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Abstract. This study aims to measure the influence of whether voluntary disclosure and
environmental performance can affect shareholder value. Improved environmental
performance is expected to provide access to new markets [1], especially during the
economic crisis due to the COVID-19 pandemic. It is hoped that the company's
environmental management performance can become positive additional information
thereby influencing shareholder value to stimulate the capital market during the COVID19
pandemic. The company's environmental performance on shareholder value has developed
into an attraction for researchers in recent years and is growing from year to year [2]. The
result indicate that there is a strong and complex interplay between environmental
performance, environmental disclosure, and shareholder value. Both sections of the
hypothesis development underscore the importance of positive signals, transparency, and
responsible practices in enhancing a company's reputation, reducing risk, and ultimately
influencing stock market responses and firm value.
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Introduction

The spread of the Coronavirus (COVID-19) has been ongoing for 2 years since it was
announced by the World Health Organization (WHO) as a global pandemic on March 11, 2020.
As of January 2023, the confirmed cases worldwide have exceeded 752 million people, with
COVID-19-related deaths surpassing 6 million. Various countries have taken measures to
prevent the spread of the coronavirus, including implementing regional and national lockdowns.
The Indonesian government has been managing COVID-19 by enforcing Large-Scale Social
Restrictions (PSBB) until the implementation of Community Activity Restrictions at various
levels.

The other side of implementing community activity restrictions during the pandemic has
led to economic slowdown and severe crises, such as a drastic decrease in production, cash flow
issues, unemployment, and bankruptcies in various industries worldwide [3]. In Indonesia itself,
based on a survey conducted by BPS, 82.85% of companies experienced revenue declines, and
6.78% of companies ceased operations due to the COVID-19 pandemic. In line with this, the
Financial Services Authority (OJK) stated that the COVID-19 pandemic crisis had significant
global impacts, including on the Composite Stock Price Index (CSPI). Transaction volumes
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sharply declined from 36,534,971,048 in 2019 to 27,495,947,445 in 2020. This indicates that
investors were concerned about the market conditions during the pandemic.

Corporate environmental performance has gained increasing attention since the Earth
Summit in Rio De Janeiro in 1992, which focused on monitoring production patterns, using
alternative energy to mitigate global climate change, and reducing greenhouse gas emissions.
Since then, governments of various countries have started regulating policies across sectors to
achieve the goal of reducing the impacts of global climate change. Even during the COVID-19
pandemic crisis, RM Karliansyah, the Director General of Pollution Control and Environmental
Damage (KLHK), ensured that efforts to manage environmental impacts remained a necessity
to be adhered to by management. Improving environmental performance is expected to provide
access to new markets [1], especially during economic crises like the COVID-19 pandemic,
where environmental performance is anticipated to be a positive factor influencing shareholder
value.

The issue of corporate environmental performance's impact on shareholder value has
become an intriguing topic for researchers in recent years and has been evolving from year to
year [2], [4]-[7]. Investors view environmental performance announcements as positive, leading
to an increase in abnormal returns [8]; investors are more consistent in reacting to negative
information related to corporate environmental performance [1], [9]. Corporate environmental
performance has a positive and significant impact on company reputation [10]. On the other
hand, Hassel et al. [11] concluded that information about corporate environmental performance
is not very meaningful to investors in decision-making. Furthermore, there is a need for further
research on the influence of environmental performance on shareholder value [4]. Moreover,
these studies only tested this relationship under normal economic conditions. Therefore, this
study aims to fill the empirical evidence gap regarding the impact of environmental performance
on investor assessment during the economic crisis caused by the COVID-19 pandemic in
Indonesia.

This study aims to discover empirical evidence of the relationship between corporate
environmental performance and shareholder value during the COVID-19 pandemic.
Environmental performance in this study is examined using two variables: voluntary disclosure
in separate Annual Reports or Sustainability Reports, and the PROPER rating of corporate
environmental performance.

The results of this research are expected to contribute in the following ways: First, enriching
the literature on the influence of environmental performance on shareholder value. Second,
providing contributions to companies by informing them of the extent to which their
environmental efforts are positively evaluated by investors. Third, contributing to policymaking
for regulators, especially the Government's Ministry of Environment, as an evaluation material
regarding the utility of the PROPER rating as a benchmark for corporate environmental
performance.

1. Literature and Theoretical Framework
1.1. Signalling Theory

Spence in 1973 [12], no date specified. The signaling theory was first introduced, explaining
that the information sender provides signals in the form of data and information that reflect the
company's condition and are useful for investors, the receivers. According to Brigham and
Houston (2011), the signaling theory interprets management's view of future company
improvements when they can influence potential investors' reactions to the company.



Announcements sent by the company and responded to by investors are examined beforehand
and assessed whether the data pathway can be determined as a positive signal (good
information) or a negative signal (bad information).

1.2. Environmental Performance

Various measurements of environmental performance have been used in previous research, such
as the 1SO 14001 certificate [1], indices issued by the Swedish firm CaringCompany (CC)
Research [11], Dow Jones Sustainability Index (DJSI) [13]; company participation in the
USEPA Climate Leaders Program [14]; and KLD STATS [15]. These studies utilize
information generated by third parties that are considered more independent and objective
compared to voluntary disclosures by internal management.

The Ministry of Environment launched an industrial performance ranking evaluation program
in environmental management called PROPER. In a press statement in 2011, the Ministry of
Environment explained that PROPER is an environmental compliance program for companies
that is publicly disclosed, allowing the public to evaluate a company's performance in
minimizing negative environmental impacts according to the achieved PROPER rating. Based
on the Regulation on PROPER issued by the Minister of Environment No. 5 of 2011, PROPER
ratings are categorized as: Gold (5), Green (4), Blue (3), Red (2), and Black (1).

1.3. Environmental Disclosure

Environmental Disclosure is information voluntarily published by companies about how they
manage waste and other negative impacts of their operations to avoid environmental pollution.
Companies are obligated to provide comprehensive reports that contain substantial matters to
stakeholders and shareholders. The intended reports are sustainability reports or continuous
reports, which encompass disclosure about economic, social, and environmental aspects. The
Global Reporting Initiative (GRI) is the primary reference for crafting sustainability reports, and
its standards have undergone several revisions to become GRI G4. GRI G4 consists of
components that companies are required to complete, covering various multidimensional
categories and aspects.

Reporting within the sustainability report is divided into 6 dimensions of disclosure (GRI G4,
2016): economic category, environmental category, social category, human rights category,
society category, and product responsibility category. This study focuses on the disclosure of
environmental categories in sustainability reports. The GRI standards for environmental
indicators consist of eleven aspects: materials, biodiversity, water, energy, emissions, effluents
and waste, products and services, compliance, transportation, and supplier environmental
assessment.

1.4. Shareholder Value

The argument in support of corporate management to create shareholder value originated in the
United States in the 1980s [16]. Companies generate shareholder value when the return on
invested capital (ROIC) exceeds its opportunity cost [17]. Shareholder value is a financial value
obtained by investors from their ownership of shares in a company. According to Emengini et
al [18], a primary and significant achievement for a company is to enhance both the company's



value and shareholder value through dividend payments, stock price increases, and maximizing
profits. Shareholder value can be obtained using the Tobin’s Q measurement, which has been
widely used as a measure of economic, marketing, and management performance to test the
effects of strategic choices on shareholder value [19]. Tobin’s Q represents the market value of
a company divided by its book value [20]. Tobin’s Q is considered a forward-looking,
riskadjusted measure that can be compared across companies and is grounded in economic
theory. Consequently, the use of Tobin’s Q has become increasingly common in industrial
companies and marketing literature [19].

2. Hypothesis Development
2.1. Environmental Performance and Shareholder Value

The stock market responds differently to companies that effectively manage the residues from
their operations compared to companies with poor environmental performance [21].
Information disclosed to the public is useful for investment decision-making by providing
signals to investors [22]. During a press release, investors first interpret and analyze the
statements as either a positive signal (good information) or a negative signal (bad information).
The reason companies are motivated to announce financial information to the public can be
explained by signaling theory.

Environmental performance significantly and positively affects a company's reputation [10].
Environmental performance is seen as information that can convey a positive signal to investors,
serving as additional information for investment decision-making. Companies that achieve
higher environmental performance ratings signal to investors that their management aligns with
global sustainability goals, leading investors to believe that the company is committed to
longterm prospects.

Several previous research findings consistently support the hypothesis that environmental
performance is positively related to stock prices. For instance, research by [23] found that
companies with low pollution levels tend to gain additional economic benefits, whereas the
opposite is true for highly polluting companies. Habib Jouber, 2023 [24] found a positive
association between environmental sustainability performance and shareholder value but he
found difference result between Anglo-American and European Economies. This is supported
by other studies that yield similar results, indicating that a company's environmental
performance influences stock price movements in a positive direction [4], [25], [26].

Research regarding to the effect of environmental performance to the shareholder value show
that Environmental performance can help companies be cost-effective and flexible, which can
contribute to their survival during a pandemic [27]. Inline with June, Qiu et al (2021)[28] find
that companies CSR activities effectively increase firm value showed in the stock returns,
companies can invest to the CSR during pandemic to protect communities. Environmental
performance can increase trust between a firm and its stakeholders and result in increased
external financing [29]. The impact of a firm’s environmental performance is more pronounced
in sensitive industries (hospitality and retail) [30].

2.2. Environmental Disclosure and Shareholder Value



From an economic perspective, companies will only disclose information to the public if that
information can have a positive impact on the company. Social accountability reporting is
important additional information for a company's value [31]. In signaling theory, management
possesses richer qualitative information about the company compared to external parties, and
they use certain measurements to imply the company's quality. Environmental disclosure in a
Sustainability Report is seen as data that, if indicating good quality, becomes a basis for
decision-making and is integrated into enhancing the company's value, reflecting shareholder
value.

According to the Global Reporting Initiatives (GRI), as outlined in 2013, a sustainability report
is information published by a company or organization regarding economic performance,
environmental performance, and social performance resulting from the company's operational
activities in the normal cycle. Each of these performances will be detailed through indicators
for each component. Several previous studies support the hypothesis that information in
sustainability reports can reduce information asymmetry for users of the reports, thus facilitating
investment decision-making. Kaspereit & Lopatta (2016)[32] state that there is a statistically
significant positive relationship between disclosing sustainability reports and market value, and
several other studies have found similar and supporting results [31], [33]. In Malaysia, Atan et
al. (2018)[34] studied ESG issues and financial performance of public limited companies,
finding a modest connection between sustainability reporting and profitability and firm value,
but a positive relationship with the firm's cost of capital.

ESG reporting transparency helps reduce the volatility and better resist to extreme shocks, but
does not necessarily improve stock performance [35]. Firms tend to disclose environmental
information on their websites when faced with an environmental crisis (2011). Environmental
disclosure mitigates corporate risk for strongly growing industries [36]. Several Studies report
thet ESG stocks are associsted with superior stock performance (higher stock returns and firm
value) during pandemic [37].

3. Discussion

The hypothesis development presented focuses on the relationship between environmental
performance, environmental disclosure, and shareholder value. The discussion revolves around
the effects of these factors on stock market responses, company reputation, investor
decisionmaking, and overall firm value. The research draws upon various studies to support its
hypotheses and claims. Let's delve into the key points and their implications:

Environmental Performance and Shareholder Value:

The first section highlights that companies with effective environmental management practices
tend to receive different responses from the stock market compared to those with poor
environmental performance. The signaling theory suggests that companies disclose information
to investors to convey positive signals. In this context, higher environmental performance is
seen as a positive signal. The hypothesis posits that environmental performance significantly
and positively affects a company's reputation, signaling to investors that the company is aligned
with sustainability goals.



Several previous studies are cited to support the hypothesis. For example, [23] and other
researchers have found positive relationships between environmental performance and stock
prices. Jouber's (2023)[24] findings indicate a positive association between environmental
sustainability performance and shareholder value, albeit with differences across AngloAmerican
and European economies. Other studies by Al-Tuwaijri et al. (2004), Endrikat (2016), and
latridis (2012) also suggest that environmental performance influences stock price movements
positively.

Furthermore, the research discusses how environmental performance can lead to
costeffectiveness, flexibility, and increased trust between firms and stakeholders. This aspect
becomes particularly relevant during challenging times, such as a pandemic, as evidenced by
studies that highlight the connection between environmental performance, CSR activities, and
firm value during such periods.

Environmental Disclosure and Shareholder Value:

The second part of the hypothesis development delves into the relationship between
environmental disclosure and shareholder value. It suggests that companies disclose information
that positively impacts their value. The research emphasizes the importance of sustainability
reporting, which provides data on economic, environmental, and social performance. This
information helps reduce information asymmetry and supports investment decision-making.

The Global Reporting Initiatives (GRI) and various studies are cited to support this hypothesis.
Kaspereit & Lopatta (2016), de Klerk & de Villiers (2012), and Schadewitz & Niskala (2010)
find a positive relationship between disclosing sustainability reports and market value. Atan et
al. (2018) report a connection between sustainability reporting and profitability, firm value, and
the cost of capital.

The research also addresses certain nuances. While ESG reporting transparency reduces
volatility and enhances resilience, it may not necessarily improve stock performance. Firms
might tend to disclose environmental information when facing crises, indicating that
environmental disclosure can help mitigate corporate risk, especially in growing industries.

4. Results and Implications

The discussion and results indicate that there is a strong and complex interplay between
environmental performance, environmental disclosure, and shareholder value. Both sections of
the hypothesis development underscore the importance of positive signals, transparency, and
responsible practices in enhancing a company's reputation, reducing risk, and ultimately
influencing stock market responses and firm value. However, the relationship is multifaceted,
with different industries, economic contexts, and crises affecting the dynamics.

This research has implications for businesses, investors, and policymakers. Companies that
prioritize environmental performance and disclosure can potentially reap benefits in terms of
improved reputation, investor confidence, and long-term value. Investors can use environmental
performance and disclosure as signals for their investment decisions, understanding the potential
impact on a company's financial health and resilience. Policymakers might consider



incentivizing transparent environmental reporting to enhance market efficiency and promote
sustainable practices.

In conclusion, the presented hypothesis development contributes to the growing body of
literature exploring the intricate connections between environmental factors and shareholder
value. It highlights the potential positive impact of responsible environmental practices and
disclosure on a company's reputation, investor perceptions, and overall market performance..
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