*

Research Paper

Financial Reporting Comparability and Environmental, Social, and
Governance (ESG) Performance”

Monir Jafarirahni™! “* Monir Jafarirahni*? “* | Seyyedamirhossein Hosseinalinezhad®

! Assistant Professor, Department of Accounting, Mashhad Branch, Islamic Azad University, Mashhad, Iran.
2 Assistant Professor, Department of Economics, Mashhad Branch, Islamic Azad University, Mashhad, Iran.
3 Master's degree, Accounting Department, Mashhad Branch, Islamic Azad University, Mashhad, Iran.

d 10.22080 /jsn. 10.22080/JSN.2026.31088.1139

Received: Abstract

f;gst?é:zl’ 2027 This study investigates the relationship between financial reporting
May 31, 2026 comparability and Environmental, Social, and Governance (ESG)
performance. Specifically, it examines how structural transparency in
financial reporting influences corporate commitment to and engagement in
ESG initiatives. While financial reporting comparability, as a qualitative
characteristic in accounting standards, facilitates stakeholder decision-
making by reducing information costs, this research argues that such
heightened transparency places managers in a strategic position where they
may curtail investments in environmental and social projects. Indeed, the
focus on comparable performance metrics may drive managers toward
prioritizing short-term returns, thereby limiting critical investments in
environmental areas, which directly leads to the impairment of overall ESG

égm(;gz:ility of financial per_fo_rmance. . oL . .

statements, environmental This is an applied and quantitative study with an analytical approach. The
performance, social research data encompasses 114 companies over a six-year period from 2019
performance, governance to 2024. To test the hypotheses, multivariate panel regression models were
performance employed using EViews and Excel software. The findings indicate a

significant negative relationship between financial reporting comparability
and overall ESG performance. Specifically, environmental and social
dimensions are negatively impacted by comparability, whereas the
governance dimension shows no significant association. These results offer
valuable insights for investors, managers, and policymakers in enhancing
financial decision-making and promoting sustainable corporate practices.
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1. Introduction
With the growing global emphasis on

sustainability, environmental, social, and
governance (ESG) performance has become a
key criterion for evaluating firms. Financial
reporting, particularly the comparability of
financial statements, plays a crucial role in
investors’ decision-making. Comparability is
traditionally viewed as a desirable qualitative
characteristic that enhances transparency and
market efficiency. However, recent evidence
suggests that higher comparability does not
always lead to positive outcomes. Some studies
indicate that greater comparability may reduce
firms’ incentives to invest in ESG activities, as
the costs of such investments become more
visible and market pressure on managers
increases. Prior empirical findings, both
international and domestic, remain mixed. This
ambiguity is more pronounced in emerging
markets such as Iran, where information
asymmetry is relatively high. This study focuses
on Iranian listed firms to examine the role of
financial statement comparability in shaping ESG
performance. The findings can provide valuable
insights for policymakers, managers, and
accounting standard setters.

2. Research Methodology
This study is applied in terms of purpose and

guantitative and analytical in nature, employing a
combined inductive—deductive approach. The
research method is correlational, using panel data
regression to test the hypotheses. The statistical
population consists of firms listed on the Tehran
Stock Exchange during 2019-2024, and after
applying screening criteria, 114 firms remained
in the final sample. Banks and investment
companies were excluded, and all firms had a
fiscal year ending in March with no changes
during the study period. The research model is
adopted from Choi and Lee (2024). ESG
performance is the dependent variable and is

measured using the checklist developed by Amin
and Salehnejad (2020), covering environmental,
social, and governance dimensions. The
independent variable is financial statement
comparability, measured using the De Franco et
al. (2011) model. Control variables include firm
size, leverage, profitability, cash flows, sales
growth, accruals, and auditor size. The main
objective is to examine the effect of financial
statement comparability on firms’ ESG
performance.

3. Research Findings

The regression results indicate that the
probability value of the F-statistic is below 5% in
all models, confirming the overall statistical
validity of the regressions. In the main model, the
coefficient of financial statement comparability is
negative and statistically significant, indicating a
negative and significant relationship between
comparability and overall ESG performance;
therefore, the main hypothesis is supported. The
adjusted R-squared of the main model is 82%,
showing strong explanatory power. In the first
sub-model, a negative and significant relationship
between comparability and environmental
performance is observed, supporting the first sub-
hypothesis, with an adjusted R-squared of 96%.
The second sub-model also reveals a negative and
significant relationship between comparability
and social performance, confirming the second
sub-hypothesis; its adjusted R-squared is 93%.
However, in the third sub-model, the relationship
between financial statement comparability and
governance performance is not statistically
significant, leading to rejection of the third sub-
hypothesis. The adjusted R-squared of this model
is 96%.

4. Conclusion

The results of this study indicate that higher
financial statement comparability is associated
with a significant decrease in firms’ ESG
performance. This negative relationship is
particularly evident in the environmental and
social dimensions, while no significant effect is
observed for the governance dimension. The
findings suggest that increased financial
transparency may discourage managers from
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investing in ESG activities with uncertain short-
term returns due to market evaluation pressures.
This highlights a trade-off between financial
transparency and sustainability investment.
Accordingly, it is recommended that investors
and policymakers not rely solely on
comparability metrics and design incentives or
compensation mechanisms to encourage firms to
maintain or enhance ESG-related activities.
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