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Objective: This study investigates the relationship between Environmental,
Social, and Governance (ESG) performance and investor sentiment in the
presence of information asymmetry. It aims to determine how variations in
ESG performance influence investors’ attitudes and whether asymmetric
information moderates this relationship.

Method: In this regard, a sample comprising 1,300 firm-year observations over
the period 2013-2022 was selected and estimated using the Ordinary Least
Squares (OLS) method with robust standard errors.

Results: The results showed that increasing environmental, social and
governance performance leads to increased investor sentiment. However, the
existence of information asymmetry weakens the relationship between ESG
performance and investor sentiment. By examining each dimension, the findings
revealed that the environmental and social dimensions are the most significant
components of Environmental, Social, and Governance (ESG) performance,
which can enhance investors’ sentiment. Furthermore, information asymmetry
was found to weaken the positive impact of environmental and social factors on
investors’ sentiment. Finally, the sensitivity analyses indicated that when
investor sentiment is low, ESG performance contributes to an increase in
investor sentiment; however, when investor sentiment is high, ESG performance
has no significant effect on investor sentiment.

Conclusion: Firms with strong Environmental, Social, and Governance (ESG)
performance, by demonstrating their commitment to stakeholders and disclosing
both financial and non-financial information, can enhance investors’ sentiment
toward the company.
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Introduction

With the continuous development of capital markets and the growing number of investors,
capital providers have become key participants influencing financial market dynamics and
behavior. Investors, however, are often affected by emotional biases, leading to irrational and
inconsistent decisions. Consequently, companies increasingly seek to attract investors by
demonstrating their commitment to responsible and transparent practices—one of which is
Environmental, Social, and Governance (ESG) performance.

ESG performance reflects a company’s adherence to sound corporate governance,
environmental responsibility, and social accountability. These elements not only help reduce
operational and reputational risks but also enhance the firm’s long-term sustainability and value
creation for shareholders. By disclosing both financial and non-financial information, firms can
improve market transparency and strengthen investor trust. Conversely, in a symmetric information
environment, investors have better access to relevant information, allowing ESG performance to
exert a stronger and more rational influence on investor sentiment.

In recent years, the global demand for sustainable investment has risen considerably, and
Iran has been no exception. An increasing number of Iranian firms have adopted ESG-related
practices, producing promising results and attracting greater investor attention. Issues related
to environmental, social, and governance performance have gained importance in both local
and international markets, as they foster information transparency, enhance corporate
reputation, and project a positive public image. These factors collectively contribute to higher
investor confidence, improved efficiency, and increased firm value.

Despite the growing relevance of ESG practices worldwide, there has been limited empirical
research on this topic in Iran. Therefore, this study aims to examine the relationship between
ESG performance and investor sentiment in the context of information asymmetry. The
research is distinctive in that it extends the accounting and finance literature by exploring how
asymmetric information conditions may alter investors’ emotional and behavioral responses to
firms’ ESG performance.

Method

The study is structured around two primary hypotheses. The first hypothesis posits that a
company’s ESG performance has a positive association with investor sentiment. The second
hypothesis proposes that information asymmetry moderates the relationship between ESG
performance and investor sentiment. The investor sentiment index was constructed following the
methodology of Kim and Ha (2010), while ESG performance was evaluated using the checklist
developed by Fakhari et al. (2017). The research sample was derived using a systematic elimination
method, resulting in the selection of 130 companies listed on the Tehran Stock Exchange (TSE)
between 2013 and 2022. To test the hypotheses, the study employed multivariate regression
analysis using panel data, applying both Ordinary Least Squares (OLS) and robust estimation
methods to ensure the validity and reliability of results.

Results

The findings indicate that improvements in environmental and governance performance
contribute to enhanced positive social outcomes. However, the presence of information asymmetry
weakens the relationship between ESG performance and investor sentiment. The study also reveals
that the environmental and social dimensions of ESG have the strongest influence on investor
behavior, suggesting that investors are particularly sensitive to companies’ environmental
responsibility and social initiatives. Furthermore, the results show that information asymmetry can
positively influence investors’ decisions regarding environmental and social factors—implying
that in situations of limited information, investors rely more heavily on firms’ ESG signals.

Empirical analysis further demonstrates that lower levels of investment are associated with
stronger investor reactions to ESG performance, whereas the timing of ESG activities does not
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significantly affect investment decisions. This suggests that the perceived credibility and
consistency of ESG practices matter more to investors than the specific period in which such
activities occur.

Conclusions

The study concludes that companies with strong environmental, social, and governance
performance, alongside transparent disclosure of both financial and non-financial information,
can effectively strengthen investor confidence and enhance their market reputation.

Based on the findings, several recommendations are proposed:

e Public media outlets, particularly those widely accessed by the general public, should
promote greater financial literacy and investor education, providing clear guidance on
how to interpret both financial and non-financial corporate information. This can
mitigate emotional biases such as herd behavior in capital markets.

e Stock exchange authorities are encouraged to improve transparency by establishing stricter
disclosure requirements and enhancing the accuracy and reliability of ESG reporting.

e Companies should be incentivized to publish comprehensive and verifiable sustainability
information to facilitate informed investment decisions.

e Investors should consider both financial and non-financial risks—such as environmental
fines or social violations—when making investment decisions, and avoid mimicking
others’ actions without analytical justification.

e Managers and corporate planners are advised to incorporate ESG disclosure into financial
reports to attract greater investor and creditor confidence.

It is important to acknowledge that ESG reporting in Iran currently lacks a specific legal
framework, and some companies may inadvertently omit relevant information. Moreover,
sustainability disclosures may vary across industries due to differing environmental sensitivities.
Nonetheless, these limitations do not materially affect the validity of the study’s findings.

Overall, the results underscore the growing importance of ESG performance in shaping
investor sentiment and contribute valuable insights to the emerging body of research on
sustainable investment behavior in developing markets.
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