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FOR INTERCONNECTIONS
IN DEVELOPED AND
DEVELOPING COUNTRIES

Abstract

In today’s fast-paced business environment, integrating sustainability into financial
decision-making has been a key driver of change. As stakeholders increasingly demand
greater corporate transparency and accountability, regulatory bodies have stepped in
to ensure that sustainability reporting is standardized and robust. This paper aims to
establish the relationship between the sustainability-related disclosure rules and the
dynamic indicators of the financial market. The object of the study is 74 countries
of the world, which are grouped into developed and developing countries. The time
period is 2021, for the stock market capitalization indicators — 2020, as the most re-
cent years with available data. The research methods are normality tests (Shapiro-Wilk
and Shapiro-Francia test), comparison methods (Student’s t-test and Mann-Whitney
U test, regression analysis with dummy variables), linear and non-linear correlation
and regression analysis (logarithmic, polynomial). The results obtained confirmed that
the sustainability-related disclosure rules are higher in developed countries than in
developing ones. At the same time, in developed countries, the growth of such require-
ments affects the increase in stock price volatility, stock market capitalization, foreign
direct and portfolio investments. For developing countries, there is also an increase in
the stock market capitalization, portfolio investments and the volume of stock trading.
Recognizing these trends can benefit both financial market regulators and participants
to encourage the formation of a transparent and efficient financial market, thereby
mitigating the problems associated with information asymmetry.

Keywords SDG, responsible investments, disclosure, regulatory

instruments, stock market, volatility, equity indices

JEL Classification QO01, E44, G18

INTRODUCTION

One of the essential factors in promoting transparency, informa-
tion efficiency and leveling out information asymmetry in financial
markets is the impact of regulatory requirements on the disclosure
standardization of sustainability reporting by companies. Moreover,
the influence of this factor has an additional effect on overcoming the
investment gap in achieving Sustainable Development Goals (SDG),
promoting circular economy (Ievdokymov et al., 2018) and accelerat-
ing responsible investments (RI).

Adverse geopolitical and socio-economic events such as wars (mainly
due to the full-scale Russian invasion of Ukraine), the global conse-
quences of the COVID-19 pandemic, and the threat of climate change
have exacerbated the problem of the already insufficient financing of
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the SDGs. According to the UN report of the Inter-Agency Task Force, the current regress in achieving
the SDGs is estimated as the loss of an entire decade (UN, 2022). In developing countries, the invest-
ment gap in achieving the SDGs increased by more than half of the current level (56%) to USD 3.9 tril-
lion in 2020 (OECD, 2022). Furthermore, today the situation is only getting worse, creating cascading
reactions in other sectors of the economy.

These prerequisites formed the basis for the rapid development of various global and local responsible
investment initiatives that strengthen and direct the financial flows of ESG assets into sustainable invest-
ment strategies and solutions. According to Bloomberg (Bloomberg Professional Services, 2023), it is pre-
dicted that by 2025 their share will increase to a third in the total volume of assets under management. At
the same time, according to the data of the UN Principles for Responsible Investment (PRI) project, there
has been significant growth in the regulatory regulation of responsible investment over the past two de-
cades. In 2021, the PRI database included more than 868 regulatory instruments and guidelines, and more
than 300 policy reviews were conducted to support and stimulate the consideration of CSR, SDG and ESG
criteria during RI (UNPRI, 2023). In this regard, the RI regulatory and standardization sector is also rap-

idly developing, which will contribute to forming a transparent and efficient financial market.

1. LITERATURE REVIEW

AND HYPOTHESES

As concerns over environmental degradation, so-
cial responsibility, and corporate governance have
gained prominence, the relationship between sus-
tainability-related disclosure rules and financial
market indicators has become a subject of exten-
sive research.

A separate thematic block of scientific research
traces the historical development of sustainabili-
ty disclosure rules (Bose, 2020; Pasko et al., 2022;
Saini et al., 2022; Khan & Chinnasamy, 2022;
Beisenbina et al., 2023), highlighting key mile-
stones such as the Global Reporting Initiative
(GRI) guidelines, the International Sustainability
Standards Board (ISSB) framework, and the Task
Force on Climate-related Financial Disclosures
(TCFD) recommendations (O’ Dwyer & Unerman,
2020; Beerbaum, 2021; Afolabi et al., 2022; Diwan
& Amarayil Sreeraman, 2023). ESG factors can
play a significant role in determining a compa-
ny’s competitiveness in the labor market (Oliinyk
et al., 2020). Prioritizing ESG initiatives not on-
ly aligns with changing societal values but also
contributes to a positive company culture, risk
management, and long-term success, all of which
can attract and retain top talent. Many studies
have focused on introducing non-financial re-
porting in EU countries as the most active global
regulator (Van Oostrum et al., 2021, Hoepner &
Schneider, 2022).

http://dx.doi.org/10.21511/imfi.20(3).2023.16

The main challenges and limitations of ESG mar-
ket development include the lack of generally ac-
cepted political precision regarding standardiza-
tion and, as a result, comparability of ESG data
and ratings, difficulties with the integration of
ESG factors into investment decision-making pro-
cesses, as well as the potential for “greenwashing”
(Matos, 2020; Dumrose et al.., 2022; Shaikh, 2022;
De Silva Lokuwaduge & De Silva, 2022).

A critical analysis of theoretical and empirical
frameworks employed in the literature (Liu et al.,
2023, Chen et al., 2023, Plastun et al., 2019, Plastun
et al., 2020) reveals different perspectives on the
mechanisms underlying the relationship between
sustainability disclosure and financial market in-
dicators. Chauhan and Kumar (2019) and Naeem
and Cankaya (2022) emphasize the positive impact
of regulation of disclosure of information on sus-
tainable development on attracting direct financial
investments in the financial market. The relation-
ship between the disclosure of ESG information
and financial indicators or overall corporate effi-
ciency is also confirmed in Xie et al. (2019), Albitar
et al. (2020), Raimo et al. (2021), and Suresha et al.
(2023). Soni (2023) explores the relationship be-
tween firm-level ESG disclosures and their impact
on country-level SDG scores in three prominent
emerging markets: India, China, and Brazil. The
findings highlight a more vital linkage between
firm-specific Environment and SDG scores, sug-
gesting that companies’ environmental disclosures
contribute to higher SDG scores at the country level.
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The presented academic landscape in this direc-
tion needs to be more cohesive and systematized.
In this study, unlike previous ones, an attempt
was made to consider the financial market’s key
indicators and establish the dependencies be-
tween them and the requirements for standard-
ization of reporting (in particular, reporting on
sustainable development and CSR).

In this regard, this article aims to establish the re-
lationship between the sustainability-related dis-
closure rules and the dynamic indicators of the
financial market. The research hypotheses are the
following:

HI:  The level of sustainability-related disclosure
rules is higher in developed countries com-
pared to developing ones.

H2: The rise of sustainability-related disclosure
rules contributes to a decrease in stock price
volatility
H2.1: for developed countries;

H2.2: for developing countries.

H3: The rise of sustainability-related disclosure
rules contributes to the increase in the stock
market capitalization
H3.1: for developed countries;

H3.2: for developing countries.

H4: The rise of sustainability-related disclosure
rules contributes to the increase in S&P glob-
al equity indices
H4.1: for developed countries;

H4.2: for developing countries.
H5:  The rise of sustainability-related disclosure

rules contributes to the increase in portfolio
investments

H5.1: for developed countries;

H5.2: for developing countries.
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H6: The rise of sustainability-related disclosure
rules contributes to the increase in foreign

direct investments

He6.1: for developed countries;

H6.2: for developing countries.
H7:  The rise of sustainability-related disclosure

rules contributes to the increase in stocks
traded volume

H7.1: for developed countries;

H7.2: for developing countries.

2. METHODOLOGY

The information base of this study was sustain-
ability-related disclosure rules and financial
market dynamic indicators (Table 1) collect-
ed from the databases of the UN Principles for
Responsible Investment (PRI), Bloomberg, World
Federation of Exchanges; Global Stock Markets
Factbook and supplemental S&P data, Standard &
Poor’s, International Monetary Fund, Balance of
Payments Statistics Yearbook and data files. For
these indicators, a sample of 74 countries of the
world was formed, which are grouped into devel-
oped countries (DC) and developing countries
(DPC) by markets and economic growth and for
which data are available for all selected indicators
(Appendix A, Table Al). The time period of the
study was 2021, for stock market capitalization
indicators — 2020, which are the latest years with
available data.

Cumulative RI disclosure policy instruments in
terms of corporate and investor ESG disclosure, in-
vestor ESG integration, mandatory and voluntary
RI regulatory instruments were selected as inde-
pendent variables. All these data were taken from
the latest version of the PRI database. Indicators
characterizing the dynamics of the financial mar-
ket were chosen as dependent variables.

The following statistical and econometric methods
were used to test the above hypotheses (Table 2).
All calculations were performed using the STATA/
SE-12 software package. At the first analysis stage,

http://dx.doi.org/10.21511/imfi.20(3).2023.16
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Table 1. Characteristics of the input data

. Units of
Indicators Symbol Source
measurement :
Dependent variables
Stock price volatility % : stprvolat : Bloomberg
) H o World Federat‘lon of Exchanges; GIobaI Stock Markets
k ki | DP 9 : liz
Stock market capita |zat|on o6 A) ; smeapitaliz i Factbook and supplemental S&P data, Standard & Poor s
Standard & Poor’s, Global Stock Markets Factbook and
o .
S&PGIobaI Equity Indlces annualf‘change spgei ‘ supplemental S& data.
) . Internatlonal Monetary Fund, Balance of Payments
Portfollo mvestment net (BoP eL‘JHrrent uss) pifi ‘ Statistics Yearbook and data files.
’ ) Internauonal Monetary Fund, Balance of Payments
Foreign direct investment fdi
""""""""""""""""""" _Statistics Yearbook and data files.
Stocks traded % of GDP sttrd World Federation of Exchanges database

Independent variables

RI disclosure policy instruments ) L
(cumulative 1930-2021) cumulative disclinstr
curn:d:l::atlve cordESGd
cumulative invESGd UNPRI regulation database
cumidl}ahve invESGI
cumulative mndt
Voluntary Rl regulatory instruments cumulative vint

all data were tested for normal distribution using
the Shapiro-Wilk and Shapiro-Francia tests, which
revealed signs of nonlinearity. The logarithm and
elevation to the square were used to eliminate it,
which resulted in the need to conduct a nonlinear
correlation and regression analysis.

Statistical tests based on comparisons, namely the
parametric Student’s t-test and the non-paramet-
ric Mann-Whitney U-test, were used to test the
first hypothesis, which involves comparing two
groups of indicators within the same sample. A re-
gression analysis with dummy variables was per-
formed to confirm the obtained results, which can
be mathematically represented as follows:

Y=o+ D, +e¢, (1)
where Y, - the dependent variable of the model, in
this case - indicators of the level of sustainabili-

Table 2. Research methodology

ty-related disclosure rules; o - free term of the
equation; ﬂ - a coefficient for a dummy variable;
D, - dummy variable in the form of a binary val-
ue 0 - for developing countries and 1 - for devel-
oped countries; & - random error.

3. RESULTS AND DISCUSSION

Investigation of hypothesis HI regarding the lev-
el of sustainability-related disclosure rules in de-
veloped and developing countries requires com-
paring variables using the statistical Student’s
t-test and U Mann-Whitney U test (Table 3). For
this, the null hypothesis (H,, ) is assumed that the
mean values for the two samples are the same.

The results, which are statistically significant,
showed that the averages for most indicators re-
garding the level of sustainability-related disclo-

Methods " H1 . H2 . H3  H4  H5 . H6 . H7

Normality tests (Shapiro-Wilk test, Shapiro-Francia test) T T T T T
,,,,,,,,,,,, :
,,,,,,,,,,,, +
,,,,,,,,,,,, :

"""""" + + + + + +

"""""" + + + + + +

"""""" + + + + + +

Nonlinear regression analysis (logarithmic, polynomial) o+ + ¥ v+

http://dx.doi.org/10.21511/imfi.20(3).2023.16
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Table 3. Results of statistical tests to test hypothesis H1

. Student’s t-test Mann-Whitney U test
Variables t Pr(|T] > |t]) tho z Prob > |z| iho

disclinstr 4225 0.000" : rejected 4824 ¢ 0.000° rejected
5064 . 0000° 1 relected 4800 0000 rejected
B8 ..Jejected 5629 .0.000 rejected .

6.771 0.000° rejected 5.586 0.000° rejected
6005 ofefected 5432 0000 rejected

1.261 not rejected 2.086 0.037" rejected

Note: " —statistically significant at the level (p) <0,05.

sure rules differ, while they are indeed larger for
developed countries. Only the indicator for RI
voluntary regulatory instruments was questiona-
ble, but the difference was confirmed based on the
Mann-Whitney U-test.

In addition to the statistical tests, a regression
analysis with dummy variables was carried out
(Table 4). Despite the low and average values of the
coefficients of determination, the obtained results
are statistically significant and adequate. It should
be noted that, on average, developed countries
have 6.8 units more RI regulatory instruments in
the cumulative total than developing countries. In
particular, 4.4 units more corporate ESG disclo-
sures, 3 units more investor ESG disclosures, etc.
In the context of mandatory or voluntary RI reg-
ulatory instruments, a higher number is observed
for the former. As a result, hypothesis H1I is fully
confirmed, so the sustainability-related disclosure

rules are higher in developed countries than in de-
veloping countries.

The results of identifying the relationship between
the growth of sustainability-related disclosure
rules and the level of stock price volatility using
correlation and regression analysis within the lim-
its of hypothesis H2 are shown in Table 5.

The analysis allowed identifying statistically signif-
icant relationships only at the level of developed
countries, no similar relationships were found for
developing countries. At the same time, the co-
efficients of determination acquired low values:
cumulatively, the number of RI disclosure policy
instruments can explain only 17.2% of the vari-
ance in stock price volatility, similar indicators
for corporate ESG disclosure and mandatory RI
regulatory instruments are 25.1% and 20, 5% The
obtained coefficients indicate a direct relation-

Table 4. Results of regression analysis with dummy variables to test hypothesis H1

Variables Coef. Std. Err. t P> |t| 95% Conf. Interval R?
disclinstr 6.803 0.197 6.110 0.000" 0.810 1.596 0.198
cordESGd L4412 0.173 . 5480 0.000" ! 0.603 : 1.292 . 0263
invESGd ©o3021 0.250 . 3180 0.000" 0.291 : 1.299 © 0347
invESGi S48 0.180 © 4370 0.000" 0.424 : 1.151 . 0389
mndt Coe122 0.158 . 8.070 0.000" 0.961 S 1593 1 0334
vint 1022 0.212 . 0540 0591 -0.309 : 0.538 ©0022

Note: " —statistically significant at the level (p) <0,05.
Table 5. Results of correlation and regression analysis to test hypothesis H2
Variables Coef. std.Err. |t P> |t] 95% Conf. Interval R . R
isclinstr 0276 . 0097 0.080 0.471
stprvolat corabsea 0.152 0.242 0.857
mndt 0.423 0.133 0.154 0.693

Note: " —statistically significant at the level (p) <0,05.
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ship, i.e., a unit increase in RI disclosure policy
instruments (disclinstr) is predicted to lead to an
increase of 0.276 units the level of stock price vol-
atility. Similarly, growth of 0.550 and 0.423 units
for stock price volatility are predicted from corpo-
rate ESG disclosure (cord ESGd) and mandatory RI
regulatory instruments (mndt) increases.

In this regard, hypothesis H2.1 is considered to be
rejected because, in developed countries, the sus-
tainability-related disclosure rules contribute to
an increase in stock price volatility due to corpo-
rate ESG disclosure and mandatory RI regulatory
instruments. Hypothesis H2.2 is also considered
to be rejected due to the absence of revealed regu-
larities at all.

When testing the H3 hypothesis regarding the
relationship between the growth of sustainabil-
ity-related disclosure rules and the increase in
stock market capitalization, only the non-linear
dependence based on the logarithm was statisti-
cally significant for developed countries (Table
6). Thus, a 1% increase in investor ESG integra-
tion will lead to a 0.73% increase in stock market
capitalization.

On the other hand, for developing countries, an
increase per unit of RI regulatory instruments is
predicted to lead to an increase of 5 units of stock
market capitalization, mainly due to investor ESG
integration and mandatory instruments. Note
that the correlation coefficient indicates a moder-
ate influence, and the coefficient of determination
explains about 20-27% of the variance within this
dependence.

Thus, hypotheses H3.1 and H3.2 are confirmed be-
cause the growth of sustainability-related disclo-
sure rules in developed countries and developing

countries contributes to the increase of stock mar-
ket capitalization at the expense of investor ESG
integration, corporate ESG disclosure and manda-
tory RI regulatory instrument.

The study of the relationship between the growth
of sustainability-related disclosure rules and the
level of S&P global equity indices using correla-
tion and regression analysis tools showed the ab-
sence of any statistically significant and adequate
results between the analyzed variables both at
the level of developed and developing countries.
Considering the obtained results, hypotheses H4.1
and H4.2 are considered to be rejected.

The search for interrelationships between the level
of sustainability-related disclosure rules and the
amount of portfolio investment attraction within
the limits of hypothesis H5 testified to the pres-
ence of not only linear but also non-linear depend-
encies (in particular, polynomial of the second de-
gree), the results are shown in Table 7.

The cumulative RI disclosure policy instruments
can predict 15.9% of the variance of the portfolio
investments for developed countries and 28.6% for
developing countries. The obtained regression co-
efficients indicate that for developed countries, the
increase in the RI disclosure policy instruments
(disclinstr) has a negative effect on the portfolio
investments at low values, after which the effect
changes to a positive one. The inverse dependence
is observed for developing countries.

For developed countries, there is a direct positive
correlation with investor ESG disclosure and in-
tegration (explaining more than 11.6% and 13.9%
of the variance). In particular, the growth per unit
of investor ESG disclosure (invESGd) or investor
ESG integration (invESGi) is predicted to lead to

Table 6. Results of correlation and regression analysis to test hypothesis H3

Variables Coef. Std. Err. t  P>[t] | 95%Conf.Interval | R R?
DC
smcapitaliz linvESGi 73.728 25401 © 2900 | 0.010 20.136 127320 | X 0.331
DPC
(disclinstr . 5016 . 1774 2830 . 0010 . 1347 8685 . 0508 . 0258
o " cordESGd 9143 i 3749 2440 ¢ 0023 : 1.388 16.898 0.453 0.205
CinVESG 36.722 12.538 2930 © 0.008 10.785 62.659 0.521 0.272
‘mndt 11965 | 3330 3590 | 0002 | 5076 . 18.855 0599 | 0359

Note: " —statistically significant at the level (p) <0,05.

http://dx.doi.org/10.21511/imfi.20(3).2023.16
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Table 7. Results of correlation and regression analysis to test hypothesis H5

Variables Coef. std.Err. =t P> |t 95% Conf. Interval R R?
DC
‘disclinstr ¢ -1.45e+10 : 7.28e+09 : -1.99 : 0.044° : -2.92e+10 292408 i x
" 57 7.28e+09 8.96e+07
, S - 1A AR A T BB SR b
PP mvesed  118E40 A LI1EX09 -
invESGi 1.80E+10 7.23E+09 3.33E+09 3.26E+10 0374 0139
2.15E+07 X
0.286
IVESG o 230EHI0 L O09ER09 34 X 0.430
g VESGEZ —6.39E+09 1.51E+09 x '
P mndt 4.6 1.97E+09 X
NG i 323RH08 L LMAER08 B X
vint . 3AEX09 . 183409 17 X 0981
vint2 -2.88E+08 1.06E+08 -5.05E+08 =7.17E+07 X '

Note: " —statistically significant at the level (p) <0,05.

an increase of 11.8 and 18.0 billion US$, respec-
tively, attracting portfolio investments.

Non-linear relationships were also found for de-
veloping countries with investor ESG disclosure,
mandatory and voluntary RI regulatory instru-
ments. At the same time, at low values, the de-
pendence was revealed as positive, and at high val-
ues, as negative.

As a result, hypothesis H5.1 is confirmed because
indeed, for developed countries, the growth of
sustainability-related disclosure rules under cer-
tain conditions increases the portfolio invest-
ments. Hypothesis H5.2 can instead be rejected
because an increase in the number of regulatory
instruments has an inverse dependence on the in-
volvement of portfolio investments.

Hypothesis H6.1 test confirmed that the growth
of sustainability-related disclosure rules for devel-

oped countries contributes to the increase in for-
eign direct investments (Table 8).

In particular, ceteris paribus, a unit increase in RI
disclosure policy instruments (disclinstr) leads to
an increase of 3 billion US$ in foreign direct in-
vestments, which is carried out in particular at the
expense of corporate ESG disclosure and volun-
tary RI instruments. At the same time, only 10-
17% of the variance is explained by these variables,
the correlation coefficients also confirm a moder-
ate positive relationship.

For developing countries, the growth of sustain-
ability-related disclosure rules has an inverse ef-
fect on foreign direct investments. In particular, a
one-unit increase in the cumulative RI regulatory
instruments is predicted to lead to a decrease in
foreign direct investments by USD 4.5 billion. The
most significant reduction is predicted due to cor-
porate ESG disclosure, mandatory and voluntary

Table 8. Results of correlation and regression analysis to test hypothesis H6

Variables Coef. Std.Err. =t P> |t 95% Conf. Interval R R?
DC
“disclinstr { 3.06E+09 1.17E+09 i 262 i 0013 i 691E+08 i  542E+09 0.391° i 0.153
fr coraesed | aneos1sseds 207 ooss 10008 | saseos  oxs oo
“vint 6.57E+09 2.30E+09 2.86 0.007" 1.92E+09 1.12E+10 0.421" 0.177
DPC
(disclinstr | —4.49E+09 SOLE+08 | -896 . 0000° : -551E+09 . -3.46E+09 0734
cordESGd —7.99E+09 1.52E+09 -5.26  0.000° —1.11E+10 —4.89E+09 0.489
fdi - invESGd | —2.24E+10 428E+09 | -523 | 0000° | -3.11E+10 | -1.36E+10 0486
mndt . -BOSEY09 . 10SE+09 767 . 0000°  -102E+10 -590E+09 818 0669
“vint —8.22E+09 1.09E+09 —7.55 —1.05E+10 —6.00E+09 -0.814" i 0.663

Note: " —statistically significant at the level (p) <0,05.
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Table 9. Results of correlation and regression analysis to test hypothesis H7

Variables © cCoef. | Std.Err. | t : P>|t| | 95%Conf.Interval R ¢ R?
DPC
- disclinstr i 5680 ¢ 0807 : 7040 ¢ 0.000° i 4014
1 11.017 2224 4950 | 0.000° 6.428
sttrd 21544 7357 2930 0.000° 6.359
10.187 1.692 6020 | 0.007° 6.695
10606 . 1654 | 6410 . 0000° . 7191

Note: " —statistically significant at the level (p) <0,05.

RI regulatory instruments have a significant neg- to lead to a 5.7% increase in the volume of stock
ative impact on attracting foreign direct invest- trading, while the coefficient of determination is
ments. Thus, hypothesis H6.2 is refuted. 67.3%. Also, a positive impact was noted due to the
growth of corporate and investor ESG disclosure.
The results of testing hypothesis H7 regarding the Mandatory and voluntary RI regulatory instru-
relationship between the growth of sustainability- ments have a significant impact (more than 10%)
related disclosure rules and the increase in the vol- on stocks traded.
ume of share trading are shown in Table 9.
Therefore, the growth of sustainability-related
No statistically significant and adequate results disclosure rules contributes to the increase in the
were found regarding the relationship between volume of stocks traded exclusively in developing
sustainability-related disclosure rules and the countries. The obtained results are summarized in
volume of stocks trading at the level of developed Table 10.
countries. On the other hand, for developing
countries, it is noted that a unit increase in RI dis- Thus, the level of sustainability-related disclosure
closure policy instruments (disclinstr) is predicted rules is higher in developed countries compared to

Table 10. Results of testing research hypotheses

Result Description

he level of sustainability-related disclosure rules is higher in DC compared to DPC

Hypothesis :

n DC the growth of sustainability-related disclosure rules contributes to an increase in stock price volatility
ue to corporate ESG disclosure and mandatory Rl regulatory instruments.

n DPC no statistically significant relationship between the growth of sustainability-related disclosure rules
d stock price volatility was found.

n DC the growth of sustainability-related disclosure rules contributes to the increase of stock market
italization due to investor ESG integration.

n DPC the growth of sustainability-related disclosure rules contributes to the increase in stock market
apitalization of the market at the expense of investor ESG integration, corporate ESG disclosure, mandatory
I instruments.

i confirmed

n DC, no statistically significant relationships were found between the growth of sustainability-related
isclosure rules and the level of S&P global equity indices

n DPC, no statistically significant relationships between the growth of sustainability-related disclosure rules
nd the level of S&P global equity indices were found

rejected

n DC the growth of sustainability-related disclosure rules under certain conditions contributes to an
crease of portfolio investments, in particular due to investor ESG disclosure and investor ESG integration.

n DPC, the growth of requirements for sustainability-related disclosure rules (in particular, due to investor
SG disclosure, mandatory and voluntary Rl regulatory instruments), on the contrary, leads to a decrease in
ortfolio investments.

n DC, the growth of sustainability-related disclosure rules helps to increase foreign direct investments due
corporate ESG disclosure and voluntary Rl regulatory instruments.

n DPC, the growth of sustainability-related disclosure rules has an inverse effect on foreign direct
estments, mainly due to corporate ESG disclosure, mandatory and voluntary Rl regulatory instrument

DC, no statistically significant relationships were found between sustainability-related disclosure rules and
he volume of stocks traded.

n DPC, the growth of sustainability-related disclosure rules positively affects the volume of stocks traded,

iconfirmed ) :
: i mainly due to corporate ESG disclosure, mandatory and voluntary Rl regulatory instruments.
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developing ones. This growth for developed coun-
tries positively affects stock price volatility, stock
market capitalization, foreign direct investments,
and portfolio investments. Also, in developing coun-
tries, the growth of sustainability-related disclosure
rules positively affects stock market capitalization,
portfolio investments and stock traded volume.

Previous work in this direction includes research on
the impact of ESG disclosure on returns and volatil-
ity (Liu et al., 2023), financial market anomalies, and
information asymmetry (Chen et al., 2023). Both
studies focus on the Chinese financial market and
require transposition to other global markets.

In both cases, ESG disclosures contributed to the
minimization of volatility, information asym-
metry and manifestations of the anomaly of the
efficient market hypothesis. However, a simi-
lar study was not conducted for the Ukrainian

market. Separate works of the author relate to
the analysis of similar anomalies in world mar-
kets (Plastun et al., 2020).

The current study is a continuation of two previ-
ous ones that examined the relationship between
ESG disclosure regulation and a country’s compet-
itiveness (Plastun et al., 2019) and its SDG ranking
(Plastun et al., 2020). However, the context of the
study of such regulation’s impact on the financial
market parameters was not disclosed. In this case,
the research question is whether the regulatory re-
quirements for the standardization of the regulation
of disclosure of information on sustainable devel-
opment affect the indicators of the financial market.
The answer to this question gives an idea of the fu-
ture ways of standardization in the field of sustaina-
ble development and synergy in the development of
the financial market and the RI market in the coun-
tries of the world and Ukraine.

CONCLUSION

This study is devoted to identifying the relationship between sustainability-related disclosure rules and
the dynamic indicators of the financial market of developed and developing countries. Independent
variables were the cumulative amount of disclosure policy instruments in general and their specifica-
tions on corporate ESG disclosure/investor ESG disclosure/investor ESG integration and mandatory/
voluntary regulatory instruments for RI. Indicators characterizing the dynamics of the financial market
are included in the dependent variables (in particular, stock price volatility, stock market capitalization
to GDP, S&P global equity indices, portfolio investments, foreign direct investments, stocks traded).

The results show that the level of sustainability-related disclosure rules is significantly higher in developed
countries compared to developing ones. The work confirms that in developed countries, the growth of sus-
tainability-related disclosure rules contributes to the increase in stock price volatility (in particular, due to
corporate ESG disclosure, mandatory regulatory instruments), stock market capitalization (due to investor
ESG integration), portfolio investments (through investor ESG disclosure and ESG integration), foreign di-
rect investments (at the expense of corporate ESG disclosure, voluntary regulatory instruments). However,
the growth of the total cumulative number of RI regulatory instruments has a negative effect on the volume
of portfolio investment attraction at low values, after which the effect changes to a positive one.

For developing countries, an increase in sustainability-related disclosure rules per unit is predicted to lead
to an increase in stock market capitalization (in particular due to corporate ESG disclosure, investor ESG
integration, mandatory regulatory instruments), portfolio investments (through ESG disclosure, mandatory/
voluntary regulatory instruments) with low values, stock trading (through corporate ESG disclosure, inves-
tor ESG disclosure, mandatory and voluntary regulatory instruments). At the same time, the growth of sus-
tainability-related disclosure rules will lead to a decrease in the volume of direct foreign investments (due to
corporate ESG disclosure instruments, mandatory/voluntary regulatory instruments)

Considering these patterns will be useful for financial market regulators and their participants, as it will
create a more transparent and efficient financial market and avoid information asymmetry.

196

http://dx.doi.org/10.21511/imfi.20(3).2023.16



Investment Management and Financial Innovations, Volume 20, Issue 3, 2023

AUTHOR CONTRIBUTIONS

Conceptualization: Inna Makarenko, Anna Vorontsova, Mykola Gorodysky.

Data curation: Larysa Sergiienko

Formal analysis: Mykola Gorodysky.

Investigation: Iryna Hrabchuk.

Methodology: Inna Makarenko, Anna Vorontsova.
Project administration: Iryna Hrabchuk.

Resources: Larysa Sergiienko.

Softwire: Larysa Sergiienko, Mykola Gorodysky.

Supervision: Larysa Sergiienko
Validation: Mykola Gorodysky.
Visualization: Mykola Gorodysky.

Writing - original draft: Inna Makarenko, Anna Vorontsova, Larysa Sergiienko, Iryna Hrabchuk.
Writing - review & editing: Inna Makarenko, Anna Vorontsova.

FUNDING

Inna Makarenko gratefully acknowledges support from the Supreme Council of Ukraine (0122U201796).

REFERENCES

1. Afolabi, H., Ram, R., & Rimmel,
G. (2022). Harmonization of Sus-
tainability Reporting Regulation:
Analysis of a Contested Arena.
Sustainability, 14(9), 5517. MDPI
AG. http://dx.doi.org/10.3390/
sul4095517

2. Albitar, K., Hussainey, K.,
Kolade, N., & Gerged, A. M.
(2020). ESG disclosure and
firm performance before and
after IR: The moderating role
of governance mechanisms.
International Journal of Accounting
and Information Management, 28,
429-444. https://doi.org/10.1108/
IJAIM-09-2019-0108

3. Beerbaum, D. O. (2021). Green
Quadriga? - EU - Taxonomy,
TCFD, Non-Financial-Reporting
Directive and EBA ESG Pillar 111/
IFRS Foundation. SSRN. http://
dx.doi.org/10.2139/ssrn.3824397

4. Beisenbina, M., Fabregat-Aibar,
L., Barbera-Mariné, M.-G., &
Sorrosal-Forradellas, M.-T. (2023).
The burgeoning field of sustain-
able investment: Past, present
and future. Sustainable Develop-
ment, 31(2), 649-667. https://doi.
0rg/10.1002/sd.2422

http://dx.doi.org/10.21511/imfi.20(3).2023.16

Bloomberg Professional Services.
(2023). ESG Assets May Hit $53
Trillion by 2025, a Third of Global
AUM. Retrieved from https://www.
bloomberg.com/professional/blog/
esg-assets-may-hit-53-trillion-by-
2025-a-third-of-global-aum/

Bose, S. (2020). Values at Work:
Sustainable Investing and ESG
Reporting. Evolution of ESG report-
ing frameworks. Springer Interna-
tional Publishing.

Chauhan, Y., & Kumar, S. B.
(2019). The value relevance of
nonfinancial disclosure: evidence
from foreign equity investment.
Journal of Multinational Finan-
cial Management, 52-53, 100595.
https://doi.org/10.1016/j.mul-
fin.2019.100595

Chen, L., Khurram, M. U., Gao, Y.,
Abedin, M. Z., & Lucey, B. (2023).
ESG disclosure and technological
innovation capabilities of the Chi-
nese listed companies. Research

in International Business and
Finance, 65, 101974. https://doi.
0rg/10.1016/j.ribaf.2023.101974

De Silva Lokuwaduge, C. S., &
De Silva, K. M. (2022). ESG
Risk Disclosure and the Risk of

11.

12.

13.

Green Washing. Australasian
Accounting, Business and Finance
Journal, 16(1), 146-159. https://doi.
org/10.14453/aabfj.v16i1.10

Diwan, H., & Amarayil Sreeraman,
B. (2023). From financial report-
ing to ESG reporting: a biblio-
metric analysis of the evolution in
corporate sustainability disclo-
sures. Environment, Development
and Sustainability. https://doi.
0rg/10.1007/s10668-023-03249-2

Dumrose, M., Rink, S., & Eckert,
J. (2022). Disaggregating confu-
sion? The EU Taxonomy and its
relation to ESG rating. Finance
Research Letters, 48. https://doi.
org/10.1016/}.fr1.2022.102928

Hoepner, A. G. E, & Schneider, E.
I. (2022). EU Green Taxonomy
Data - A First Vendor Survey.
The Economists’ Voice. https://doi.
org/10.1515/ev-2022-0022

Ievdokymov V., Oliinyk O., Ksen-
dzuk V,, Sergiienko L. (2018). Cir-
cular Economy as an Alternative
Environment Oriented Economic
Concept for Ukraine. Ekonomista,
3, 347-352. Retrieved from https://
ekonomista.pte.pl/pdf-155532-
82349%filename=Circular%20
Economy%20as%20an.pdf

197



Investment Management and Financial Innovations, Volume 20, Issue 3, 2023

14.

15.

16.

17.

18.

19.

20.

21.

Khan, M. A., & Chinnasamy, J.
(2022). Non-financial report-

ing research in developed and
developing countries. Interna-
tional Research Journal of Business
Studies, 15(2), 143-165. Retrieved
from https://irjbs.com/index.php/
jurnalirjbs/article/view/1782

Liu, M., Guo, T., Ping, W,, & Luo,
L. (2023). Sustainability and stabil-
ity: Will ESG investment reduce
the return and volatility spillover
effects across the Chinese financial
market? Energy Economics, 121,
106674. https://doi.org/10.1016/].
eneco.2023.106674

Matos, P. (2020). ESG and Re-
sponsible Institutional Investing
Around the World: A Critical
Review. SSRN Electronic Jour-
nal. https://doi.org/10.2139/
ssrn.3668998

Naeem, N., & Cankaya, S. (2022).
Impact of ESG performance over
financial performance: a study on
global energy and power gen-
eration companies. International
Journal of Commerce and Finance,
8(1), 1025. Retrieved from http://
jjcf.ticaret.edu.tr/index.php/ijct/
article/view/285

O’Dwyer, B., & Unerman, J.
(2020). Shifting the focus of
sustainability accounting from
impacts to risks and dependen-
cies: researching the transforma-
tive potential of TCFD reporting.
Accounting, Auditing & Account-
ability Journal, 33(5), 1113-1141.
https://doi.org/10.1108/ AAAJ-02-
2020-4445

OECD (2022). No Sustainability
Without Equity. Global Outlook on
Financing for Sustainable Develop-
ment 2023. Paris: OECD Pub-
lishing. https://doi.org/10.1787/
fcbe6ce9-en

Oliinyk O., Lehan I, Sergiienko L.,
Kovalenko L., Tarasova T. (2020).
Alternative methodology for as-
sessment of youth competitiveness
in the labor market of Ukraine.
Management Science Letters,
10(10), 2159-2168. https://doi.
org/10.5267/j.msl.2020.3.021

Pasko, O., Chen, F, Kuts, T.,
Sharko, I., & Ryzhikova, N. (2022).
Sustainability reporting nexus to
corporate governance in scholarly

198

22.

23.

24.

25.

26.

27.

28.

literature. Environmental Eco-
nomics, 13(1), 61-78. https://doi.
org/10.21511/ee.13(1).2022.06

Plastun, A., Makarenko, 1.,
Huliaieva, L., Guzenko, T., &
Shalyhina, I. (2023). ESG vs
conventional indices: Comparing
efficiency in the Ukrainian stock
market. Investment Management
and Financial Innovations, 20(2),
1-15. https://doi.org/10.21511/
imfi.20(2).2023.01

Plastun, A., Makarenko, I.,
Khomutenko, L., Osetrova, O., &
Shcherbakov, P. (2020). SDGs and
ESG disclosure regulation: is there
an impact? Evidence from Top-50
world economies. Problems and
Perspectives in Management, 18(2),
231-245. https://doi.org/10.21511/
ppm.18(2).2020.20

Plastun, A., Makarenko, 1., Kho-
mutenko, L., Shcherbak, S., &
Tryfonova, O. (2019). Exploring
price gap anomaly in the Ukrai-
nian stock market. Investment
Management and Financial Inno-
vations, 16(2), 150-158. https://doi.
org/10.21511/imf1.16(2).2019.13

Raimo, N., Caragnano, A., Zito,
M., Vitolla, E, & Mariani, M.
(2021). Extending the benefits of
ESG disclosure: The effect on the
cost of debt financing. Corporate
Social Responsibility and Environ-
mental Management, 28(4), 1412-
1421. https://doi.org/10.1002/
csr.2134

Saini, N., Singhania, M., Hasan,
M., Yadav, M. P, & Abedin, M. Z.
(2022). Non-financial disclosures
and sustainable development: A
scientometric analysis. Journal of
Cleaner Production, 381(Part 1),
135173, https://doi.org/10.1016/j.
jclepro.2022.135173

Shaikh, I. (2022). On the relation-
ship between policy uncertainty
and sustainable investing. Journal
of Modelling in Management,
17(4), 1504-1523. https://doi.
org/10.1108/JM2-12-2020-0320

Soni, T. K. (2023). Demystifying
the relationship between ESG
and SDG performance: Study of
emerging economies. Investment
Management and Financial In-
novations, 20(3), 1-12. https://doi.
0rg/10.21511/imfi.20(3).2023.01

29.

30.

31.

Suresha, B., Srinidhi, V. R., Verma,
D., Manu, K. S., & Krishna, T. A.
(2022). The impact of ESG inclu-
sion on price, liquidity and finan-
cial performance of Indian stocks:
Evidence from stocks listed in BSE
and NSE ESG indices. Investment
Management and Financial In-
novations, 19(4), 40-50. https://doi.
org/10.2151 1/imfi.19(4).2022.04

United Nations. (2022). Financing
for Sustainable Development Re-
port 2022. Retrieved from https://
www.un.org/ohrlls/sites/www.
un.org.ohrlls/files/fsdr_2022.pdf

UNPRI. (2023). Regulation
database. Retrieved from https://
www.unpri.org/policy/regulation-
database

Van Qostrum, C. (2021). Sustain-
ability Through Transparency
and Definitions: A Few Thoughts
on Regulation (EU) 2019/2088
and Regulation (EU) 2020/852.
European Company Law, 18(1),
15-21. https://doi.org/10.54648/
eucl2021003

Xie, J., Nozawa, W.,, Yagi, M.,
Fujii, H., & Managi, S. (2019).

Do environmental, social, and
governance activities improve
corporate financial performance?
Business Strategy and the Environ-
ment, 28(2), 286-300. https://doi.
org/10.1002/bse.2224

http://dx.doi.org/10.21511/imfi.20(3).2023.16



Investment Management and Financial Innovations, Volume 20, Issue 3, 2023

APPENDIX A

Table Al. Groups of countries analyzed in this study by markets and economic growth

Groups | Countries
i Australia, Austria, Belgium, Canada, Chile, Croatia, Cyprus, Czechia, Denmark, Estonia, Finland, France, Germany,
Developed i Greece, Hong Kong, Hungary, Iceland, Ireland, Israel, Italy, Japan, Latvia, Lithuania, Luxembourg, Malta, Netherlands,

New Zealand, Norway, Poland, Portugal, Saudi Arabia, Singapore, Slovakia, Slovenia, South Korea, Spain, Sweden,
Switzerland, United Arab Emirates, United Kingdom, United States

countries (DC)

.Argentina, Bangladesh, Bosnia and Herzegovina, Botswana, Brazil, Bulgaria, China, Colombia, Egypt, India, Indonesia,
Kazakhstan, Kenya, Malaysia, Mauritius, Mexico, Mongolia, Morocco, Namibia, Nigeria, Pakistan, Panama, Peru,
i Philippines, Russia, South Africa, Tanzania, Thailand, Tunisia, Turkey, Ukraine, Venezuela, Vietnam

Developing
countries (DPC)
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