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Abstract 
The need for a holistic view in the new era of information processing by 

investors has brought along the integrated reporting practice. With this type of 
reporting, firms do not only report financial information to investors; they also 
communicate the value creation process by relating financial information to non-
financial ESG information. International Integrated Reporting Framework provides 
firms to publish high quality integrated reports. This study aims to examine if the 
quality of IR disclosure matters for investment decisions of investors and whether 
this result is affected by firm characteristics, such as size, age or financing 
preferences. The sample includes 1210 firm-year observations that are obtained by 
analyzing the integrated reports of 242 firms that are included in integrated 
reporting index presented in IFRS foundation website, for the period between 2019 
and 2023. The findings of fixed effects panel data analysis reveal a significant 
positive effect of IR quality on returns, especially for bigger firms with less reliance 
on external financing. On the other hand, firm age and willingness to disclose IR 
are not priced by investors. The findings of this paper could help the managers 
shaping the reporting preferences, as well as financing decisions, by considering 
their effects on firm value. However, managers should also consider the incremental 
effects of their local investment environment, as this study does not divide the 
sample for countries or regions.  

Keywords: Integrated Reporting, Voluntary Disclosure, Value Relevance 

JEL Code: M40, M41, G10 

1. Introduction 
Up to two decades ago, financial disclosures provided all the information 

that the stakeholders sought, however, the changing conjuncture has shaped the 
information demands from the stakeholders. For example, the realities such as 
global warming, hunger, poverty, etc. in the world have started to affect everybody; 
and have brought the non-financial information into the foreground. In other words, 
financial information regarding the firm’s performance and conditions with 
financial indicators has not been sufficient for investors anymore (Kilic and Kuzey, 
2018; Ching & Gerab, 2017). Environmental, social and governance (ESG) issues 
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have become more relevant for stakeholders (Nurkumalasari et al., 2019). Similarly, 
investors and creditors have started not to care only about the past performance, but 
also the future prospects of firms, which are mostly non-financial (Nakajima and 
Inaba, 2022).  

This trend has motivated firms to prepare different reports, such as 
sustainability reports or corporate social responsibility (CSR) reports, in addition to 
their financial reports. While financial reports represent information about the 
financial position and performance of the firm, these additional reports disclose 
ESG information to stakeholders. However, preparation of separate reports is 
criticized for having varied target audiences and purposes, higher publication costs 
and mostly the lack of a holistic perspective in representing the firm performance 
(Hoque, 2017; Nakajima and Inaba, 2022). It is suggested that separate disclosure 
of financial and non-financial data might result in decreasing understandability and 
usefulness of information, as the accuracy of integrating this data depends on the 
users’ capacity. 

The need to bridge financial information and ESG performance has 
triggered the publication of International Integrated Reporting Framework (IIRF) 
in December 2013. This framework has aimed at providing a more realistic and 
holistic form of reporting to disclose the overall performance of a firm in generating 
and sustaining value. The integrated report (IR) integrates all the information about 
the firm’s business model, governance, strategies, different types of capital used, 
social and economic performance in one report. Advocates of IR support that this 
kind of a presentation, with a holistic view, provides a more effective 
communication of the firm’s ability to create value (Hughen et al., 2014; de Villiers 
et al., 2017; Nakajima and Inaba, 2022) as it intends to reflect how sustainability 
initiatives, together with financial information, are expected to contribute to the 
long-term growth strategy of a business (Churet and Eccles, 2014; Zúñiga et al., 
2020). 

According to International Integrated Reporting Council (IIRC; 2013), an 
integrated report should show a holistic picture of the combination, interrelatedness 
and dependencies between the factors that affect the organization’s ability to create 
value over time. This powerful content of IR helps to increase transparency and 
accountability, which contribute to building trust with stakeholders by decreasing 
the information asymmetry. However, presentation of IR increases reporting and 
proprietary costs, thus creates a trade-off for firms between investor credibility and 
cost of publishing the information (Delegkos et al., 2022; Nakajima and Inaba, 
2022; Priyadarshani et al., 2023). 

There is an extant literature representing proof of a positive relationship 
between IR publishing and stock market reactions (Lee and Yeo, 2016; Fernando 
and Hermawan, 2018; Zhou et al., 2017), whereas some other studies found no (or 
negative) correlation (Willows and Rockey, 2018; Landau et al., 2020). Mostly, the 
studies have been conducted in South Africa, as it is the only country with 
mandatory integrated reporting practices for public-listed firms. A narrower 
literature exists on the value relevance of voluntary IR publication (Mervelskemper 
and Streit, 2016; Giorgino et al., 2017; Landau et al., 2020; Priyadarshani et al., 
2023).  
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This relationship between IR publication and value relevance is affected by 
some firm characteristics, such as complexity, age and degree of external financing. 
According to the suggestions in existing literature, as the complexity increases, it 
requires higher information processing for users; thus, a combined representation 
may help to ease the process and decrease information asymmetry with the firm. 
Besides, investors are suggested to demand more information about newer firms. 
Therefore, as the age of a firm increases, IR becomes a better option for 
communication. On the other hand, as the degree of external financing increases, 
firms have a higher tendency towards declaring more information in order to 
borrow with lower interest rates. In both cases, representation of comprehensive 
information via IR, increases transparency and increases the value relevance 
(Nurkumalasari et al., 2019; Zúñiga et al., 2020; Nakajima and Inaba, 2022; 
Priyadarshani et al., 2023). 

This study contributes to the existing literature in various areas. Initially, the 
limited number of studies on the subject is extended by this study, which 
comprehensively evaluates the content of IR disclosures and quantitatively 
measures its quality. This quantification adds to the value of study, as the previous 
studies mostly relate the firm’s value to financial disclosures, because of difficulty 
in measuring the non-financial results. In addition, the effects of firm characteristics 
are also included in the analysis to provide a better understanding of relationship 
under question.  

The analyses are handled by using a sample of 1210 firm-year observations 
obtained from 242 firms that publish IR from 2019 to 2023. The results reveal that 
annual stock returns react positively to IRQ, together with size, which leads to 
evaluation of IR publications by investors, especially in bigger firms. On the other 
hand, leverage’s effect may be accepted as immaterial by coefficient, while age is 
an insignificant factor in the analysis. 

The remainder of the paper proceeds as follows. In the second section, the 
literature on IR and its value relevance are presented, while the hypotheses are 
established in the third section. Fourth section is the section where data collection, 
methodology and findings are explained. The last section finally concludes.  

2. Literature Review and Hypothesis Development 
Financial reporting has always been the main communication tool for firms 

to declare financial information to stakeholders. However, as Eccles and Saltzman 
(2011) and Magnaghi and Aprile (2014) state, financial reporting has lost its 
sufficiency mainly because of changes in needs of stakeholders and firms started 
publishing non-financial reports to meet these needs (Cohen et al., 2012; Hughen 
et al., 2014). The financial and non-financial reporting practices have 
complemented each other’s shortcomings. The well-known form of non-financial 
reporting, sustainability reporting, is regarded as insufficient in explaining the 
financial implications of non-financial activities and building a bridge between 
various information. Besides, financial and non-financial information have been 
reported by stand-alone practices. In this respect, these reporting practices have 
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been criticized in complexity and length, which resulted in confusion during 
decision making process (Eccles and Saltzman, 2011; de Villiers et al., 2014).  

IIRC (2011) points out some other factors that reveal the need for integrated 
approach in reporting. Financial and economic crises, corporate scandals, scarcity 
of resources and users’ desire to be informed about how these resources are intended 
to be utilized, increasing awareness on environment within the context of 
sustainability are some of these factors that changed the stakeholders’ demands and 
needs of information. Additionally, Hughen et al. (2014) also states three reasons to 
apply integrated approach as (i) providing new perspective to current reporting 
practices, (ii) represent a holistic picture of business and how values are created, 
and (iii) disclosing all noteworthy information jointly. Under these circumstances, 
firms are expected to adopt IR for a number of benefits (Hoque, 2017; Sarıoğlu et 
al., 2019). 

2.1. Theoretical background  

Researchers have touched several disclosure theories to explain the rationale 
behind IR framework; the agency theory and signaling theory being the mostly used 
ones. Firstly, the accuracy of IR in representing the future performance and 
mitigating information asymmetry is associated with the agency theory, which 
mainly reflects the importance of corporate disclosure to minimize information 
asymmetry (Lang and Lundholm, 2000; Eccles et al., 2010; Nakajima and Inaba, 
2022). Then, the voluntary disclosure of reliable corporate information to represent 
the efforts of management to meet information expectations of users is accepted as 
signals to shareholders in the frame of signaling theory (Nurkumalasari et al., 2019; 
Nakajima and Inaba, 2022). The signaling theory suggests that information 
asymmetry causes investors to favor more transparent firms, thus managers disclose 
information voluntarily to attract investments (Watts and Zimmerman, 1986). 
Nurkumalasari et al. (2019) and many others have also used signaling theory to base 
their hypotheses on firms’ tendency towards voluntary disclosures and accepted the 
disclosure of corporate responsibility as firm’s efforts to give signals to 
stakeholders. By providing information, which is controlled by management, the 
information processing cost of the public is reduced, and information asymmetry is 
mitigated, in consistency with the signaling theory (Watson et al 2002; Ching and 
Gerab, 2017; Anifowose et al., 2017). 

On the other hand, the legitimacy theory supports that firms need to disclose 
information on environmental and social performances (Dowling and Pfeffer, 1975) 
and a firm’s existence is justified by the values it generates, matching society’s 
needs. Similarly, Nakajima and Inaba (2022) suggest firms appeal their legitimacy 
by disclosing information about their social and environmental performance 
through IR (Mousa and Hassan, 2015).   

Finally, the holistic representation of IR to all stakeholders as target 
audiences is accepted to be in line with the stakeholder theory, which postulates that 
firms focus on a range of stakeholders and serve society, environment and economy 
(Nakajima and Inaba, 2022). 
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2.2. Stakeholders’ Reactions to Integrated Reporting  

An integrated report provides information about the value-creation process 
of a firm, including the opportunities and risk in the market and the firm’s reaction 
to these factors by using its business model and a variety of capitals it utilizes, as 
well as its past performance. In other words, IR provides future prospects in 
addition to financial and non-financial past performances, as it is intended to inform 
how ESG and financial information contribute to the long-term growth strategy of 
the firm (Churet and Eccles, 2014; Zúñiga et al., 2020). In this frame, Barth et al. 
(2017) also states that increased information content helps to predict the future cash 
flows more accurately, which affects the reactions of stakeholders to information 
presented. 

2.2.1. Integrated Reporting and Firm Value 

Presentation of comprehensive information helps to mitigate information 
asymmetry, increase the level of accountability and maintain good relationships 
with the capital providers. Previous studies have usually related this situation with 
the firm value and revealed positive relationship between IR and stock market 
reaction (Lee and Yao, 2016; Giorgino et al., 2017; Cosma et al., 2018; Nakajima 
and Inaba, 2022). According to economic theories and empirical studies, the 
increased level of corporate disclosure prevents investors’ adverse selection 
problem and increases the market value through decreasing information asymmetry 
(Lang and Lundholm, 2000; Botosan, 2006; Lundholm and Van Winkle, 2006).  

Cosma et al. (2018) analyze the stock market reaction to announcement of 
IR awards in South Africa, where IR is mandatory for public firms, and proved the 
positive reaction of stock prices to awards announcements. This result reflects the 
importance of improving the IR disclosure quality from the perspective of 
shareholders. Barth et al. (2017) have also examined the relationship between IR 
quality and stock liquidity, firm value, expected future cash flows and cost of capital 
for South African firms. They have used bid – ask spreads to proxy the stock 
liquidity while Tobin’s Q value proxied the market value.  Findings of the study 
reveal that stock liquidity and firm value have positive relationships with integrated 
reporting. Another study that finds positive relationship between IR quality and 
market value, proxied by Tobin’s Q, for South African firms belongs to Lee and Yeo 
(2016). They state that IR quality can be used as effective signals to investors, as 
traditional reports are not sufficient in terms of information content. They also state 
that this relationship becomes more apparent for complex companies, in which 
information processing is more difficult for outsiders (Garcia-Sanchez et al., 2013; 
Delegkos et al., 2022). 

Analyzing the relationship from the voluntary disclosure perspective, 
Giorgino et al. (2017) and Nakajima and Inaba (2022) conclude that markets have 
tendencies to react positively to IR publication. According to the findings of 
Nakajima and Inaba (2022), disclosure of ESG information in integrated reports 
receive higher response from market participants. 
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On the other hand, there are studies that found no or negative correlation. 
For example, Willows and Rockey (2018) have applied event study method to 
search for reaction of investors to IR in Johannesburg Stock Exchange and found 
no significant reaction. Basnayaka and Priyadarshani (2021) and Priyadarshani et 
al. (2023) also discovered that IR does not have an enhancing role in value 
relevance of corporate disclosures for Sri Lankan-listed companies in Colombo 
Stock Exchange.  

Nurkumalasari et al. (2019) have found no effect of IR on firm value, either, 
with the suggestion that IR is not an appropriate medium to be used as signal to 
stakeholders. Difficulty in quantification of non-financial information and 
investors’ insufficient understanding about the relevance of IR content are 
considered as the main factors (Abhayawansa et al. 2018). Similarly, Singh et al. 
(2012) have also stated that length and excessiveness of integrated report may limit 
the readability for some users. Besides, investors who depend on technical analysis 
base their decisions on historical quantitative data and IR is only a supplementary 
source for decision making. For these investors, environmental disclosure and CSR 
are irrelevant for financial analysis as stated in studies of Campbell and Slack 
(2011), Krasodomska and Cho (2017) and Hsiao and Kelly (2018).   

2.2.2. Factors Affecting the Usefulness of Integrated Reporting 

The previous studies have depended on the extent of IR’s adoption and its 
effects on value relevance on some specific firm characteristics, such as the 
complexity, age and the extent of external financing, as the moderators. 

2.2.2.1. Moderating Role of Complexity  

The increased complexity limits the generation and usability of relevant 
information for investors. For example, Cohen and Lou (2012) state that it is 
difficult to convert information into asset prices for those investors with limited 
capacity and resources, in firms with complex structures. Thus, they need more 
information about the financial and ESG performances of firms (Garcia-Sanchez et 
al., 2013) which is represented through IR in an integrated approach. As a result, 
the IR disclosure quality is found to increase the firm value, especially for complex 
firms (Lee and Yeo, 2016). Nurkumalasari et al. (2019) also defines high-quality IR 
disclosure as a sufficient approach to provide true signals to investors in these firms. 

For example, size, as a widely used proxy for complexity, is expected to 
affect the value relevance of IR, because larger firms are accepted to have higher 
capacity to get involved in social and environmental activities, and they have 
responsibilities to meet a higher variety of information demands from a wider range 
of stakeholders (Crisostomo et al., 2011; Busco et al., 2019). Therefore, it is 
suggested that IR disclosure may be a better way to provide signals to stakeholders, 
rather than separate financial and CSR reports. 

2.2.2.2. Moderating Role of Firm Age 

It is expected that the demand for information is greater for young, high-risk 
firms, especially in emerging industries. Therefore, managers are more likely to 
publish comprehensive information via IR and reduce the information asymmetry 
(Barton and Waymire, 2004). Consistent with prior studies, Lee and Yeo (2016) use 
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firm age to proxy for market demand for information about newer firms, and they 
accept it as one of the main determinants of IR. 

2.2.2.3. Moderating Role of Leverage 

Degree of external financing is found to be an important factor that 
moderates the relationship between IR disclosure and firm value, with the 
incremental effect of information asymmetry. Compared to shareholders, external 
providers of capital request more comprehensive disclosure that builds trust with 
the firm (Al-Najjar and Al-Najjar, 2017). Similarly, the firms that base more on 
external financing are found to have tendencies to disclose extensive information 
and decrease the cost of capital by reducing information asymmetry (Garcia-
Sanchez and Noguera-Gamez, 2017). In another research, Chen et al. (2010) 
provides evidence that the quality of disclosed corporate governance information 
has higher value relevance for firms with higher external financing needs. 

3. Hypothesis Development 

Although there are contrary results too, the empirical studies and theories 
generally conclude that the disclosure of information through IR increases 
transparency and accountability. In other words, improving the quality of IR 
disclosure increases the firm value with the help of trust built between investors and 
the firm. This relationship is also found to be moderated by some firm 
characteristics, such as the complexity, age and the financial leverage of firms. The 
complexity, which is proxied by firm size in this study, enhances the relationship 
between IR disclosure quality and stock prices, because the bigger the firms the 
more comprehensive information investors need. Additionally, IR disclosure 
quality is more important for younger firms. On the other hand, as the firms rely 
more on external financing, they are assumed to be more desirous of disclosing 
information in order to decrease their cost of capital.  

Following these prior findings, this study hypothesizes that there is a 
positive relationship between the quality of IR disclosures and the stock prices, 
under the moderation of firm complexity, firm age and financial leverage. Besides, 
the desire of firms to disclose information is an important factor that may build 
more trust with the investors, compared to mandatory disclosure. Correspondingly, 
the following panel regression model with year dummies as the fixed effect is 
formulated, in the study: 

𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 = 𝛼𝛼𝑖𝑖,𝑡𝑡 + 𝛽𝛽1𝐼𝐼𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑆𝑆𝐼𝐼𝑆𝑆𝑅𝑅𝑖𝑖,𝑡𝑡 + 𝛽𝛽3𝐿𝐿𝑅𝑅𝐿𝐿𝑖𝑖,𝑡𝑡 + 𝛽𝛽4𝐴𝐴𝐴𝐴𝑅𝑅 + 𝛽𝛽5𝐿𝐿𝑉𝑉𝐿𝐿𝐼𝐼𝑅𝑅𝑖𝑖,𝑡𝑡 + 𝐷𝐷𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 + 𝜀𝜀𝑖𝑖,𝑡𝑡  

where RETi,t stands for annual stock return; IRQi,t for the integrated reporting 
quality; SIZEi,t for firm size; LEVi,t for the degree of leverage; AGEi,t for the firm 
age; VOLIRi,t for voluntary IR used by firm “i” in year “t”; Dyear for the dummy 
variable to specify the year.  𝛼𝛼𝑖𝑖,𝑡𝑡 in the model represents the intercept of regression 
line while  𝜀𝜀𝑖𝑖,𝑡𝑡 represents the disturbance term. Therefore, considering the previous 
literature, theoretical background, and formulated model, we proposed the 
proceeding hypothesis: 
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H1: The quality of IR is positively related to firm value. 

Considering the integrated reports’ comprehensive content, the value 
relevance of these reports may be influenced by a variety of macro-level conditions, 
such as economic crisis, epidemic diseases, etc. Therefore, the presence or the 
direction of relationship between the quality of IR disclosure and firm value may 
change from year to year. To examine the year effect on this relationship, we have 
established another hypothesis as follows: 

 H2: The year has significant effect in this relationship. 

4. Research Methodology 
4.1. Data 

In compliance with the objective of this study, the firms that publish IR 
between the years 2019 and 2023 construct the main sample. The list of IR 
publishing firms is obtained from the website of IFRS foundation, as the main 
organization behind IIRC. Although the entire sample includes 496 firms, the 
number is decreased to 242 by taking the discontinued or unavailable integrated 
reports into account. Totally, 1210 integrated reports are analyzed, and the 
corresponding firms’ annual stock returns are calculated by using the stock prices 
obtained from the stock exchanges, where the relevant firms are listed. Besides, the 
necessary data to calculate “SIZE” and “LEVERAGE” variables are available in 
the content of IR. Other information is accessed from the website of each firm 
regarding the “AGE” and type of IR application as voluntary or mandatory. 

4.2. Variables and Measurement 

In the frame of this study, we expect the annual stock returns to react 
positively to IR quality. Besides, we examine if some firm characteristics such as 
size, age and reliance to external finance affect this relationship. Therefore, the 
fixed effect panel regression analysis is conducted to test hypothesis. In the model, 
annual stock return (RETi,t), the dependent variable, is calculated by using the 
formula represented below: 

𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 =
𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑃𝑃𝑃𝑃𝑃𝑃𝑆𝑆𝑃𝑃𝑖𝑖,𝑡𝑡  − 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑃𝑃𝑃𝑃𝑃𝑃𝑆𝑆𝑃𝑃𝑖𝑖,𝑡𝑡−1

𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑃𝑃𝑃𝑃𝑃𝑃𝑆𝑆𝑃𝑃𝑖𝑖,𝑡𝑡−1
 

Considering both the previous studies (Pistoni et al., 2018; Songini et al., 
2022) and IIRC’s integrated reporting framework (IIRC; 2021), a scoring method 
is developed to measure the quality of IR disclosure (IRQ), the independent 
variable. Accordingly, considering the integrated reporting framework, 18 items 
have been adopted to score integrated reports. Of these items, 3 items are related to 
fundamental concepts, 7 items to guiding principles, and 8 items to content 
elements. In the scoring method, 4-points scale is used, where “0=Absence of 
information”; “1=Poor information”; “2=Balanced information partially supported 
by quantitative data”; and “3=Excellent information supported by quantitative 
data”. In this scoring method, maximum scores of 9, 21 or 24 points can be achieved 
from each part, and a maximum of 54 points can be achieved in total.  
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“SIZE” variable is measured as the natural logarithm of total assets, while 
“LEVERAGE” is measured by debt-to-equity ratio calculated as follows: 

𝐷𝐷/𝑅𝑅 =
𝑅𝑅𝑆𝑆𝑆𝑆𝑇𝑇𝑇𝑇 𝐿𝐿𝑃𝑃𝑇𝑇𝐿𝐿𝑃𝑃𝑇𝑇𝑃𝑃𝑆𝑆𝑃𝑃𝑃𝑃𝐿𝐿

𝑅𝑅𝑆𝑆𝑆𝑆𝑇𝑇𝑇𝑇 𝑆𝑆ℎ𝑇𝑇𝑃𝑃𝑃𝑃ℎ𝑆𝑆𝑇𝑇𝑜𝑜𝑃𝑃𝑃𝑃𝐿𝐿 𝑅𝑅𝐸𝐸𝐸𝐸𝑃𝑃𝑆𝑆𝐸𝐸
 

Finally, “AGE” is measured by the number of years that firms are operating. 
Moreover, a dummy variable is included in the model regarding the type of IR 
practice. It is scored as “1” for voluntary disclosure and “0” for mandatory IR 
practice. 

5. Data Analysis and Empirical Results 

The descriptive statistics are presented in Table 1. The statistics reveal that 
the sample has an average annual return of 41.93%, however there is material 
deviation among observations with 59.81%. This level of deviation may be linked 
to usage of a multi-national sample, with differing market conditions. The score for 
the quality of IR varies in a range between 37 to 52, while the mean score is 45.78 
out of 54. The relatively small value of deviation (3.01) reflects that firms that prefer 
publishing IR, generally follow the principles of IIRF at a similar extent. The 
descriptives for AGE variable represent that the sample includes both very young 
and very old firms (from 2 years-old to 193 years-old), creating another material 
deviation of 43.63 years found. The fact that IR disclosure is mandatory only in 
South Africa may explain the reason of having almost 80 percent of total sample 
disclosing integrated reports voluntarily. 

Table 1. Descriptive Statistics 

 Observation Minimum 
Statistics 

Maximum 
Statistics  

Mean 
Statistics 

Standard 
Deviation 
Statistics 

RET (%) 1210 -21.33 168.17 41.93 59.81 
IRQ 1210 37 52 45.78 3.01 
SIZE 1210 15.79 27.56 17.36 1.65 
LEV 1210 0.27 11.81 0.91 0.38 
AGE 1210 2 193 28.44 43.63 

VOLIR 1210 0 1 0.80 0.48 
 

The correlations, and variance inflation factors (VIF) of variables are 
presented in Table 2. According to the findings, IRQ is significantly and positively 
correlated with stock returns (r=0.575; p<0.01). Furthermore, VIF level is a 
significant indicator of multicollinearity, and normally it is expected to be less than 
4 (Hair et al., 2010). Therefore, the obtained VIF levels signal no unacceptable level 
of multicollinearity regarding Table 2. 
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Table 2. Correlation Matrix, and VIF of Variables 
 RET IRQ SIZE LEV AGE VOLIR VIF 

RET 1       
IRQ 0.575** 1     3.28 
SIZE 0.485** 0.517** 1    3.91 
LEV 0.592** 0.449** 0.395** 1   3.62 
AGE 0.045 0.023 0.381** 0.188* 1  1.35 

VOLIR 0.101 0.062 0.129* 0.211** -0.179** 1 1.17 
Note(s): n=1210; ** and * denotes the significance level of Pearson’s Correlation 
Coefficient at the level %10 and %5 respectively. 

Before running the panel data analysis, Hausman (1978) test is conducted 
to determine whether the random effects model or fixed effects models better fits 
the dataset. According to the insignificant probability level (0.028) of model, fixed 
effects model is found to be more appropriate for the structure of our dataset. The 
findings from fixed effects panel regression analysis are represented in Table 3. 

Table 3. The Results of Fixed Effects Panel Regression Model 

Variable β Coefficient Standard Error p-value 
RET           29.542 5.921       0.000*** 
IRQ 0.711 0.286       0.007*** 
SIZE 0.251 0.109     0.041** 
LEV           -0.054 0.205   0.089* 
AGE 0.095 0.291 0.149 
VOLIR           -0.038 0.443 0.229 
Year2020            1.449 1548 0.192 
Year2021            3.120 1.215   0.073* 
Year2022            3.431 1.236     0.041** 
Year2023            3.527 1.243     0.017** 
 n 

Chi-Sq 
Prob > ꭓ2 
R2 

1210 
3.28 
0.028 
0.596 

Note(s): Dependent Variable: Annual Stock Return 
***, ** and * represent statistical significance at 0.01, 0.05 and 0.1, respectively. 

 

In the light of fixed effects model, which explains 59.60% of the variance 
in the dependent variable, the results indicate that there is a positive and significant 
relationship between stock returns (RET) and IRQ (β=.711, p<.01). In other words, 
it is found that the positive impact on the annual stock return is observed as a result 
of improved integrated reporting quality. This result complies with the expected 
results proposed in Hypothesis 1. Besides, control variables of SIZE (β=.251, 
p<.05), and LEVERAGE (β=-.054, p<.01) are found to have significant effect, 
whereas no significance is found for AGE and VOLIR variables. Considering the 
signs of coefficients, it can be supposed that investors of bigger firms with less 
external financing are found to reach higher returns while the firm age or type of 
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IR disclosure (whether voluntary or mandatory) is irrelevant for investment 
decisions. 

Besides, the yearly significance levels for 5-year period are addressed to 
answer Hypothesis 2. As Table 3 reveals, all years except 2020 are found to be 
significant and the coefficients are increasing year by year. In this frame, it can be 
suggested that investors are getting more conscious about environmental, social and 
economic issues and this is reflected in an increase in returns of IR publishing firms’ 
stocks. Besides it may also be linked to the decreasing effect of the pandemic on 
financial markets. The grants by government during the COVID period may be 
thought to be converted into financial investments to an extent by the public. This 
may be the underlying reason behind increasing returns in firms. Whatever the 
reasons are, the results show that Hypothesis 2, which proposes the presence of 
year-specific effects embedded in each year on return, is accepted.  

6. Conclusion 
The increasing consciousness about environmental, social and governance 

issues in the market has been reflected in changing demands by investors and 
differing accounting practices in return. Evolving reporting practices has reached at 
integrated reporting level and with this study authors aim at investigating whether 
the investors reward the quality of integrated reports that firms publish. Besides, 
the effects of firm size, firm’s reliance on external financing and its age on annual 
stock returns are involved in the analysis, together with the perceived importance 
by investors given to voluntarily IR publishment. The findings highlight important 
aspects of the subject in terms of firms, investors and literature.  

Initially, a positive and significant relationship is addressed between annual 
stock returns and IR quality, in consistent with prior studies such as those of Lee 
and Yeo (2016), Zhou et al. (2017) and Priyadarshani et al. (2023). It means that 
annual stock returns positively react to quality of IR disclosures. Considering 
results, another vital finding is the significance of IIRF in IR practice. Application 
of framework is critical factor to meet the quality standards and expectation of users 
of information. Accordingly, firms that intend to disclose IR should strictly consider 
framework, which provide positive annual stock returns afterwards. This situation 
is found to be more apparent for bigger firms and the firms that less prefer debt 
financing. These findings are parallel to the prior literature in terms of size variable 
(Crisostomo et al., 2011; Busco et al., 2019), however in contrast to the findings of 
the studies of Chen et al. (2020) and Al-Najjar and Al-Najjar (2017) for leverage 
variable.  

On the other hand, it is shown that investors do not reward voluntary 
disclosure of ESG information. Besides, the age of the reporting firm is not found 
to be an important factor to consider for investors, either. Considering the year fixed 
effect, starting from the year 2021, results also indicate that the significance level 
has improved till 2023, which can be explained by increasing level of IRQ, and its 
positive effect on annual stock returns. However, the year 2020 is observed as 
insignificant in this relationship, which can be related to negative effect of COVID-
19, and it can be concluded as the IRQ has increased after COVID-19. 
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The sample size can be accepted as a limitation for this study, as the entire 
population is listed firms all over the world. However, especially in many emerging, 
or non-developed, capital markets, firms find it difficult to measure the non-
financial information, and investors, on the other hand, are still not so familiar with 
the use of non-financial information in firm valuation. Therefore, non-financial 
reporting has not gained enough acceptance by users yet. It is also suggested that 
some stakeholders may define it only as a long, long-wind narrative report. This 
also makes IR irrelevant to decision making for those users. Because of these 
reasons, the sample size, which reflects the number of firms publishing IR, could 
not be extended to thousands in the study.  Besides, even for 496 firms which are 
indexed on the website of IFRS, it has not been possible to reach all of their reports 
due to unavailability for different years. Also, except for the integrated reports that 
are indexed on the website of IFRS foundation, there are non-indexed integrated 
reports too. However, these integrated reports are not considered in this study as 
there is no information about whether these integrated reports follow IIRF or not.  

The incremental effect of being in the index for firms on stock returns can 
be a prospective topic to study for future research. In addition, other variables that 
may affect the relationship between IR quality and stock returns can be included in 
the model, such as corporate governance mechanisms, policies and regulations of 
stock exchange markets, national culture, etc. As the sample does not distinguish 
the results for different markets, adding some regional/national characteristics into 
the model may help to reach more specific conclusions. From another perspective, 
the quality of IR disclosure can be related to cost of capital, too. Existing theories 
generally support the idea that as the level of corporate disclosure increases, the 
trustworthiness of firms increases too. Therefore, the quality of comprehensive 
content represented by IR is suggested to affect not only the firm’s value, but also 
the cost of external financing. The findings of previous studies have generally 
revealed a negative relationship between the IR disclosure and cost of capital (Lang 
and Lundholm, 2000; Chen et al. 2010; Lee and Yeo, 2016; Nurkumalasari et al., 
2019). The underlying rationale behind this is that as firms present more 
information with an integrated approach, they increase accountability and mitigate 
the information asymmetry, which in turn prevents them from expensive financing.   
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