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Objective: The purpose of this research is to investigate the interactive
effect of environmental, social and corporate governance (ESG) reporting
and disclosure on the cost of debt.

Method: In this research, a sample consisting of 910 company-years during
the period of 2016-2022 was selected and tested from among the companies
admitted to the Tehran Stock Exchange and tested based on multiple
regression of research models.

Results: The results showed that ESG disclosure leads to an increase in the
cost of debt. Also, poor ESG performance is associated with lower cost of
debt. In addition, the interaction between disclosure and ESG performance
weakens the increase in the cost of debt. Also, environmental and social
disclosure is associated with an increase in the cost of debt, and disclosure
of corporate governance does not have a significant effect on the cost of
debt. Among the dimensions of ESG performance, weak environmental
performance and corporate governance lead to a decrease and an increase in
the cost of debt, respectively.

Conclusion: These results show conflicting evidence with international
studies for Iran and contribute to a deeper understanding of ESG reporting.
Considering that the impact of ESG performance and its disclosure on the
cost of debt has not been investigated in domestic research, the results of
this research contribute to the enrichment of existing literature in the field
of ESG.
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Introduction

In today's economy, a business unit will be more successful if it can have high flexibility in
financing. In this context, one of the main sources of funding for companies is borrowing, and
each company has its policy in this field. Considering that the primary task of the financial
managers of the companies is to maximize the wealth of the shareholders, it is vital to know
the various aspects of financial issues and the factors affecting the financial situation of the
companies. The cost of debt is one of the most critical factors. Environmental, social, and
corporate governance (ESG) measures are among the possible factors affecting the cost of debt.
Environmental, social, and corporate governance (ESG) sustainability investing has gained
significant importance in recent years. Yet, there are limited studies that have examined the
impact of ESG performance and disclosure on the cost of debt. Based on this, this research
aims to investigate the interactive effect of environmental, social, and corporate governance
(ESG) reporting performance on the cost of debt.

Method

In this research, to analyze the data and test the hypotheses, multivariable regression models
were employed. The models were estimated using EViews 12 software. The statistical sample,
selected through a screening method, comprises 130 companies listed on the Tehran Stock
Exchange from 2016 to 2022. The dependent variable in this study is the cost of debt, which is
calculated by dividing financial costs by total debt (average debt). This measure reflects the
average interest rate that companies pay on their debt, serving as a critical indicator of financial
health and risk. The independent variable is disclosure and performance in environmental,
social, and corporate governance (ESG). This variable is calculated through content analysis
of board activity reports, which involves systematically coding and quantifying the extent and
quality of ESG disclosures made by companies. This approach ensures an objective assessment
of ESG performance, which is increasingly recognized as a vital component of corporate
strategy and investor decision-making. Also, all the variables are winsorized at the 5% error
level, meaning that the extreme values in the dataset are adjusted to the S5th and 95th percentiles.
This process helps to mitigate the influence of outliers by capping the extreme values, thereby
reducing their potential impact on the results. Winsorization ensures that the data distribution
is less skewed and more robust, leading to more reliable and stable statistical analyses.

Results

Based on the results of the first hypothesis test, it was observed that with the increase in the
disclosure of environmental, social, and corporate governance reporting, the cost of debt
companies increases. By examining the effect of ESG performance on the cost of debt in the
second hypothesis, it was observed that weak ESG performance is associated with a decrease
in the cost of debt. The results of the third hypothesis test showed that the interactive effects of
disclosure and ESG performance also have a significant effect on the cost of debt. So, the
increase in ESG disclosure reduces the effect of weak performance (performance) on the
reduction (increase) of the cost of debt, and the increase of ESG performance reduces the effect
of ESG disclosure on the increase of the cost of debt. Also, environmental and social disclosure
is associated with an increase in the cost of debt, and disclosure of corporate governance does
not have a significant effect on the cost of debt. Among the dimensions of ESG performance,
weak environmental performance and corporate governance lead to a decrease and an increase
in the cost of debt, respectively.

Conclusions

In line with the results of the first hypothesis, it can be stated that in developing countries
such as Iran, where companies have very low transparency, the increase in ESG disclosure
leads to the reduction of information asymmetry between borrowing companies and lending
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institutions, and on the other hand, the situation becomes clearer. Will participate. Now in Iran,
the conditions of international sanctions and non-cooperation of foreign companies are causing
a crisis in the profitability of Iranian companies, which were mainly export-oriented, as a result,
the increase in transparency represents the increase in disclosure related to the dire conditions
of the company. Therefore, lending to the company becomes more difficult, and the cost of
debt increases. According to the results of the second hypothesis, poor ESG performance is
associated with a decrease in the cost of debt. This issue can also be justified considering the
special conditions of Iran. So about 60% of Iranian companies are state-owned. These
companies can receive financial assistance from financial institutions and banks, which are also
government, more quickly when the situation worsens. The findings of this research show
conflicting evidence with the results of international research for Iran and help to understand
ESG reporting more deeply. The growth and development of ESG reporting dimensions in Iran
is not proportional to its growth rate worldwide and requires special attention from the
compilers of accounting standards in Iran. Considering that the impact of ESG performance
and its disclosure on the cost of debt has not been investigated in domestic research, the results
of this research help to enrich the existing literature in the field of ESG.
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