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THE EFFECT OF SUSTAINABILITY
ACCOUNTING DISCLOSURES
ON FINANCIAL PERFORMANCE:
AN EMPIRICAL STUDY ON THE
JORDANIAN BANKING SECTOR

Abstract

This study aims to examine the effect of sustainability accounting disclosure on the
financial performance of banks operating in Jordan during the period of 2013-2017.
The study focused on the effect of economic, environmental and social disclosures on
financial performance.

To achieve the study objective, the content analysis method was used. The dimen-
sions of sustainability accounting disclosure were measured through indicators that
have been developed for this purpose, which are in accordance with Global Reporting
Initiative (GRI) (G4-2013).

The study results revealed that there is a statistically significant effect of sustainability
accounting disclosure on the financial performance. In addition, the study results re-
vealed that the disclosure of the economic and social dimensions had a positive effect
on return on equity (ROE). While the environmental dimension did not affect the
return on equity (ROE). In addition, the results of the study revealed that the disclo-
sure of sustainability dimensions (economic, social and environment) had a combined
effect on the return on assets (ROA). This means that the banks operating in Jordan
give more priority to the economic dimension disclosure, than to the social and envi-
ronmental dimensions.

In reviewing previous studies in the accounting literature, it has been found that there
is a paucity of studies that examine the concept of sustainability accounting, especially
in the Jordanian banking sector. Therefore, this study constitutes value to this field.

Keywords sustainability accounting, economic, social,
environment, financial performance
JEL Classification  G21, M41

INTRODUCTION

The concept of sustainable development was established between 1972 and
1992 through a series of summits and other conferences. Sustainability
concept was first presented at the United Nations Conference on the
Human Environment, held in Stockholm in 1972. It was the first interna-
tional consultation meeting on the concept of sustainability on a global
scale. The conference resulted in a series of recommendations that led to
the establishment of the United Nations Environment Program (UNEP),
as well as the emergence of several national environmental protection
agencies. In 1983, the United Nations met with the World Commission
on Environment and Development under the chairmanship of former
Norwegian Prime Minister Gro Harlem. A committee has been set up
to address growing concerns about the collapse of the human environ-
ment and natural resources and the effects of this collapse on economic
and social development. Four years later, the Group published a report to
address these issues entitled “Our Common Future”, also known as the
Brundtland Report - 1987. The report provided an accurate analysis of
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the state of the environment as well as the dissemination of the most commonly used definition of sustain-
able development as: “Sustainable development meets the needs of the present without compromising the
ability of future generations to meet their own needs” (WCED, 1987).

In this context, in 1997 The Global Reporting Initiative (GRI) was founded as an international independent
organization that helps businesses, governments and other organizations communicate their impact on
critical sustainability issues such as climate change, human rights, and corruption. The aim was to create an
accountability mechanism to ensure companies were following the principles for responsible environmen-
tal conduct. The GRI developed the concept of sustainability by linking economy, environment and society
dimensions together, and these three converge over long-term time horizons, so that none of these three
components can be viewed separately (GRI, 2015, 2016).

The process of sustainability disclosure aims to assess the economic, social and environmental aspects of
a company and banks (D’Andrea, 2017) and to present a comprehensive summary of the knowledge pro-
vided by these companies and banks for social achievement towards them. It is also a vital intellectual step
to achieve intelligent, sustainable and comprehensive growth that combines long-term profitability, social
equity and environmental care for those who are reporting on these reports (European Commission, 2015).

Recently, financial reports that are focused on economic disclosure have limited value for interested parties
such as stockholders and investors, which fails to provide useful information that enables interested users
to assess market value of the company. The Institute of Chartered Accountants in England and Wales noted
that the insufficiency of financial reporting and its inability to provide the basic needs of investors were one
of the reasons for Financial Crises in 2008. As a result, there is a considerable pressure on the accounting
profession to change its traditional role, and claims that are calling for the need to include financial reports
disclosures along with the results of the economic performance as well as the results of social and environ-
mental performance of business organization, which is known as sustainability accounting (GRI, 2016).

The disclosure of sustainability in the Middle East and especially in banks operating in Jordan is volun-
tary. There is no law or regulations requiring companies or banks to disclosure the sustainability dimen-
sions. Therefore, some companies and banks are fully or partially disclosing the dimensions of sustainabil-
ity. Accordingly, the study aims to test the impact of sustainability accounting disclosure on the financial
performance of Jordanian banking sector according to G4 reports published by Global Reporting Initiative
(GRI).

1. LITERATURE REVIEW

AND PREVIOUS STUDIES

external stakeholders for the organization’s perfor-
mance towards sustainable development, making
theoretical issues concrete and specific, helping to

Banks are operating in a global competitive envi-
ronment. They too face the environmental pres-
sures. Sustainability is the most important con-
cept that is widespread today. GRI (2013) report
reveals that for companies that prepare sustaina-
bility reports separately, it is easier to disseminate
information with stakeholders.

1.1. Sustainability concept
The Global Reporting Initiative (GRI) defined the

process of sustainability as the practices of measure-
ment, disclosure and accountability to internal and

2

understand and managing the impact of sustainabil-
ity developments on the organization activities and
strategy (GRI, 2013). KPMG (2013) defines sustaina-
bility as the assessment and dissemination of quan-
titative and qualitative information on the economic,
social and environmental performance of the com-
pany in a balanced manner in relation to the envi-
ronment and the community of which it is a part.

Macintoch and Wilkinson (2012) argue that sus-
tainability disclosure is intended to provide an
analysis of the companies performance at a giv-
en time to influence corporate perceptions and

http://dx.doi.org/10.21511/bbs.14(2).2019.01



to legitimize their activities. Caesaria and Basuki
(2017) point out that the process of disclosuring
sustainability is important for investors due to two
aspects. The first is that environmental and social
performance is essential for social and environ-
mental analysis. Financial disclosure cannot di-
rectly disclose risks. Secondly, increasing investor
interest in environmental and social risks as im-
portant indicators of corporate efforts to improve
corporate governance and increase transparency.

The Global Reporting Initiative (GRI) noted that
sustainability is a vital step towards a sustainable
global economy by strengthening corporate ac-
countability for the impact of its activities, as well
as enhancing confidence and sharing the values
on which society is built to make it more cohesive.
In addition, it allows governments to assess the
contribution of companies to economic develop-
ment and a more comprehensive understanding of
the issues addressed by the actors (GRI, 2013).

1.2. Sustainability dimensions

According to the Sustainability Report published
by the Global Reporting Initiative (GRI) (2013),
the disclosure of sustainability accounting is com-
prised of three dimensions:

1) economic dimension;
2) social dimension; and
3) environmental dimension.

1.2.1. Economic dimension and financial
performance

The economic dimension of sustainability measures
the extent to which stakeholders, economic systems
at local, national and global levels are affected by
the organization’s activities. The economic dimen-
sion consists of four major aspects: economic per-
formance, market presence, indirect economic im-
pact and procurement practices (GRI, 2013).

Most of studies (Caesaria & Basuki, 2017; Nnamani
et al., 2017; Aggarwal, 2013; Burhan & Rahmanti,
2012) concluded that the disclosure of the eco-
nomic dimension led to an improvement in the
organization financial performance by improving
the confidence of potential investors and creditors,
thereby enhancing the image of the organization.

http://dx.doi.org/10.21511/bbs.14(2).2019.01
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1.2.2. Social dimension and financial
performance

The social dimension relates to the impact of the
organization’s operations and activities on society
as a whole. The social dimension consists of four
major aspects: labor practices and decent work,
human rights, society and product responsibility
(GRI, 2013).

Most of studies (Caesaria & Basuki, 2017
Platonova et al., 2017; Nevado-Pefa et al., 2015)
concluded that the disclosure of the social dimen-
sion led to an improvement in the organization fi-
nancial performance.

1.2.3. Environmental dimension
and financial performance

This dimension concerns with preservation and
development of the biological and ecological ma-
terial resource base, by taking into account envi-
ronmental considerations that ensure that waste
does not exceed the current and future capacity
of the environment. The environment dimension
consists of four major aspects: energy, water, emis-
sions and materials (GRI, 2013).

Most of studies (Ezejiofor et al., 2017; Ong et al.,
2016; Gatimbu & Wabwire, 2016; Nevado-Peia et
al., 2015; Rokhmawatia et al., 2015; Ong et al., 2014;
Ratri & Dewi, 2017; Igbal et al., 2013; Dragomir,
2010; Olayinka & Oluwamayowa, 2014) concluded
that the disclosure of the environment dimension
resulted in an improvement in the organization fi-
nancial performance.

1.3. Banking system in Jordan

There are 25 banks operating in Jordan, includ-
ing 16 local Jordanian banks, which are divided
into 13 commercial banks, Islamic banks, nine
foreign banks, eight commercial three banks and
one Islamic bank. According to the Association of
Banks in Jordan, the number of branches of these
banks by the end of 2017 was 786. The bank den-
sity index by the end of 2017 accounted for about
12,127 people per branch. In comparison to the
size of the Jordanian economy, Jordan’s banking
sector assets accounted for 173% of nominal GDP
by the end of 2017. Deposits accounted for 116% of

3
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GDP and loans for 113%, reflecting the contribu-
tion of the banking sector to economic and social
development in Jordan (Association of Banks in
Jordan, 2017).

2. RESEARCH METHODOLOGY
2.1. Study sample and data

The study data were obtained using content anal-
ysis of sustainability reports and annual reports
published by Jordanian banks during the period of
2013-2017. The study sample consists of 11 banks
selected based on sustainability data availability.
Table 1 shows how the study sample was selected.

Table 1. Study sample selection

Total number of banks operating in Jordan 25
Minus: banks do not disclose sustainability :

i 14
indicators
Equals: total banks eligible for sample i 11

2.2. Research hypothesis

Based on the literature review and study objective,
the main research hypothesis has been formulated
as follows:

H,:  ‘There is no statistically significant effect of sus-
tainability accounting disclosure on the finan-
cial performance of banks operating in Jordan.

Sub-hypotheses are subdivided as follows:

H,: ‘There is no statistically significant effect of sus-
tainability accounting disclosure on the return
on equity (ROE) of banks operating in Jordan.

H,: ‘There is no statistically significant effect of sus-
tainability accounting disclosure on the return
on assets (ROA) of banks operating in Jordan.

2.3. Measurement of variables
and study models

2.3.1. Independent variables
The independent variables measures were built based

on measurements published by the Global Reporting
Initiative (GRI) (2013), as shown in Table 2.

4

Table 2. Sustainability accounting disclosures

Variable Aspect Measures

i Disclosure of plastic
H i bottles consumption
: Materials :
; i Disclosure of paper
: consumption
i Disclosure of vehicle
i fuel consumption

Environmental
dimension
(independent
variable)

' Energy : Plsclosure of heating
; i fuel consumption
i Disclosure of electricity
i consumption
i Disclosure of water
: consumption
: Disclosure of
i greenhouse gas
i emissions
i Disclosure of
: employment policies

‘ Disclosure of training
- and education projects

: Disclosure of diversity
‘and equal opportunity
. between employees

i Employees

: Disclosure of equal
i remuneration for
: women and men
i Disclosure of charitable
: projects

| Disclosure of
i beneficiaries of
i charitable projects

i Disclosure of research
Social i and development costs
dimension :
(independent

variable)

i Disclosure of marketing
; : and distribution
i Product i expenses
: responsibility :
: i Disclosure of new
i products

i Disclosure of number
: of branches

i Disclosure of social
i projects

i Disclosure of

: investment in the local
: i community
Social i Disclosure of number
:of vqunteerinF
: employees in local
i community services

i Disclosure of annual
: donations

i Disclosure of economic
i performance

i Disclosure of market

Economic dimension ; presence

(independent variable) ! Disclosure of indirect

: economic impact

: Disclosure of
| procurement practices

http://dx.doi.org/10.21511/bbs.14(2).2019.01



2.3.2. Dependent variables
Table 3. Financial performance measures

Variable Aspect Measures
; : Return on assets Net income/
Financial
erformance i .. .. (RQA) T(,)tfil, assets
deptleor;d)ent i Return on equity Net income/
variable (ROE) i Shareholder’s equity
2.3.3. Study models

To examine the impact of sustainability account-
ing disclosures on financial performance, the line-
ar regression equation was designed.

ROE, =a,+ BENV, +
+B,50C, + B,.ECO, + ¢,,

ROA, = o, + BENV, +
+B,50C, + B.ECO, + ¢,,

where f,,,,, - coeflicients of independent
variables, ENV - environmental dimension, SOC -
social dimension, ECO - economic dimension, € —
random error.

3. DATA ANALYSIS AND
HYPOTHESES TESTING

3.1. Testing the main hypothesis (H0)

There is no statistically significant effect of sus-
tainability accounting disclosure on the financial
performance of banks operating in Jordan. Table 4
shows the results of this hypothesis testing.

Table 4. Results of the main hypothesis testing

Banks and Bank Systems, Volume 14, Issue 2, 2019

In terms of independent variables, Table 4 shows
that the relationship value r of the sustainability
accounting dimensions with the dependent varia-
ble (financial performance) reached 0.811. This re-
lation is statistically significant, the value of F-test
is 43.54 and the value of the significance level is
less than 0.05. This means accepting this relation-
ship statistically.

As shown in Table 4, all the variables of the inde-
pendent study were accepted statistically. The val-
ues of the t-test significance level were less than
0.05, which means that there is a linear effect of
each dimension of sustainability on the financial
performance of the Jordanian banks. The value of
R? indicates that the independent variables (sus-
tainability accounting dimensions) accounted for
68.3% of the change in the dependent variable (fi-
nancial performance).

Accordingly, the null hypothesis is rejected. The
alternative hypothesis is accepted as follows:
There is a statistically significant effect of sustain-
ability accounting disclosure on the financial per-
formance of banks operating in Jordan.

3.1.1. Testing the first sub-hypothesis (Ho1)

There is no statistically significant effect of sustaina-
bility accounting disclosure on the return on equity
(ROE) of banks operating in Jordan. Table 5 shows
the results of the first sub-hypothesis testing.

Table 5 shows that the relationship value r of the
sustainability accounting dimensions with the
dependent variable ROE reached 0.812. This rela-
tion is statistically significant, the value of F-test is
91.11 and the value of the significance level is less

Independent variables R R? F . Sig.f B t Sig. t
Environmental dimension ; 0141 ¢ 4623 © 000.0
Dimension  : Social dimension 0.811 0.683 43.54 0.000 0156 : 4699 : 0.000
: Economic dimension 0.191 3.448 0.001
Table 5. Results of the first sub-hypothesis testing
. : 2 . : : -
Independent variables R R F  Ssig. f non-normative . [ | Sigt
Environmental dimension : : 0042 0998 . 0320
Dimension  : Social dimension ©0.812 1 0787 ¢ 9111 0.000 0235 7473 ¢ 0.000
. Economic dimension : 0.244 4.281 0.000

http://dx.doi.org/10.21511/bbs.14(2).2019.01
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Table 6. Results of the second sub-hypothesis testing

Independent variables R R F  Sig.f  Bnon-normative t Sig. t
 Environmental dimension ; ; ; 0133 283 : 01510
Dimension ;rSrociarlrdimernsionw 0611 0312 0 2214 0.000 0.292 595 00000
- Economic dimension ' ' ' 0.185 225  0.0261

than 0.05. This means accepting this relationship
statistically.

As shown in Table 5, all the variables of the in-
dependent study were accepted statistically. The
values of the t-test significance level were less
than 0.05, which means that there is a linear
effect of each sustainability dimension on the
ROE of the Jordanian banks. The value of R? in-
dicates that the independent variables (sustain-
ability accounting dimensions) accounted for
78.7% of the change in the dependent variable
of ROE.

The value of the coeflicient § shows the extent of
the effect of the independent variable on the de-
pendent variable. The value of the effect is 0.244
for the economic dimension variable, 0.235 for the
social dimension variable. It is noted that the eco-
nomic dimension had the greatest impact on ROE.
While the environmental dimension did not affect
the return on equity, the beta coefficient was 0.042
and was not statistically significant.

Accordingly, the null hypothesis is rejected. The
alternative hypothesis is accepted as follows: There
is a statistically significant effect of sustainabili-
ty accounting disclosure on the return on equity
(ROE) of banks operating in Jordan.

3.1.2. Testing the second
sub-hypothesis (Ho2)

The second sub-hypothesis states: There is no
statistically significant effect of sustainability ac-
counting disclosure on the return on assets (ROA)

of banks operating in Jordan. Table 6 shows the
results of the hypothesis testing.

Table 6 shows that the relationship value r of the
sustainability accounting dimensions with the de-
pendent variable ROA reached 0.611. This relation
is statistically significant. The value of F-test is
22.14 and the value of the significance level is less
than 0.05. This means accepting this relationship
statistically.

As shown in Table 6, all the variables of the in-
dependent study were accepted statistically. The
values of the t-test significance level were less
than 0.05, which means that there is a linear ef-
fect of each dimension of sustainability on the
ROA of the Jordanian banks. The value of R? in-
dicates that the independent variables (sustain-
ability accounting dimensions) accounted for
31.2% of the change in the dependent variable
of ROA.

The value of the coefficient § shows the extent of
the effect of the independent variable on the de-
pendent variable. The value of the effect is 0.292
for the social dimension variable, 0.185 for the
economic dimension variable, and 0.133 for the
environmental dimension variable. It is noted that
the social dimension had the greatest impact on
return on equity.

Accordingly, the null hypothesis is rejected. The
alternative hypothesis is accepted as follows: There
is a statistically significant effect of sustainabili-
ty accounting disclosure on the return on assets
(ROA) of banks operating in Jordan.

CONCLUSION

The study results revealed that there is a statistically significant effect of sustainability accounting dis-
closure on financial performance of banks operating in Jordan. This is a clear indication that banks are
considered annual reports readers at a high-level knowledge. This makes it possible to connect the level
of disclosure of the sustainability dimensions and the behavior of society towards dealing with the bank.

http://dx.doi.org/10.21511/bbs.14(2).2019.01



Banks and Bank Systems, Volume 14, Issue 2, 2019

In addition, the study results revealed that the disclosure of the economic and social disclosure had a
statistically significant effect on the return on equity ROE. While the environment disclosure does not
have an effect on return on equity (ROE). In addition, the results of the study revealed that the disclo-
sure of the sustainability dimensions (economic, social and environment) had a combined significant
effect on the return on assets (ROA). This means that the banks operating in Jordan are very interested
in disclosure of the economic dimension. In addition, less interested about the environmental dimen-
sion disclosure. Based on the findings, the study recommends the following:

«  Motivate banks to focus on the environmental and social dimensions, and not to care only about
the economic dimension, since banks are part of the society.

Activate the role of sustainability accounting by creating specialized sustainability departments
within banks that work according to the latest Global Reporting Initiative (GRI) standards, towards

achieving sustainability goals.

Conduct future studies related to the disclosure of sustainability accounting in other sectors and the
adoption of other financial indicators.
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