the group of high ShareReturnLN 

includes 399 observations.  

2. PhilCat: This categorical variable takes either the value of 1 or 2, where 1 indicates 

low Phil, and 2 indicates high Phil disclosure. The median28 value of Phil is 0, which 

                                                
27 Categorical variables are variables that are coded in order to represent a specified 

group within the sample. 
28 When Phil was split by the mean, the categories of high and low disclosure were 

unbalanced. Therefore, the median was used to create groups of more similar sizes. 
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marks the difference between the two groups. The group of low Phil includes 417 

observations, while the group of high Phil includes 304 observations. 

3. BeyondPhilCat: This categorical variable takes either the value of 1 or 2, where 1 

indicates low, and 2 indicates high BeyondPhil disclosure. The median29 value of 

BeyondPhil is 3.5, which marks the difference between the two groups. The group of 

low BeyondPhil includes 365 observations, while the group of high BeyondPhil 

includes 356 observations.   

 

The categorical variables are used to test the following null hypotheses across the entire 

sample: 

 

H0,6: No association between PhilCat and ShareReturnLNCat 

H0,7: No association between BeyondPhilCat and ShareReturnLNCat 

 

Chi-Square Test: By Year 

Second, the Chi-square test of independence between ShareReturnLNCat and the two types of 

disclosure, PhilCat and BeyondPhilCat, are conducted for each year separately as the 

researchers are interested in detecting any potential difference due to year. The data is now 

split by year, ShareReturnLNCat, PhilCat and BeyondPhilCat. H0,6 and H0,7 are tested again, 

now by year. Thus, seven Chi-square tests are performed.  

 

7.3 General Linear Regression Model 

 

Regression analyses are concerned with the study of the relationship between a variable of 

interest and its explanatory variables (Hodbari, 2012). This thesis analyzes the relationship 

between share return and the amount of sustainability disclosure in 721 annual reports of 

recently listed companies. 

 

                                                
29 When BeyondPhil was split by the mean, the categories of high and low disclosure 

were unbalanced. Therefore, the median was used to create groups of more similar sizes. 
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The estimation method used in this thesis is that of ordinary least squares (OLS). This method 

is the most common way to estimate the population regression on the basis of a sample and 

states that one should choose the estimators in such a way that minimizes the residual sum of 

squares (Hodbari, 2012).  

 

More precisely, the OLS method states that: 

 

Minimize ei2=Minimize Yi  -  Yi  2 

Where 𝑌! is the actual observation and 𝑌! is the predicted observation (Hodbari, 2012, p. 14).  

 

7.3.1 Panel data 

 

The data collected for this thesis is characterized as panel data30, hence, it has two 

dimensions: time and space (Hobdari, 2012, p. 473). As described in Section 6.3.5, the data 

on share return and sustainability disclosure represents a sample of 121 companies across 

seven years.  

 

Panel data can take into account heterogeneity, it can provide more informative data, more 

validity, more efficiency and less collinearity among variables (Hodbari, 2012). Thus, panel 

data is often viewed as superior data compared to time series or cross-sectional data. There 

are multiple estimation methods to analyze panel data: Fixed Effects, Random Effects and 

Pooled OLS (Hobdari, 2012). Similarly to Murray et al. (2006), the Pooled OLS method is 

used to estimate the general linear regression model in this thesis.  

 

Pooled OLS 

The Pooled OLS method refers to a method that pools all observations into one large sample, 

hence one grand regression is conducted and the data no longer accounts for both the cross-

sectional and time series characteristics (Hodbari, 2012). However, the time series nature of 

the Phil and BeyondPhil variables is accounted for through interaction terms. This is 

explained further in the Section 7.3.4.  
                                                

30 Also called pooled data or longitudinal data. 
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7.3.2 Assumptions of the Classical Linear Regression Model 

 

In order to test a statistical hypothesis based on the sample regression function one must make 

certain specific assumptions about how the error term, ui, is generated. These assumptions are 

described in the Classical Linear Regression Model (CLRM), which includes six assumptions. 

 

Assumption one assumes that the regression model is linear in the coefficients, is correctly 

specified and has an additive error term. However, the variables may or may not be linear. In 

essence, this assumption implies that all relevant variables should be included that affect a 

specific phenomenon. The second assumption of the CLRM assumes that the error term has 

an expected value of zero while the third assumption assumes that all independent variables 

are uncorrelated with the error term (Hodbari, 2012). Any violation of the first three 

assumptions of the CLRM leads to biased estimates. 

 

The fourth assumption assumes that no heteroskedasticity is present. Errors are said to be 

heteroskedastic if the conditional distribution of each Y population corresponding to a given 

value of X has a non-constant variance. The variance of each error should be constant, i.e. 

homoskedastic. The fifth assumption assumes no serial correlation. Serial correlation occurs 

when one observation’s error term is correlated with another observation’s error term. 

Usually, this occurs when there is an important relationship between the observations (e.g. 

time series). Assumption six assumes that no independent variable should be a perfect linear 

function of any of the other independent variable. If two independent variables can be written 

as a perfect linear function of each other, those variables are perfectly collinear. Should this 

be the case with several independent variables, perfect multicollinearity is present, which 

would lead to technical problems when computing the least squares estimates. However, it is 

more common that two, or more, independent variables are strongly, not perfectly, related 

(Hodbari, 2012).  

 

These assumptions are carefully considered throughout the empirical analysis of this thesis. 

Histogram plots of the residuals are examined in order to obtain a general idea concerning the 

underlying probability distribution. Further the authors run tests to investigate if any 
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heteroskedasticity (Breusch-Pagan), correlation (Durbin-Watson) and collinearity (VIF) are 

present (Hodbari, 2012). The next section explains the aforementioned tests. 

 

The Breusch-Pagan test of heteroskedasticity is commonly used in econometrics and it tests 

the null hypothesis of no heteroskedasticity (Hatekar, 2010). The Durbin-Watson test is the 

most commonly used test for revealing autocorrelation. The computed d-value of the Durbin 

Watson test is between zero and four. A general rule for the d-value is the following: the 

closer the d-value is to four, the more likely negative autocorrelation is present, and the closer 

to zero, the more likely positive autocorrelation is present, and finally, the closer the d-value 

is to two, the more likely no autocorrelation is present (Hodbari, 2012). The Variance 

Inflation Factor (VIF) measures how much a variable contributes to the variance, and hence 

the standard error of the regression. If significant multicollinearity is present, the VIF is large. 

As a rule of thumb, the VIF should not be significantly more than five (Hodbari, 2012).  

 
Attributes of a Good Model 
When estimating the econometric model, the following criteria of a good model are also 

considered: 

- Parsimony: a model should be kept as simple as possible, as it can never completely 

capture reality.  

- Goodness of fit: a model should explain as much as possible of the variation in the 

dependent variables, hence, the R-squared should be large.  

- Theoretical consistency: if one or more of the explanatory variables can be said to 

have wrong signs, the model cannot be considered to be good. This is also true when 

the model has a high R-squared. 

(Hobdari, 2012, p. 206) 

 

R-squared, p-value, F-statistic, and t-statistic 

The R-squared value provides information regarding to what extent the included explanatory 

variables explain the dependent variable, ShareReturnLN. More precisely, the R-squared 

indicates how many percentages of the total variation in ShareReturnLN that can actually be 

explained by the regression model (Hodbari, 2012). An important feature of the R-squared is 

that the more explanatory variables that are included in the model, the higher the R-squared 
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will be. Therefore, one must also pay attention to the adjusted R-squared, which accounts for 

the number of explanatory variables included in the model (Hodbari, 2012). 

 

The p-value31 of the F-statistic indicates whether all explanatory variables collectively are not 

equal to zero, and therefore contributes to explaining the variation in ShareReturnLN. The p-

value of each t-statistic provides an answer to whether a specific explanatory variable 

independently is significant (Hodbari, 2012). 

 

7.3.3 The Regression Model 

 

The following model is estimated: 

 

𝑅!,! =   𝜙 + 𝜃! +   𝜆𝑋!,! + 𝛾𝑌!,! +   𝜇𝑆!,! + 𝛽!(𝐷𝑢𝑚𝑚𝑦07!𝑋!,!) + 𝛽! 𝐷𝑢𝑚𝑚𝑦08!𝑋!,!

+ 𝛽!(𝐷𝑢𝑚𝑚𝑦09!𝑋!,!) + 𝛽!(𝐷𝑢𝑚𝑚𝑦10!𝑋!,!) +   𝛽!(𝐷𝑢𝑚𝑚𝑦11!𝑋!,!)

+   𝛽!(𝐷𝑢𝑚𝑚𝑦12!𝑋!,!) + 𝛼!(𝐷𝑢𝑚𝑚𝑦07!𝑌!,!) +   𝛼!(𝐷𝑢𝑚𝑚𝑦08!𝑌!,!)

+   𝛼!(𝐷𝑢𝑚𝑚𝑦09!𝑌!,!) +   𝛼!(𝐷𝑢𝑚𝑚𝑦10!𝑌!,!) +   𝛼!(𝐷𝑢𝑚𝑚𝑦11!𝑌!,!)

+   𝛼!(𝐷𝑢𝑚𝑚𝑦12!𝑌!,!) +   𝜀!,! 

 

Where 𝑅!,! is the natural logarithm of share return (ShareReturnLN) earned by company i at 

time t, 𝜙 is a constant term, 𝜃! is a dummy variable for each year from 2007 to 2012 , 𝑋!,! is 

Philanthropic disclosure (Phil), 𝑌!,! is Beyond Philanthropic disclosure (BeyondPhil), 𝑆!,! is 

the natural logarithm of market capitalization (MarketCapLN), 𝜆, 𝛾  and  𝜇  are regression 

coefficients, 𝛽!!!  and 𝛼!!!  are interaction coefficients, and 𝜀!,!  is the error term. As the 

equation includes both a logarithmic dependent variable (ShareReturnLN) and one 

logarithmic independent variable (MarketCapLN), its functional form is characterized as 

being “log-linear”, or “double-log”. As a result, the coefficient of MarketCapLN measures the 

elasticity of ShareReturnLN with respect to MarketCapLN (Hodbari, 2012). 

 

                                                
31 The P-value is the exact significance level of the test statistic (Hodbari, 2012). 
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The interaction terms in the model consist of a dummy variable for each year32 from 2007 to 

2012 multiplied by Phil and a dummy variable for each year from 2007 to 2013 multiplied by 

BeyondPhil. The dummy variable takes either the value of 0 or 1, where 1 indicates the 

presence of the specified year. More precisely, the interaction terms are created in the 

following manner: 

 

Phil_07 = Phil * Dummy07 

Phil_08 = Phil * Dummy08  

Phil_09 = Phil * Dummy09 

Phil_10 = Phil * Dummy10 

Phil_11 = Phil * Dummy11 

Phil_12 = Phil * Dummy12 

 

BeyondPhil_07 = BeyondPhil * Dummy07 

BeyondPhil_08 = BeyondPhil * Dummy08 

BeyondPhil_09 = BeyondPhil * Dummy09 

BeyondPhil_10 = BeyondPhil * Dummy10 

BeyondPhil_11 = BeyondPhil * Dummy11 

BeyondPhil_12 = BeyondPhil * Dummy12 

 

 
 
 
 
 
 
 
 
 
 

                                                
32 One less dummy than the original 7 years of data is included in the regression in 

order to avoid the “dummy variable trap” which is the violation of the assumption of no 

perfect collinearity (Hobdari, 2012). 
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8. Results and Analysis 
 

This section discusses the results of the econometric tests.  

8.1 Pearson Correlation  

 
Table 5 illustrates the Pearson correlation coefficients between the variables ShareReturnLN, 

Year, Phil, BeyondPhil and MarketCap. The observed correlations are mostly positive 

nevertheless they are rather low. However, several of the Pearson correlation coefficients are 

statistically insignificant, which indicates that there is no linear relationship between the 

variables in question. 

 
Table 5     
Pearson Correlations: Whole Sample     

    
 

Beyond
Phil 

 
Phil 

 
MarketCap 

 

ShareReturn
LN 

BeyondPhil 
P. 
Correlation 

 
1 

 
0.018 

 
0.239 

 
0.040 

 
p-value 

   
0.622 

 
0.000 

 
0.283 

  N 
 

721 
 

721 
 

721 
 

721 

Phil 
P. 
Correlation 

 
0.018 

 
1 

 
-0.114 

 
0.051 

 
p-value 

 
0.622 

   
0.002 

 
0.167 

  N 
 

721 
 

721 
 

721 
 

721 

MarketCap 
P. 
Correlation 

 
0.239 

 
-0.114 

 
1 

 
0.131 

 
p-value 

 
0.000 

 
0.002 

   
0.000 

  N 
 

721 
 

721 
 

721 
 

721 

ShareReturnLN 
P. 
Correlation 

 
0.040 

 
0.051 

 
0.131 

 
1 

 
p-value 

 
0.283 

 
0.167 

 
0.000 

    N   721   721   721   721 
 

 

The authors first consider the two null hypotheses of no linear relationship between 

ShareReturnLN and Phil and no linear relationship between ShareReturnLN and BeyondPhil. 

The two Pearson correlation coefficients of 0.051 and 0.040 are positive, but very small. 

However, at a 95 percent confidence level, neither hypotheses can be rejected. Therefore, the 

authors find no significant evidence of linear relationship between either ShareReturnLN and 

Phil or ShareReturnLN and BeyondPhil. 
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As shown in Table 5, both Phil and BeyondPhil show evidence of being linearly correlated 

with MarketCap, as the null hypotheses of no linear relationship between MarketCap and Phil 

and no linear relationship between MarketCap and BeyondPhil can be rejected at a 99 percent 

significance level. However, whereas BeyondPhil and MarketCap are positively correlated, 

Phil and MarketCap are negatively correlated. This implies that while more beyond 

philanthropic disclosure is associated with companies with a larger market capitalization, a 

higher amount of philanthropic disclosure is associated with companies with a lower market 

capitalization.  

 

In Table 6 the Pearson correlation coefficients between ShareReturnLN and both Phil and 

BeyondPhil are summarized, both for the whole sample, and for each year separately33. The 

correlation coefficients are mostly positive and very small. The exceptions are three negative 

coefficients, in 2010 for Phil, and 2008 and 2013 for BeyondPhil. Nonetheless, as none of the 

p-values34 are below 0.05, the null hypothesis of no linear relationship cannot be rejected 

during any of the seven years. Therefore, the yearly results suggest that the same relationship 

exists as for the whole sample; there is no evidence of any linear relationship between 

ShareReturnLN and the two types of disclosure: Phil and BeyondPhil.  

 

Table 6 
Pearson Correlation: By Year 
    Phil   Beyond Phil 
Year   P. Correlation Significance   P. Correlation Significance 
Total sample 

 
0.051 0.167 

 
0.4 0.283 

2007 
 

0.085 0.485 
 

0.151 0.213 
2008 

 
0.082 0.445 

 
-0.031 0.774 

2009 
 

0.049 0.619 
 

0.053 0.594 
2010 

 
-0.119 0.214 

 
0.113 0.240 

2011 
 

0.114 0.220 
 

0.078 0.399 
2012 

 
0.045 0.638 

 
0.08 0.401 

2013 
 

0.077 0.410 
 

-0.009 0.922 
 

                                                
33 See Appendix 1 for the complete statistical output from SPSS. 
34 The P-value is the exact significance level of the test statistic (Hodbari, 2012). 
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8.2 Chi-Square test of independence 

 

In Table 7 the Chi-square tests of independence between ShareReturnLN and both Phil and 

BeyondPhil are summarized, for the whole sample, and for each year individually35. The 

authors examine the results to determine whether or not any non-linear relationships exist 

between the two types of disclosure and share return, which the Pearson correlation tests did 

not detect.  

 

Table 7 
Chi-Square Test: Phil, BeyondPhil and ShareReturnLN 
    Phil   Beyond Phil 
Year   Chi-squared Significance   Chi-squared Significance 
Total sample   1.769 0.184   2.241 0.134 
2007   3.035 0.081   8.886 0.003 
2008   0.074 0.785   0.000 0.994 
2009   0.457 0.499   2.229 0.135 
2010   0.002 0.969   1.426 0.232 
2011   2.230 0.135   0.129 0.719 
2012   0.055 0.814   0.034 0.853 
2013   0.256 0.613   0.828 0.363 

 

 

The Chi-square statistics for the entire sample are both low and not significant. The 

hypothesis of a non-linear relationship between ShareReturnLN and disclosure cannot be 

rejected, neither for Phil nor BeyondPhil, when examining the total sample. Hence, there is no 

evidence of a relationship between high returns and high amounts of sustainability disclosure 

in annual reports. Therefore, no evidence exists within this data that investors value 

companies that offer more sustainability disclosure in their annual reports more than those 

who provide less sustainability disclosure.  

 

Chi-square tests of independence are also conducted for each of the seven years, from 2007 to 

2013. The null hypotheses of no association between Phil and ShareReturnLN fail to be 

rejected in all of the seven years at a 95 percent significance level. However, in 2007, the null 

                                                
35 See Appendix 1 for the complete statistical output. 
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hypothesis of no association between BeyondPhil and ShareReturnLN is rejected at a 95 

percent significance level, which suggests that a non-linear relationship does exist between 

the two variables in 2007. Similarly, the null hypothesis of no association between Phil and 

ShareReturnLN is rejected at a 90 percent significance level in 2007. Consequently, the result 

of the Chi-square test suggests that high returns are associated with a high amount of beyond 

philanthropic disclosure in 2007 within the studied data. Nevertheless, the year 2007 is the 

year prior the financial crisis of 2008 and should therefore be carefully analyzed and 

concluded upon.  

 

8.3 General Linear Regression Model 

 

The Model Summary and F-statistic are presented below in table Table 8. The F-statistic of 

23.130 is significant, which suggests that collectively, the explanatory variables have an 

impact on the dependent variable, ShareReturnLN. The Durbin-Watson statistic of 1.971 

indicates that autocorrelation is not an issue in this model. Moreover, the R-squared value 

implies that the model explains 41 percent of the variation in ShareReturnLN. However, one 

must keep in mind that R-squared increases as more variables are included in the model, and 

as there are 21 explanatory variables in this model; the R-squared might be artificially high. 

Therefore, the lower adjusted R-squared value of 39 percent is more accurate, as this value 

accounts for the number of explanatory variables included in the model. 

 

Table 8           
Model Summary         
  R  R-Squared  Adj. R-

Squared 
 Std. 

Error  
 Durbin- 

Watson 
Model   0.64  0.41  0.391  0.649  1.971 
           
    ANOVA       
Model   Sum of 

Squares 
 d.f.  Mean 

Square 
 F-

statistic 
 Significance 

Regression  205.052  21  9.764  23.130  0.000 
Residual  295.085  699  0.422     
Total  500.137  721       
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The coefficients and their t-statistics for the model are presented in Table 9. 

 

Table 9 
Model 1: Coefficients, t-statistics, p-values, VIFs 
    Coefficient   t-statistic   Significance   VIF 
Constant   -0.496   -5.662   0.000   

 Dummy07   -0.310   -2.462   0.014   2.370 
Dummy08   -1.113   -9.756   0.000   2.380 
Dummy09   0.369   3.319   0.001   2.599 
Dummy10   0.103   0.981   0.327   2.437 
Dummy11   -0.495   -4.717   0.000   2.570 
Dummy12   -0.196   -1.839   0.066   2.561 
MarketCapLN   0.185   11.317   0.000   1.139 
Phil   0.056   0.883   0.377   8.130 
BeyondPhil   -0.002   -1.605   0.109   2.594 
Phil_07   0.056   0.446   0.656   2.528 
Phil_08   0.079   0.729   0.466   2.143 
Phil_09   -0.023   -0.267   0.790   2.938 
Phil_10   -0.093   -1.220   0.223   3.952 
Phil_11   0.018   0.229   0.819   3.449 
Phil_12   -0.004   -0.047   0.962   2.923 
BeyondPhil_07   0.001   0.235   0.815   1.543 
BeyondPhil_08   -0.001   -0.578   0.563   1.382 
BeyondPhil_09   0.000   0.094   0.925   1.363 
BeyondPhil_10   0.001   0.688   0.492   1.503 
BeyondPhil_11   0.000   0.196   0.845   1.530 
BeyondPhil_12   0.000   0.176   0.860   1.601 

 
 
The regression estimation demonstrates that the coefficient of both Phil and BeyondPhil are 

very small, at 0.056 for Phil and -0.002 for BeyondPhil. However, neither of the disclosure 

variables is statistically significant at a 95 percent significance level, which suggests that 

sustainability disclosure is not explaining the variation in ShareReturnLN of recently listed 

companies listed on the AIM.  
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The dummies representing the years 2007, 2008, 2009, 2011 and the constant, representing 

the year 2013, are significant at a 95 percent significance level, while the dummy representing 

the year 2012 is significant at a 90 percent significance level. The higher p-value, 0.327, of 

the dummy representing 2010, on the other hand, suggests that 2010 is not significant. The 

coefficients for the majority of the years are mostly small and negative, except for the years 

2009 and 2010, which are positive numbers. A special year of interest is 2008, which is highly 

significant and affects ShareReturnLN more negatively than any other year. This is not 

surprising to the authors, as 2008 is known as the most turbulent year of the Global Financial 

Crisis. It should be noted that the variables representing the different years are likely to reflect 

numerous different effects, such as the general state of the economy.  

 

The coefficients of Phil_07, Phil_08 and Phil_11 are all relatively small but positive numbers. 

The coefficient for Phil_09, Phil_10 and Phil_12 are also relatively small but negative. The 

values for the interaction terms between Beyond_Phil and the dummies representing years are 

low, indicating that these variables have a smaller impact on the dependent variable, 

ShareReturnLN. While the coefficient of BeyondPhil_08, is negative, the coefficient for 

BeyondPhil_07, BeyondPhil_09, BeyondPhil_10, BeyondPhil_11 and Beyond_Phil12 are all 

positive. However, none of the interaction terms between disclosure and the dummies 

representing years are significant at neither a 95 percent, nor a 90 percent significance level, 

as their p-values are high: varying between 0.223 to 0.962. As expected, MarketCapLN, 

which represents company size, is highly significant and its coefficient indicates a small, but 

positive effect on the variation of ShareReturnLN.  

 

The majority of the VIFs vary between the values 1.139 and 3.952 and therefore do not 

indicate any severe cases of multicollinearity. However, the VIF of Phil is 8.130, which is 

over five and therefore could indicate that collinearity is present. Nonetheless, as the variable 

of Phil is not statistically significant in terms of explaining the variation in share price, the 

authors will not further explore whether or not collinearity is present.    

 

Figure 7 exhibits a histogram of the residuals; the residuals are reasonably normally 

distributed with no significant skewing. Figure 8 illustrates the scatter plot of the standardized 

predicted values versus the standardized residuals; the scatterplot of the standardized residuals 
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and the standardized predicted values, do not appear very spread out and may contain a 

pattern. This pattern could indicate the presence of heteroskedasticity.  

 

 
 

 

 

Figure 7: Histogram 

Figure 8: Scatterplot 
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8.3.1 Test of Heteroskedasticity 

 

In order to formally test whether heteroskedasticity is present in the data, a Breusch-Pagan 

test is conducted. The results of the Breusch-Pagan test suggest that heteroskedasticity is 

almost unquestionably an issue, as the null-hypothesis of no heteroskedasticity is rejected at a 

99% significance level36.  

 

As the presence of heteroskedasticity makes the OLS estimates inefficient, it is desirable to 

remove the heteroskedasticity. There are three well-known variance-stabilizing 

transformations to correct for heteroskedasticity, which are the following: 

a) The square-root transformation: 𝑌! = 𝑌 

b) The logarithmic transformation: 𝑌! = log𝑌 

c) The reciprocal transformation: 𝑌! = 1/𝑌 

(Aczel & Sounderpandian, 2006, pp. 551-552) 

 

As the dependent variable, ShareReturnLN, is already in logarithmic form it is unnecessary to 

consider transformation b. Therefore, only two new variables are created: 

a) ShareReturnSqrt= 𝑆ℎ𝑎𝑟𝑒𝑅𝑒𝑡𝑢𝑟𝑛 

c)   ShareReturnRec= !
!!!"#$#%&"'

 

 

The square-root transformation is the least drastic transformation of the dependent variable, 

however, it does indicate an improvement in this case. The visual test clearly demonstrates a 

more scattered plot, as seen in Figure 9. However, the Breusch-Pagan test suggests that 

heteroskedasticity is still present, as the null hypothesis of homoskedasticity is rejected at a 95 

percent significance level.  

 

A reciprocal transformation results in a limit value that the dependent variable takes when the 

value of the independent variable(s) increases indefinitely (Hodbari, 2012). The reciprocal 

transformation of ShareReturn did not seem to improve the heteroskedasticity, which is clear 

                                                
36 See Appendix 1 
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by the visual test of plotting standardized predicted values against standardized residuals, as 

seen in Figure 10.  

 

 
 

 

 
 

 

Figure 9: Scatterplot 

Figure 10: Scatterplot 
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The presence of heteroskedasticity is common in cross-sectional data involving heterogeneous 

units where companies of different sizes are sampled together (Hodbari, 2012). The sample in 

this research consists of companies with a wide range of size (market capitalization), as 

previously noted. By employing the logarithmic form of market capitalization 

(MarketCapLN), the researchers attempt to reduce the variation in size. However, using 

MarketCapLN rather than MarketCap in the regression model did not eliminate the 

heteroskedasticity. A re-specification of the dependent variable did not remove the 

heteroskedasticity, nor did the size attribute of the model seem to cause the heteroskedasticity 

(Hodbari, 2012). Consequently, it is likely that there is another specification error present, 

such as an omitted variable bias. 

 

In order to produce as generalizable results as possible, researchers aim to create models void 

of specification errors, however, it is challenging to detect such errors. As this model seeks to 

explain share returns, which is a difficult task, it is perplexing to detect omitted variables, i.e. 

variables that should have been in the model but are excluded. Similarly, it is difficult to 

detect irrelevant variables, i.e. variables that should not be in the model but are included.  

 

As heteroskedasticity is still present in the regression model, the OLS estimates are unbiased, 

yet inefficient. Inefficient OLS estimates leads to a sample that no longer has a minimum 

variance, even within large samples. This leads to the true standard errors being over- or 

underestimated, and hence, the hypothesis testing is less reliable and might lead to misleading 

conclusions (Hodbari, 2012). However, as sustainability disclosure is strongly rejected as 

having an impact on ShareReturnLN, it is less likely that the presence of heteroskedasticity 

has led the researchers to the wrong conclusion regarding sustainability disclosure’s effect on 

ShareReturnLN.  

 

Industry Regression Results 

The authors of this thesis also estimate a regression model including dummy variables, which 

accounted for industry effects, in addition to year, Phil and BeyondPhil, and MarketCapLN. 

However, the alarming VIF values caused concern and resulted in the same conclusions as 

Murray et al. (2006); the industry categorization is untrustworthy37.   
                                                

37 See Appendix 1 
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9. Discussion  
 

Sustainability disclosure does not appear to play an important role in explaining the behavior 

of share price returns of recently listed companies on the AIM in the United Kingdom. The 

findings of this thesis are consistent with the results of previous empirical studies and add to 

the highly intricate and multifaceted literature on sustainability and sustainability disclosure. 

The authors believe that the juxtaposition of sustainability disclosure, financial performance, 

and IPOs contributes to the current academic research by analyzing the relationship of the 

three different topics of study: sustainability disclosure, financial performance and IPOs. As 

far as the authors of this thesis are aware, the majority of previous studies only focus on two 

of these three topics of study, either on sustainability disclosure and financial performance or 

financial performance and IPOs. The following discussion addresses the findings from this 

thesis combined with a critical review of the relevant literature.  

 

Based on the literature review, the authors attempt to answer the research question through the 

sub-questions. The first sub-question asks, “What is sustainability disclosure?” Prior to 

discussing sustainability disclosure, the authors first review literature regarding the history 

and terminology in respect to sustainability. The literature review concerning sustainability 

leads the authors to understand sustainability in accordance with the Brundtland Report, 

which provides the authors with the foundation necessary for exploring sustainability 

disclosure and conducting the content analysis. Sustainability disclosure in annual reports is 

now considered standard practice and, consequently, the authors argue that investors expect 

more transparency in annual reports regarding sustainability issues (KPMG, 2013). The 

literature review on sustainability reporting highlights the increasing pressure on companies to 

be more transparent and to report on their sustainability strategies and issues. Due to the 

increasing transparency expectations on larger companies regarding sustainability, the authors 

suggest that smaller companies, like those listed on the AIM, could also experience increased 

transparency expectations in terms of sustainability disclosure. In essence, the authors 

conclude that sustainability disclosure refers to the information concerning companies’ 

activities, ambitions, image and attitudes in relation to environmental, community, employee 

and consumer issues in annual reports. 
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The second sub-question inquires, “How is sustainability disclosure related to share price 

performance?” The findings on the relationship between sustainability disclosure and 

financial performance discussed in the literature review are inconsistent. Previous findings 

suggest that there is both a positive and non-existent relationship between sustainability 

disclosure and financial performance. Therefore, the authors had no preconceived notions 

regarding the relationship between sustainability disclosure and share price returns prior to the 

empirical study done in this thesis. However, the authors suggest that through sustainability 

disclosure in the annual report, firms can become more transparent and legitimate and thus, 

increase investors’ perceptions of firm value. 

 

The third and final sub-question poses the question, “How is sustainability disclosure of 

companies undertaking an IPO related to share price performance?” A company undertakes 

an IPO in order to raise capital and will accordingly experience more scrutiny from investors 

(EY, 2013). Consequently, shareholders and other stakeholders demand greater transparency 

from companies undertaking an IPO. Successful IPOs are often correlated to size, 

product/service, management, sustainable business model, and brand position (EY, 2013). 

Literature suggests that a sound communication and disclosure policy can lead to a higher 

market price and therefore, it is greatly important for companies who are going public to 

maintain a comprehensive disclosure policy in their annual reports (Stanga, 1976; Hanley & 

Hoberg, 2010; Kam & Yung, 2011). Aras and Crowther (2009) argue that companies 

producing sustainability reports can have less difficulty when attracting new investors; 

additionally Jo and Kim (2008) suggest that investors consider SEO firms’ level of disclosure 

in their decision-making process. Due to a lack of literature and empirical studies on the 

three-way relationship between sustainability disclosure, financial performance and IPOs, the 

authors cannot provide any conclusions on the third sub-question.  

 

The lack of literature emphasizes a gap regarding the relationship between sustainability 

disclosure and financial performance of recently listed companies. However, the review of the 

relevant literature does suggest that sustainability disclosure could lead to more transparency, 

and that recently listed companies face more scrutiny from investors who value such 

transparency. In addition, Jo and Kim (2008) find evidence that disclosure is positively 

correlated with long-term performance of companies undertaking a SEO. As a result, the 
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authors of this thesis suggest that a three-way relationship could exist between sustainability 

disclosure, financial performance and IPOs. In order to attempt to fill the identified gap in the 

literature, the authors construct a dataset of sustainability disclosure and financial 

performance of recently listed companies on the AIM. The data allows the authors to perform 

several statistical tests, which provides the findings and thus, the foundation for the discussion 

of the research question. 

 

The results of the Pearson correlation test indicate that there is no linear relationship between 

sustainability disclosure and share price returns. Likewise, the results of the Chi-square tests 

of independence imply that there are no non-linear relationships between sustainability 

disclosure and share price returns. The results of the Chi-square tests of independence done 

for each of the seven years separately suggest that only in the year 2007, is a higher/lower 

amount of sustainability disclosure associated with higher/lower share returns. However, the 

period from 2007 to 2008 reflects highly unusual circumstances due to the build up of the 

financial crisis and the unique circumstances that followed. Consequently, the authors do not 

emphasize the findings from 2007 and 2008. 

 

Finally, the results of the linear regression analysis are consistent with the results of the 

Pearson correlation test and the Chi-square test, as neither of the two types of disclosure, 

philanthropic and beyond philanthropic, are contributing to explaining the variation in share 

return. Within the variables tested, the adjustment for year and company size proved to have 

far greater influence on explaining share price behavior than the disclosure variables. The 

findings from the Pearson correlation tests, Chi-square tests of independence and the linear 

regression provide the foundation of the discussion for this thesis’ research question: “How is 

the financial performance of recently listed companies on the Alternative Investment Market 

(AIM) on the London Stock Exchange affected by the amount of sustainability disclosure?” 

 

The empirical study finds that there is no relationship between sustainability disclosure and 

share price performance among recently listed companies on the AIM. The results of the 

authors’ statistical analyses are not surprising as they are consistent with the findings of 

Murray et al. (2006), in addition to other studies (Ingram, 1978; Chan & Milne, 1999; 

Banghøj & Plenborg, 2008; Johansen & Plenborg, 2013; Freedman & Stagliano, 2002). Thus, 
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the findings of this thesis indicate that, despite the fact that literature suggests that a sound 

disclosure policy is especially important when companies go public (Stanga, 1976; Jo & Kim, 

2008; Hanley & Hoberg, 2010; Kam & Yung, 2011), sustainability disclosure does not have a 

significant statistical relationship with share returns of recently listed companies. 

 

The findings of this thesis are consistent with the findings from Ingram (1978), which 

concludes that sustainability disclosure possesses no information content for investors. This 

leads the authors to address the question, why does sustainability disclosure not contain 

information content for investors? Traditional finance theories would argue that share returns 

are not affected by sustainability disclosure because such disclosure does not affect the 

expected earnings growth of a company, or the risk conditions of the company (Welch, 2011). 

Likewise, Chan and Milne (1999) suggest that investors could regard sustainability 

information as unimportant information. Behavioral finance, on the other hand, argues that 

share price behavior can also be affected by psychological and cultural factors and therefore, 

would argue that sustainability disclosure is not affecting the perceived risk or the perceived 

earnings expectations of a company (Hoffmann & Fieseler, 2012).  

 

Furthermore, Murray et al. (2006) suggest that it is challenging to determine share price 

returns’ responsiveness to sustainability disclosure because a number of other announcements 

made by companies are almost certain to have a far greater effect on share prices than 

sustainability disclosure. Belkaoui (1976) expresses a similar opinion when he advocates that 

isolating the specific effect of sustainability disclosure on share price behavior is challenging 

due to “the presence of a myriad of other influencing factors” (p. 30). The authors of this 

thesis believe that Belkaoui’s (1976) and Murray et al.’s (2006) proposals could also explain 

the findings of this study.  

 

Chan and Milne (1999) also have a second and different proposal regarding the lack of 

investors’ reactions to sustainability disclosure; they suggest that investors simply do not read 

the sustainability disclosure in annual reports. This is consistent with Johansen and Plenborg’s 

(2013) findings, which suggest that sustainability disclosure is the least demanded item in 

annual reports. The authors of this thesis acknowledge that this could also be the case for this 

research. However, the suggestion that investors do not read sustainability disclosure is 
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challenged by the fact that investors’ demand for such disclosure in general is growing 

(Arvidsson, 2011; Porter, Simon, & Hatherly, 2008).  

 

The previously mentioned theories, in addition to a number of other theories, could explain 

why share returns are or are not affected by sustainability disclosure. However, the authors do 

not see any reason to select one theory to best explain the findings of this thesis. Moreover, it 

is important to recognize that the research in this thesis is based on the principle that investors 

are uniquely concerned with the financial properties of their investments. Nevertheless, there 

is no evidence that all investors share this belief (Murray A. , Sinclair, Power, & Gray, 2006). 

In fact, the significant growth of ethical investment funds (Blowfield & Murray, 2008) 

suggests that investors might have characteristics similar to the ethical investor described by 

Ullmann (1985). To such investors, sustainability disclosure can be highly relevant when 

making investment decisions.  

 

The findings of this thesis contribute to the existing literature in two major ways. First, the 

thesis explores the relationship between sustainability disclosure, share returns, and IPOs; to 

the authors’ knowledge, these three topics have not yet been addressed simultaneously in 

previous research. Secondly, the authors collect data among smaller growth firms recently 

listed companies on the AIM. Therefore the data collected is unique in regards to the 

combination of topics of research and company size. While the findings of this study would 

be inclined to recommend that recently listed companies should not spend very many 

resources on sustainability disclosure in the annual report, the authors are hesitant to suggest 

such, considering the complex nature of studying share price behavior and the lack of 

literature on this novel relationship and topic. 
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10. Conclusion 
 

The empirical analysis conducted in this thesis suggests that there is no relationship between 

sustainability disclosure and share returns of recently listed companies. Therefore, in response 

to the research question posed in this thesis, the authors conclude that sustainability disclosure 

is not affecting the financial performance of recently listed companies on the AIM. This 

research performs and analyzes Pearson correlation tests, Chi-Square tests of independence 

and a linear regression on a sample consisting of 721 observations from 121 recently listed 

companies in the time frame from 2006 to 2013.  

 

The authors find that the study on the relationship between sustainability disclosure, share 

returns and IPOs is highly intricate and multifaceted as it consists of several dimensions. The 

inspiration and motivation for this thesis stems from multiple authors, however, the study by 

Murray et al. (2006) was used as a key resource for the methodology and more specifically 

the data collection. This thesis has added to the literature and research done by Murray et al. 

(2006) by including a third dimension: IPOs.  

 

Sustainability disclosure is a complicated field with many conflicting perspectives and 

studies. In order to fully investigate and define sustainability disclosure, the term 

sustainability is explored first. Based upon the reviewed literature, the authors develop a 

shared understanding of sustainability in order to perform a content analysis on the 721 

annual reports. Murray et al. (2006) demonstrate that sustainability disclosure can be 

categorized, and in this study, the authors chose to differentiate between philanthropic and 

beyond philanthropic disclosure. In addition, Tregida et al. (2006) argue that sustainability 

disclosure can be used as a tool to gain, maintain, and increase legitimacy through 

transparency and accountability. As a result of the critical review of the literature on 

sustainability disclosure, financial performance and IPOs, the authors suggest that recently 

listed companies can use sustainability disclosure to enhance transparency and legitimacy, 

and consequently, share price performance.  

 

IPOs, while typically motivated by raising capital, must also address transparency as it is 

highly valued by investors. Transparency creates trust and reduces information risk and price 

discounts (Kam & Yung, 2011). The authors suggest, on the basis of the reviewed literature, 
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that when companies seek to raise capital, and therefore provide investors with more 

information, investors will value more disclosure, e.g. sustainability disclosure. Nonetheless, 

although the demand for sustainability disclosure is increasing (Arvidsson, 2011), Johansen 

and Plenborg (2013) argue that sustainability disclosure is the least demanded item in the 

annual report. These conflicting findings imply that there is no overall agreement on the 

demand from investors for sustainability disclosure. Moreover, Chan and Milne (1999) 

suggest that the lack of investors’ reactions to sustainability disclosure could be due to the fact 

that investors do not read information regarding sustainability.  

 

The Pearson correlation tests performed in this study conclude that there is no linear 

relationship between sustainability disclosure and share returns of recently listed companies 

on the AIM. The Pearson correlation tests provide evidence that market capitalization is 

linearly correlated with share return. Moreover, the Chi-Square test of no independence finds 

no non-linear relationship between sustainability disclosure and share returns of recently 

listed companies on the AIM.  

 

As the nature of the data collected in this thesis is considered panel data, the authors use the 

Pooled OLS method, which combines all of the data, and accounts for time by the use of a 

dummy variable representing each year. The authors include market capitalization, as a 

representation of company size, due to the highly correlated nature of company size and both 

share returns and sustainability disclosure. Additionally, the linear regression results 

complement the inconsistent literature on the relationship between sustainability disclosure 

and share returns as the results indicate that sustainability disclosure is not affecting the 

variation in share returns of recently listed companies from the AIM. Within the variables 

tested in the linear regression, the adjustment for company size and year prove to have a far 

greater influence on share return behavior than sustainability disclosure.  

 

Finally it should be recognized that further research could provide alternative results and 

improve the understanding of sustainability disclosure from the perspective of investors. This 

could allow for a general recommendation to recently listed companies regarding a strategy 

for sustainability disclosure, as the authors of this thesis are hesitant to provide such advice 

due to the complex nature of studying share price behavior and the lack of literature on this 
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novel relationship and topic. This study could be improved by obtaining a larger sample, more 

accurate data collection and content analysis, and alternative statistical analyses to uncover 

the relationship between sustainability disclosure and share price returns of recently listed 

companies from the AIM. Furthermore, the research, findings, and discussion of this thesis 

suggest that sustainability disclosure, financial performance, and IPOs should be examined 

further on an individual and combined level.  

 

Limitations  

It is nearly impossible to write a thesis void of limitations. While the intention for this thesis 

was to provide reliable and generalizable results, it should be recognized that limitations are 

still present.  

 

One aspect of the data, which could affect the results, is the phenomenon of survivorship bias. 

Survivorship bias occurs when the data collected and used includes companies, which have 

“survived” until the point in time of collection (McLeish, 2005). This means that the 

companies included in this study’s final sample included only companies that were still in 

business and still listed on the AIM in March of 2014.  In this study, two companies, which 

were included in the initial sample, were delisted during the months after the initial sample 

was created. Therefore, these companies were eliminated from the sample because they would 

lack the necessary data for the empirical study. Because the companies included in the sample 

were those that survived, the results could be biased and may not provide a complete 

understanding of the effect of sustainability disclosure on share price returns.  

 

A second limitation to the data collected is the fact that the 2008 financial crisis occurred in 

the middle of the time period. The build up to the financial crisis and the crisis itself, could 

have affected share prices, market capitalization, and budgets for sustainability disclosure. 

Therefore, the results could be affected by the 2008 financial crisis.  

 

Future Research 

Future research in the field of sustainability disclosure and financial performance for recently 

listed companies could be further developed and expanded upon. Due to the lack of data on 

the topic, researchers could study other samples of recently listed companies from different 
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stock markets. For example, the frequently studied New York Stock Exchange and the Main 

Market from the London Stock Exchange could be of particular interest for researchers 

studying the relationship between sustainability disclosure, financial performance and IPOs. 

 

Another relevant study for the subject of IPOs, sustainability disclosure, and financial 

performance could study financial performance and sustainability disclosure of companies 

before and after an IPO. This type of research requires pre-IPO data, which could be difficult 

to obtain but could provide meaningful insights into the IPO process and its view on 

sustainability disclosure.  

 

Future Research could also further investigate the behavior of investors when looking at or 

reading sustainability disclosure in annual reports. Such research could build upon the 

previous work from Chan and Milne (1999), Arvidsson (2011), and Johansen and Plenborg 

(2013) who discuss demand for sustainability disclosure as well as how many investors 

actually read such disclosure in the annual report. 

  

This thesis explores the relationship between the amount of sustainability disclosure and 

financial performance. It does not, however, contribute to the discussion regarding the 

relationship between sustainability performance and financial performance. This could be 

another area for future research. This type of study could explore how positive and/or 

negative disclosure affects share price performance and may be able to dive deeper into what 

information is especially interesting to investors and the public after an IPO.   
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Appendices 

Appendix 1: Statistical analysis output  

The statistical analyses were performed in the program IBM SPSS Statistics version 20. This 

appendix presents the full output from the statistical analyses. 

 

1. Pearson correlation test 
 

a. Pearson correlation coefficients across the whole sample 
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b. Pearson correlation coefficients yearly 
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2. Chi-square tests of independence 

a. Chi-square test across the whole sample 
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b. Chi-square tests yearly 
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3. Linear Regression 
Regression Model  
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Test for Heteroskedasticity: 

 
Run MATRIX procedure: 
 BP&K TESTS 
 ========== 
 
Regression SS 
 141.4287 
 
Residual SS 
 3548.939 
 
Total SS 
 3690.368 
 
R-squared 
    .0383 
 
Sample size (N) 
  721 
 
Number of predictors (P) 
   21 
 
Breusch-Pagan test for Heteroscedasticity (CHI-SQUARE df=P) 
   70.714 
 
Significance level of Chi-square df=P (H0:homoscedasticity) 
    .0000 
 
 
------ END MATRIX ----- 
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Attempt to “fix” heteroskedasticity: 

Model 1.1: dependent variable reciprocal transformation 
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Test for Heteroskedasticity Model 1 transformation: dependent variable reciprocal 
 
 
Run MATRIX procedure: 
 BP&K TESTS 
 ========== 
 
Regression SS 
 7034.338 
 
Residual SS 
 213207.2 
 
Total SS 
 220241.6 
 
R-squared 
    .0319 
 
Sample size (N) 
  721 
 
Number of predictors (P) 
   21 
 
Breusch-Pagan test for Heteroscedasticity (CHI-SQUARE df=P) 
 3517.169 
 
Significance level of Chi-square df=P (H0:homoscedasticity) 
    .0000 
 
------ END MATRIX ----- 
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Model 1.2: dependent variable square root transformation 
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Test for Heteroskedasticity transformation: dependent variable square root 
 
 
Run MATRIX procedure: 
 BP&K TESTS 
 ========== 
 
Regression SS 
 703.0688 
 
Residual SS 
 36762.81 
 
Total SS 
 37465.87 
 
R-squared 
    .0188 
 
Sample size (N) 
  721 
 
Number of predictors (P) 
   21 
 
Breusch-Pagan test for Heteroscedasticity (CHI-SQUARE df=P) 
  351.534 
 
Significance level of Chi-square df=P (H0:homoscedasticity) 
    .0000 
 
------ END MATRIX ----- 
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NOT USED: Regression	  model	  including	  industry	  groups 
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Appendix 2: List of companies 

The table below is a list of the 121 companies included in the sample. All annual reports were 

downloaded from the companies’ websites.  

  

Company Name  Company Website  Bloomberg ticker 
1PM PLC                              http://www.1pm.co.uk/  OPM:LN 
ACM SHIPPING GROUP PLC               http://www.acmshippinggroup.com/  ACMG:LN 
ADEPT TELECOM                        http://www.adept-telecom.co.uk/  ADT:LN 
ADVANCED ONCOTHERAPY 
PLC            

 http://www.advancedoncotherapy.com/  AVO:LN 

AFRICAN CONSOLIDATED 
RESOURCES PLC  

 http://www.afcrplc.com/  AFCR:LN 

ALECTO MINERALS PLC                  http://www.alectominerals.com/  ALO:LN 
AMUR MINERALS CORP                   http://amurminerals.com/  AMC:LN 
ANPARIO PLC                          http://www.anpario.com/  ANP:LN 
AQUA BOUNTY TECHNOLOGIES 
INC        

 http://www.aquabounty.com/  ABTX:LN 

ARDEN PARTNERS PLC                   http://www.arden-partners.com  ARDN:LN 
ARIAN SILVER CORP                    http://www.ariansilver.com  AGQ:LN 
ARMADALE CAPITAL PLC                 http://www.armadalecapitalplc.com  ACP:LN 
ARMSTRONG VENTURES PLC               http://www.armstrongventures.com  AVP:LN 
ASIAN GROWTH PROPERTIES              http://www.asiangrowth.com/  AGP:LN 
AUKETT FITZROY ROBINSON 
GROUP       

 http://www.aukettfitzroyrobinson.com/  AUK:LN 

AURORA RUSSIA                        http://www.aurorarussia.com/  AURR:LN 
AVACTA GROUP PLC                     http://www.avacta.com  AVCT:LN 
B.P.MARSH & PARTNERS                 http://www.bpmarsh.co.uk  BPM:LN 
BERKELEY RESOURCES LTD               http://www.berkeleyresources.com.au/  BKY:LN 
BEST OF THE BEST PLC                 https://www.botb.com/  BEST:LN 
BEZANT RESOURCES PLC                 http://bezantresources.com  BZT:LN 
BODISEN BIOTECH INC                  http://www.bodisen.com/  BODI:LN 
BOXHILL TECHNOLOGIES PLC             http://www.boxhillplc.com  BOX:LN 
BRAINJUICER GROUP PLC                http://www.brainjuicer.com  BJU:LN 
CAP-XX                               http://www.cap-xx.com/  CPX:LN 
CASTLETON TECHNOLOGY PLC             http://www.castletonplc.com/  CTP:LN 
CENKOS SECURITIES PLC                http://www.cenkos.com/  CNKS:LN 
CHAMBERLIN PLC                       http://www.chamberlin.co.uk  CMH:LN 
CHARLEMAGNE CAPITAL LTD              http://www.charlemagnecapital.com  CCAP:LN 
COHORT                               http://www.cohortplc.com/home/  CHRT:LN 
COMS PLC                             http://www.coms.com/  COMS:LN 
CONDOR GOLD PLC                      http://condorgold.com/  CNR:LN 
CRIMSON TIDE PLC                     http://crimsontide.co.uk/  TIDE:LN 
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DATATEC                              http://www.datatec.co.za/  DTC:LN 
DCD MEDIA                            http://www.dcdmedia.co.uk/  DCD:LN 
DEWHURST                             http://www.dewhurst.co.uk/  DWHA:LN 
DILLISTONE GROUP                     http://www.dillistonegroup.com/  DSG:LN 
EASTERN PLATINUM LTD                 http://eastplats.com/  ELR:LN 
ECR MINERALS PLC                     http://www.ecrminerals.com/  ECR:LN 
ELECO                                http://www.eleco.com/  ELCO:LN 
ENERGY XXI(BERMUDA)                  http://www.energyxxi.com  EXXI:LN 
EREDENE CAPITAL                      http://www.eredene.com  ERE:LN 
EUROPEAN ISLAMIC 
INVESTMENT BANK    

 http://www.eiib.co.uk/  EIIB:LN 

EVOCUTIS PLC                         http://www.evocutis.com  EVO:LN 
GALANTAS GOLD CORP                   http://www.galantas.com  GAL:LN 
GEONG INTERNATIONAL                  www.geong.co  GNG:LN 
GOLDPLAT PLC                         http://www.goldplat.com  GDP:LN 
GREATLAND GOLD PLC                   http://www.greatlandgold.com  GGP:LN 
GREEN DRAGON GAS LTD                 http://www.greendragongas.com  GDG:LN 
H & T GROUP                          http://www.handtpawnbrokers.co.uk  HAT:LN 
HIRCO PLC                            http://www.hircoplc.com/  HRCO.LN 
HUTCHISON CHINA MEDITECH             http://www.chi-

med.com/eng/global/home.php 
 HCM:LN 

HYDROGEN GROUP PLC                   http://www.hydrogengroup.com/  HYDG:LN 
IMAGINATIK PLC                       http://www.imaginatik.com/  IMTK:LN 
IMMUPHARMA                           http://www.immupharma.org/  IMM:LN 
IMPACT HLDGS(UK)                     http://www.impactholdings.net/  IHUK:LN 
INGENIOUS MEDIA ACTIVE 
CAPITAL      

 http://www.imaclimited.com/  IMAC:LN 

ITHACA ENERGY INC                    http://www.ithacaenergy.com/  IAE:LN 
JAPAN RESIDENTIAL 
INVESTMENT CO LTD 

 http://www.jricl.com  JRIC:LN 

JAYWING PLC                          http://jaywingplc.com/  JWNG:LN 
KBC ADVANCED 
TECHNOLOGIES           

 http://www.kbcat.com  KBC:LN 

KEFI MINERALS PLC                    http://www.kefi-minerals.com  KEFI:LN 
KENNEDY VENTURES PLC                 http://www.kvplc.com  KENV:LN 
LANSDOWNE OIL & GAS                  http://www.lansdowneoilandgas.com  LOGP:LN 
LED INTL HLDGS LTD                   http://www.led-intl.com  LED:LN 
LUDORUM                              http://www.ludorum.com/  LUD:LN 
MARIANA RESOURCES                    http://marianaresources.com/  MARL:LN 
MATCHTECH GROUP PLC                  http://www.matchtechgroupplc.com/  MTEC:LN 
MATRA PETROLEUM                      http://www.matrapetroleum.com/m/  MTA:LN 
MENTUM INC                           http://mentuminc.com/  MEN:LN 
METRO BALTIC HORIZONS PLC            http://www.metrobaltichorizons.com/  MET:LN 
MINERAL & FINANCIAL  http://www.mineralandfinancial.com/  MAFL:LN 
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INVESTMENTS LTD 
MIRLAND DEVELOPMENT CORP 
PLC        

 http://www.mirland-development.com/  MLD:LN 

MISSION MARKETING 
GROUP(THE)        

 http://www.themission.co.uk/  TMMG:LN 

MOBILE TORNADO GROUP                 http://www.mobiletornado.com/  MBT:LN 
MTI WIRELESS EDGE                    http://www.mtiwe.com/  MWE:LN 
NATIONWIDE ACCIDENT 
REPAIR SERVICES 

 http://www.nationwiderepairs.co.uk/  NARS:LN 

NETWORKERS INTL PLC                  http://www.networkersplc.com/  NWKI:LN 
NOIDA TOLL BRIDGE CO                 http://www.ntbcl.com/  NTBC:LN 
NORTH RIVER RESOURCES PLC            http://www.northriverresources.com  NRRP:LN 
NORTHBRIDGE INDUSTRIAL 
SERVICES     

 http://www.northbridgegroup.co.uk/  NBI:LN 

OILEX LTD                            http://www.oilex.com.au  OEX:LN 
PACTOLUS HUNGARIAN 
PROPERTY         

 http://www.pactolus.co.uk  PHU:LN 

PAN EUROPEAN TERMINALS 
PLC          

 http://www.peterminals.com  PAN:LN 

PANTHEON RESOURCES                   http://www.pantheonresources.com  PANR:LN 
PENNA CONSULTING                     http://www.penna.com  PNA:LN 
PETRONEFT RESOURCES                  http://petroneft.com  PTR:LN 
PINNACLE TECHNOLOGY 
GROUP PLC       

 http://www.pinnacletechnology.co.uk  PINN:LN 

POWERFILM INC                        http://www.powerfilmsolar.com/  PFLM:LN 
PRIME ACTIVE CAPITAL PLC             http://www.pacplc.com/  PACC:LN 
PRIME PEOPLE                         http://www.prime-people.co.uk/  PRP:LN 
PROACTIS HLDGS                       http://www.proactis.com/  PHD:LN 
PROBABILITY PLC                      http://www.probability.co.uk/  PBTY:LN 
R.G.I. INTL LTD                      http://www.rgi-international.com/  RGI:LN 
RARE EARTH MINERALS PLC              http://www.rareearthmineralsplc.com/  REM:LN 
SCAPA GROUP PLC                      http://www.scapa.com/  SCPA:LN 
SIMIGON LTD                          http://www.simigon.com  SIM:LN 
SINCLAIR(WILLIAM)HLDGS               http://www.william-sinclair.co.uk/  SNCL:LN 
SOLGOLD PLC                          http://www.solgold.com.au  SOLG:LN 
SOMERO ENTERPRISE INC                http://www.somero.com  SOM:LN 
SOUND OIL PLC                        http://www.soundoil.co.uk  SOU:LN 
SOUTH AFRICAN PROPERTY 
OPPS PLC     

 http://www.saprofund.com  SAPO:LN 

STRATEX INTERNATIONAL                http://www.stratexinternational.com  STI:LN 
SWALLOWFIELD                         http://www.swallowfield.com  SWL:LN 
TAIHUA PLC                           http://www.taihplc.com  TAIH:LN 
TASTY PLC                            http://www.dimt.co.uk/  TAST:LN 
TERRA CAPITAL PLC                    http://www.terracapitalplc.com  TCA:LN 
THORPE(F.W.)                         http://www.fwthorpe.co.uk/  TFW:LN 
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TOWER RESOURCES                      http://www.towerresources.co.uk/  TRP:LN 
TRAVELZEST                           http://www.travelzestplc.com/tvz/  TVZ:LN 
TRINITY CAPITAL PLC                  http://www.trinitycapitalplc.com/  TRC:LN 
UNITECH CORPORATE PARKS 
PLC         

 http://www.unitechcorporateparks.com/  UCP:LN 

VALIRX PLC                           http://www.valirx.com/  VAL:LN 
VERONA PHARMA PLC                    http://www.veronapharma.com/  VRP:LN 
VIALOGY PLC                          http://www.vialogy.com/  VIY:LN 
VIANET GROUP PLC                     http://www.vianetplc.com/group/  VNET:LN 
VIETNAM HLDG LTD                     http://www.vietnamholding.com/  VNH:LN 
VINALAND                             http://www.vinacapital.com/  VNL:LN 
WALCOM GROUP LTD                     http://www.walcomgroup.com/  WALG:LN 
WEATHERLY INTERNATIONAL              http://weatherlyplc.com/  WTI:LN 
WORK GROUP                           http://www.workgroup.plc.uk/  WORK:LN 
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Appendix 3: CD 

 
See the CD for the Excel document called Final Raw Data consisting of the following data for 
each company: company name, company Bloomberg ticker, company website, annual report, 
philanthropic disclosure, beyond philanthropic disclosure, total sustainability disclosure, total 
pages of annual report, share price beginning, share price end, market capitalization, revenue, 
sustainability website, sector, and market. 
 
 
 
 


