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ABSTRACT
This paper examines the relationship between sustainability reporting, corporate transparency and cost of capital in listed manufacturing firms in Nigeria. It adopts panel data from a population of 76 firms, with a sample of 38 firms based on data availability for the years 2014-2023, providing 380 firm-year observations. The study used an ex post facto research design and applied Fixed Effects panel regression analysis to the data. Sustainability reporting was assessed through a disclosure index and corporate transparency was measured by disclosure quality and board independence. The results show that sustainability reporting exerts a significant negative impact on cost of capital (β = −0.182, p < 0.01), and corporate transparency also significantly lowers the cost of capital (β = −0.147, p < 0.05). Moreover, the interaction between sustainability reporting and corporate transparency enhances cost reduction effects. The findings suggest that improved ESG disclosure and governance practices boost investor trust and alleviate financing constraints. The study suggests more stringent regulatory enforcement and corporate support for sustainability reporting. 
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1. INTRODUCTION
The financing of corporate activities remains one of the most critical concerns for firms operating in developing economies where capital markets provide limited resources and businesses face severe information gaps while investor confidence remains relatively low. Manufacturing companies in Nigeria face severe financial challenges due to high borrowing costs, restricted access to long-term capital, and persistent concerns from institutional investors regarding governance risks (Ogoun & Perelayefa 2020). Global adoption of sustainability reporting allows organizations to close their informational gaps, showcase their management skills, and lower their capital costs (Ernst & Woithe, 2024; Moussa & Elmarzouky, 2024).
Sustainability reporting requires organizations to disclose environmental, social and governance ESG data through their financial statements. Sustainability reports provide stakeholders with complete information about corporate operations and risk management practices which enables them to evaluate how the company will create value over time (GRI, 2021; Bochkay et al., 2025). Information Asymmetry Theory (Akerlof, 1970) establishes that when companies improve their information sharing with investors about their financial performance it results in decreased financing expenses because investors demand lower risk premiums (Schiemann & Sakhel, 2019; Sun, 2025). According to Legitimacy Theory organizations that report their activities in accordance with public expectations will achieve greater legitimacy which helps them minimize reputational danger while securing better funding opportunities (Suchman, 1995).
Although there is an increasing global literature on the ESG-finance linkages, there is a paucity of empirical evidence on the same in sub-Saharan Africa, and Nigeria specifically (Dua & Sharma, 2024; Dwomor & Mensah, 2024). Nigerian manufacturing industry represents about 8.9 percent of GDP and provides more than four million jobs, which is why it is an important source of economic diversification and industrial growth (NBS, 2023). However, the majority of companies in this industry have little formal sustainability reporting systems, and the implications of this reporting deficit on their cost of financing are insufficiently researched (Ogoun & Perelayefa, 2020; Atanda et al., 2021).
Therefore, this research paper investigates the extent and presence of sustainability reporting and corporate transparency in the cost of capital of listed manufacturing companies in Nigeria. Based on the annual report information obtained through company publications on the Nigerian Exchange Group (NGX), the study creates a panel dataset of 38 companies and employs Fixed Effects and Random Effects regression models. The research also evaluates the moderating and interactive effect of corporate transparency in the sustainability-cost of capital nexus. Moreover, this research builds on previous studies by including both sustainability reporting and corporate transparency in a single panel regression model, thus adding to the analytical rigour and empirical validity.
1.1 Statement of the Problem
Although ESG reporting is promoted globally, most of the manufacturing companies in Nigeria continue to conduct their activities with minimal sustainability reporting citing cost, lack of regulatory pressure, and perceived lack of investor interest in non-financial reporting (Atanda et al., 2021; Ogoun and Perelayefa, 2020). This leads to a paradox: the companies that would be most likely to gain the most by reducing financing costs due to the increased transparency are the least likely to invest in sustainability reporting. The result is a chronic financing constraint, which is a combination of an increase in the rates of borrowing and a lack of long-term access to equity.
There is limited empirical evidence on the linkage between sustainability reporting and cost of capital in the Nigerian context. Although international studies have always shown negative relationships between ESG disclosure and cost of equity and debt capital (Dhaliwal et al., 2011; Ng and Rezaee, 2015; Attig et al., 2013), it is not clear whether they exist in an emerging economy with weak institutional structures, low investor sophistication, and immature ESG regulation. This paper fills this gap.
1.2 Research Objectives
The specific objectives of the study are:
i. To examine the effect of sustainability reporting on the cost of capital of listed manufacturing firms in Nigeria.
ii. To evaluate the impact of corporate transparency on the cost of capital.
iii. To analyse the interactive (moderating) effect of corporate transparency on the relationship between sustainability reporting and cost of capital.
iv. To assess the role of firm-specific characteristics in influencing cost of capital.
1.3 Research Hypotheses
H01: Sustainability reporting has no significant effect on cost of capital.
H02: Corporate transparency has no significant effect on cost of capital.
H03: Corporate transparency does not significantly moderate the relationship between sustainability reporting and cost of capital.
2. LITERATURE REVIEW
2.1 Conceptual Clarification
2.1.1 Sustainability Reporting
Sustainability reporting can be defined as the process of reporting non-financial data related to the environmental impact, social responsibility, and governance of the firm (GRI, 2021). It has developed out of voluntary corporate social responsibility (CSR) statements to formal frameworks including the Global Reporting Initiative (GRI), the Sustainability Accounting Standards Board (SASB), and the Task Force on Climate-related Financial Disclosures (TCFD). The sustainability reporting in Nigeria would be framed under the Nigerian Exchange Group (NGX) Sustainability Disclosure Guidelines and the code of corporate governance issued by the Securities and Exchange Commission (NGX, 2021; SEC, 2020). Studies indicate that the response of the market to sustainability disclosures depends on the quality, extent, and validity of the disclosure and is a leading factor to determine the level of response (Bochkay et al., 2025; Ioannou & Serafeim, 2011; Hamidah & Naimah, 2025).
2.1.2 Cost of Capital
Cost of capital is the amount that the capital providers, both equity and debt capital, must obtain to make profits that reflect the risk they are taking by investing or lending to a company (Brealey et al., 2020). This is normally estimated by the use of the WACC, which is the combination of the after-tax cost of debt and cost of equity weighted by the share they occupy in the capital structure. Practically, cost of equity has been estimated by Capital Asset Pricing Model (CAPM) or multifactor model developed by Fama-French, whereas cost of debt has been estimated by the interest cost and sum of total debt (Botosan, 1997). Improving transparency to reduce cost of capital has been widely reported in developed markets (Dhaliwal et al., 2011; El Ghoul et al., 2011; Gonçalves et al., 2022).
2.1.3 Corporate Transparency
Corporate transparency involves the level of shareholders of firms that reveal significant and dependable information to support well-informed decision-making (Healy and Palepu, 2001). Within the sustainability framework, transparency is not limited to financial disclosure, but also governance frameworks, executive remuneration, diversity of boards, and risk of operation. Increase in transparency of firms is linked to reduced information asymmetry, improved analyst following, and less adverse selection risk that make them incur less cost of capital (Amihud and Mendelson, 1986; Botosan, 1997; Jafar et al., 2024).
2.2 Theoretical Framework
2.2.1 Information Asymmetry Theory
Information Asymmetry Theory is a theory that is anchored in the market for lemons by Akerlof (1970), attributing the fact that the less-informed party requires a risk premium to counter the uncertainty in the transaction. Applied to capital markets, the more that firms disclose, especially ESG information, the lower the information asymmetry between firms and investors and creditors, and the lower the uncertainty premium in the cost of capital (Dhaliwal et al., 2011; Plumlee et al., 2015). Sustainability reporting is a reliable indicator of corporate quality as it is expensive to replicate and hard to make by low-quality companies.
2.2.2 Legitimacy Theory
Legitimacy Theory, as developed by Suchman (1995) and Dowling and Pfeffer (1975), posits that companies act under a social agreement that dictates that the corporate behaviour is in accord with what is expected by society. By supporting sustainability reporting, firms show concerns regarding environmental and social responsibility, and the legitimacy of the firms by the concerned stakeholders is received in return, resulting in a low reputational risk and enhanced access to capital markets (Atanda et al., 2021). Companies that do not disclose about ESG aspects are at risk of being regarded as illegitimate, incurring high financing rates.
2.2.3 Stakeholder Theory
According to Stakeholder Theory (Freeman, 1984), shareholders are not the only stakeholders that companies owe duties and responsibilities. The sustainability reporting is a form of communication that delivers the informational requirements of these various stakeholders. It is indicated that investors who adopt ESG-integrated investment strategies in particular base their evaluation on sustainability disclosures to determine long-term value creation and that firms that satisfy such needs by offering quality ESG information have a reduced chance to attract lower-cost institutional capital (Attig et al., 2013; Ng & Rezaee, 2015).
2.3 Empirical Review
Empirical evidence of sustainability reporting and cost of capital is rife in the developed markets and still very infantile in the sub-Saharan Africa. Dhaliwal et al. (2011) found that companies that provide standalone CSR reports found that the cost of equity capital declined especially when there were high levels of institutional ownership. Plumlee et al. (2015) added to this finding by showing that voluntary environmental disclosure quality but not quantity of disclosure brings about cost of capital savings. A large US sample study by El Ghoul et al. (2011) established that companies with bigger CSR scores had far lesser cost of equity, especially in the environmental and employee relations aspects. Recent studies provide further evidence that ESG disclosure significantly influences both cost of equity and debt capital across different markets (Moussa & Elmarzouky, 2024; Sidi Rai & Ismawati, 2024).
Ge and Liu (2015) also showed in the debt capital context that ESG reporting decreases credit spreads, which indicates lower perceived default risk. Attig et al. (2013) demonstrated that highly rated firms on social performance dimensions would get more favourable credit ratings, which translates to low cost of debt. Ng and Rezaee (2015) also added that both cost of debt and equity are decreased by ESG performance, and the moderator is the governance quality.
In Africa, the evidence is increasingly but thin. According to the study of Nigerian companies by Ogounds and Perelayefa (2020), voluntary disclosure of the CSR had a positive correlation with earnings quality (and negative correlation with financing constraints), but it was not only among manufacturing firms. According to Atanda et al. (2021), the sustainability reporting was positively related to firm value in listed companies in Nigeria, but it did not directly investigate cost of capital. 
Research on funding limitations in manufacturing companies in Nigeria also sheds light on the structural impediments to access to capital adaptation, such as weak collateral, difficult interest rates settings, and a perceived risk in governance (Abdeljawad et al., 2023; Bello and Mustapha, 2021). The means of transparency that mitigate such obstacles thus promise a lot to this sector specifically. Cheng et al. (2013) observed that internationally firms better engaged with stakeholders as indicated by the ESG scores had a reduced capital constraint whereas Ioannou and Serafeim (2011) observed that ESG integration in reporting lowers cost of capital in 31 countries.
Despite extensive of evidence from the global market on the ESG-cost of capital relationship, there is little empirical agreement in emerging markets, especially in Nigeria where institutional structures and disclosure standards are still in a state of evolution. Critically, existing research has mostly focused on sustainability reporting and corporate governance separately, with little attention on their interaction effects. This leaves a gap in knowledge about how corporate transparency moderates the effects of sustainability disclosures on financing. This research fills this gap by combining both constructs in a holistic empirical model using firm-level data.
3. METHODOLOGY
3.1 Research Design
The research design is ex post facto research and the epistemology orientation is positivist. The design suits well since the available company disclosure and financial data have been accessed with no manipulation of contexts (Kerlinger, 1986). The quantitative method enables objective determination of the sustainability reporting practices and their financial implications. The study is also robust as it uses diagnostic tests such as Hausman specification test and heteroscedasticity-consistent standard errors.
3.2 Population and Sample
The target population will be part of all manufacturing firms that are listed on the Nigerian Exchange Group (NGX) as at December 2023. According to the classification of NGX, it is reported that there were 76 manufacturing companies listed in the sub-sectors such as food and beverages, consumer goods, industrial goods, chemicals, and conglomerates. Out of such population, 38 companies that passed the following criteria were identified: being listed continuously over the course of the research (2014 –2023); presence of annual reports audited; and not reclassified across sectors during this time. The purposive sampling technique assures that only the firms which possess the entire data throughout the 10-year panel are sampled and this would provide a balanced panel of 380 firm-years. The distribution of the sampled firms in terms of sector is presented in Table 1.
Table 1: Sectoral Distribution of Sampled Manufacturing Firms
	Sub-sector
	Number of Firms Listed
	Sample Selected

	Food and Beverages
	18
	10

	Consumer Goods
	14
	7

	Industrial Goods
	12
	7

	Chemicals and Paints
	10
	6

	Conglomerates
	8
	4

	Packaging and Plastics
	6
	3

	Others
	8
	1

	Total
	76
	38


Source: Nigerian Exchange Group (NGX, 2023); Authors' compilation
3.3 Data Sources and Collection
Only the companies that were audited in terms of annual reports and accounts, sustainability reports (when their sustainability and annual reports are presented separately), and also integrated reports that are publicly available on the NGX site and on company-specific websites were selected as a source of data. This is a secondary data method that provides consistency, auditability and comparability across firms. The financial statement data was analyzed effectively to produce the values of financial data namely total assets, total debt, interest expense, net income and equity values. The data on ESG and governance activities were hand-coded in the narrative parts of annual reports based on a structured content analysis tool.
3.4 Variable Measurement
Table 2 presents the operational definitions and measurement of all variables used in the study.
Table 2: Variable Measurement and Operationalisation
	Variable
	Type
	Proxy / Measurement
	Source

	Cost of Capital (WACC)
	Dependent
	Weighted average of after-tax cost of debt and cost of equity (CAPM-based)
	Annual reports

	Sustainability Reporting (SRI)
	Independent
	Disclosure Index: 30-item ESG checklist (scored 0–1)
	Annual/Sustainability reports

	Corporate Transparency (CTR)
	Independent
	Composite score: disclosure quality + board independence index
	Annual reports

	Firm Size (SIZE)
	Control
	Natural log of total assets
	Annual reports

	Leverage (LEV)
	Control
	Total debt / Total assets
	Annual reports

	Profitability (ROA)
	Control
	Net income / Total assets
	Annual reports

	GDP Growth (GDPG)
	Control
	Annual real GDP growth rate (%)
	NBS / World Bank

	Inflation (INF)
	Control
	Annual consumer price index change (%)
	NBS / CBN


Source: Authors' compilation based on reviewed literature
3.5 Sustainability Reporting Index Construction
Sustainability Reporting Index (SRI) is created based on the 30-item content analysis checklist, divided into three dimensions such as Environmental (10 items, such as emissions, waste management, energy use, water consumption and climate risk disclosure), Social (10 items, such as employee welfare, community development, health and safety, human rights and product responsibility) and Governance (10 items, such as board composition, audit committee independence, and ownership structure). Each item is scored 1 if disclosed and 0 if absent, following the approach of Atanda et al. (2021) and Ogoun & Perelayefa, (2020). The aggregate score is divided by the maximum possible score (30) to yield a standardised index ranging from 0 to 1.
3.6 Model Specification
Drawing on Dhaliwal et al. (2011), El Ghoul et al. (2011), and Ng and Rezaee (2015), the following panel regression models are specified:
Model 1 (Main Effect): 
WACC_it = β0 + β1SRI_it + β2CTR_it + β3SIZE_it + β4LEV_it + β5ROA_it + β6GDPG_it + β7INF_it + μ_i + ε_it
Model 2(Interaction Effect):
WACC_it = β0 + β1SRI_it + β2CTR_it + β3(SRI×CTR)_it + β4SIZE_it + β5LEV_it + β6ROA_it + β7GDPG_it + β8INF_it + μ_i + ε_it


Where: WACCit = weighted average cost of capital for firm i in year t; SRIit = sustainability reporting index; CTRit = corporate transparency score; μi = firm-specific fixed effects; εit = error term. The Hausman specification test is used to determine the appropriateness of the Fixed Effects Model (FEM) over the Random Effects Model (REM). Heteroscedasticity-robust standard errors are applied. All estimations are performed using EViews 13. The statistical validity of the model is further confirmed using the Fisher F-test to assess the joint significance of the explanatory variables.
3.7 CONCEPTUAL FRAMEWORK
Figure 1: Conceptual Framework – Sustainability Reporting, Corporate Transparency, and Cost of Capital
INDEPENDENT VARIABLES

• Sustainability Reporting Index (SRI)
(Environmental + Social + Governance)

• Corporate Transparency (CTR)
(Disclosure Quality + Board Independence)
DEPENDENT VARIABLE

Cost of Capital (WACC)
(Financing Constraints)

CONTROL VARIABLES

• Firm Size (SIZE)
• Leverage (LEV)
• Profitability (ROA)
• GDP Growth
• Inflation
Moderating:
SRI × CTR

Source: Authors' conceptualisation based on reviewed literature (2025)
3.8 Ethical Considerations
This research is based on secondary data from public annual reports and financial statements of listed companies. Therefore, no human subjects were involved and no ethical clearance was needed. Data were used responsibly and only for academic purposes.
4. RESULTS AND DISCUSSION
4.1 Descriptive Statistics
Table 3 presents the descriptive statistics for all variables included in the study, based on 380 firm-year observations (38 firms × 10 years).
Table 3: Descriptive Statistics (N = 380 Firm-Year Observations)
	Variable
	Mean
	Median
	Std. Dev.
	Minimum
	Maximum
	Skewness

	WACC (%)
	16.42
	15.87
	4.38
	7.21
	29.64
	0.47

	SRI (0–1)
	0.41
	0.40
	0.18
	0.07
	0.87
	0.21

	CTR (0–1)
	0.53
	0.54
	0.16
	0.13
	0.92
	-0.09

	SIZE (Log₁₀ ₦)
	10.28
	10.31
	0.72
	8.64
	11.97
	-0.13

	LEV (%)
	47.31
	46.82
	18.64
	3.42
	89.17
	0.18

	ROA (%)
	5.84
	5.42
	6.13
	-18.23
	27.41
	0.33

	GDPG (%)
	2.47
	2.65
	3.12
	-1.79
	6.28
	-0.56

	INF (%)
	14.37
	12.89
	6.82
	8.01
	33.21
	1.12


Source: Authors' computation from annual reports (2014–2023)
The mean WACC of 16.42% reflects the relatively high cost of financing for Nigerian manufacturing firms, consistent with the high-interest rate environment characterised by CBN's monetary tightening over parts of the study period (CBN, 2022). The mean SRI score of 0.41 (out of 1.00) indicates moderate engagement with sustainability disclosure, with considerable cross-firm variation (standard deviation = 0.18). This is consistent with Atanda et al. (2021) who noted heterogeneity in ESG reporting quality among Nigerian listed firms. The corporate transparency mean of 0.53 suggests a moderate level of overall disclosure quality. Leverage averages 47.31%, reflecting significant reliance on debt financing. Profitability (ROA) averages 5.84% with wide variation, suggesting performance heterogeneity across firms and years.
4.2 Correlation Analysis
Table 4 presents the Pearson correlation matrix for the key study variables.
Table 4: Pearson Correlation Matrix
	Variable
	WACC
	SRI
	CTR
	SIZE
	LEV
	ROA
	GDPG
	INF

	WACC
	1.000
	
	
	
	
	
	
	

	SRI
	-0.412***
	1.000
	
	
	
	
	
	

	CTR
	-0.358***
	0.521***
	1.000
	
	
	
	
	

	SIZE
	-0.287***
	0.443***
	0.389***
	1.000
	
	
	
	

	LEV
	0.318***
	-0.213***
	-0.197**
	-0.142**
	1.000
	
	
	

	ROA
	-0.276***
	0.187**
	0.214***
	0.261***
	-0.331***
	1.000
	
	

	GDPG
	-0.143**
	0.042
	0.038
	0.031
	-0.107*
	0.094
	1.000
	

	INF
	0.231***
	-0.061
	-0.047
	-0.072
	0.114*
	-0.088
	-0.408***
	1.000


Note: *p < 0.10, **p < 0.05, ***p < 0.01. Source: Authors' computation
The correlation analysis reveals significant negative associations between WACC and both SRI (r = −0.412, p < 0.01) and CTR (r = −0.358, p < 0.01), providing preliminary support for the hypotheses. WACC is positively correlated with leverage (r = 0.318), whereas profitability and firm size are negatively correlated with the cost of capital. The SRI and CTR correlation (r = 0.521) is moderate indicating correlated but different constructs. There is no apparent multicollinearity of variables since the highest inter-variable correlation is no more than 0.70.
4.3 Hausman Specification Test
Before interpreting the outcomes of regression, Hausman specification test was done to specify whether Fixed Effects Model (FEM) or the random effects Model (REM) is applicable. The outcome of the test (χ² = 18.64, p = 0.009) does not accept the null hypothesis that the effects at the firm-level are independent of the regressors, which proves the Fixed Effects Model to be the more consistent and efficient estimator. The subsequent regression findings are all founded on the FEM with strong standard errors.
4.4 Panel Regression Results
Table 5 presents the results of the Fixed Effects regression for Model 1 (main effects) and Model 2 (interaction effects).
Table 5: Fixed Effects Panel Regression Results (Dependent Variable: WACC)
	Variable
	Model 1 Coefficient
	Std. Error
	t-Stat
	Prob.
	Model 2 Coefficient
	Prob.

	SRI
	-0.182
	0.041
	-4.439
	0.000***
	-0.156
	0.002***

	CTR
	-0.147
	0.058
	-2.534
	0.012**
	-0.129
	0.018**

	SRI × CTR
	—
	—
	—
	—
	-0.093
	0.031**

	SIZE
	-0.084
	0.032
	-2.625
	0.009***
	-0.081
	0.011**

	LEV
	0.113
	0.027
	4.185
	0.000***
	0.109
	0.000***

	ROA
	-0.067
	0.024
	-2.792
	0.006***
	-0.064
	0.008***

	GDPG
	-0.041
	0.019
	-2.158
	0.032**
	-0.039
	0.037**

	INF
	0.072
	0.013
	5.538
	0.000***
	0.071
	0.000***

	Constant
	18.243
	2.164
	8.429
	0.000***
	18.071
	0.000***

	Model 1: R² = 0.614; Adjusted R² = 0.582; F-stat = 31.47 (p = 0.000); DW = 1.87 | Model 2: R² = 0.631; Adjusted R² = 0.597; F-stat = 29.14 (p = 0.000)

	***p < 0.01, **p < 0.05, *p < 0.10. Hausman test: χ² = 18.64, p = 0.009 (Fixed Effects preferred). Robust standard errors applied.



Source: Authors' computation from EViews 13 output (2025)
4.5 Hypotheses Testing
Table 6 provides a structured summary of hypotheses testing outcomes.
Table 6: Summary of Hypotheses Testing
	Hypothesis
	Result (β)
	p-value
	Decision
	Conclusion

	H₀₁: SRI has no significant effect on WACC
	-0.182
	0.000
	Rejected
	SRI significantly reduces cost of capital

	H₀₂: CTR has no significant influence on financing constraints
	-0.147
	0.012
	Rejected
	Transparency significantly reduces WACC

	H₀₃: Joint effect of SRI × CTR does not significantly reduce WACC
	-0.093
	0.031
	Rejected
	Interaction significantly deepens WACC reduction


Source: Authors' compilation from regression results
5. DISCUSSION
5.1 Sustainability Reporting and Cost of Capital
Hypothesis 1 is validated by the fact that sustainability reporting has a strong negative impact on the cost of capital (β = -0.182, p < 0.01), which is consistent with a strong global literature base. The finding is aligned with Dhaliwal et al. (2011), who discovered that companies that began to disclose CSR have recorded quantifiable decreases in the cost of equity capital. Likewise, El Ghoul et al. (2011) have documented that increased CSR scores are correlated with the reduced equity financing costs in a wide sample of the US. The size of the coefficient in the present study implies that a one-unit shift in the SRI (a shift to either no disclosure or complete disclosure) can be related to a reduction in WACC by an average of about 18.2 percentage points a relatively high economic impact in a high-rate economy where the mean WACC is 16.42.
Theoretically, this finding is congruent with the Information Asymmetry Theory: by becoming voluntary reporters of ESG, the firms narrow the information asymmetry between the firms and their capital providers, thus decreasing the uncertainty premium in the cost of financing (Akerlof, 1970; Plumlee et al., 2015). The Legitimacy Theory also supports, because companies that act responsibly in environmental and social practices become credible in the eyes of social conscious investors and reputational risk is mitigated and cheaper patient funds are attracted (Suchman, 1995).
These results are based on Atanda et al. (2021) who reported positive impact of ESG reporting on firm value and credit access, respectively, in the Nigerian background. The present research expands on these findings by directly estimating the sustainability-WACC relation by use of a structured disclosure index and panel regression by contributing more accurate evidence to this emergent discourse. 
5.2 Corporate Transparency and Financing Constraints
Corporate transparency creates a strong negative impact on cost of capital (β = −0.147, p < 0.05) and Hypothesis 2 is proved. This observation supports the position of Healy and Palepu (2001) who were of the view that increased voluntary disclosure will decrease the issues of adverse selection and moral hazards that exist between companies and their shareholders. Amihud and Mendelson (1986) also proved that increase in transparency's benefits leads to the decreased liquidity premiums required by investors, and this lowers the equity cost directly. 
This finding is also consistent with agency theory claim that transparent governance system such as independent audit committees and full disclosure of the board indicates accountability of the management and also results in low cost of monitoring imposed on the capital providers (Jensen and Meckling, 1976). In the case of a manufacturing company in Nigeria, where issues of governance have repeatedly been stated as obstacles to institutional commitment, greater transparency is a viable tool to lower financing costs without the need to necessarily increase leverage.
5.3 Joint Effect of Sustainability Reporting and Corporate Transparency
The product of interaction between SRI × CTR is also significant with a negative coefficient (β = −0.093, p < 0.05), (Dua & Sharma, 2024; Dwomor & Mensah, 2024). This observation implies that the effect of sustainability reporting on the cost of capital is less than the effect of corporate transparency on the cost of capital. Companies with high scores on both dimensions have the advantage of compounding credibility messages to capital markets. This aligns with Cheng et al. (2013), who established that stakeholder engagement (widely represented by ESG quality) alleviates capital constraints, and the impact of governance quality enhances this relationship.
The practical consequences of this interaction are significant: investments in sustainability reporting can do little to contribute to capital market returns unless it is supplemented by better corporate transparency. Good governance and disclosure systems on the other hand intensify the signal quality of ESG reports and render it more realistic and investor-friendly. This observation justifies a combined strategy of ESG and governance disclosure among manufacturing companies in Nigeria.
5.4 Control Variables
Firm size is negatively associated with WACC (β = −0.084, p < 0.01), consistent with the expectation that larger firms benefit from economies of scale in capital markets, diversification effects, and greater analyst coverage, all of which reduce financing costs (Titman & Wessels, 1988). Leverage is positively associated with WACC (β = 0.113, p < 0.01), consistent with trade-off theory predictions that higher debt ratios increase financial distress risk and consequently raise the overall cost of capital. Profitability (ROA) is negatively associated with WACC (β = −0.067, p < 0.01), reflecting the fact that profitable firms face lower credit risk perceptions and can access equity capital at more favourable rates.
Among macroeconomic controls, GDP growth reduces WACC (β = −0.041, p < 0.05), suggesting that improved macroeconomic conditions ease financing constraints, while inflation increases WACC (β = 0.072, p < 0.01), confirming that the inflationary environment of Nigeria particularly from 2021 to 2023 substantially elevates financing costs for manufacturing firms (NBS, 2023; CBN, 2022).
5.5 Trend Analysis of Sustainability Reporting and WACC (2014–2023)
Table 7 shows the average values of SRI and WACC per year in the entire sample which reflect the changes in the practice of sustainability reporting and the cost of financing during the decade.
Table 7: Annual Trend Analysis – Mean SRI Scores and WACC (2014–2023)
	Year
	Mean SRI Score
	Mean CTR Score
	Mean WACC (%)
	Avg. Inflation (%)

	2014
	0.28
	0.41
	17.84
	8.06

	2015
	0.30
	0.43
	18.12
	9.02

	2016
	0.32
	0.45
	19.43
	15.68

	2017
	0.36
	0.47
	17.91
	16.52

	2018
	0.38
	0.49
	16.78
	12.09

	2019
	0.41
	0.52
	15.62
	11.40

	2020
	0.42
	0.53
	16.34
	13.25

	2021
	0.46
	0.56
	15.87
	16.97

	2022
	0.51
	0.60
	15.19
	19.64

	2023
	0.56
	0.65
	14.13
	33.21


Source: Authors' computation from annual reports and NBS/CBN macroeconomic data
Table 7 will show that there was a progressive increase in the level of sustainability reporting (SRI increasing by 0.28 and 0.56 in 2014 and 2023, respectively) and that WACC decreased steadily during the same period (17.84 to 14.13 percent), as expected based on the negative correlation observed between the two in the regression model. This trend is in line with rising regulatory focus on ESG disclosure by the NGX and SEC and rising institutional investor interest in sustainable investments. Specifically, the growth of WACC in 2016 and 2020 (both years with severe macroeconomic shocks, i.e., currency devaluation and the COVID-19 pandemic) rose, and the value reverted to its downward trend, which finds the impact of ESG-related benefits to offset macro-induced increases in financing costs partially.
6. CONCLUSION AND RECOMMENDATIONS
6.1 Conclusion
This paper analyzed the correlation between reporting on sustainability, corporate transparency, and cost of capital of 38 listed manufacturing companies in Nigeria in a span of 2014-2023. Using the Fixed Effects panel regression model on 380 firm-year observations, the study results in strong evidence that sustainability reporting can lead to a long-lasting reduction in the weighted average cost of capital, with a coefficient estimated at −0.182 (p < 0.01). Corporate transparency also minimizes the limitation of finance (β = −0.147, p < 0.05). The two variables interact to generate further WACC reductions, which imply complementary signalling by capital markets.
They are based on Information Asymmetry Theory, Legitimacy Theory and Stakeholder Theory and supplemented by the international evidence presented by Dhaliwal et al. (2011), El Ghoul et al. (2011), and Ng and Rezaee (2015) and applied to the Nigerian manufacturing environment. Control variables ensure that the size of firms, profitability, and macroeconomic growth cause a decline in financing costs, whereas leverage and inflation increase them.
In practical terms, the findings show that sustainability reporting is not confined to the circles of social responsibility in the Nigerian manufacturing companies it is a financially prudent tool in both cutting the cost of capital and working within the facilities of finance. With the ongoing widening of the ESG integration into the global capital market, Nigerian companies that invest in all credible and extensive sustainability disclosures are bound to draw cheaper domestic as well as foreign institutional capital (Ernst & Woithe, 2024; Hamidah & Naimah, 2025).
Overall, the study offers strong empirical evidence that sustainability reporting, when combined with high transparency, is a financial strategy to lower the cost of capital in emerging markets.
6.2 Recommendations
Recommendations made based on the findings are as follows:
i. Manufacturing companies ought to make and exercise holistic sustainability reporting frameworks that go in line with internationally accepted sustainability reporting frameworks like the GRI Standards and the NGX Sustainability Disclosure Guidelines. The quality and third-party confirmation on disclosures should be given priority since believable reporting increases the capital market returns.
ii. Corporate boards should also create better governance frameworks through enhancing board independence, creating special sustainability committees and ensuring that ESG measures are incorporated in executive performance review and remuneration systems.
iii. Securities and Exchange Commission (SEC) and Nigerian Exchange Group (NGX) ought to take the regulatory process to EO allowing all listed manufacturing companies to require mandatory sustainability reporting, with explicit minimum levels of disclosure and the mechanism of enforcement. Companies that satisfy high standards of ESG disclosures must have an incentive system like listing fee breaks or entry into green bond markets.
iv. Capital market actors, such as fund managers, pension fund managers, and development finance institutions, must institutionalise ESG-integration requirements in investment mandates and credit evaluation frameworks. This is the demand-side pressure, which would support firm-level disclosure incentives and enrich the relationship between sustainability and financing costs.
6.3 Limitations and Future Research
There are various limitations of this study. First, sustainability reporting index is founded on content analysis of annual reports, which is not necessarily a comprehensive measure of informal ESG practices or the quality of disclosed information. The application of third-party ESG ratings should be studied in the upcoming literature. Second, the research concentrates solely on listed manufacturing companies, although future studies should involve non-listed companies, service industries and cross sector studies. Third, the cost of equity estimation of the CAPM is dependent on market beta that could be unstable in Nigerian capital market that is relatively thin. Further estimation methods, like Fama-French three-factor model could provide strength in the future. Lastly, qualitative studies on the reasons behind a given amount of ESG disclosed by firms, as well as the way capital providers decide to respond to this disclosure would complement the quantitative results of this paper.
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