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In this paper, I examine the association between the amount of environmental information
disclosure and the uncertainty level affecting the firms' future financial conditions. The magnitude
of individual firm's cost of equity capital would provide appropriate context in which to investigate
the uncertainty resolution effects attached to environmental disclosure. First, I examine whether
the amount of environmental disclosure significantly reduces the magnitude of estimated cost of
equity capital as for the firms included in the Nikkei Kankyo Keieido Ranking of 2001. Second, I
explore the effect of environmental accounting information on the magnitude of cost of equity
capital by indexing the level of disclosure in each category prescribed in the guideline published by
the Ministry of the Environment in Japan. Although the results weakly support the uncertainty
resolution effects of environmental disclosure level as a whole, I find strong evidence that the
amount of environmental accounting information significantly reduces the cost of equity capital
after controlling for market beta, firm size, growth and profitability measures. 1" empirically

address the benefits from greater disclosure of a firm's environmental activities in the context of

capital market, which have yet to be readily examined in Japan.
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