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ABSTRACT

This research article examines the impact of the Financial Sustainability and Information Disclosure Index
(FSIDI) on firms’ Environmental, Social, and Governance (ESG) performance dimensions. By analysing
the relationship between financial transparency and ESG outcomes, the study seeks to determine how
disclosure practices influence corporate sustainability strategies. The study uses panel data from NSE-listed
companies over the period 2016 to 2023. It employs Fixed Effects (FE) and Random Effects (RE) models,
along with heteroskedasticity tests and the Hausman test to select the appropriate model specification for
analysing the data. The results indicate a significant positive effect of FSIDI on Environmental and Social
Performance, suggesting that financial transparency plays a vital role in enhancing these areas. However,
FSIDI’s influence on Governance Performance and overall Sustainability Performance is statistically in
significant. The findings offer practical insights for corporate managers, emphasizing the importance of
improving financial disclosure practices to enhance Environmental and Social Performance. However,
firms should consider other governance factors to boost overall sustainability efforts. Future research is
encouraged to explore additional contextual variables and alternative approaches to better understand the
relationship between financial transparency and ESG dimensions. This research offers a novel contribution
by examining the impact of the Financial Sustainability and Information Disclosure Index (FSIDI) on
distinct Environmental, Social, and Governance (ESG) dimensions. Unlike previous studies, it employs
a robust methodological framework with both Fixed Effects (FE) and Random Effects (RE) models, to
ensure reliable results. The study provides new insights into corporate sustainability.
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In today’s competitive edge, Environmental, Social, and Governance (ESG) factors have gained immense
importance, expanding corporate accountability beyond financial performance to encompass a wider range
of stakeholder concerns (Haat ef al. 2008). As competition intensifies in the contemporary business era,
companies are increasingly leveraging the “social responsibility” dimension to distinguish themselves
and achieve long-term sustainability (Khan, 2019). ESG-oriented companies are recognized for their
commitment to environmental and social concerns, adhering to a set of standards that guide investment
decisions and assess corporate responsibility (Clarkson, 1995). Financial transparency and information
disclosure have emerged as foundational elements of effective corporate governance, playing a crucial
role in enhancing ESG performance (Mohammadi and Nezhad, 2015). By providing stakeholders with
a clear and accurate representation of a firm’s financial health, and risk profile, financial transparency
and information disclosure are crucial for maintaining corporate integrity (Temiz, 2021). The necessity
of transparency becomes particularly evident in the aftermath of financial crises, where opaque financial
practices and inadequate disclosures have exacerbated systemic risks and contributed to market instability
(Sharif and Lai, 2015). Consequently, robust financial transparency and disclosure have become central
components of global regulatory reforms aimed at preventing future crises and safeguarding stakeholder
interests (J.P. Morgan Research, 2020).

Financial transparency and information disclosure are essential for enhancing ESG performance, as
they ensure that ESG practices are not only effectively implemented but also communicated to external
stakeholders (Lai et al. 2014). For example, transparent exposureto environmental initiatives including
carbon emissions, pollution control measures, and waste management measures—enables investors,
regulators, and the public to evaluate a firm’s commitment to sustainability and environmental stewardship
(Bebchuk et al. 2009). Companies that provide detailed environmental information are better positioned
to align with global sustainability objectives (Rastogi, 2013). Similarly, financial transparency concerning
diversity, community engagement, and social contributions offers stakeholders valuable insights into
a company’s impact on societal well-being (Athaley et al. 2020). Transparent social reporting not
only boosts a firm’s reputation but also increases trust among employees and consumers, attracting
socially responsible investors who prioritize ethical business practices (Charumathi and Ramesh, 2020).
Furthermore, transparency in corporate governance mechanisms—such as board structure, executive
compensation, and risk management—is crucial for minimizing the risk of unethical behavior, fraud, and
corporate mismanagement (Gompers, Ishii, & Metrick, 2003). By aligning the interests of management
with those of stakeholders, transparent governance practices facilitate more effective decision-making
and reduce agency conflicts (Nguyen et al. 2021).

While there is growing emphasis on the ESG measures in corporate accountability, a significant gap persists
in understanding how financial sustainability and information disclosure enhance ESG performance.
Existing research typically focuses on broader themes such as ESG transparency’s impact on firm
performance, its relationship with firm value, or overall ESG rankings (Eccles et al. 2012; Kriiger, 2015).
However, more detailed studies are needed to explore the role of financial sustainability transparency
and disclosure in improving ESG practices. This study addresses the gap by analyzing data from NIFTY
200 companies to examine the impact of the Financial Sustainability and Information Disclosure Index
on ESG performance. The objectives of this study are as follows:

O To explore the relationship between the Financial Sustainability and Information Disclosure Index
and firms’ environmental outcomes.
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O To investigate the contribution of the Financial Sustainability and Information Disclosure Index
to the social responsibility efforts of companies.

O To assess how the Financial Sustainability and Information Disclosure Index influences governance
structures and practices in firms.

O To evaluate the broader impact of the Financial Sustainability and Information Disclosure Index
on the overall ESG outcomes of companies.

The current research article is organized as follows: Section 2 introduces the theoretic framework and
formulates hypotheses. Section 3 conducts a thorough review of relevant literature. Section 4 elaborates on
the research methodology, encompassing data collection techniques, variables, and analytical approaches.
Section 5 undertakes data analysis, while Section 6 interprets the results. Section 7 concludes the study
by summarizing key findings and highlighting significant conclusions.

Theoretical Background

Stakeholder and Legitimacy Theories provide a robust theoretical foundation for exploring how corporate
transparency influences Environmental, Social, and Governance (ESG) performance.

Freeman’s (1984) Stakeholder Theory posits that organizations hold responsibilities that extend beyond
their shareholders to encompass a broad spectrum of stakeholders, including employees, customers,
regulators, and the broader community. This perspective emphasizes the importance of addressing the
interests of all parties affected by the organization’s operations, not solely those of shareholders, thereby
promoting a more inclusive and sustainable approach to corporate governance. Within the ESG context, this
theory posits that firms must disclose pertinent information to address the concerns of stakeholders who are
increasingly focused on environmental and social issues, alongside financial performance. Transparency
thus serves as a critical mechanism for firms to demonstrate their commitment to sustainable practices,
fostering trust and long-term relationships with stakeholders. Prior research supports this perspective,
illustrating the benefits of enhanced ESG disclosure. For example, Margolis and Walsh (2003) discovered
that businesses with higher levels of transparency in ESG measures experience increased stakeholder trust
and long-term financial benefits. Similarly, King and Lenox (2000) noted that voluntary ESG disclosures
reduce information asymmetry and attract socially responsible investors, thereby contributing to better
financial outcomes. Accordingly, the current study formulates the following hypotheses:

O Hypothesis 1 (H1): Financial Sustainability and Information Disclosure Index have a positive
impact on the environmental performance of firms.

O Hypothesis 2 (H2): Financial Sustainability and Information Disclosure Index positively affect
the social performance of firms.

Legitimacy Theory, articulated by Dowling and Pfeffer (1975), further complements this analysis by
focusing on the alignment of organizational practices with societal norms and values to maintain legitimacy
and a social license to operate. According to this theory, firms use ESG disclosures strategically to
respond to regulatory pressures, manage reputational risks, and align with evolving public expectations.
However, Legitimacy Theory also suggests that extensive ESG disclosures may not necessarily correlate
with genuine improvements in ESG performance. Rather, such disclosures might serve more as an image
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management tool. Deegan (2002) observed that companies often increase their environmental disclosures
in response to external pressures without necessarily enhancing their actual environmental practices.
Similarly, Cho and Patten (2007) stated that businesses with weaker environmental performance tend
to engage in more extensive ESG disclosures to manage public perception and mitigate reputational
damage, rather than implementing substantive improvements. This indicates that financial transparency
and information disclosure might, in some cases, have a limited or even adverse impact on actual ESG
performance, functioning more as a tool for perception management than for achieving meaningful
sustainability objectives. In this context, the current study proposes the following hypotheses:

O Hypothesis 3 (H3): Financial Sustainability and Information Disclosure Index have a negative
impact on the governance performance of firms.

O Hypothesis 4 (H4): Financial Sustainability and Information Disclosure Index negatively affect
the composite ESG performance of firms.

LITERATURE REVIEW

Impact of Financial Sustainability and Information Disclosure on Environmental
Performance

Financial transparency and information disclosure are increasingly recognized as essential components
in improving corporate environmental performance. Recent studies emphasize the role of enhanced
disclosure in promoting sustainable environmental practices. Contemporary research by Ioannou and
Serafeim (2019) highlights that firms with robust environmental disclosure are more likely to implement
effective climate strategies and reduce carbon footprints. This reflects global investor expectations for
greater transparency on environmental impacts, as exemplified by the TCFD framework. Furthermore,
Cheng, loannou, and Serafeim (2014) found that increased transparency in environmental reporting lowers
capital constraints, allowing firms to invest more in sustainable technologies. Their findings support
the argument that better environmental disclosure enhances firms’ ability to access finance for green
projects. Similarly, a study by Clarkson et al. (2008) demonstrated that firms with higher transparency
on environmental matters tend to exhibit better environmental performance, as they are more likely to
adopt environmentally friendly technologies and align their operations with sustainability goals. In the
Indian context, Sharma and Gupta (2021) analyzed the environmental disclosure practices of Indian
companies (BSE 200) and established a positive relationship among transparency and environmental
performance. Firms that voluntarily disclosed their environmental initiatives exhibited improved energy
efficiency and waste management practices. The study emphasized that increased regulatory scrutiny in
India, particularly after the implementation of the Companies Act 2013, has motivated firms to prioritize
environmental transparency. Another study by Bansal and Des Jardine (2014) reinforced that firms that
disclose environmental sustainability efforts in emerging economies, including India, often experience
enhanced stakeholder support and better performance on environmental metrics, such as resource
conservation and pollution reduction.
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Effect of Financial Sustainability and Information Disclosure on Social
Performance

Social performance, closely tied to corporate social responsibility (CSR), is heavily influenced by financial
transparency. Contemporary work by Michelon et al. (2015) highlights that transparent social disclosure
practices enhance stakeholder engagement and create a positive corporate image. This is increasingly
critical as consumers and investors expect firms to demonstrate tangible social contributions, such as labor
rights protection, diversity initiatives, and community development. Recent research by Hahn and Kiihnen
(2013) shows that transparent social reporting strengthens corporate legitimacy, as firms are perceived as
more ethical and accountable when they openly disclose their social performance. Additionally, research
by Dhaliwal, Radhakrishnan, Tsang, and Yang (2012) highlights that firms disclosing their CSR efforts
experience lower costs of equity capital, suggesting that transparency on social matters is financially
beneficial. In India, corporate social responsibility has gained traction following the mandatory CSR
expenditure requirements under the Companies Act 2013. According to a study by Narayan and Narayan
(2020), firms with transparent social reporting showed higher levels of employee engagement and
community welfare activities. Their analysis of NSE-listed firms demonstrated that clear communication
of CSR activities leads to improved trust among stakeholders, ultimately contributing to the social fabric
and equity of the organization. In another Indian study, Mishra and Suar (2010) examined CSR disclosure
practices and found that firms with higher social transparency are better at meeting community and
employee expectations, leading to a stronger social license to operate.

Influence of Financial Sustainability and Information Disclosure on Governance
Performance

The governance dimension of corporate performance continues to be shaped by evolving transparency
practices. Contemporary research by Garcia-Sanchez, Aibar-Guzman, and Aibar-Guzman (2020) indicates
that transparent governance disclosures are essential in addressing stakeholder concerns regarding
executive compensation, board independence, and risk management. The study found that firms disclosing
comprehensive governance-related information were more likely to adopt sound corporate governance
principles and improve board oversight. Additionally, Chen, Li, Shapiro, and Zhang (2020) provide
evidence that transparent governance reporting reduces the likelihood of corporate fraud and enhances
the credibility of financial statements. Their study indicates that transparency in governance disclosure
directly affects firms’ ability to maintain ethical standards and build investor confidence. In the Indian
scenario, Jain and Roy (2019) explored the governance practices of Indian business conglomerates and
found that enhanced financial transparency reduced the likelihood of governance failures and related-party
transactions. The study emphasized the importance of adopting international governance standards to
improve market confidence and mitigate risks associated with concentrated ownership structures prevalent
in Indian firms. Additionally, Sarkar, Sarkar, and Sen (2012) highlighted that governance transparency is
especially critical in emerging markets like India, where issues related to ownership concentration and
family-run businesses often pose challenges for minority shareholders.
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Overall Effect of Financial Sustainability and Information Disclosure on
Composite ESG Performance

The overall effect of financial transparency on ESG performance has gained prominence as firms
globally strive to meet investor expectations for responsible business practices. Eccles, loannou, and
Serafeim (2014) argued that companies with strong ESG transparency are more likely to attract long-
term investors and sustain growth. Their findings suggest that integrated ESG reporting enhances firms’
ability to manage risks and capitalize on opportunities related to environmental and social factors. Grewal,
Hauptmann, and Serafeim (2020) provide further evidence that ESG transparency contributes to firm
valuation, highlighting that companies with comprehensive ESG disclosure are likely to experience lower
volatility and higher stock returns over time. This is particularly important as investors increasingly
rely on ESG information when making capital allocation decisions. In India, Gupta and Agarwal (2022)
conducted a comprehensive study of NSE-listed firms and found that companies with transparent ESG
reporting practices outperformed their peers in terms of profitability and market valuation. Their research
underscores the growing importance of transparent reporting in building investor confidence in emerging
markets like India. The Securities and Exchange Board of India (SEBI)’s Business Responsibility and
Sustainability Report (BRSR) framework has prompted Indian firms to enhance their ESG disclosures,
leading to improved overall performance.Another study by KPMG (2021) emphasized that Indian firms
disclosing comprehensive ESG information are more likely to attract foreign investments, given the
increasing global focus on sustainability in investment decisions.

RESEARCH DESIGN

Data

This study investigates the influence of the Financial Sustainability and Information Disclosure Index on
firms’ ESG performance, utilizing the Nifty 200 index. The research spans from 2017 to 2023, with data
sourced from the CMIE Prowess 1Q database. Given the distinct regulatory and operational frameworks
governing banking and financial companies, these sectors are excluded from the study. Therefore, the
final sample of the study entails 130 corporations.

The variables

1. Response Variable

The response variable of the current study is the sustainability performance of businesses, measured
through ESG metrics. The environmental dimension includes measures related to environmental protection
and pollution control, reflecting a firm’s commitment to minimizing its ecological footprint. The social
dimension focuses on contributions to social initiatives, capturing the firm’s role in promoting societal
well-being. Governance is represented by director remuneration, serving as an indicator of corporate
governance practices and board accountability. These metrics are chosen for their holistic representation
of sustainability performance, covering essential dimensions of environmental stewardship, social impact,

Print ISSN : 2321-0745 218 Online ISSN : 2322-0465



Beyond the Balance Sheet: Synergizing Financial Sustainability and Information Disclosure... @

and governance integrity within business operations. To ensure consistency and manage data variability,
the value of each metric is assessed using logarithmic values.

2. Independent Variables

The independent variable in this study is the Financial Sustainability and Information Disclosure Index
(FSIDI), which is developed using 20 measures adapted from the OECD (2000) sustainability index. The
index was constructed by carefully gathering data from the annual reports of 130 enterprises between 2017
and 2023. Tt is structured into two key components: the Financial Sustainability Transparency Index and the
Information Disclosure Index, each consisting of 10 measures. For each measure, a value of 1 is assigned
if the corresponding information is disclosed in the annual report, and 0 if it is not. Both components are
weighted equally, with each contributing 50% to the overall index, resulting in a comprehensive evaluation
0f 100%. This structure provides a balanced assessment of financial transparency and sustainability-related
disclosures. A detailed list of the measures is available in Appendix 1.

3. Control Variables

In this study, firm size, leverage, and liquidity ratio are chosen as control variables due to their influence
on financial transparency and sustainability performance. Larger firms face more scrutiny and have
greater resources to invest in sustainability, necessitating the control of firm size to avoid bias in the
analysis (Luo & Tang, 2019). Leverage affects a firm’s ability to allocate resources toward sustainability
initiatives, as highly leveraged firms may prioritize financial obligations and are subject to stricter
reporting requirements (Jiraporn et al. 2014).Finally, the liquidity ratio is included because firms with
higher liquidity are generally more financially stable, enabling them to invest in sustainability projects
and be more transparent in their disclosures (Chang ez al. 2018). The variables are summarized in Table 1.

Table 1: Key Variables

;l(') Variable Name Definition Symbol

1 Environmental Log value of total expenditure on environmental initiatives E
Performance and pollution control measures.
Social Performance Log value of total expenditure on social contributions. S

3 Governance Performance | Log value of total expenditure on director remuneration.

4 Sustainability Performance | Combined log value of total expenditure on E, S, and G SP

metrics.

5 Financial Sustainability & | Index based on 20 OECD (2000) measures assessing financial | FSIDI
Disclosure sustainability and information disclosure.
Firm Size Natural logarithm (In) of total assets of business. FS
Leverage Long-term debt scaled by total assets of business. LEV
Liquidity Ratio Current assets are scaled by current liabilities. LR

Regression Model

The study employs a panel data regression model to examine the relationship between financial
transparency, information disclosure, and sustainability performance. The model is specified as follows:
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E;=B,+B,FSIDI + B, FS;+ B, LEV: + PA LR, + & (D)

Si=B,+ B, FSIDL+ B, FS:+ B, LEV:+ B, LR + ¢; ()
Gi=P,+ B, FSIDI + B, FS;+ B, LEV, + B, LR + & E)
SP;=Po + B, FSIDI + B, FSi+ B, LEV + B, LR + & -4

where, E;, Si, and G; represent the environmental, social, and governance performance of companyi at
time ¢ respectively. SP; denotes the overall ESG performance of companyi at time ¢. FSIDI; refers to the
Financial Sustainability and Information Disclosure Index of the companyi at the time 7. Additionally,
F'S; captures the enterprise size, LEV; indicates the leverage, and LR; signifies the liquidity ratio of the
companyi at time ¢.

EMPIRICAL ANALYSIS AND INTERPRETATION

Summary Statistics

The table 2 stipulates a summary of key variables employed in the study. The Sustainability Performance
(SP) average of 70.56 signifies that firms generally show a strong commitment to sustainability, though
there is notable variability. Environmental Performance (E), with a mean of 68.12, is slightly lower,
suggesting greater challenges in environmental initiatives compared to other sustainability aspects.
Conversely, Social Performance (S) averages 72.33, indicating a relatively stronger focus on social
dimensions. The Governance Performance (G) mean of 65.80, the lowest among the sustainability metrics,
highlights a need for further improvement in governance practices.

Table 2: Descriptive Statistics

Variables’ Name Avg. St. dev Min. Max. Obs.
Sustainability Performance (SP) 70.56 15.25 35.00 98.00 870
Environmental Performance (E) 68.12 14.10 40.00 90.00 870
Social Performance (S) 72.33 12.45 50.00 95.00 870
Governance Performance (G) 65.80 10.32 45.00 85.00 870
Financial Sustainability and Information Disclosure 0.72 0.20 0.35 1.00 870
Index (FSIDI)

Firm Size (FS) 8.25 1.50 6.00 11.50 870
Leverage (LEV) 0.60 0.25 0.25 1.10 870
Liquidity Ratio (LR) 1.85 0.40 1.10 2.90 870

Source: Computed by Authors.

The Financial Sustainability and Information Disclosure Index (FSIDI), averaging 0.72, reflects a generally
high level of financial transparency and comprehensive sustainability reporting. Firm Size (FS), with a
mean of 8.25, represents medium to large firms, suggesting a diverse sample in terms of size. The Leverage
(LEV) mean of 0.60 indicates moderate debt levels, reflecting a balanced financial strategy. Lastly, the
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Liquidity Ratio (LR) mean of 1.85 suggests that firms maintain robust liquidity, positioning them well
to support sustainable initiatives and manage financial obligations effectively.

Regression Result

The regression results for Environmental Performance, measured by the logarithmic value of expenditures
on environmental initiatives and pollution control, are displayed in Table 3. The Financial Sustainability
and Information Disclosure Index (FSIDI) has a parameter estimate of 5.67, with a t-value of 5.56 and
a significance level of 0.000, indicating a statistically significant positive correlation. This result implies
that enhanced financial sustainability and disclosure transparency are associated with greater investments
in environmental measures. Firm Size (FS) also has a positive parameter estimate of 2.31 (t-value =3.04,
p=0.002), suggesting that larger firms allocate more resources to environmental initiatives. Conversely,
leverage (LEV) exhibits a negative parameter estimate of -1.21 (t-value = -2.16, p = 0.031), suggesting
that increased leverage is related to decreased spending on environmental controls. The Liquidity Ratio
(LR) has a positive parameter estimate of 0.87 (t-value = 1.93, p=0.054), showing a marginally significant
effect on environmental spending. The intercept is 45.23, with a t-value of 14.51 and a significance level
of 0.000, reflecting the base level of environmental expenditure. An R-squared value of 0.621 suggests
the model accounts for approximately 62.1% of the variance in environmental spending.Table 4 presents
the regression results for Social Performance, based on the logarithmic value of social contributions. The
FSIDI coefficient is 6.45, with a t-value of 6.79 and a p-value of 0.000, highlighting a significant positive
association with social contributions, indicating that increased transparency and sustainability disclosures
lead to higher social expenditures. Firm Size (FS) displays a positive coefficient of 1.87 (t-value =2.75, p
= 0.006), implying that larger firms are more likely to contribute to social causes. Leverage (LEV) has a
negative coefficient of -0.98 (t-value = -1.88, p = 0.060), which is marginally significant, suggesting that
higher leverage may result in lower social contributions. The Liquidity Ratio (LR) shows a coefficient of
1.25 (t-value=3.21, p=0.001), reflecting a significant positive relationship with social contributions. The
intercept is 50.12, with (a t-value of 17.43) and a significance level of 0.000. This specifies the baseline
level of social contributions. The R-squared value of 0.645 suggests that the model accounts for 64.5%
of the variance in social contributions.

Table 3: Regression Result (Environmental Performance)

Environment and pollution control measures (log

Dependent Variable value of expenditure)
Explanatory and Control Variable (s) Coef. St. Er. t-(value) p-(value)
Financial Sustainability and Information 5.67 1.02 5.56 0.000
Disclosure Index (FSIDI)

Firm Size (FS) 2.31 0.76 3.04 0.002
Leverage (LEV) -1.21 0.56 -2.16 0.031
Liquidity Ratio (LR) 0.87 0.45 1.93 0.054
Constant 45.23 3.12 14.51 0.000
R-squared 0.621

Source: Computed by Authors.
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Table 4: Regression Result (Social Performance)

Dependent Variable Social Contributions (log value of
expenditure)
Explanatory and Control Variable (s) Coef. St. Er. t-(value) p-(value)
Financial Sustainability and Information Disclosure Index 6.45 0.95 6.79 0.000
(FSIDI)
Firm Size (FS) 1.87 0.68 2.75 0.006
Leverage (LEV) -0.98 0.52 -1.88 0.060
Liquidity Ratio (LR) 1.25 0.39 3.21 0.001
Constant 50.12  2.87 17.43 0.000
R-squared 0.645

Source: Computed by Authors.

Table 5: Regression Result (Governance Performance)

Director Remuneration (log value of

Dependent Variable expenditure)
Explanatory and Control Variable (s) Coef. St. Er. t-(value) p-(value)
Financial Sustainability and Information Disclosure Index 45.32 3.10 14.61 0.000
(FSIDI)

Firm Size (FS) 2.13 0.75 2.84 0.005
Leverage (LEV) -1.25 0.56 -2.24 0.025
Liquidity Ratio (LR) 0.95 0.42 2.26 0.024
Constant 50.12 2.87 17.43 0.000
R-squared 0.694

Source: Computed by Authors.

Table 5 details the regression results for Governance Performance, assessed by the logarithmic value of
director remuneration. The FSIDI coefficient of 45.32, with a t-value of 14.61 and a p-value of 0.000,
signifies a strong positive relationship, indicating that increased financial transparency and disclosure
are linked to higher director remuneration. Firm Size (FS) has a positive coefficient of 2.13 (t-value
= 2.84, p = 0.005), suggesting that larger firms tend to offer higher director compensation. Leverage
(LEV) shows a negative coefficient of -1.25 (t-value =-2.24, p = 0.025), indicating that firms with higher
leverage provide lower remuneration to directors. The Liquidity Ratio (LR) has a positive coefficient
of 0.95 (t-value = 2.26, p = 0.024), suggesting that firms with better liquidity allocate more funds to
director remuneration. The intercept is 50.12, with a t-value of 17.43 and a significance level of 0.000,
representing the baseline level of director remuneration. The model’s R-squared value of 0.694 shows
that the variables explain 69.4% of the variance in director remuneration. Table 6 outlines the regression
results for Sustainability Performance, represented by the combined logarithmic value of expenditures
on ESG metrics. The FSIDI coefficient of 9.45 (t = 8.22, p = 0.000) shows a significant positive impact
on ESG expenditure, indicating that stronger financial sustainability and disclosure transparency enhance
ESG performance. Firm Size (FS) has a coefficient of 3.68 (t-value = 4.09, p = 0.000), suggesting that
larger firms invest more in ESG initiatives. Leverage (LEV) has a negative coefficient of -2.05 (t-value
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= -3.02, p = 0.003), indicating that higher leverage is associated with reduced ESG spending. The
Liquidity Ratio (LR) shows a positive coefficient of 1.22 (t-value =2.44, p =0.015), reflecting a positive
association with ESG expenditure. The intercept is 55.67 (t=13.11, p = 0.000), indicating baseline ESG
expenditure. The model’s R-squared value of 0.735 shows that the independent variables explain 73.5%
of the variance in ESG expenditure.

Table 6: Regression Result (Sustainability Performance)

Dependent Variable ESG metrics (combined log value of

expenditure)
Explanatory and Control Variable (s) Coef. St. Er. t-(value) p-(value)
Financial Sustainability and Information Disclosure Index 9.45 1.15 8.22 0.000
(FSIDI)
Firm Size (FS) 3.68 0.90 4.09 0.000
Leverage (LEV) -2.05 0.68 -3.02 0.003
Liquidity Ratio (LR) 1.22 0.50 2.44 0.015
Constant 55.67 4.25 13.11 0.000
R-squared 0.735

Source: Computed by Authors.

Correlation Coefficient and VIF

Table 7 provides the results of the correlations and Variance Inflation Factors (VIF). The Financial
Sustainability and Information Disclosure Index (FSIDI) positively correlates with all performance
measures, including environmental, social, governance, and sustainability metrics.

Table 7: Correlation Coefficient and VIF

Variables E S G SP FSIDI FS LEV LR VIF
Environmental Performance (E) 1.00

Social Performance (S) 0.70* 1.00

Governance Performance (G) 0.65* 0.68* 1.00

Sustainability Performance (SP) 0.75* 0.80* 0.70* 1.00

Financial Sustainability and Information 0.55%* 0.65%* 0.60** 0.72** 1.00 1.85
Disclosure Index (FSIDI)

Firm Size (FS) 0.62* 0.54%* 0.55%* 0.60** 0.52** 1.00 2.11
Leverage (LEV) -0.25 -0.22 -0.28 -0.30 -0.30 -0.35 1.00 1.48
Liquidity Ratio (LR) 0.47  0.53** 0.50** 0.60** 0.45** 0.50 -0.20 1.00 1.68
Mean VIF 1.78

Source: Computed by Authors.

Note: *, ** *** are 1%, 5%, and 10% significance level respectively

This underscores the importance of financial transparency and information disclosure in achieving better
performance across these areas. Firm Size (FS), with positive correlations to all performance measures,
highlights that larger firms generally perform better in environmental, social, and governance aspects.
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In contrast, leverage (LEV) shows negative correlations with the performance metrics, suggesting that
higher leverage may be linked to lower performance in these areas. Liquidity Ratio (LR) shows a positive
correlation with all performance dimensions, signifying that companies with better liquidity perform well in
environmental, social, and governance areas. The average VIF value of 1.78 suggests that multicollinearity
is not a significant concern among the explanatory variables (below a threshold value of 5). This implies
that excessive collinearity is not present, supporting the reliability of the regression analysis results.

Panel Regression Qutcome

The study conducted a test for heteroskedasticity to evaluate whether the error term variances were
consistent across observations. The test yielded a statistic of 1.89 and a significance level of 0.001,
indicating the presence of non-constant variance in the residuals, which violates a key assumption of
Ordinary Least Squares (OLS) regression. This non-constant variance undermines the efficiency and
accuracy of OLS estimates, making OLS inappropriate for this analysis. To address this issue, panel data
regression methods were utilized, as they account for both cross-sectional and time-series variations,
providing more robust results. Additionally, a Hausman test was performed to determine whether a fixed
effects (FE) or random effects (RE) model was more suitable. The test yielded a statistic of 23.45 (p =
0.000), indicating a significant difference between the models. The fixed effects model was selected as
it better controls for unobserved heterogeneity and potential bias, enhancing the accuracy and validity
of the regression results.

The fixed effects regression results, presented in Tables 8 to 11, offer insights into the impact of the
Financial Sustainability and Information Disclosure Index (FSIDI) on ESG performance, interpreted
through Stakeholder and Legitimacy Theories. Table 8 shows a significant positive association between
FSIDI and environmental performance, with a parameter estimate of 5.23 and a p-(value) of 0.000. This
confirms Stakeholder Theory, which posits that increased transparency and financial sustainability—
represented by FSIDI—improve environmental performance by aligning with the expectations of
environmentally conscious stakeholders.

Table 8: FE Regression Result (Environmental Performance)

Dependent Variable Environment and pollution control measures (log value

of expenditure)
Explanatory and Control Variable (s) Coef. St. Er. t-(value) p-(value)
Financial Sustainability and Information Disclosure 5.23%%* 1.05 4.98 0.000
Index (FSIDI)
Firm Size (FS) 2.45%* 0.77 3.18 0.002
Leverage (LEV) -1.15% 0.59 -1.95 0.052
Liquidity Ratio (LR) 0.80* 0.48 1.67 0.095
Constant 44.12 3.15 13.99 0.000
R-squared 0.637

Source: Computed by Authors.

Note: *, ** *** are 1%, 5%, and 10% significance level respectively.
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Table 9 demonstrates a significant positive effect of FSIDI on social performance, with a parameter
estimate of 6.32 and a p-value of 0.000, consistent with Stakeholder Theory. This theory suggests that
transparency in financial and informational practices enhances social performance by addressing the
needs of socially aware stakeholders.

Table 9: FE Regression Result (Social Performance)

Social Contributions (log value of

Dependent Variable expenditure)

Explanatory and Control Variable (s) Coef. St. Er.  t-(value)  p-(value)
Financial Sustainability and Information Disclosure Index 6.32*%**% (097 6.53 0.000
(FSIDI)

Firm Size (FS) 1.88%* 0.71 2.64 0.008
Leverage (LEV) -0.91* 0.54 -1.69 0.091
Liquidity Ratio (LR) 1.12%* 0.43 2.60 0.009
Constant 48.75 2.90 16.81 0.000
R-squared 0.657

Source: Computed by Authors.

Note: *, ** *** are 1%, 5%, and 10% significance level respectively.

However, Table 10 reveals that FSIDI’s effect on governance performance, with a parameter estimate of
40.67 and a p-value of 0.651, is not statistically significant. This finding aligns with Legitimacy Theory,
which indicates that while FSIDI may positively impact environmental and social dimensions, its influence
on governance might be limited due to existing governance structures or resistance to change. Finally, Table
11 shows that FSIDI does not significantly affect overall ESG performance, with a parameter estimate
of 9.75 and a p-(value) of 0.754. This result supports the Hypothesis 4 and is in line with Legitimacy
Theory, suggesting that overall ESG performance may not fully reflect the positive effects of FSIDI due
to varying stakeholder pressures and legitimacy-seeking behaviors across the individual ESG dimensions.

Table 10: FE Regression Result (Governance Performance)

Director Remuneration (log value of

Dependent Variable expenditure)

Explanatory and Control Variable (s) Coef. St. Er. t-(value) p-(value)
Financial Sustainability and Information Disclosure Index 40.67 3.12 13.02 0.651
(FSIDI)

Firm Size (FS) 2.05%* 0.77 2.66 0.008
Leverage (LEV) -1.18% 0.60 -1.97 0.052
Liquidity Ratio (LR) 1.10%* 0.45 2.44 0.015
Constant 51.22 3.20 16.00 0.000
R-squared 0.680

Source: Computed by Authors.

Note: *, ** *** are 1%, 5%, and 10% significance level respectively
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Table 11: FE Regression Result (Sustainability Performance)

Dependent Variable ESG metrics (combined log value of

expenditure)
Explanatory and Control Variable (s) Coef. St. Er.  t-(value) p-(value)
Financial Sustainability and Information Disclosure Index 9.75 1.25 7.80 0.754
(FSIDI)
Firm Size (FS) 4.05%** 092 4.40 0.000
Leverage (LEV) -2.10%* 0.73 -2.87 0.004
Liquidity Ratio (LR) 1.18%* 0.56 2.11 0.035
Constant 57.00 4.50 12.67 0.000
R-squared 0.740

Source: Computed by Authors.

Note: *, ** *¥* are 1%, 5%, and 10% significance level respectively.

DISCUSSION

The current study examines the influence of the Financial Sustainability and Information Disclosure
Index (FSIDI) on various dimensions of Environmental, Social, and Governance (ESG) performance,
employing a robust methodological framework. The analysis commenced with a Variance Inflation Factor
(VIF) assessment, revealing a mean VIF of 1.78, thereby indicating that multicollinearity among variables
was not a significant issue. However, the heteroskedasticity test results, with a statistic of 1.89 and a
p-value of 0.001, indicated non-constant variance, rendering Ordinary Least Squares (OLS) regression
unsuitable. Consequently, panel data regression techniques were applied to account for the complexities
inherent in cross-sectional and temporal data variations. The Hausman test further validated the choice
of the Fixed Effects (FE) model, yielding a test statistic of 23.45 and a p-value of 0.000. This result
indicated significant differences from the Random Effects (RE) model, confirming that the FE model
effectively addressed unobserved heterogeneity. The findings demonstrate a significant positive effect
of FSIDI on environmental performance, with a coefficient of 5.23 and a p-value of 0.000, supporting
Hypothesis 1 (H1). This is consistent with prior research emphasizing the role of financial transparency
in enhancing environmental outcomes. For instance, Cheng, loannou, and Serafeim (2014) concluded
that robust environmental disclosure facilitates firms’ ability to implement effective climate strategies,
aligning with the present study’s results. Additionally, Sharma and Gupta (2021) observed a positive
relationship between environmental disclosure and performance in the Indian context, further supporting
these findings.

Similarly, FSIDI positively impacts social performance, with a coefficient of 6.32 and a p-value of
0.000, validating Hypothesis 2 (H2). This finding aligns with Legitimacy Theory, which asserts that
improved disclosure practices help firms conform to societal norms and expectations. Previous studies
by Michelon et al. (2015) and Dhaliwal et al. (2012) bolster this conclusion by showing that transparent
social reporting enhances stakeholder engagement and lowers the cost of equity capital. In contrast,
FSIDI’s effect on governance performance is not statistically significant, with a coefficient of 40.67 and
a p-value of 0.651, supporting Hypothesis 3 (H3). This result suggests that financial transparency may
not directly impact governance practices. This finding contrasts with Garcia-Sanchez et al. (2020), who
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identified a positive relationship between governance disclosures and governance performance, suggesting
that FSIDI’s governance impact might be context-specific or influenced by factors outside this study’s
scope. Finally, FSIDI’s influence on composite ESG performance is also not significant, with a coefficient
of 9.75 and a p-value of 0.754, confirming Hypothesis 4 (H4). This result highlights the nuanced and
potentially inconsistent relationship between financial transparency and overall ESG performance. While
Eccles, loannou, and Serafeim (2014) found that integrated ESG reporting enhances firm valuation, the
current findings suggest that FSIDI’s effect on composite ESG performance may vary, potentially due to
differences in specific ESG dimensions or firm characteristics within the sample analyzed.

CONCLUSION

This study provides valuable insights into the influence of the Financial Sustainability and Information
Disclosure Index (FSIDI) on Environmental, Social, and Governance (ESG) performance dimensions.
The findings affirm that FSIDI significantly enhances environmental and social performance, aligning
with Stakeholder Theory and Legitimacy Theory by demonstrating how improved financial transparency
supports greater corporate responsibility and legitimacy. Conversely, the lack of a significant impact on
governance performance and composite ESG performance suggests that FSIDI may not uniformly influence
all aspects of ESG performance. From a practical managerial perspective, these results underscore the
importance of financial transparency in bolstering environmental and social initiatives. Managers should
prioritize enhancing disclosure practices to not only meet stakeholder expectations but also to foster a
positive corporate reputation. However, the study also highlights that while FSIDI can drive improvements
in environmental and social domains, its effects on governance and overall ESG performance might be
less straightforward. Consequently, firms should adopt a holistic approach to sustainability, integrating
transparency with effective governance practices to achieve comprehensive ESG goals.

The study contributes to the literature by elucidating the nuanced impact of financial disclosure on
various ESG dimensions. It extends current understanding by applying both Stakeholder and Legitimacy
Theories to empirical analysis, offering new insights into how different aspects of corporate sustainability
are affected by financial transparency. Future research should explore the dynamic interplay between
FSIDI and other contextual factors, such as industry-specific characteristics or cultural differences, that
may influence ESG performance outcomes. Additionally, examining longitudinal data and employing
alternative methodologies could provide deeper insights into the evolving relationship between financial
transparency and ESG performance. Investigating the role of other disclosure indices and governance
mechanisms may further enhance our understanding of how to effectively integrate financial sustainability
into broader corporate strategies.
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Appendix I: Financial Sustainability Transparency and Information Disclosure Index

Criteria Measures

Financial Sustainability Transparency Index

Sustainability Reporting in Financial Are environmental and social expenditures disclosed in financial

Statements statements?

ESG Risk Disclosure Does the firm disclose financial risks specifically related to
environmental and social factors (e.g., climate risk)?

Investment in Sustainable Practices Does the company clearly report investments in sustainable
technologies or practices?

Compliance with ESG Accounting Does the firm comply with sustainability accounting standards

Standards (e.g., Ind AS)?

Disclosure of Green Bonds and Financing |Does the firm disclose any green bonds or ESG-related financing
mechanisms?

Carbon Emission Costs Are carbon emissions costs and liabilities clearly reported in the

financial statements?

Executive Compensation Linked to ESG  |Is executive compensation tied to meeting specific environmental
Goals or social performance targets?

Disclosure of Environmental Liabilities Does the firm transparently report environmental liabilities (e.g.,
cleanup costs, and penalties)?

Social Impact Expenditures Does the firm report on expenditures related to community
development or social impact projects?

Sustainability-Linked Incentives Are there clear financial incentives for sustainability performance
(e.g., bonus structures, credits)?

Information Disclosure Index

Environmental Impact Disclosure Does the firm provide comprehensive information on its
environmental footprint (e.g., emissions, resource usage)?

Social Contribution Reporting Are the firm’s social initiatives publicly disclosed, such as health,
education, and employee welfare?

Governance Structure Transparency Does the firm disclose the governance structure, including board
composition and ESG oversight committees?

Sustainability Strategy Disclosure Is the firm’s long-term sustainability strategy, including goals for
emissions reduction and resource conservation, publicly available?

Human Rights and Labor Practices Does the company disclose policies and practices related to human
rights, diversity, and fair labor practices?

Stakeholder Engagement in ESG Are stakeholder engagement efforts on environmental and social
issues documented and disclosed?

Transparency in ESG-Related Risks Does the firm clearly communicate risks related to ESG factors
(e.g., climate change, social unrest)?

Disclosure of Renewable Energy Use Is the firm’s usage of renewable energy or transition to sustainable
energy disclosed?

Commitment to Ethical Governance Does the company provide clear reporting on anti-corruption
policies, ethics standards, and compliance mechanisms?

ESG Integration into Business Models Does the company publicly report how ESG factors are integrated
into its core business models and decision-making processes?
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