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Abstract: In recent years, the integration of sustainability and environmental, social, and 

governance (ESG) criteria into corporate strategies has become a focal point for market 

participants seeking to mitigate extreme downside volatility. This study empirically investigates 

the direct impact of sustainable development on future stock price crash risk, while uniquely 

examining the moderating role of ESG performance within this dynamic. Utilizing a 

comprehensive panel dataset comprising 133 non-financial firms continuously listed on the 

Tehran Stock Exchange (TSE) over a ten-year period from 2014 to 2023, the research employs 

multivariate regression models to rigorously test the hypotheses. The empirical findings reveal 

a statistically significant negative relationship between sustainable development and stock 

price crash risk. This indicates that firms embedding robust sustainable practices into their 

core operations effectively reduce information asymmetry and are consequently less prone to 

sudden, catastrophic declines in equity valuation. Crucially, the analysis demonstrates that 

ESG performance acts as a powerful and significant moderator; high ESG performance 

structurally amplifies the inhibitory effect of sustainable development on crash risk. These 

results suggest that the mere adoption of broad sustainability goals is optimized only when 

coupled with active, high-quality ESG execution, which prevents the opportunistic hoarding of 

bad news by management. The findings offer profound implications for investors, corporate 

boards, and regulatory authorities in emerging markets, highlighting sustainable development 

and ESG performance not merely as ethical mandates, but as vital, value-preserving 

instruments for financial risk management and market stability. 
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I. Introduction 

In the complex and volatile landscape of contemporary capital markets, the sudden and 

precipitous decline in equity valuations—commonly characterized as stock price crash risk—

represents a significant threat to financial stability and investor wealth. This phenomenon is 

fundamentally rooted in the agency conflicts and profound information asymmetries that exist 

between corporate management and external stakeholders. According to the "bad news 

hoarding" hypothesis, opportunistic managers possess both the incentive and the discretion to 

strategically suppress adverse financial information. Whether driven by career concerns, 

performance-linked compensation, or the desire to maintain high stock prices, executives may 

temporarily warehouse negative outcomes, creating a significant gap between the firm's 

fundamental value and its observed market price (Jin & Myers, 2006; Kothari et al., 2009). 

However, the capacity to conceal such information is finite. When the accumulated reservoir 

of suppressed "bad news" reaches an unsustainable threshold or is forcibly exposed by 

regulatory or economic shocks, the resulting sudden disclosure overwhelms the market, 

triggering a violent downward recalibration of the stock price (Hutton et al., 2009; Habib et al., 

2018). 

To mitigate these risks, market participants and regulatory bodies have increasingly 

turned toward non-financial reporting mechanisms, specifically Sustainable Development (SD) 

initiatives. The transition from a purely financial reporting paradigm to a stakeholder-centric 

model is predicated on the belief that ethical and sustainable business practices foster greater 

transparency and accountability. From a theoretical perspective, firms that prioritize 

sustainable development are less likely to engage in opportunistic behavior, as their long-term 

strategic objectives are aligned with broader social and environmental stability. Furthermore, 

signaling theory suggests that robust sustainability practices serve as a credible signal of 

underlying corporate quality and managerial integrity (Kim et al., 2014). By cultivating a 

culture of proactive disclosure and ethical stewardship, these firms reduce the opacity that 

traditionally facilitates the hoarding of bad news, thereby lowering the baseline probability of 

a catastrophic market crash. 

However, the mere adoption of sustainable development policies is often insufficient 

to guarantee informational integrity, as firms may utilize such reports as superficial marketing 

tools—a phenomenon frequently termed "greenwashing." This introduces the critical necessity 

of evaluating the actual execution of these policies through the lens of Environmental, Social, 

and Governance (ESG) performance. ESG performance provides a tangible and measurable 
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assessment of how effectively a firm implements its environmental commitments, social 

responsibilities, and governance oversight (Velte, 2019). While sustainable development 

represents the broad strategic intent, ESG performance reflects the operational reality. This 

study argues that the inhibitory effect of sustainability on crash risk is significantly contingent 

upon the firm's actual ESG results. High-quality ESG performance acts as a powerful 

moderating force that validates the firm's sustainability claims and strengthens internal 

monitoring mechanisms, making it exceedingly difficult for managers to exploit informational 

gaps for short-term personal gain (Martinez-Ferrero et al., 2016). 

Examining these dynamics is particularly vital in emerging markets like the Tehran 

Stock Exchange (TSE), where high macroeconomic volatility and evolving regulatory 

frameworks create an environment prone to severe information asymmetry and agency costs. 

Despite the increasing emphasis on transparency in the Iranian market, the practical efficacy 

of sustainability and ESG metrics in preventing extreme downside risk remains a subject of 

intense inquiry. By analyzing a comprehensive panel dataset of 133 non-financial firms 

continuously listed on the TSE over the 2014–2023 period, this research aims to elucidate 

whether sustainable development serves as a viable risk-reduction tool and how ESG 

performance shapes this critical relationship. This study contributes to the literature by moving 

beyond binary assessments of sustainability, offering a more nuanced understanding of how 

actual performance metrics moderate the stability of capital markets in high-uncertainty 

environments. 

II. Literature Review and Hypotheses Development 

The theoretical cornerstone of stock price crash risk literature is rooted in the inherent 

conflicts of interest defined by Agency Theory. In a modern corporation, the separation of 

ownership and control creates a fertile ground for information asymmetry, where managers 

(agents) possess superior knowledge of the firm's internal operations compared to shareholders 

(principals) (Jensen & Meckling, 1976). This asymmetry grants executives the discretionary 

power to manipulate the flow of information to the capital market. Specifically, the "bad news 

hoarding" hypothesis posits that managers have strong incentives to strategically suppress 

negative information—such as operational failures, declining profit margins, or unsuccessful 

investment projects—to protect their private benefits (Jin & Myers, 2006; Kothari et al., 2009). 

These benefits include performance-based compensation, career security, and the avoidance of 

reputational damage. 



The Impact of Sustainable Development on Stock Price … 

 

49 www.bmjournal.ir 

By temporarily warehousing adverse news, managers create a significant divergence 

between the firm's fundamental economic reality and its public market valuation. This process 

effectively inflates a "valuation bubble." However, the ability to conceal negative outcomes is 

not infinite. As the firm's performance continues to deteriorate, the accumulated reservoir of 

bad news reaches a critical threshold where it can no longer be contained by internal accounting 

manipulations or selective disclosures. When this tipping point is reached, either due to 

regulatory intervention, external audits, or the sheer magnitude of the failure, the entire volume 

of suppressed information is released to the market simultaneously (Hutton et al., 2009). This 

sudden surge of negative information overwhelms the market's capacity to absorb news 

incrementally, leading to a precipitous and asymmetric collapse in the stock price, materialized 

as a crash (Habib et al., 2018). 

In response to the limitations of traditional financial reporting, the paradigm of 

Sustainable Development (SD) has emerged as a comprehensive framework for corporate 

accountability. Sustainable development represents a firm's strategic commitment to meeting 

the needs of the present without compromising the ability of future generations to meet their 

own, balancing economic growth with social equity and environmental preservation. From the 

perspective of Stakeholder Theory, a firm is not merely a vehicle for shareholder wealth 

maximization but an entity that must balance the interests of employees, customers, suppliers, 

and the environment (Freeman, 1984). Firms that adopt robust sustainable development 

practices are theorized to possess a higher degree of corporate ethics and a longer-term strategic 

horizon. 

The integration of sustainable development into core business operations acts as a 

structural constraint on managerial opportunism. Ethical corporate cultures, which are central 

to sustainability, reduce the psychological and cultural propensity of managers to engage in 

deceptive reporting (Kim et al., 2012). Furthermore, signaling theory suggests that high-quality 

sustainability initiatives serve as a credible signal of managerial integrity and superior firm 

quality to the market (Kim et al., 2014). By prioritizing transparency across multiple 

dimensions—environmental impact, social welfare, and ethical governance—firms effectively 

dismantle the informational opacity required for bad news hoarding. Empirical evidence in 

developed markets has consistently shown that firms with high sustainability rankings are less 

likely to experience stock price crashes because their commitment to transparency facilitates 

the timely, incremental disclosure of negative information. In the context of an emerging 

market like the Tehran Stock Exchange, where information asymmetry is historically high, the 
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role of sustainable development as a risk-reduction mechanism becomes even more vital. Based 

on these considerations, it is hypothesized that: 

• H1: Sustainable development has a significant negative impact on stock price crash 

risk. 

While sustainable development outlines the broad strategic intent of a firm, Environmental, 

Social, and Governance (ESG) performance represents the tangible, measurable outcomes of 

those strategies. In recent years, scholars have identified a critical "decoupling" phenomenon, 

often referred to as "greenwashing," where firms communicate ambitious sustainability goals 

but fail to implement them substantively in their operational reality (Martinez-Ferrero et al., 

2016). This creates a theoretical tension: if sustainable development reports are used merely as 

a superficial marketing tool, they may actually increase information asymmetry by providing 

a "moral shield" behind which opportunistic managers can continue to hide financial 

irregularities or operational failures. 

Consequently, the efficacy of sustainable development in mitigating crash risk is highly 

contingent upon the firm's actual ESG performance. High ESG performance serves as a 

verification mechanism that distinguishes genuine "sustainable" firms from those engaging in 

symbolic disclosures. The "Governance" component of ESG is particularly critical; strong 

governance structures, such as independent boards and rigorous internal audit functions, 

directly restrict managerial discretion over information disclosure (Moradi et al., 2021). 

Likewise, high scores in the "Environmental" and "Social" dimensions require firms to adhere 

to standardized metrics and external verifications, which significantly increases the "cost" of 

hoarding bad news. 

When a firm exhibits high ESG performance, it signals to the market that its sustainable 

development initiatives are deeply embedded in its operational architecture. This synergistic 

relationship strengthens the internal monitoring environment and forces the timely disclosure 

of adverse news, thereby neutralizing the bad news hoarding mechanism (Velte, 2019; Garcia-

Sanchez & Garcia-Meca, 2017). Conversely, in firms with poor ESG performance, 

sustainability claims lack credibility and fail to constrain managerial opportunism, potentially 

leaving the firm vulnerable to crashes despite its stated "sustainable" goals. Therefore, this 

study argues that ESG performance acts as a powerful moderator that amplifies the risk-

mitigating benefits of sustainable development. Based on this theoretical framework, the 

second hypothesis is formulated: 
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• H2: ESG performance significantly moderates the relationship between sustainable 

development and stock price crash risk, such that higher ESG performance strengthens 

the negative association. 

The examination of these hypotheses within the Tehran Stock Exchange provides a unique 

perspective on behavioral finance in emerging economies. Emerging markets are often 

characterized by institutional voids, weaker legal protections for minority shareholders, and 

higher levels of state or quasi-state ownership, all of which exacerbate agency conflicts (Salehi 

et al., 2020). In Iran, the additional layers of macroeconomic volatility, systemic inflation, and 

international sanctions create intense pressure on managers to meet performance targets, 

thereby increasing the temptation to hoard bad news. However, the progressive introduction of 

corporate governance codes and the growing emphasis on sustainability reporting by the 

Securities and Exchange Organization (SEO) of Iran provide a timely opportunity to test how 

these non-financial factors stabilize the market. This study posits that the interaction between 

sustainable development and actual ESG execution provides the necessary transparency to 

navigate these high-uncertainty environments and prevent catastrophic wealth destruction. 

III. Material Methodology 

This study employs a quantitative, ex-post facto research design utilizing a longitudinal 

panel data framework to empirically test the formulated hypotheses. The primary population 

for this investigation comprises all public joint-stock companies officially listed on the Tehran 

Stock Exchange (TSE). The temporal scope of the study spans a continuous ten-year period, 

from 2014 to 2023. This extensive timeframe was deliberately selected as it encapsulates a 

highly dynamic economic environment in Iran, characterized by significant macroeconomic 

fluctuations, structural market reforms, and an evolving regulatory landscape regarding 

corporate transparency. 

To construct a highly reliable, homogeneous, and balanced panel dataset, a stringent 

multi-stage purposive sampling technique was systematically applied. Initially, the baseline 

population consisted of 546 listed firms at the end of 2023. The following exclusionary criteria 

were strictly implemented: 

1. Firms whose fiscal year-ends do not correspond with the standard Iranian calendar year 

(ending in March, or Esfand) were excluded (77 firms) to guarantee the temporal 

synchronization of market returns and accounting metrics. 
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2. Firms that experienced prolonged trading suspensions or altered their fiscal periods 

during the observation window were omitted (110 firms) to eliminate survivorship bias 

and ensure longitudinal data continuity. 

3. Financial institutions, including commercial banks, insurance companies, investment 

trusts, and leasing holding firms, were rigorously excluded (75 firms). This exclusion 

is mandated by their fundamentally divergent regulatory constraints, specialized capital 

structures, and unique financial reporting frameworks, which render standard 

measurements of crash risk inapplicable (Peasnell et al., 2005). 

4. Firms that were listed on the TSE after 2014 were removed (141 firms) to ensure a 

complete ten-year dataset for all sample constituents. 

5. Finally, firms reporting negative shareholder equity (10 firms) were excluded due to 

severe financial distress, which could skew the baseline models. 

The systematic execution of these criteria yielded a highly refined, final sample of 133 

non-financial firms, providing a robust statistical foundation of 1,330 firm-year observations 

for advanced econometric estimations. 

Measurement of Variables 

Dependent Variable: Stock Price Crash Risk (Crash) 

Following the seminal frameworks established in behavioral finance literature (Chen et 

al., 2001; Hutton et al., 2009), stock price crash risk is typically measured using the distribution 

characteristics of firm-specific weekly returns. To isolate extreme downside risk from broader 

market movements, the firm-specific weekly return is first extracted by regressing the stock's 

return against market indices. Subsequently, metrics such as Negative Conditional Return 

Skewness (NCSKEW) or Down-to-Up Volatility (DUVOL) are utilized as proxies for crash 

risk, capturing the asymmetry and thick left tail of the return distribution. Higher values of 

these metrics strictly correspond to a higher probability of a sudden, catastrophic decline in 

equity valuation. 

Independent Variable: Sustainable Development (SD) 

Sustainable development is operationalized as a comprehensive metric reflecting the 

firm's strategic integration of sustainable practices into its core operations. In emerging markets 

where standardized sustainability reporting is still evolving, this variable is often quantified 

through rigorous content analysis of the annual board of directors' activity reports and official 

corporate filings. The measurement captures the breadth of the firm's commitment to long-term 
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economic viability, environmental stewardship, and social equity, providing a proxy for the 

firm's overarching ethical posture and transparency. 

Moderating Variable: ESG Performance (ESG) 

While sustainable development captures strategic intent, ESG performance measures 

the tangible execution and quality of those initiatives. ESG performance is quantified based on 

the firm's verifiable achievements across three distinct pillars: Environmental impact (e.g., 

carbon footprint management, resource efficiency), Social responsibility (e.g., employee 

welfare, community engagement), and corporate Governance (e.g., internal control efficacy, 

transparency protocols) (Velte, 2019). A higher ESG score indicates robust execution, serving 

as a critical mechanism to reduce information asymmetry and validate the firm's sustainability 

claims against potential greenwashing. 

Control Variables 

To rigorously isolate the specific behavioral dynamics of interest and mitigate omitted 

variable bias, the empirical model incorporates a vector of fundamental control variables 

known to systematically influence stock price crash risk: 

• Firm Size (SIZE): Calculated as the natural logarithm of total assets. Larger firms are 

typically subject to greater analyst coverage and regulatory scrutiny, which can impact 

information flow. 

• Return on Assets (ROA): Measured as the ratio of net income to total assets, acting as 

a proxy for fundamental operational profitability and economic performance. 

• Financial Leverage (LEV): Measured as the ratio of total liabilities to total assets. 

Highly leveraged firms face greater financial constraints and distress risk, which may 

incentivize managers to hide bad news to avoid covenant violations. 

• Firm Age (AGE): Calculated as the natural logarithm of the firm's operational years 

since establishment. Older firms often possess more mature governance structures and 

established market reputations. 

Empirical Model 

To empirically test the hypotheses concerning the direct impact of sustainable 

development and the moderating efficacy of ESG performance on stock price crash risk, this 

study utilizes multivariate panel data regression. The baseline model is formalized as follows: 

𝐶𝑟𝑎𝑠ℎ𝑖,𝑡 = β0 + β1𝑆𝐷𝑖,𝑡 + β2𝐸𝑆𝐺𝑖,𝑡 + β3(𝑆𝐷𝑖,𝑡 × 𝐸𝑆𝐺𝑖,𝑡) + β4𝑆𝐼𝑍𝐸𝑖,𝑡 + β5𝑅𝑂𝐴𝑖,𝑡

+ β6𝐿𝐸𝑉𝑖,𝑡 + β7𝐴𝐺𝐸𝑖,𝑡 + ϵ𝑖,𝑡 
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Where 𝐶𝑟𝑎𝑠ℎ𝑖,𝑡 represents the stock price crash risk for firm i in year t; 𝑆𝐷𝑖,𝑡 denotes 

the sustainable development metric; 𝐸𝑆𝐺𝑖,𝑡 represents ESG performance; and (𝑆𝐷𝑖,𝑡 × 𝐸𝑆𝐺𝑖,𝑡) 

is the critical interaction term testing the moderation hypothesis. The parameters β4 through β7 

correspond to the control variables, and ϵ𝑖,𝑡 is the stochastic error term. The model is estimated 

using pooled and panel regression techniques (e.g., via EViews software), employing 

diagnostic tests such as the F-statistic for overall model significance and the Durbin-Watson 

statistic to ensure the absence of serial autocorrelation. A statistically significant and negative 

β3 would empirically validate the hypothesis that high ESG performance amplifies the 

inhibitory effect of sustainable development on crash risk. 

IV. Empirical Results 

Descriptive Statistics and Preliminary Analyses 

Before conducting the primary regression analyses to test the research hypotheses, an 

examination of the descriptive statistics and a rigorous diagnostic assessment of the panel data 

were executed. While the detailed descriptive tables are omitted here for brevity, the baseline 

properties of the variables across the 1,330 firm-year observations from the Tehran Stock 

Exchange (2014–2023) confirmed sufficient variation in both Sustainable Development (SD) 

disclosures and ESG performance scores. To ensure the econometric stability and validity of 

the multivariate models, collinearity diagnostics were performed. The Variance Inflation 

Factor (VIF) values for all independent and control variables were strictly below the 

conventional threshold of 10.0 (maximum VIF observed was well within acceptable limits), 

empirically confirming that multicollinearity does not pose a structural threat to the regression 

estimates. Furthermore, the Durbin-Watson statistic was calculated to test for first-order 

autocorrelation in the residuals. The Durbin-Watson value of 1.889 falls comfortably within 

the acceptable range of 1.5 to 2.5, indicating the absence of severe autocorrelation, thereby 

validating the independence of errors in the panel dataset. 

Multivariate Panel Regression Results 

To formally test the hypotheses, a multivariate panel regression model was estimated. 

The overall significance of the model is emphatically confirmed by the F-statistic of 133.418 

with a corresponding p-value of 0.000. This indicates that at the 99% confidence level, the 

combined vector of independent and control variables systematically explains the variations in 

future stock price crash risk. Furthermore, the adjusted R-squared value is 0.635, signifying 

that approximately 63.5% of the variance in the dependent variable (stock price crash risk) is 
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robustly explained by the explanatory variables incorporated in the model. This represents a 

highly satisfactory explanatory power, particularly within the context of behavioral finance 

research in emerging markets.  The detailed outcomes of the regression analysis are presented 

in Table 1 below. 

Table 1: Panel Regression Results (Dependent Variable: Stock Price Crash Risk) 

Variable Coefficient 
Std. 

Error 

t-

Statistic 

Prob (p-

value) 
Significance 

SD (Sustainable 

Development) 
-0.042 0.019 -2.144 0.032 ** 

ESG (ESG Performance) 0.005 0.080 0.065 0.948 ns 

SD × ESG (Interaction 

Term) 
-0.019 0.003 -5.982 0.000 *** 

SIZE (Firm Size) -0.0005 0.001 -0.351 0.725 ns 

ROA (Return on Assets) -0.630 0.011 -56.387 0.000 *** 

LEV (Financial 

Leverage) 
-0.037 0.008 -4.632 0.000 *** 

AGE (Firm Age) 0.003 0.010 0.301 0.762 ns 

C (Intercept) -0.106 0.527 -0.202 0.839 ns 

Notes: ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels, respectively. 

'ns' denotes not significant. Adjusted R-squared = 0.635; F-Statistic = 133.418 (Prob = 0.000); 

Durbin-Watson = 1.889. 

Testing Hypothesis 1: The Direct Impact of Sustainable Development 

Hypothesis 1 posited a significant negative relationship between sustainable 

development and stock price crash risk. The regression results presented in Table 1 robustly 

support this proposition. The estimated coefficient for Sustainable Development (SD) is 

negative (-0.042) and statistically significant at the 5% level (t-statistic = -2.144, p-value = 

0.032). This critical finding confirms that Iranian listed firms incorporating sustainable 

practices into their corporate strategy successfully mitigate the probability of sudden equity 

value destruction. From a theoretical standpoint, this validates the premise that genuine 

commitment to sustainable development fosters a broader stakeholder orientation and an 

inherently more ethical corporate culture. By proactively enhancing corporate transparency and 
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committing to long-term value creation, these firms significantly constrain the ability of 

opportunistic managers to conceal operational failures or hoard bad news. As the informational 

opacity diminishes, the market is capable of pricing negative shocks incrementally, rather than 

suffering from a sudden, catastrophic price crash. Therefore, Hypothesis 1 is definitively 

accepted. 

Testing Hypothesis 2: The Moderating Role of ESG Performance 

Hypothesis 2, the core innovative contribution of this study, argued that ESG 

performance significantly moderates and strengthens the negative relationship between 

sustainable development and crash risk. To evaluate this, the interaction term (SD × ESG) was 

analyzed. The empirical results reveal a profoundly negative coefficient (-0.019) for the 

interaction term, which is highly significant at the 1% level (t-statistic = -5.982, p-value = 

0.000). This result unequivocally confirms Hypothesis 2. 

The highly significant negative interaction coefficient demonstrates that the risk-

mitigating effect of sustainable development is not a static phenomenon; rather, it is 

exponentially amplified when accompanied by high-quality ESG execution. While the 

independent effect of ESG alone did not show direct significance (p-value = 0.948), its role as 

a catalyst is paramount. This suggests that mere sustainable development goals, without 

verifiable ESG performance, might not be sufficient to completely deter sophisticated 

managerial opportunism. However, when sustainable intent is backed by rigorous 

environmental compliance, robust social policies, and stringent corporate governance 

architectures (high ESG performance), the "greenwashing" loophole is permanently closed. 

High ESG performance ensures that internal control mechanisms are strictly enforced, leaving 

managers with no viable avenues to hoard adverse financial information. Consequently, this 

synergistic relationship serves as the ultimate structural defense against severe market 

downside risk in the Tehran Stock Exchange. 

Analysis of Control Variables 

The control variables included in the model to isolate the primary effects also provide 

valuable economic insights. The coefficient for Return on Assets (ROA) is distinctly negative 

(-0.630) and highly significant at the 1% level (p-value = 0.000). This aligns logically with 

financial theory; highly profitable firms face less financial distress and therefore have fewer 

incentives to hoard bad news, reducing crash risk. Interestingly, Financial Leverage (LEV) also 

exhibits a significant negative coefficient (-0.037, p-value = 0.000). While high debt often 
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increases financial risk, within the Iranian institutional context, high leverage may imply closer 

monitoring and stringent covenant enforcement by major institutional lenders and state banks, 

which forcefully restricts managerial discretion to hide negative information. Firm Size (SIZE) 

and Firm Age (AGE) did not exhibit statistically significant relationships with crash risk in this 

specific sample. 

V. Discussion and Conclusion 

The primary objective of this study was to empirically investigate the complex, 

intertwined relationships between sustainable development, ESG performance, and extreme 

equity downside risk within the highly volatile institutional environment of the Tehran Stock 

Exchange. The empirical findings provide profound insights into the mechanisms of corporate 

transparency and market stability, fundamentally advancing the integration of behavioral 

finance, agency theory, and sustainability literature. 

The confirmation of the first hypothesis demonstrates a statistically significant negative 

relationship between sustainable development and stock price crash risk. This finding provides 

robust empirical support for the ethical assertions embedded within stakeholder theory. In the 

context of the Iranian capital market—a landscape historically characterized by profound 

macroeconomic uncertainty, severe inflationary pressures, and elevated information 

asymmetry—firms that genuinely prioritize sustainable development exhibit a structural 

resistance to catastrophic wealth destruction. By adopting a stakeholder-centric operational 

philosophy, these firms cultivate an inherently more ethical corporate culture that prioritizes 

long-term viability over short-term financial engineering (Kim et al., 2014). This ethical 

posture directly counteracts the agency conflicts that drive the "bad news hoarding" 

mechanism. Managers in sustainability-oriented firms are subjected to broader stakeholder 

scrutiny and are conceptually less prone to concealing deteriorating economic realities to 

protect personal compensation or reputational capital (Kothari et al., 2009). Consequently, 

negative operational shocks are disclosed incrementally and absorbed systematically by the 

market, thereby preventing the artificial inflation of a valuation bubble that inevitably precedes 

a stock price crash. 

However, the most critical theoretical contribution and practical implication of this 

research stem from the definitive confirmation of the second hypothesis. The empirical results 

unequivocally demonstrate that the protective efficacy of sustainable development is not an 

absolute, standalone phenomenon; rather, it is profoundly moderated and amplified by the 

firm's actual ESG performance. The highly significant negative interaction coefficient (SD × 
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ESG) mathematically illustrates that the risk-mitigating benefits of sustainability initiatives are 

exponentially maximized only when accompanied by high-quality execution across 

environmental, social, and governance pillars. This finding addresses a critical gap in 

contemporary financial literature by distinguishing between corporate strategic intent 

(sustainable development) and verifiable execution (ESG performance). 

In emerging markets, the threat of "greenwashing"—where opportunistic executives 

utilize superficial sustainability reports to build unearned moral capital—is particularly acute 

(Martinez-Ferrero et al., 2016). If a firm claims to pursue sustainable development but exhibits 

poor ESG performance, the sustainability narrative functions merely as an obfuscation tactic. 

In such scenarios, the informational opacity remains high, and managers retain the 

discretionary latitude to hoard bad news, leaving the firm highly susceptible to a crash. 

Conversely, high ESG performance neutralizes this threat. Strong governance protocols ensure 

independent board oversight and rigorous internal audits, severely restricting executive 

discretion over financial disclosures (Moradi et al., 2021). Concurrently, robust environmental 

and social performance requires adherence to standardized metrics and external verification, 

which forces radical corporate transparency (Velte, 2019). Therefore, the synergistic 

combination of sustainable development goals and high ESG performance creates a formidable 

structural architecture that completely dismantles the bad news hoarding mechanism, 

safeguarding market stability. 

The intersection of non-financial corporate reporting and fundamental equity risk 

presents a complex and evolving frontier in financial economics. Driven by the tension between 

stakeholder theory's ethical predictions and agency theory's opportunistic realities, this study 

systematically analyzed the impact of sustainable development on future stock price crash risk, 

with a specific focus on the vital moderating role of ESG performance. Utilizing a 

comprehensive, ten-year panel dataset comprising 1,330 firm-year observations from non-

financial entities listed on the Tehran Stock Exchange between 2014 and 2023, the research 

deployed advanced multivariate econometric modeling to rigorously test these dynamics. 

The primary empirical findings unequivocally establish that sustainable development 

has a significant negative impact on stock price crash risk, confirming that firms with a broader 

stakeholder orientation are intrinsically less likely to experience sudden, catastrophic declines 

in equity valuation. More importantly, this study introduces a nuanced understanding of 

corporate transparency by proving that ESG performance significantly moderates and 

strengthens this relationship. The evidence demonstrates that the mere articulation of 
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sustainable development goals is optimized only when structurally coupled with high-quality, 

verifiable ESG execution. High ESG performance validates the authenticity of a firm's 

sustainability claims, drastically reduces information asymmetry, and enforces the stringent 

internal controls necessary to prevent the opportunistic hoarding of bad news by entrenched 

management. 

The theoretical and empirical insights derived from this study translate into critical, 

actionable implications for a diverse spectrum of market participants operating within 

emerging economies. For regulatory authorities and standard-setting bodies, specifically the 

Securities and Exchange Organization (SEO) of Iran, the findings strongly advocate for the 

accelerated transition from voluntary sustainability reporting to mandatory, standardized ESG 

disclosure frameworks. The regulatory imperative must recognize that unverified sustainability 

claims do not protect the market; verifiable ESG execution does. For institutional and retail 

investors, this research underscores the necessity of adopting a highly sophisticated, holistic 

analytical approach. Investment decision-making models must look beyond the glossy veneer 

of corporate social responsibility reports to rigorously evaluate quantifiable ESG metrics, as 

weak execution fundamentally invalidates the presumed protective signals conveyed by 

sustainable development. Finally, for corporate boards of directors, the study highlights the 

strategic imperative of investing in substantive ESG architecture, proving that environmental 

and social stewardship is not merely a philanthropic compliance exercise, but a vital, value-

preserving instrument for financial risk management. 

Future research trajectories should aim to expand upon these findings by disaggregating 

the composite ESG score to investigate the differential, isolated impacts of the environmental, 

social, and governance pillars on crash risk. Additionally, utilizing textual analysis and 

machine learning techniques to assess the qualitative tone of corporate sustainability 

disclosures could provide deeper behavioral insights into how managerial psychology 

influences the temporal flow of critical financial information in highly volatile markets. 
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