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This study examines the relationship between financial reporting fundamental
information and cross-sectional stock returns of Environmental, Social, and
Governance (ESG) firms listed in Taiwan Stock Exchange (TWSE). Based on the
analytical framework of Yan and Zheng (2017), 7,180 fundamental signals were
established, and these fundamental signals were used to construct a portfolio
considering ESG stocks to test whether these portfolios could generate
significant excess returns after risk adjustment. The empirical results show that
the risk-adjusted monthly return of the ESG portfolio can reach 1.27% using the
accounting signal of legal reserve under the equal-weighted portfolio approach.
The risk-adjusted monthly return of the ESG portfolio could rise to 1.70% if the
market value weighted method is used when combined with the accounting signal
of after-tax net income. This study also shows that data mining based on the
fundamental information of financial statements is helpful to improve the

performance of ESG portfolio.
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