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Abstract:

This study investigates the effect of environmental, social, and governance (ESG) disclosures on
investment decisions in Nigeria, using a balanced panel dataset of ten listed deposit money banks from
2012 to 2022. Employing an ex-post facto research design and panel data econometric models, the
analysis incorporates Return on Equity (ROE) and Earnings per Share (EPS) as proxies for investment
outcomes, while ESG disclosures are modeled through dummy variables. The findings reveal that
environmental disclosures significantly enhance firm profitability but reduce shareholder returns in the
short term, whereas social disclosures exhibit cost-intensive characteristics that negatively affect
earnings performance. Governance disclosures, however, consistently demonstrate a positive and
significant impact on investment decisions, highlighting their critical role in reducing information
asymmetry and building investor confidence. The study concludes that ESG integration is indispensable
for sustainable financial performance in Nigeria, with governance reforms offering the most immediate
investment benefits. Policy recommendations include strengthening mandatory ESG reporting
frameworks, incentivizing responsible practices, and enhancing firm-level governance structures to align

Nigeria’s financial system with global sustainable finance standards.
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Introduction

Environmental, Social, and Governance (ESG) criteria have become increasingly central in global
investment decision-making, reflecting a shift from purely financial performance toward more
sustainable and responsible investing. ESG encompasses environmental issues such as emissions,
pollution, and resource usage; social responsibility including labour practices, human rights, and
community impact; and governance dimensions such as board composition, transparency, and
compliance. In many jurisdictions, investors now demand that firm performance on these non-financial
metrics be disclosed in a transparent and credible manner (Busari, Adegbayibi & Oyedokun, 2025;
Egwurube et al., 2025). Evidence suggests that firms with strong ESG performance tend to attract more
capital, enjoy lower costs of capital, and maintain reputational advantages, making them more attractive

to socially responsible and institutional investors (Akande, 2025).

In Nigeria, where economic growth is deeply tied to natural resources and institutional development,
ESG considerations present both opportunities and risks for investors. Environmental degradation,
governance challenges, and persistent social inequalities have historically undermined investor
confidence, yet increasing regulatory reforms—including Nigeria’s phased adoption of sustainability and
climate-related disclosures—demonstrate growing alignment with international sustainability standards
(Reuters, 2024). Moreover, the integration of ESG principles resonates with the global trend toward
responsible investment, ensuring that businesses not only meet short-term financial objectives but also
contribute to long-term sustainable development. Thus, understanding how environmental, social, and

governance factors influence investment decisions in Nigeria is both timely and necessary.

The environmental and social dimensions of ESG are particularly relevant in Nigeria, where industries
such as oil, gas, manufacturing, and banking contribute significantly to economic output while also
generating ecological and social challenges. Empirical evidence remains mixed: while environmental
investment has been found to be insignificantly related to return on assets in some Nigerian studies
(Abdulsalam & Gbadebo, 2024), environmental disclosure has shown a positive and significant
relationship with share price performance (Busari et al., 2025). Conversely, social disclosure has been
identified as one of the strongest drivers of investor decision-making in the Nigerian Exchange Group,
reflecting investors’ sensitivity to labour welfare, community development, and social responsibility
(Egwurube et al., 2025).

Governance factors complete the ESG framework and remain vital for investment decisions within
Nigeria’s financial landscape. Transparent disclosure, board accountability, regulatory compliance, and
anti-corruption practices are essential for sustaining investor trust and long-term firm value. However,
existing evidence is inconclusive: while governance disclosure positively affects corporate value in some

Nigerian firms (Journal of Global Accounting, 2025), other studies report insignificant effects on returns
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and share prices (Busari et al., 2025; Abdulsalam & Gbadebo, 2024). Against this backdrop, this study
investigates the impact of environmental, social, and governance factors on corporate financial
investment decisions in Nigerian deposit money banks, contributing to the growing ESG literature in
emerging economies and offering insights for investors, regulators, and policymakers seeking to align

financial decision-making with sustainable development goals.
Literature Review

Theoretical and empirical literatures converge on three pragmatic lessons for investors and researchers
focused on Nigeria. First, ESG matters because it captures stakeholder risks and firm capabilities that
have real implications for expected cash flows and the cost of capital (Friede et al., 2015; Khan et al.,
2016). Second, ESG’s financial relevance is context-dependent: materiality, sectoral exposure and
disclosure credibility condition the payoff (Khan et al., 2016; Gonzaga et al., 2024; Salihi et al., 2024).
Third, improved disclosure standards and stronger governance mechanisms will increase the
informational content of ESG and therefore its relevance to investment decisions (Reuters, 2024; Zhu
et al., 2024).

Scholarly explanations for why ESG matters to investors cluster around a small set of well-established
theoretical perspectives. Stakeholder theory frames ESG as the outcome of firms responding to multiple,
sometimes competing, stakeholder demands and predicts that firms who manage stakeholder
relationships well create reputational, operational and risk-management advantages that are observable
to investors (Freeman et al.,, 2020). Agency theory complements this by highlighting information
asymmetries and incentive misalignments between managers and owners; good governance (the “G”
in ESG) is a corrective mechanism that reduces agency costs and aligns managerial action with long-
term shareholder value (Khan et al, 2016). Institutional and legitimacy theories explain firm
heterogeneity in ESG behaviour, as regulation, industry norms and legitimacy pressures shape both
disclosure and real activity (Martiny et al., 2024). Resource-based and dynamic capabilities perspectives
further show how ESG practices can evolve into internal capabilities that generate sustained competitive
advantage and productivity gains (Salihi et al., 2024). Together, these perspectives suggest that ESG
represents a strategic bundle of choices that alters firm risk profiles, expected cash flows, and

investment attractiveness (Martiny et al., 2024; Gonzaga et al., 2024).

Empirical meta-evidence provides important guardrails for interpretation. Friede, Busch and Bassen
(2015) aggregated more than 2,000 empirical studies and concluded that the ESG-financial
performance relationship is generally non-negative and often positive, implying that ESG engagement
is rarely value-destroying. Subsequent studies refine this conclusion by emphasising materiality: Khan,
Serafeim and Yoon (2016) show that firm value responds positively to sustainability activities that are

material to the firm’s industry, while immaterial ESG activities yield no significant payoff. This evidence
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directly informs the expectation that environmental factors, when material and credibly disclosed, should
influence investment decisions, leading to the testable proposition that environmental sustainability

factors significantly affect investment outcomes in Nigeria (Ho1).

Several recent reviews identify substantial heterogeneity by geography, sector and methodology
(Martiny et al., 2024). Firm-level studies using ESG disclosure scores and market valuation data
consistently report modest but positive associations between ESG performance and firm value or lower
financing costs (Xu & Zhu, 2024). Within this body of evidence, social performance emerges as
particularly salient in emerging markets, where labour relations, community engagement, and social
legitimacy are closely scrutinised by investors. Accordingly, the literature supports the hypothesis that

social sustainability factors exert a significant influence on investment decisions in Nigeria (Ho2).

Turning to emerging markets and Nigeria specifically, empirical evidence broadly corroborates global
findings while revealing important local qualifications. Multi-country studies show that social and
governance dimensions tend to dominate environmental considerations in emerging economies,
reflecting regulatory priorities, institutional constraints, and the immediacy of social governance
challenges (Gonzaga et al., 2024). In Nigeria, studies on environmental governance and green
innovation reveal that stronger environmental oversight enhances innovation capacity and firm value,
especially when combined with social engagement (Salihi et al., 2024). Sectoral evidence from oil and
gas, manufacturing, and consumer goods firms indicates that governance disclosure is often positively
associated with market valuation, while environmental disclosure yields benefits primarily when it is

credible and operationally material (Journal of Global Accounting, 2025; Gonzaga et al., 2024).

Several institutional developments further strengthen the investor relevance of ESG in Nigeria. In 2024,
regulators signalled plans to adopt international sustainability reporting standards with a timeline for
mandatory environmental and climate-related disclosures, aimed at improving comparability and
reducing greenwashing (Reuters, 2024). Evidence from other emerging and large Asian economies
shows that board composition, disclosure intensity, and financing decisions significantly shape ESG
investment outcomes (Zhu et al., 2024). By extension, governance sustainability disclosure is expected
to play a decisive role in shaping investor confidence and capital allocation in Nigeria, forming the basis
for the hypothesis that corporate governance sustainability disclosure significantly affects investment

decisions (Ho3).

Methodological advances in recent literature further nuance interpretation. Machine-learning and
clustering approaches reveal distinct ESG behavioural patterns across countries and sectors,
suggesting that ESG effects on investment are conditional rather than uniform (Gonzaga et al., 2024).
Systematic reviews confirm that governance quality, disclosure credibility, and institutional context
mediate the ESG-investment relationship (Martiny et al., 2024; Xu & Zhu, 2024). These insights
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collectively justify integrating environmental, social, and governance hypotheses directly within the

literature review, reflecting their theoretical grounding and empirical support.
Methods and Data

This study employs an econometric ex post facto research design to investigate the relationship between
environmental, social, and governance (ESG) disclosure and investment decisions in Nigerian deposit
money banks. Ex post facto design is appropriate because the data are secondary and not subject to
manipulation, as they are derived from audited financial statements and regulatory filings (Eriksson &
Kovalainen, 2015). The population of the study consists of all deposit money banks listed on the Nigerian
Exchange Group (NGX) as at 2022, with a purposive sample of ten banks selected for consistently
publishing their financial statements over the period 2012-2022. Annual reports were sourced from
company websites and cross-verified with Securities and Exchange Commission (SEC) filings and NGX

fact books to ensure accuracy and reliability.

The independent variables were defined as Environmental Disclosure (ENVD), Social Disclosure
(SOCD), and Governance Disclosure (GOVD), all measured as binary dummy variables taking the value
1 if disclosure is reported and 0 otherwise. The dependent variable, investment decision, was proxied
using Return on Equity (ROEQ) and Earnings per Share (EPSQ), two widely accepted indicators of firm
performance relevant to investors. Control variables include Firm Size (FSZE), measured as the natural
logarithm of total assets; Inflation Rate (INFR), obtained from the Central Bank of Nigeria statistics; and
Exchange Rate (EXCR), measured as the annual average official exchange rate. This specification

aligns with prior ESG-performance studies (Hsiao, 2007).

The panel regression equations for the study are presented as follows:
ROEQ;; = By + BLENVD;: + B,SOCD;; + [3GOVD; + BoFSZE;: + BsINFR; + BoEXCR; + ¢
EPSQ;; = By + BLENVD; + B,SOCD;; + [3GOV Dy + BoFSZE;: + BsINFR; + BoEXCR; + ;¢

where i denotes the bank, t denotes the time period, f, is the intercept, 8, — B¢ are slope parameters,
and y;; is the error term. Descriptive statistics were conducted, followed by correlation analysis, and
regression analysis using Random and Fixed Effects models. The Hausman test was employed to

determine the most consistent estimator between Fixed and Random Effects (Gujarati & Porter, 2020).

To evaluate the empirical results, the analysis proceeds in several stages. First, descriptive statistics
are employed to summarise the central tendency, dispersion, and distributional properties of all
variables, providing preliminary insights into ESG disclosure patterns and performance dynamics among
Nigerian banks. Normality of the series is assessed using skewness, kurtosis, and the Jarque—Bera

statistic, which informs the interpretation of subsequent estimations (Gujarati & Porter, 2020).
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Second, correlation analysis is conducted to examine the direction and strength of bivariate relationships
between ESG disclosure variables, investment proxies, and control variables. This step helps identify
potential multicollinearity concerns and provides initial evidence on how ESG dimensions relate to

investment outcomes prior to multivariate estimation.

Third, panel regression techniques are applied using both Fixed Effects (FE) and Random Effects (RE)
estimators to control for unobserved heterogeneity across banks and over time. The Hausman
specification test is employed to determine the most consistent and efficient estimator by testing whether
individual effects are correlated with the regressors (Gujarati & Porter, 2020). Based on the Hausman
test results, the Random Effects model is selected for final inference, allowing both within-bank and

between-bank variations to inform the estimates.

Statistical significance of coefficients is evaluated using t-statistics and corresponding p-values at
conventional significance levels (1%, 5%, and 10%). Model adequacy and explanatory power are
assessed using the F-statistic, adjusted R?, and Durbin—Watson statistic to evaluate overall model fit
and potential serial correlation. This multi-step evaluation framework is consistent with recent ESG—
investment studies in emerging markets, which emphasize robustness, interpretability, and economic
relevance of estimated effects (Wedajo et al., 2024; Xu & Zhu, 2024).

Results

The descriptive statistics in Table 1 indicate that on average, banks’ Return on Equity (ROEQ) is
approximately 0.052, while Earnings per Share (EPSQ) mean is about 22.646. The relatively large
standard deviation of EPSQ (= 30.404) compared to its mean suggests substantial dispersion, likely
driven by outliers or large variations in profit across banks. Comparing medians to means, for EPSQ
median (= 11.990) is far below the mean, which confirms presence of extreme high values inflating the
mean. The environmental disclosure dummy (ENVD) has a mean of ~0.737 and social disclosure
(SOCD) ~0.578, indicating that most banks do disclose environmental information somewhat regularly,
but social disclosures are less consistent. Governance disclosure (GOVD) has highest disclosure
among the three ESG dimensions, at ~0.790, which suggests governance is perhaps more embedded
or easier to report among deposit money banks, consistent with emerging-market studies that show
governance tends to be prioritized in ESG reporting where regulatory pressure is higher (Martiny et al.,
2024; Salihi et al., 2024). Macroeconomic controls also show broad variability: exchange rate (EXCR)
exhibits very large spread (standard deviation = 100.582), pointing to high volatility in external

macroeconomic environment, which likely affects earnings and investment decisions.
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Statistic ROEQ | EPSQ ENVD SOCD | GOVD | FSZE | INFR EXCR
Mean 0.052 22.646 0.737 0.578 0.790 5.949 15.805 | 291.020
Median 0.054 11.990 0.750 0.500 0.750 6.067 16.723 | 305.790
Maximum 0.122 148.914 | 0.750 0.750 1.000 6.985 19.327 | 489.890
Minimum 0.000 -11.057 | 0.500 0.250 0.500 4.860 11.550 | 157.311
Std. Dev. 0.030 30.404 0.055 0.137 0.099 0.595 | 2.272 100.582
Skewness 0.020 2.551 -4.105 0.028 1.333 -0.246 | -0.596 | 0.302
Kurtosis 2.236 9.199 17.853 2.338 4.281 1.826 | 2.491 2.307
Jarque-Bera | 2.417 265.855 | 1188.124 | 1.823 36.098 | 6.684 | 6.937 3.481
Probability 0.299 0.000 0.000 0.402 0.000 0.035 | 0.031 0.175

Table 1: Summary of Descriptive Statistics (Source: Author (2024))

Correlation matrices (Tables 2 & 3) provide insight into bivariate linkages. In Table 2 (ROEQ model),
FSZE (firm size) correlates strongly and positively with ROEQ (= 0.575), indicating larger banks tend to
have higher ROE, perhaps due to economies of scale or greater ability to diversify risks. ENVD has a
small negative correlation with ROEQ (~ -0.144), while SOCD shows a small positive correlation
(~0.049). This suggests that environmental disclosure may even be associated with lower short-term
ROE, possibly due to cost burdens, while social disclosure has modest positive alignment with
profitability. Governance disclosure (GOVD), interestingly, is nearly uncorrelated with ROEQ (=0.015),
which might imply that governance reporting is not yet rewarded in ROE in the short run. Table 3 (EPSQ
model) tells a somewhat different story: FSZE correlates negatively (~ —0.352) with EPSQ, suggesting
that larger banks may have lower per-share earnings, perhaps due to dilution effects or high fixed costs;
and ENVD is negatively correlated with EPSQ (~ -0.113), consistent with environmental compliance
costs. SOCD and GOVD show small positive correlations with EPSQ, but the magnitudes are modest,
implying that while ESG disclosure tracks some investor expectations, its effect on EPS per share is
less straightforward in the presence of macro pressures (e.g. inflation, exchange rate) which also show

strong correlations (INFR and EXCR show negative and positive links respectively) with the performance

measures.
Variable ROEQ ENVD SOCD GOVD FSZE INFR EXCR
ROEQ 1.000 -0.144 0.049 0.015 0.575 0.182 -0.188
ENVD -0.144 1.000 0.133 -0.139 -0.053 -0.104 0.041
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Variable ROEQ ENVD SOCD GOVD FSZE INFR EXCR
SOCD 0.049 0.133 1.000 0.188 0.029 -0.026 0.033
GOVD 0.015 -0.139 0.188 1.000 -0.074 -0.052 0.015
FSZE 0.575 -0.053 0.029 -0.074 1.000 -0.155 0.218
INFR 0.182 -0.104 -0.026 -0.052 -0.155 1.000 -0.532
EXCR -0.188 0.041 0.033 0.015 0.218 -0.532 1.000
Table 2: Correlation Matrix (ROEQ Model) (Source: Author (2024))
Variable EPSQ ENVD SOCD GOVD FSZE INFR EXCR
EPSQ 1.000 -0.113 -0.031 0.151 -0.352 -0.049 0.003
ENVD -0.113 1.000 0.133 -0.139 -0.053 -0.104 0.041
SOCD -0.031 0.133 1.000 0.188 0.029 -0.026 0.033
GOVD 0.151 -0.139 0.188 1.000 -0.074 -0.052 0.015
FSZE -0.352 -0.053 0.029 -0.074 1.000 -0.155 0.218
INFR -0.049 -0.104 -0.026 -0.052 -0.155 1.000 -0.532
EXCR 0.003 0.041 0.033 0.015 0.218 -0.532 1.000

Table 3: Correlation Matrix (EPSQ Model) (Source: Author (2024))

The Hausman tests (Tables 4 and 5) suggest that for both models (ROEQ and EPSQ), the Random
Effects (RE) formulation is appropriate; in both cases, the test fails to reject the null at conventional
levels (p = 0.873 for ROEQ model, p = 0.653 for EPSQ model). This implies that unobserved individual
bank effects are uncorrelated with the regressors. The study proceeds with Random Effects estimation
which allows using both within and between variation among banks over time, an approach commonly
adopted in ESG-investment empirical literature (Xu & Zhu, 2024; Wedajo et al., 2024).

Hypothesis 1 (Ho1): Environmental sustainability factors do not significantly affect investment decisions.

Based on the positive and statistically significant effect of ENVD on ROEQ, Ho1 is rejected for the ROEQ

model.

Hypothesis 2 (Ho2): Social sustainability factors do not significantly affect investment decisions. Given
the positive and significant coefficient of SOCD on ROEQ, Ho2 is rejected for the ROEQ model.
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Hypothesis 3 (Ho3): Corporate governance sustainability disclosure does not significantly affect
investment decisions. The strong positive and significant impact of GOVD on ROEQ leads to the
rejection of Ho3 for the ROEQ model.

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 6.783 6 0.873

Table 4: Hausman Test (ROEQ Model) (Source: Author (2024))

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 6.909 6 0.653

Table 5: Hausman Test (EPSQ Model) (Source: Author (2024))

Turning to Table 6 (Random Effects Regression for the ROEQ model), ENVD has a positive and
statistically significant coefficient (~ 0.023; t=3.257, p=0.002), suggesting that environmental disclosure
is associated with higher ROE when looking across banks over time, controlling for size, macroeconomic
factors, and governance/social dimensions. This is consistent with theoretical arguments from
stakeholder theory and resource-based views which posit that environmental performance or disclosure
reduces risk and enhances reputation, leading to improved financial returns (Khan, Serafeim & Yoon,
2016). The coefficient for SOCD is positive (~ 0.002, p=0.033) but small in magnitude, implying that
social disclosure also contributes positively to ROE but less strongly. Interestingly, GOVD’s coefficient
(~ 0.139) is positive and significant, indicating that governance disclosure has strong positive
association, which supports agency theory arguments about transparency and good governance
reducing cost of capital and agency costs. Among control variables, FSZE exerts a strongly positive
effect (=0.033), confirming that larger banks tend to have better ROE outcomes, likely reflecting
economies of scale or market power. Macroeconomic variables show that exchange rate (EXCR) has a
small negative but significant impact, perhaps reflecting currency risk or exposure in foreign liabilities,
while inflation (INFR) is not significant in the ROE model, implying that inflation’s effect may be absorbed

or mitigated by other bank practices.

Variable Coefficient Std. Error t-Statistic Prob.
C -0.083 0.055 -1.520 0.132
ENVD 0.023 0.007 3.257 0.002
SOCD 0.002 0.001 2.165 0.033

Wohllebe & Ross Publishing, Germany — The Open Access Publisher.

More information and current publishing opportunities at wr-publishing.org


https://doi.org/10.51137/wrp.ijarbm.519
https://www.wr-publishing.org/

International Journal of Applied Research in Business and Management (ISSN: 2700-8983)
an Open Access journal by Wohllebe & Ross Publishing, Germany.

Volume: 06 Issue: 05 Year: 2025

https://doi.org/10.51137/wrp.ijarbm.519

Variable Coefficient Std. Error t-Statistic Prob.
GOVD 0.139 0.056 -2.504 0.014
FSZE 0.033 0.004 8.225 0.000
INFR 0.006 0.012 0.476 0.635
EXCR -0.001 0.000 -3.075 0.003
Adj. R2=0.184

F-stat = 7.693 (p = 0.000)

DW =1.782

Table 6: Random Effects Regression (ROEQ Model) (Source: Author (2024))

Table 7 (Random Effects Regression for the EPSQ model) yields a more complex pattern. ENVD has a
large negative coefficient (= —79.400, p=0.004), meaning that when environmental disclosure increases,
EPS per share falls, holding other factors constant. This likely reflects immediate costs or investments
required for environmental compliance or mitigation, which depress per-share profits even if longer-term
ROE benefits exist. SOCD also shows a negative coefficient (~ —34.598, p=~0.039), suggesting that
social disclosure may similarly burden short term per-share earnings. In contrast, GOVD has a positive
and significant impact (~ 39.336, p=0.003) on EPSQ; this aligns with theory that governance enhances
investor confidence, lowers perceived risk, or reduces financing costs, which may yield improved
retained earnings or better valuation per share. Firm size (FSZE) has a negative coefficient, supporting
that larger total assets may cause dilution or inefficiencies when measured on a per-share basis.
Macroeconomic controls are less conclusive: INFR is negative but not significant; EXCR positive but not
significant. The Adjusted R? of ~ 0.491 suggests reasonably good explanatory power for the model,

though there remains unexplained heterogeneity.
Hypothesis 1 (Ho1): Environmental sustainability factors do not significantly affect investment decisions.

e Given the statistically significant negative effect of ENVD on EPSQ, Ho1 is rejected for the
EPSQ model.

Hypothesis 2 (Ho2): Social sustainability factors do not significantly affect investment decisions.

e The significant negative coefficient of SOCD on EPSQ leads to rejection of Ho2 for the
EPSQ model.

Hypothesis 3 (Ho3): Corporate governance sustainability disclosure does not significantly affect

investment decisions.
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e The positive and significant effect of GOVD on EPSQ supports rejection of Ho3 for the
EPSQ model.

Across both models, economic reasoning suggests a trade-off: environmental and social disclosure
appear favorable for profitability at the ROE level but seem to impose cost burdens at the per-share
earnings level in the short run. Governance disclosure appears uniquely beneficial in both contexts,
implying that investors reward transparency, oversight, board structure etc., even if immediate
environmental/social investments reduce short-term per-share returns. This echoes findings from recent
studies in emerging markets where governance and disclosure quality tend to have earlier payoff, while
environmental and social investments have longer-term, sometimes nonlinear impacts (Gonzaga et al.,
2024; Salihi et al., 2024).

Finally, the magnitudes and statistical significance suggest policy and managerial implications: banks
should not treat ESG disclosure as non-material; environmental and social disclosures may require
careful investment and cost management so as not to erode EPS in the short term, but consistent ROE
benefits make them valuable for long-term investment attractiveness. Also, the sizeable correlation of
firm size with ROE and negative with EPSQ indicates internal scale effects that may mediate ESG
impacts; and macroeconomic volatility (especially exchange rate variation) remains an important
moderating environment, confirming that external risk factors need integration in ESG investment
decision frameworks (Xu & Zhu, 2024).

Variable Coefficient Std. Error t-Statistic Prob.
C 361.078 94.200 3.833 0.000
ENVD -79.400 42.348 -2.075 0.004
SOCD -34.598 16.854 -2.186 0.039
GOVD 39.336 13.148 2.699 0.003
FSZE -47.757 14.020 -3.406 0.001
INFR -1.819 1.167 -1.558 0.123
EXCR 0.036 0.030 1.195 0.235
Adj. R2=0.491

F-stat = 7.303 (p < 0.001)

DW =1.988

Table 7: Random Effects Regression (EPSQ Model) (Source: Author (2024))
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Discussion

The findings from this study carry several policy implications for regulators, firms, and investors in
Nigeria’s financial markets. First, the positive and significant effect of environmental disclosure on
profitability (ROEQ) but its negative effect on earnings per share (EPSQ) underscores the need for
phased and incentivized environmental policies. Regulators such as the Financial Reporting Council of
Nigeria (FRCN) and the Central Bank of Nigeria (CBN) should design frameworks that balance
compliance costs with long-term benefits, possibly through tax incentives, green financing windows, or
concessional credit for firms investing in eco-friendly practices (Adegbite & Nakajima, 2021). This would
align with Nigeria’s commitment to sustainable finance under its climate transition roadmap, ensuring
that environmental standards improve competitiveness rather than deter investment in the short run
(Reuters, 2024). Empirical evidence also supports that well-designed environmental disclosure regimes
reduce the cost of capital and enhance firm valuation when regulatory credibility is strong (Gonzaga et
al., 2024; Xu & Zhu, 2024).

Second, the mixed but significant effects of social disclosure imply that social responsibility investments
require policy clarity and prioritization. Firms incur costs from community engagement, employee
welfare, and CSR initiatives, which can reduce immediate shareholder returns but enhance legitimacy
and stakeholder trust in the long run. Policymakers can integrate social sustainability into broader
industrial and labor policies by mandating minimum CSR disclosures while also creating performance-
based recognition schemes. This is particularly relevant in Nigeria, where weak labor protections and
infrastructure deficits amplify the importance of firms’ social commitments (Adeola & Evans, 2020).
International experience shows that when social performance indicators are standardized and linked to
sustainability indices, they become more financially material to investors (Martiny et al., 2024).
Therefore, creating sector-specific CSR benchmarks could improve the visibility and economic

relevance of social sustainability, particularly in industries such as banking and telecommunications.

Third, the consistent and robust significance of corporate governance disclosure across both models
demonstrates that strong governance standards are the most immediate lever for improving investment
outcomes. Policy actors should prioritize enforcement of governance codes, with particular attention to
board independence, audit transparency, and gender diversity. Governance reforms are crucial in
emerging markets where institutional weaknesses raise the cost of capital (Zhu et al.,, 2024).
Strengthening corporate governance frameworks in Nigeria could enhance investor confidence, attract
foreign direct investment, and reduce the risk premiums often demanded in frontier markets (Allen et
al., 2020). Since Nigerian banks dominate capital market listings, stricter governance enforcement in

the financial sector would generate positive spillovers across the economy.
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Fourth, the role of firm size (FSZE), which was positively linked to profitability but negatively to EPS,
indicates that firm-level heterogeneity matters in designing policy. Larger firms benefit from economies
of scale in adopting ESG practices, but they may also face EPS dilution due to high disclosure and
compliance costs. Regulators should therefore adopt tiered ESG reporting standards based on firm size
and industry materiality, rather than a uniform approach. This would ensure that smaller firms are not
disproportionately burdened, while larger firms remain accountable to higher disclosure standards (Xu
& Zhu, 2024).

Finally, the broader implication is that Nigeria’s policy environment should shift from voluntary to
mandatory ESG disclosure, but with a phased timeline and sectoral sensitivity. This transition would
improve comparability of disclosures, reduce information asymmetry, and enhance market discipline, in
line with global best practices under the International Sustainability Standards Board (ISSB) framework.
As the empirical results show, mandatory governance and environmental disclosures are already
material to investment decisions, while social factors are likely to become more relevant as reporting
quality improves. By embedding ESG disclosures into listing requirements and corporate reporting,
Nigeria can strengthen its financial markets, improve resource allocation, and accelerate its integration

into sustainable investment flows (Friede et al., 2015; Gonzaga et al., 2024).
Conclusion

This study investigated the effect of environmental, social, and governance (ESG) reporting on corporate
financial investment decisions in Nigerian deposit money banks using panel data analysis. The results
reveal that ESG dimensions exert heterogeneous effects on financial performance indicators.
Environmental and social disclosures enhance return on equity, indicating that sustainability
transparency supports long-term profitability and investment attractiveness. However, these dimensions
exert negative short-run effects on earnings per share, suggesting that the costs associated with
compliance and implementation may temporarily reduce per-share returns. In contrast, governance
disclosure consistently improves both return on equity and earnings per share, highlighting the central
role of governance quality in reducing agency problems, strengthening investor confidence, and
improving financial outcomes in emerging economies (Adegbite & Nakajima, 2021; Friede et al., 2015;
Xu & Zhu, 2024).

The findings offer important implications for managers, investors, and policymakers. Bank managers
should adopt ESG disclosure as a strategic investment decision, balancing short-term cost pressures
with long-term value creation, particularly in environmental and social domains. Investors should
interpret ESG signals contextually, recognising governance disclosure as a more immediate driver of
financial performance, while environmental and social investments may yield delayed but sustainable

benefits. For regulators, ongoing sustainability reporting reforms in Nigeria are likely to enhance
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disclosure credibility, reduce information asymmetry, and improve capital allocation efficiency (Reuters,
2024; Gonzaga et al., 2024). Overall, the study contributes to the emerging-market ESG literature by
demonstrating that sustainability reporting matters for investment decisions, though its financial effects

are neither uniform nor instantaneous.
Practical Implications

e Bank managers should prioritise governance disclosure as a near-term value-enhancing
mechanism, while strategically managing the costs associated with environmental and
social initiatives to avoid short-run earnings erosion (Adegbite & Nakajima, 2021; Xu & Zhu,
2024).

e Investors should place greater emphasis on governance quality when evaluating bank
performance, while recognising that environmental and social investments may generate
longer-term returns rather than immediate per-share gains (Friede et al., 2015; Gonzaga et
al., 2024).

e Policymakers and regulators should strengthen and enforce sustainability reporting
frameworks to improve ESG disclosure comparability, credibility, and usefulness for capital

allocation decisions (Reuters, 2024).
Theoretical Implications

e The findings extend stakeholder and agency theories by demonstrating that ESG
dimensions affect financial performance through different channels and time horizons in
emerging-market banking systems (Freeman et al., 2020; Khan et al., 2016).

e The study provides empirical support for materiality theory by showing that governance
disclosure yields more immediate financial benefits than environmental and social
disclosures in the Nigerian context (Khan et al., 2016; Martiny et al., 2024).

e By focusing on deposit money banks, the study enriches ESG literature in emerging
economies and highlights the importance of institutional context in shaping ESG-investment
relationships (Gonzaga et al., 2024; Salihi et al., 2024).
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