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ABSTRACT

This study aims to investigate the effect of overall and partial sustainability
disclosure to corporate cost of capital, and also examine the moderating effect of
financial performance on the relationship. This research adopted the GRI G3.1
indeces to measure sustainability disclosures. The cost of capital was calculated by
weighting all source of cost of capital in WACC method, while financial

performance is measured by three proxies; CAR, ROE, and NIM.

Population of this research was all listed banks in ASEAN countries’ stock
exchange market for the year of 2011-2014. Partial Least Squares (PLS) Analysis
on SmartPLS 3.0 was used to examine the data. This research indicated that banks
with more sustainability disclosure attracts lower cost of capital. However, if it
examined partially, the economic aspects tend to increase the cost of capital.
Furthermore, better financial performance is shown to have no effect on the
relationship between overall sustainability aspects disclosure and cost of capital.
Nevertheless, partially investigation found that a better financial performance

strengthen the effect of social aspect diclosure in lowering cost of capital.

Keywords : cost of capital, WACC, sustainability banking, sustainability

disclosure, financial performance



ABSTRAK

Penelitian ini bertujuan untuk menguji pengaruh pengungkapan aspek-
aspek keberlanjutan perusahaan secara keseluruhan maupun parsial terhadap biaya
modal, serta menguji efek moderasi kinerja keuangan pada hubungan tersebut.
Penelitian ini menggunakan indeks GRI G3.1 untuk mengukur pengungkapan
keberlanjutan. Biaya modal perusahaan dihitung dengan metode WACC,

sedangkan kinerja keuangan diukur dengan tiga proksi; CAR, ROE, dan NIM.

Populasi penelitian ini adalah perbankan yang terdaftar di bursa efek pada
negara ASEAN pada tahun 2011-2014. Analisis Partial Least Square (PLS) pada
SmartPLS 3.0 digunakan untuk menguji data penelitian. Penelitian ini
mengindikasikan bahwa bank yang mengungkapkan aspek keberlanjutannya dapat
memperoleh biaya modal yang rendah. Namun secara parsial, pengungkapan aspek
ekonomi justru meningkatkan biaya modal. Lebih lanjut, kinerja keuangan yang
baik ternyata tidak memiliki pengaruh pada hubungan antara pengungkapan
keberlanjutan secara keseluruhan dan biaya modal. Namun, pengujian secara
parsial menunjukkan bahwa kinerja keuangan yang baik memperkuat pengaruh

pengungkapan aspek sosial dalam menurunkan biaya modal.

Kata kunci: biaya modal, WACC, keberlanjutan perbankan, pengungkapan

keberlanjutan, kinerja keuangan
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CHAPTER |

INTRODUCTION

1.1 Background

As the response of the global attention on sustainability development issue,
companies all around the world have extensively published CSR (Corporate Social
Responsibilities) or sustainability reports. A survey on sustainability reporting
practice showed that approximately three quarters of companies in many countries
reported their sustainability in 2013; for example, 76% companies in America, 73%
companies in Europe, and 71% companies in Asia Pasific published the reporting
(KPMG, 2013). The sustainability reporting practice has grown gradually over the
years and has been taken as a corporate behaviour (KPMG, 2013). This practice
rose as the result of business sustainability failure cases, such as Enron in 2001 and
WorldCom in 2002, which resulted in stakeholders’ scepticism in business activity
(White, 2006). Moreover, Fry et.al. (1982) stated that this behaviour is also

motivated by the corporate strategy to be more competitive in global market.

One factor influencing company’s strategy in facing the global competition
is the disclosure of the company’s non-financial activities through sustainability
reports, that consist of economic, environmental, and social aspects. Dhaliwal et.al.
(2011) reported that firms are able to develop a better relationship with their
stakeholders by disclosing more sustainability information as they convey positive

messages in their sustainability reports. As a result, the sustainability information



builds corporate reputation and further attracts public support (Fry et al, 1982).
Furthermore, the disclosure of sustainability aspects created not only opportunities
but also challenges related to the risk and return in their relationship with investors
(Ng & Rezaee, 2015). Therefore, corporate sustainability disclosure is considered

an important tool in creating a better strategy for a company.

In financing strategy, disclosure of sustainability information is also
considered to be the key to reduce the financing costs or the cost of capital.
Companies are able to show their values to the stakeholders through sustainability
reporting, especially to their capital suppliers. By showing their values, companies
can reduce their risks then consecutively lead an ease of capital attainment and
cheaper financing costs (ElI Ghoul et al, 2011; Bassen et al, 2006). Accordingly,
Sharfman and Fernando (2008) and Feldman et al (1997) found that investors
perceive a company’s risk more favourable if the company pays attention to
sustainability. This enhanced perception can finally cause the lower cost of capital

(Sharfman and Fernando, 2008).

The low level of the cost of capital is important in doing business. Cost of
capital is known as the price the firm pays for the use of money in form of minimum
acceptable return that the firm get from certain sources (Madura, 2012). Simply, the
cost of capital arise when a company obtain capital, whether equity capital or debt
capital because both the investors and debtors are expected to be paid for their
contributions to the company. By maintain a low cost of capital, a company will be

more stable, predictable and less riskier (Madura, 2012). Moreover, Echterling et al



(2015) explained that controlling cost of capital cause easiness in making decision

related to corporate budgeting and investment.

The main concern of the recent research topics related to corporate capital
Is the information of corporate sustainability. Some prior researches found
optimistic evidence that corporate sustainability disclosure can actually draw a
better financing opportunities for companies. For example, the disclosure of
sustainability information is successfully proved to be able to reduce asymmetri
information between managers and investors, and consequently lower the cost of
capital in US companies (Dhaliwal et al, 2011; El Ghoul et al, 2011; Sharfman and
Fernando, 2008). CSR or sustainability information based on Global Reporting
Initiatives (GRI) guidance is also confirmed to able to decrease asymmetri
information and raise market value for Finland firms (Schadewitz & Niskala, 2010).
Accordingly, in UK firms, research conducted by Murray et al (2006) found that
firms with greater sustainability disclosure obtain high returns on their investments.
In other words, the disclosure of sustainability information is considered to be able

to help companies to get better financing prospects.

However, some researchers debate the effect of sustainability disclosure to
corporate financing activity. For example, Reverte (2009) claimed that there are no
significant effect of CSR disclosures to corporate financing activity in Spanish
firms. Moreover, unlike the findings reported in western countries, some researches
conducted in Asian companies have been empirically shown to have quite different
results; the sustainability disclosure did not affected corporate financial

performance or corporate capital. Feng et al (2014) found that firms with higher



disclosure of CSR enjoying lower cost of equity capital in North America and
Europe, but not in Asian. Lasmin and Nuzula (2012) also indicated that
environmental or social disclosure did not impress investors in Japanese companies.
Similarly, Xu and Yang (2010) claimed that sustainability issue in Chinese
companies had no effect on their corporate activity because of the lack of CSR value
awareness in the country. Likewise, Muirhead et al (2002) reported that 60% of
Asian managers rate CSR or sustainability issue as a useless tool to rise finacing
performance or opportunities. In brief, the evidence shows that the effect of
corporate sustainability on financing opportunity is remain ambiguous in Asian
countries.

The findings of prior researches may still vary because of some reasons.
First, those researchers did not compare the same industry sectors which can make
major difference in results. Second, there are still limited researches regarding
sustainability disclosure effect in developing countries, as Lasmin & Nuzula (2012)
stated that awareness toward sustainability value in developing countries may
differs from the developed ones, which make the investors have different
impression to non-financial investments. Third, prior researchers mainly study the
effect of sustainability disclosure and cost of capital at the same year. The disclosure
is usually conducted at the end of period, thus the effect of disclosure to the
financing cost will not be ensured if it is examined in the same period.

Understanding the findings of previous researches, this research is focused
on fulfilling the research gap and provide an empirical study related to sustainability

disclosure effect on the cost of capital by focusing the research on one sector in



developing countries. The sample of this study is the banking sector in ASEAN
region. Banks are chosen to be the sample of research because this sector has a wide
range of stakeholders; for example the multinational companies, SMEs (small and
medium enterprises), individual citizens, governments and many more stakeholders
that will highlight the sustainability of banking sector. Jeucken and Bouma (1999)
stated that as an intermediary organizations, banking sector holds a unique position
in sustainable development issue. Furthermore, ASEAN region are chosen to be the
sample of this research for the Southeast Asian nations are mostly developing
countries. ASEAN has become an attractive foreign direct investment target not
only because of its market size and the wealth of natural resources but also due to
its stable economic environment (Central Bank of Malaysia, 2013). Moreover,
ASEAN will integrate their economies through ASEAN Economic Community
(AEC) at the beginning of 2016. The AEC will transform ASEAN into a region
with free movement of goods, services, commodities, investment, skilled labor, and
freer flow of capital (ASEAN, 2014). In this process of integration of ASEAN
economies, banking sector is considered as a crucial driver (Central Bank of
Malaysia, 2013). Thus, this reasons makes banking sector in Southeast Asian
Nations are more attractive to be examined.

This research will not only examine the effect of sustainability disclosure
to the future cost of capital (next year’s cost of capital) but also examines the
moderating effect of banks financial performance on the relationship between
sustainability disclosure and cost of capital. According to Botosan (2006), the

higher the financial information delivered to the stakehoders, the lower the



company’s cost of capital. Moreover, Dhaliwal (2014) indicated that firms with
better financial performance have more resources to do social or environmental
activities in order to get better prospects in the future. Francis et al (2004) concluded
that firms with good performance tend to have lower cost of capital. Thus, it is
interesting to find the interaction of financial performance on the relationship of
sustainability disclosure and cost of capital.
1.2 Problem Formulation
Prior researches about disclosure of corporate sustainability and
corporate financial performance have been carried a lot in the developed countries
but further investigation about sustainability issue and the cost of capital is still lack
with vary results in developing countries. Lasmin & Nuzula (2012) stated that the
different results of investigations may caused by the poor understanding about the
important of sustainability development in developing countries. Moreover, limited
study has investigated the moderating role of financial performance in this
relationship before. Therefore, the aim of this study is to provide an empirical
investigation through questions:
a. Does overall and partially sustainability disclosure affect cost of capital?
b. Does financial performance moderates the relationship between overall and
partial sustainability disclosure and the cost of capital?
1.3 Research Objectives
The purpose of this study was to investigate the effect of sustainability
disclosure to the cost of capital and the financial performance as a moderating

tool to the relationship between sustainability disclosure to the cost of capital in



ASEAN banking sector during 2011-2014. In order to fully understand the
study, the purpose of this study was broken down into two objectives, which
were:

1.3.1. to investigate the effect of overall and each dimension of sustainability
disclosure to cost of capital

1.3.2. to investigate the moderating effect of sustainability disclosure to the cost

of capital, in overall and partial disclosure.

1.4 Contributions of Study

Contribution of this study is based on background, problem formulation
and research objectives. There are several contributions, such as:

1. For researchers, the result of this study is expected to give contribution on
sustainable development study especially in developing countries.

2. For the management of the companies, the result of this study is expected
to raise awareness of the importance of corporate sustainability disclosure
in controlling the cost of capital

3. For investors, the result of this study is expected to be used as a
consideration in decision making process regarding investment in
sustainable companies.

4. For society, the result of this study is expected to give knowledge in order

to control the corporate behavior in doing unsustainable practice.



1.5 Structure of the Study

CHAPTER I: INTRODUCTION
This chapter consists of background, problem formulation, research

objectives and purposes, and the structure of this research.

CHAPTER II: LITERATURE REVIEW

This chapter consists of theories and concepts formed from the basic and
relevant study underlying this research. In addition, to explain the theory and the
relevant concepts, this chapter also explains the previous researches and the

hypothesis development.

CHAPTER IlIl: RESEARCH METHODS
This chapter describes research design, type and source of data, data
collecting method, research object and data analysis. This research is using

quantitative approach with regression analysis software of SmartPLS 3.0.

CHAPTER IV: RESULT AND ANALYSIS
This chapter explains the research object, data analysis that consists of

descriptive statistic, hypothesis test result and interpretation of results.

CHAPTER V: CONCLUSION
This chapter consists of conclusion that can be drawn from the analysis
result, research implications, the limitations of the study and suggestions for future

research.



