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Objective: In recent years, the importance of environmental, social and
governance (ESG) information disclosure in decision-making processes has
increased. These disclosures are recognized as a key component in
evaluating company performance and affecting stock liquidity in financial
markets. Accordingly, the aim of this study is to investigate the relationship
between environmental, social and governance (ESG) disclosure and stock
liquidity in companies active in the Tehran Stock Exchange.

Method: In order to investigate this issue, this study examined a sample of
125 companies active in the Tehran Stock Exchange during the years 2018
to 2022. The method of this study is applied in terms of its purpose and in
terms of its inference method and research design, it is a descriptive-
analytical research, of correlational and post-event type. In this study, a
multivariate regression model based on mixed data was used to test the
hypothesis.

Results: The results of the research hypothesis show that disclosure of
environmental, social and governance information has a positive and
significant effect on stock liquidity; that is, with increasing disclosure of
environmental, social and governance information, stock liquidity also
increases.

Conclusion: Regarding the acceptance of the hypothesis of this research,
it can be concluded that with increasing disclosure of environmental, social
and governance information, investors gain trust, the information
environment improves, information asymmetry decreases, financial
performance improves, and ultimately stock liquidity increases.
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Introduction

One of the key indicators for evaluating the condition of the capital market is the liquidity
of listed securities. High liquidity reflects the stock exchange’s efficiency in ensuring
information transparency and aligning security prices with their intrinsic values. Liquid stocks
carry lower holding risks since they can be rapidly converted into cash. As a result, risk-averse
investors typically prefer high-liquidity stocks, enabling quick sales with minimal price
fluctuations when needed. Forecasting stock liquidity based on past liquidity patterns is
particularly useful for investors, analysts, and policymakers seeking to better understand
market behavior and refine investment strategies. In this regard, recent financial studies have
highlighted the growing role of non-financial information—particularly Environmental, Social,
and Governance (ESG) disclosures—in influencing market dynamics. Transparent ESG
reporting can reduce both systematic risks and financing costs. It can also mitigate firm-specific
risks and improve investor trust, thereby enhancing a firm’s reputation and positively impacting
stock liquidity. As ESG considerations gain prominence in investment decision-making,
companies with strong ESG transparency are more likely to attract investors. This research
investigates the relationship between ESG disclosures and stock liquidity in the Tehran Stock
Exchange. Iran presents a unique case as a developing economy where ESG frameworks are
still emerging, and regulatory structures are relatively weak. This provides an opportunity to
explore how ESG transparency might influence liquidity in less mature markets. The study is
expected to make three main contributions: (1) expanding the theoretical literature on ESG
disclosures within developing countries, especially in Iran’s capital market context; (2)
emphasizing ESG transparency as a critical factor for informed investment decisions by
stakeholders; and (3) showing how ESG disclosure can reduce information asymmetry and
improve market efficiency. Furthermore, the findings could provide practical insights for
regulators and listed firms to enhance ESG practices, ultimately promoting a more transparent,
efficient, and liquid market environment.

Method

This research is applied in nature and follows a descriptive-correlational approach, aiming
to address the proposed research hypotheses through empirical investigation. The applied
nature of the study highlights its practical orientation in solving real-world problems related to
stock market behavior and ESG disclosure, while the descriptive-correlational design allows
for the identification and analysis of potential relationships between variables without
manipulating the research environment. The statistical population of this study includes all
companies listed on the Tehran Stock Exchange (TSE) during the period from 2018 to 2022.
To ensure the reliability and relevance of the data, a screening method was used to select
companies that had continuous trading activity, complete financial reports, and available ESG-
related disclosures during the target period. After applying these criteria, financial and non-
financial data for 125 companies were collected, resulting in a panel dataset containing 625
firm-year observations. To test the research hypotheses, the study employed a multivariate
regression analysis method using panel data techniques, which are suitable for capturing both
cross-sectional and time-series variations in the data. Panel data models enable the control of
unobservable heterogeneity across firms and allow for more accurate and robust estimations.
Depending on the results of statistical tests such as the F test and Hausman test appropriate
models (fixed effects or random effects) were selected. Data processing and analysis were
carried out using EViews and Stata software packages, which are widely used in econometric
and financial research for their powerful modeling capabilities and flexibility in handling large
datasets. These tools facilitated comprehensive data analysis, hypothesis testing, and result
interpretation in alignment with the research objectives.
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Results

The findings of this study highlight the significant role of environmental, social, and
governance (ESG) disclosures in influencing stock liquidity. The analysis shows that the
average ESG disclosure score among the sampled companies is relatively high, reflecting
growing awareness and commitment to transparency, social responsibility, and sound corporate
governance. This trend indicates that firms increasingly recognize the value of providing clear
and reliable ESG-related information to investors and stakeholders. A key outcome of this
research is the identification of a positive and statistically significant relationship between ESG
disclosures and stock liquidity. Companies that actively disclose ESG information generally
experience better liquidity in financial markets. Such disclosures reduce information
asymmetry, enhance investor confidence, and signal commitment to sustainable and
responsible practices. As a result, shares of companies with higher ESG disclosure tend to be
traded more frequently and easily, indicating improved marketability. The study also explored
financial leverage, showing that many companies finance a substantial portion of their assets
through debt. Although such reliance could expose firms to financial risk, the results revealed
that financial leverage did not have a significant direct effect on stock liquidity. This suggests
that other factors, especially the transparency and quality of disclosures, may be more
influential in determining liquidity. Regarding control variables, company size and age were
found to have a significant positive effect on stock liquidity. Larger and older firms often
benefit from greater investor trust and visibility, leading to more active trading and improved
liquidity. These traits likely attract a broader investor base and lower the perceived risks of
trading their shares. On the other hand, financial indicators such as return on equity (ROE) and
financial leverage showed no meaningful impact on stock liquidity. This finding implies that
traditional performance metrics alone may not fully explain liquidity patterns in the market.
Instead, non-financial disclosures like ESG information appear increasingly important in
investor decision-making. In summary, the results emphasize the critical role of ESG
disclosures in enhancing stock liquidity. By offering transparent and relevant information on
ESG factors, companies can boost investor trust, minimize market frictions, and contribute to
more efficient capital markets. These insights underline the growing influence of sustainability
and corporate responsibility in shaping financial market behavior and outcomes.

Conclusions

The findings of this study demonstrate that environmental, social, and governance (ESG)
disclosures have a positive and significant effect on stock liquidity. Companies that embrace
transparency and commit to ESG principles not only gain investor trust but also contribute to
broader societal goals. This shows that ESG is now a core element of corporate strategy,
influencing market behavior and investor confidence. Expanding and improving ESG
disclosures can promote sustainable development and help build stronger financial markets.
Greater transparency and responsibility lead to more resilient markets that allocate capital more
effectively and support long-term growth. Company executives and boards should
acknowledge the importance of enhancing ESG information. High-quality disclosures improve
transparency and attract more investors, which can enhance stock liquidity and trading
efficiency. Regulatory bodies, including stock exchanges, are encouraged to revise their
policies and consider mandating ESG reporting, ensuring more consistent and reliable
information for market participants. Auditors also play a vital role by evaluating the accuracy
of ESG disclosures alongside financial data. Their attention to ESG quality helps ensure that
non-financial information serves as a credible signal for investors assessing stock liquidity and
risk. Investors themselves should treat ESG disclosures as a key part of investment analysis.
Focusing on the reliability and scope of ESG reporting helps identify firms that are not only
financially stable but also committed to sustainable practices, improving investment quality
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and portfolio liquidity. Overall, by improving ESG transparency across all market participants,
stock liquidity can be enhanced, and financial markets can evolve toward a more sustainable,
resilient, and accountable structure that benefits companies, investors, and society.
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