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Objective: This study investigates the relationship between corporate social
responsibility (CSR) and stock price crash risk, with particular emphasis on the
moderating roles of regulatory mechanisms—including institutional ownership and
internal control quality—and information asymmetry. Stock price crash risk remains
a major concern for investors, corporate managers, analysts, and regulators, as it
reflects the sudden release of accumulated negative information and can severely
affect capital market stability. Understanding the factors that influence this risk
provides valuable insights for stakeholders in assessing and predicting future stock
price crashes.

Method: The statistical sample was selected using a systematic elimination
procedure. Based on predefined screening criteria, 125 companies listed on the Tehran
Stock Exchange were included in the final sample. The research hypotheses were
tested using panel data regression models.

Results: The findings indicate that corporate social responsibility significantly
reduces stock price crash risk. In addition, regulatory mechanisms, including
institutional ownership and internal control quality, significantly weaken the
negative relationship between CSR and stock price crash risk, suggesting that
these governance mechanisms partially substitute for the monitoring role of CSR.
However, information asymmetry does not have a significant moderating effect
on the relationship between CSR and stock price crash risk.

Conclusion: The results suggest that when corporate social responsibility is
implemented as a genuine governance and accountability mechanism rather than a tool
for managerial self-interest, it effectively reduces stock price crash risk by enhancing
transparency and reducing information opacity. Institutional ownership and strong
internal control systems further strengthen corporate governance and improve financial
reporting quality, thereby reducing the incremental role of CSR in mitigating crash
risk. Although information asymmetry is generally associated with a higher likelihood
of stock price crashes by enabling managers to conceal unfavorable information, it
does not significantly moderate the relationship between CSR and stock price crash
risk. Overall, the findings highlight the complementary roles of CSR and corporate
governance mechanisms in enhancing market transparency and reducing stock price
crash risk.
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Introduction

Increasing transparency and information disclosure, driven by mandatory disclosure policies
and regulations, can mitigate stock price crash risk among firms (Hsu et al., 2018). Given that
voluntary disclosure plays a crucial role in enhancing financial transparency, numerous studies
have explored the relationship between corporate social responsibility (CSR) disclosure and stock
price crash risk. Furthermore, from the perspective of agency theory, institutional ownership is
regarded as one of the most effective governance mechanisms in mitigating agency conflicts.
Institutional investors actively monitor managerial opportunistic behavior and ensure shareholder
wealth maximization. Their presence within corporate structures reduces information asymmetry,
which in turn helps prevent stock price crashes during economic downturns (Widhiyadnyana &
Ratanadi, 2018). Additionally, internal controls serve as a critical governance mechanism that,
when highly effective, can enhance financial reporting quality and consequently reduce stock price
crash risk (Fang, 2023). Strong internal controls also constrain managerial opportunism in
corporate policymaking, further mitigating the risk of stock price crashes (Momeni-Yansari, 2023).
Ultimately, agency conflicts arising from information asymmetry between managers and
shareholders can exacerbate stock price crash risk. Cao et al. (2023) assert that greater information
asymmetry between managers and shareholders leads to higher agency costs, thereby amplifying
stock price crash risk. Building on this foundation, the present study investigates not only the
relationship between CSR disclosure and stock price crash risk but also the moderating effects of
regulatory mechanisms and information asymmetry on this relationship.

Method

This study formulates four hypotheses to investigate the relationship between corporate
social responsibility (CSR) and stock price crash risk:

e Hypothesis 1: Corporate social responsibility has a significant impact on stock price crash
risk.

e Hypothesis 2: Institutional ownership moderates the effect of corporate social responsibility
on stock price crash risk.

e Hypothesis 3: The quality of internal controls moderates the effect of corporate social
responsibility on stock price crash risk.

e Hypothesis 4: Information asymmetry moderates the effect of corporate social
responsibility on stock price crash risk.

To test these hypotheses, a multiple regression model has been employed. The theoretical
framework was developed using relevant literature, and financial data were gathered from the
financial statements of firms listed on the Tehran Stock Exchange (TSE) as well as from financial
databases such as Rahavard Novin. The study examines financial statements of TSE-listed firms
over a 10-year period, from 2014 to 2023. Data on CSR disclosure were extracted from board
activity reports available on the Codal system, while other variables were sourced from the Rahavard
Novin database. The sample was selected using a systematic elimination method, resulting in a final
sample of 125 TSE-listed companies for hypothesis testing.

Research Models
To test the hypotheses of the study, the following research models are formulated:
e Hypothesis 1: Corporate social responsibility (CSR) significantly affects stock price crash

risk.
e Crashriskjy = By + B1CSRj; + B.firm size;; + P3Leverage;; + B,Roa;¢ +
Bsindep;: + &t model (1)

e Hypothesis 2: Institutional ownership moderates the effect of CSR on stock price crash
risk.
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o Crashriskjy = By + B1CSRj¢ + B210;¢ + B3CSRj¢ *10;¢ + P4firm size;; +
BsLeverage;; + PBgRoaj; + Byindep;; + & model (2)

e Hypothesis 3: Internal control quality moderates the effect of CSR on stock price crash risk.
Crashrisk;y = Bo + B1CSR;¢ + B2ICQ;¢ + PB3CSRj¢ * ICQ; + P4firm size;, +

BsLeverageiy + PgRoaj; + Byindep;; + & model (3)
o Hypothesis 4: Information asymmetry moderates the effect of CSR on stock price crash

risk.

Crashriskiy = Bo + B1CSR;¢ + PB.IASS;; + B3CSR; * IASS;¢ +

B4firm size;, + BsLeverage;; + BgRoa;; + Byindep;; + & model (4)

Dependent Variable: Stock Price Crash Risk (Crash Risk)

In this study, to assess the stock price crash risk, the negative skewness of stock returns is
used as a measure. To calculate this measure, the monthly return of a company is first
determined using the following equation:

W=+ ¢ ) Equation (1)

In Equation (1), W represents the monthly return of the company, and ¢ represents the
residual return of the company's stock (residual from Equation 2).

Rij= Bo+ BiRmj-2 + BoRmj-1 + B3Rmj+ BsRmjr1 + BsRimj+2 + €0t Equation (2)

In Equation (2), R represents the stock return of the company for each month in the study
year, and Rm,j denotes the average market return over the two periods before and after the
month under consideration. Next, based on the outputs of Equation (1) and (2), stock price
crash risk is calculated using the following equation:

Ncskew = —[n(n — 1)%Zwi3j]/[(n - 1D(n- 2)(wi2j)%] Equation(3)

Independent Variable: Corporate Social Responsibility (CSR)
The CSR evaluation measure for companies includes four main dimensions:
e Employee Relations (EMPD)
e Community Engagement (COMD)
e Production (PROD)
¢ Environment (ENVD)
The overall CSR disclosure score is obtained by summing the values of these sub-
dimensions, which can be calculated using the following equation (Saleh et al., 2010):
CSR = EMPD + COMD + PROD + ENVD Equation(4)

Employee Relations Dimension
To assess CSR performance in this dimension, six components are identified, as per Table

2.
XA .
EMPD = = Equation(5)
EMPD: The score for the employee relations dimension, A: The score assigned to each of
the components of employee relations in the company, and 6 represents the six components
related to this dimension.

Community Engagement Dimension

For CSR performance in this dimension, six components are identified, as per Table 2.

comp =2 Equation(6)

COMD: The score for the community engagement dimension, B: The score assigned to each

component of community engagement in the company, and 6 represents the six components
related to this dimension.
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Production Dimension

To assess CSR performance in this dimension, four components are identified, as per Table 2.

PROD =2 Equation(7)

PROD: The score for the production dimension, C: The score assigned to each component
of production in the company, and 4 represents the four components related to this dimension.

Environment Dimension
To assess CSR performance in this dimension, four components are identified, as per Table 2.

ENVD =22 Equation(8)
ENVD: The score for the environment dimension, D: The score assigned to each component
of environmental performance in the company, and 4 represents the four components related

to this dimension.

Moderating Variables

o Institutional Ownership (I0): The level of institutional ownership in each company is
determined by calculating the ratio of institutional shares to total company capital at the end of
the year (Fang, 2023).

¢ Internal Control Quality (ICQ): Internal control weaknesses are identified using independent
audit reports and internal control reports from the companies. This measure is coded as 1 if
there are no significant weaknesses in internal controls, and 0 if weaknesses are identified
(Lashkari et al., 2014).

e Information Asymmetry (IASS): In this study, information asymmetry is measured using the
model proposed by Venkatesh and Jiang (1986), which is commonly applied in internal research,
such as by Sajadi (2023) and Joudi & Mansourfar (2019). This model is presented in the following

equation:

Spread = % X % Equation(9)

2
In this measure, Spread refers to the difference between the buy and sell prices of stocks, D

is the number of trading days in the year, AP is the average best ask price for the stock on each
day, and BP is the average best bid price for the stock on each day.

Control Variables
e [everage: In this study, leverage is measured by the ratio of long-term debt to total assets.
e Firm Size: In this study, firm size is measured by the natural logarithm of the company's total
assets.
e Return on Assets (ROA): ROA is calculated by dividing net income by total assets.
e Board Independence (Indep): Board independence is measured by the ratio of non-
executive board members to total board members.

Conclusions

This study examines the relationship between corporate social responsibility (CSR) and
stock price crash risk, emphasizing the moderating roles of regulatory mechanisms and
information asymmetry among firms listed on the Tehran Stock Exchange (TSE). regulatory
mechanisms are assessed using two key variables: internal control quality and institutional
ownership. The findings of this study align with previous research by Fang (2023), Gao et al.
(2023), and Yang et al. (2022).

According to the results of the first hypothesis, CSR has a significant negative impact on
stock price crash risk. This finding indicates that companies that actively engage in CSR
initiatives experience a lower risk of stock price crashes. Based on theoretical foundations,
financial opacity is identified as a major factor contributing to stock price crashes. CSR plays
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a crucial role in enhancing financial transparency, as socially responsible firms tend to
voluntarily disclose corporate information. By doing so, they signal their strong performance
to investors and external stakeholders, encouraging investors to retain their shares.

The second hypothesis findings reveal that institutional ownership weakens the negative
effect of CSR on stock price crash risk. Fang (2023) suggests that CSR and institutional
ownership serve as substitute mechanisms in mitigating stock price crash risk. Institutional
investors, through active corporate governance participation, enhance transparency and
managerial oversight, ultimately reducing stock price crash risk.

The third hypothesis results indicate that internal control quality weakens the negative impact of
CSR on stock price crash risk. Fang (2023) highlights that internal controls, similar to institutional
ownership, serve as an alternative mechanism to CSR in mitigating stock price crash risk. This
substitution effect occurs when firms with robust internal control systems rely more on these
mechanisms rather than CSR to reduce crash risk, thereby diminishing the direct impact of CSR.
Finally, the fourth hypothesis results suggest that information asymmetry does not play a moderating
role in the relationship between CSR and stock price crash risk.
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