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Volatility (DUVOL), which captures downside volatility relative to upside
movements. Regression results show that the aggregate ESG Score significantly
reduces SPCR when measured with NSKEWNESS, indicating that firms with
stronger ESG engagement are less likely to experience extreme negative price
declines. When decomposed, the Environmental and Social components
significantly mitigate SPCR, while Governance exhibits a negative but
insignificant effect. However, none of the ESG components significantly
influence DUVOL, suggesting that ESG practices may be more effective in
addressing long-term crash risk rather than short-term price volatility. These
findings highlight the role of ESG in promoting market resilience and underscore
the importance of transparent and comprehensive sustainability reporting for
corporate managers, investors, and regulators.
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I Introduction

In recent decades, Environmental, Social, and Governance (ESG) has taken center stage in the
business and investment world. More companies are disclosing ESG information in their annual reports, to
improve transparency and increase investor interest (Syntao Green Finance, 2020) Investors are increasingly
paying attention to companies' ESG performance to reduce investment risks, including the risk of a drastic
decline in stock prices, or defined as Stock Price Crash Risk (Luo, 2023; Ma, 2024; Murata et al., 2021). Recent
research also highlights that ESG factors have become a central analytical tool for investors, as these indicators
help assess both long-term opportunities and potential risks in financial markets (Ameliana & Nanda, 2024).
This is due to the increasing realization that poor ESG performance can lead to instability in a company's
operations, which might result in decreased market confidence and a stock price crisis (Fiorillo et al., 2024;
Luo, 2023). In addition, firms with weak ESG initiatives tend to have higher SPCRs due to information
asymmetry and risky decision-making (Pereira da Silva, 2022; Sang et al., 2024).
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Prior studies generally document that firms with strong ESG performance tend to exhibit lower Stock
Price Crash Risk because sustainable practices improve transparency and reduce information asymmetry
(Zhou et al., 2022). However, the effectiveness of ESG in improving the quality of firm disclosure remains a
matter of debate. The information obfuscation hypothesis posits that poorly performing firms may employ
ESG disclosure as a means of concealing negative information rather than enhancing transparency (Liu et al.,
2022). In such cases, ESG becomes a symbolic tool rather than a substantive measure of sustainability, raising
questions about whether ESG truly improves information environments or merely distracts investors (Trotta
et al,, 2024). Lack of transparency in financial information often leads to stock price crash risk (SPCR) caused
by the accumulation of hidden bad news. According to the bad news hoarding hypothesis proposed by Jin &
Myers (2006), company management may delay the disclosure of negative information to maintain short-term
stock price stability. However, when the accumulated negative information is finally revealed, the market
reacts with a mass panic that causes a drastic fall in stock prices or even a stock market crash. A vivid example
of this phenomenon is the financial statement manipulation scandals that occurred with Kangmei
Pharmaceutical (2019) and Kangdexin in China, which resulted in plummeting stock prices and significantly
reduced investor confidence (Li et al., 2023; Xu et al., 2022).

The SPCR phenomenon also occurred in various other countries, including Indonesia, where the
shares of several companies experienced a drastic decline due to a lack of information transparency (Hmouda
etal., 2024). For example, PT Bukalapak.com Tbk. (BUKA) Shares have decreased 69.65% since the initial public
offering (IPO) until March 2022 due to loss-making financial reports (Kusnandar, 2022). The same thing
happened to PT MNC Vision Networks Tbk (IPTV), which experienced a 52.38% decline in one month due to
high-interest debt of IDR 2 trillion (Pintarsaham.id, 2021). This fall in share price shows that non-transparent
financial information can have a significant impact on capital market stability (Abdou et al., 2024). Thus, the
ESG Score is believed to help stakeholders better understand the environmental, social, and governance
aspects of companies, and contribute to the transparency of information in the capital market in supporting
the green economy and low-carbon economic system (Liu et al., 2022). In addition to individual cases, the
phenomenon of falling stock prices is also reflected in broader market trends. Since October 2024, the Jakarta
Composite Index (JCI) has shown a significant decline, reflecting weakened investor sentiment due to a
combination of global and domestic factors, including geopolitical uncertainty, inflation, and concerns over
companies' resilience to environmental and social risks. (CNBC Indonesia, 2024; Kompas, 2024; Liputan6, 2024;
GoodStats, 2024). This decline in the JCI reflects the systemic potential of Stock Price Crash Risk (SPCR) in
Indonesia, making it important for investors and regulators to identify early indicators that can predict this
risk.

Although prior studies explore ESG's general influence on SPCR, limited research distinguishes the
specific contributions of each ESG component (Environmental, Social, Governance) (Li, 2024). Furthermore,
within the Indonesian context, most studies rely on ESG disclosure, which may reflect compliance-driven
narratives rather than actual performance, leading to potential misinformation bias (Giantari, 2024). This
creates a research gap regarding whether ESG performance, as measured using standardized ESG Scores, can
mitigate SPCR more effectively than narrative disclosure. Taking into account the existing research gap, this
study seeks to fill the research gap with several key contributions. First, this study not only looks at the
relationship of ESG Score to SPCR in aggregate, but also analyzes the impact of each ESG component
(Environmental, Social, Governance) separately on stock price crash risk. Second, there is also a void of
research in the Indonesian context, especially those that discuss the relationship between ESG and stock price
crash risk. Research conducted in Indonesia is still relatively limited and mostly only uses the ESG Disclosure
approach (Giantari, 2024). In fact, this approach has a fundamental weakness, namely the potential for
misinformation. Many companies only add words relevant to sustainability solely to fulfill regulatory demands,
such as reporting to the Financial Services Authority, without actually reflecting actual sustainability
performance. Although various studies have addressed the impact of ESG disclosure on firm performance and
capital markets, the results still show inconsistencies. Some studies suggest that ESG disclosure can increase
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information transparency and reduce the risk of stock price crashes by increasing credibility and investor
confidence (Fiordelisi et al., 2023; Ge et al., 2023; Lee et al., 2022).

. Literature Review and Hypothesis Development
2.1, Stock Price Crash Risk (SPCR) and Theoretical Framework

Stock Price Crash Risk (SPCR) refers to the possibility of a firm experiencing an extreme and rapid
decline in its stock price within a short period. This risk can occur due to negative information that is held back
and only disclosed to the market in large quantities suddenly (Jin & Myers, 2006; Silva, 2022). SPCR
measurement in this study uses two main indicators, namely Negative Skewness (NSKEWNESS) and Down-to-
Up Volatility (DUVOL). To explain the relationship between ESG and SPCR, this study incorporates three
theoretical foundations: Stakeholder Theory, Agency Theory, and the Efficient Market Hypothesis (EMH).
Stakeholder Theory posits that firms must manage the interests of all stakeholders, including employees,
customers, communities, and regulators. Strong ESG practices can reduce stakeholder conflicts, enhance
legitimacy, and support long-term stability, thereby lowering Stock Price Crash Risk.

In addition, Agency theory explains the relationship between company owners (principals) and
management (agents), which is often filled with conflicts of interest due to asymmetric information. In the
context of ESG, good disclosure can reduce this conflict by providing more transparent and accountable
information, thereby reducing the risk of information manipulation that can trigger the risk of falling stock
prices (Itan et al., 2024). By adopting strong ESG practices, companies can build trust with investors and reduce
agency risk. Meanwhile, the Efficient Market Hypothesis states that stock prices reflect all information available
in the market (Fama, 1970). However, in practice, information asymmetry and delays in ESG disclosure lead to
deviations from market efficiency. Proper and accurate ESG can improve market efficiency by reducing
information uncertainty and minimizing negative surprises that could lead to stock price crashes (Zhang &
Ding, 2023).

2.2. Environmental, Social, and Governance (ESG) And Stock Price Crash Risk

ESG Score is an indicator used to assess the performance of a company in three main aspects, namely
Environment, Social, and Governance. ESG score is an important factor in the assessment of corporate
sustainability and has been widely used in research related to investment and financial risk (Murata & Hamori,
2021). ESG Score serves as a transparency tool that allows investors to assess a company's commitment to
sustainable and ethical business practices, which in turn can affect the company's financial risks, including the
risk of falling stock prices (Silva, 2022). In line with this view, recent findings suggest that the integration of
ESG metrics into financial decision-making reflects a broader shift toward long-term market resilience, where
sustainable practices help firms reduce vulnerability to extreme downside risks (Junaedi, 2024).

According to Kim and Li (2021), the ESG concept reflects the company's efforts in fulfilling social and
environmental responsibilities, as well as applying ethical principles in business management. Meanwhile,
Baier and Kunter (2020) added that the three main pillars of ESG, namely environmental, social, and
governance, are an important basis for corporate social accountability practices and support the long-term
sustainability of business activities. By applying ESG principles, companies not only build a good reputation
but also increase investor confidence and competitiveness in a market that increasingly demands social
responsibility and sustainability. Previous research has examined the relationship between ESG performance
and overall firm performance. The results show that companies with high ESG scores often have stronger
financial results, as ESG practices can lower costs and improve operational efficiency, especially in high-risk
sectors (Chen et al., 2024; Zhou et al., 2022).

In addition, ESG performance is also associated with better stock returns, as companies committed
to ESG tend to attract investor interest and can achieve higher market valuations (Li et al., 2022; Xu et al., 2022).
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ESG performance has long been regarded as one way for companies to maintain financial stability. Research
conducted by Li et al. (2022) shows that companies with high ESG scores tend to be more financially stable
and have lower stock price crash risk. In addition, Zhou et al. (2022) found that strong ESG helps increase
investor confidence, which in turn reduces stock price volatility.

2.3. Environment Pillar and the Stock Price Crash Risk

Environmental aspects of ESG include a company's policy towards sustainability, energy efficiency,
waste management, as well as the environmental impact of business operations. Companies with high
environmental scores are generally more transparent in managing environmental impacts and committed to
sustainable business practices (Xu et al., 2022). Environmental factors can also contribute to reducing financial
risk by improving regulatory compliance and reducing the likelihood of fines or litigation resulting from
environmental violations (Huang et al., 2023). Yu et al. (2016), in Purnomo and Eriandani (2023), define
environmental uncertainty as a situation when a company does not have competent information about its
internal and external operating environment. Companies with good environmental performance are usually
active in reducing their carbon footprint and carrying out environmentally friendly practices (Chandra et al.,
2022). This positive image supports long-term sustainability, as environmental concerns are now an important
part of overall corporate performance assessment (Sari et al,, 2023). According to Akhter et al. (2023),
environmental disclosures include information about energy use, emissions, waste, and other green
initiatives, which are conveyed narratively, numerically, or monetarily as a form of accountability to
stakeholders.

The environment includes policies on emissions reduction, energy efficiency, resource conservation,
and waste management. Companies that apply sustainability principles in their operations are considered
more responsible and have better resilience to external pressures (Chandra et al., 2022; Huang et al., 2023).
From a market risk perspective, companies that fail to address environmental issues such as pollution or
regulatory violations may face fines, product recalls, and consumer boycotts. This can lead to market instability
and negative information shock. In contrast, companies that are transparent in their disclosure of
environmental impacts demonstrate good intentions towards sustainability and reduce information
asymmetry with investors (Fiordelisi et al., 2023; Ge et al., 2023). A positive environmental image can also
attract long-term investors who are oriented towards sustainable investment, thereby reducing the potential
for mass sell-offs that can trigger stock price crashes (Sari et al., 2023; Zhang & Zhao, 2023). Thus,
environmental aspects in ESG have the potential to reduce stock price crash risk (SPCR) through increased
transparency, regulatory compliance, and reputational risk management.

24, Social Pillar and the Stock Price Crash Risk

The social dimension of ESG reflects how a company interacts with its employees, customers,
suppliers, and surrounding communities. Factors included in this category include human rights, labor
policies, and contributions to society (Silva, 2022). Companies with high social performance can increase
employee and consumer loyalty, which contributes to long-term financial stability and reduces stock price
volatility (Hmouda et al., 2024; Zareie et al., 2024). Social disclosure includes non-financial information related
to company activities that affect the perception of society, especially employees and consumers (Sadiq et al.,
2020). This performance is realized through employee training, product safety, community relations, and
social activities such as donations or philanthropic programs (Tambunan et al., 2022). Disclosure of these
initiatives not only reflects corporate social responsibility but is also an important strategy to build public trust
and support long-term sustainability (Adhi & Cahynowati, 2023).

Social aspects include labor policies, human rights, work safety, diversity, and social contributions to
society (Silva, 2022). Companies that treat their employees fairly, maintain good relations with local
communities, and demonstrate high social responsibility tend to gain greater trust from the public (Adhi &
Cahynowati, 2023; Tambunan et al., 2022). Such trust acts as a buffer against negative surprises, as the public
and investors will be more loyal, even in uncertain market conditions. In addition, transparent social disclosure
reduces information asymmetry and helps the market assess the company's condition more accurately (Sadiq
et al,, 2020). According to stakeholder theory, companies that are able to maintain relationships with
stakeholders will experience fewer conflicts and external pressures, which have an impact on stock price
stability (Zareie et al., 2024). When the perception of the company is positive, the risk of crashes due to hidden
bad information can be suppressed. Therefore, social aspects in ESG play an important role in shaping
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harmonious relationships between a company and its stakeholders, which in turn can lower the risk of stock
price crashes.

2.5. Governance Pillar and Stock Price Crash Risk

Governance in ESG assesses transparency and accountability in the management of companies,
including board structure, shareholder rights, and anti-corruption policies. Good governance can reduce the
risk of financial statement manipulation and increase credibility in the eyes of investors (Murata & Hamori,
2021). Effective and transparent corporate management reduces uncertainty in the capital market and can
mitigate the risk of falling stock prices (Bongiovanni & Fiandrino, 2024). Governance disclosures include
various management practices, social responsibility strategies, and stakeholder participation (Chen & Yang,
2020). Strong governance is an important foundation in building investor confidence, as it shows that the
company is managed fairly and efficiently. When investors feel confident that profits will be allocated wisely
and not misused for management's personal interests, the value of the company in the market will be more
stable and tend to increase (Daromes et al., 2023).

Governance aspects include board structure, shareholder rights, internal audit mechanisms, and anti-
corruption policies. Good governance helps ensure that management decisions are made accountably and
also do not harm minority shareholders (Murata & Hamori, 2021; Daromes et al., 2023). According to agency
theory, SPCR risks often arise due to the accumulation of bad information hidden by management. A strong
governance system can prevent such practices by creating effective monitoring and reporting channels (Chen
& Yang, 2020; Itan et al., 2024). Higher transparency in financial and non-financial reporting allows the market
to react to information gradually, rather than by surprise, thereby lowering the potential for crashes. In
addition, firms with strong governance tend to be more attractive to institutional investors who prioritize
stability and long-term risk management (Huang et al., 2023; Zhang & Zhao, 2023). Thus, effective governance
can serve as a protective mechanism against stock price crashes by minimizing the risk of hidden information
and increasing investor confidence.

According to the explanation above, Figure 1 depicts the research framework for this study. It can be
concluded that those previous studies focused more on the influence of ESG Score, without elaborating on
the impact of each aspect of Environmental (E), Social (S), and Governance (G) on SPCR.

- ESG SCORE STOCK PRICE CRASH RISK

- ENVIRONMENT _| - NEGATIVE SKEWNESS

-SOCIAL | (NSKEWNESS)

- GOVERNANCE /| -DOWNTO UP VOLATILITY
(DUVOL)

Control Variables ,"’

- ROE

-NPM !

-BV

Figure 1. Conceptual Framework

The hypothesis in this research is as follows:

H1: ESG Score negatively affects Stock Price Crash Risk.

H2: The Environment Pillar negatively affects Stock Price Crash Risk.
H3: Social Pillar negatively affects Stock Price Crash Risk.

H4: Governance Pillar negatively affects Stock Price Crash Risk.
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1. Research Method

The sampling technique in this study used a purposive sampling method, namely, sample selection
based on certain criteria relevant to the research objectives. The sample selection criteria are companies listed
on the Indonesia Stock Exchange (IDX) during the period 2018 to 2023, taken from the Refinitiv Thomson
Reuters database. The year 2018 was chosen because regulations regarding sustainability reporting in
Indonesia were only implemented in 2017, so information on ESG was only available in 2018. Furthermore,
based on the availability of ESG scores in the database, there were 84 companies and 242 unbalanced panel
observations. This scientific work was prepared using a quantitative method that utilizes secondary data in
the form of ESG Score Reports, Stock Price Crash Risk Calculations, which require company stock return data
related to the NSKEWNESS and DUVOL methods, and Financial Ratios consisting of Return on Equity (ROE),
Net Profit Margin (NPM), and Book Value (BV) as control variables.

3.1. ESG Score

The ESG Score used in this study is sourced from the Refinitiv Thomson Reuters ESG database, which
evaluates firms based on environmental, social, and governance performance indicators. Each component
assesses more than 150 publicly disclosed metrics, including:

a. Environmental: emissions, energy use, waste management
b. Social: labor practices, customer responsibility, community engagementGovernance: board
structure, transparency, shareholder rights

The Refinitiv ESG Score ranges from 0 to 100, where a higher value indicates stronger sustainability
practices. This standardized score is widely used in empirical studies due to its comprehensive methodology
and cross-country comparability.

3.2. Stock Price Crash Risk (NSKEWNESS)

Negative Skewness or NSKEWNESS is used to measure the imbalance in the distribution of stock
returns over a period of time. A negative NSKEWNESS value indicates a tendency for stock prices to fall more
sharply than the increase in stock prices (Xu et al., 2022). The use of NSKEWNESS in this study aims to identify
patterns of falling stock prices due to financial risk factors and information hidden by management.

n(n— 1)% Z?=1 Rgt
(= 1) (n — 2)(Ty R2)?

NSKEWj, = —

Where:
R; , = firm-specific weekly stock return
n = number of weeks of observations per year

3.3. Stock Price Crash Risk (DUVOL)

Down-to-Up Volatility or DUVOL measures the downside volatility of a stock compared to the upside.
If the downside volatility is greater, the stock is more susceptible to crash risk (Murata & Hamori, 2021). DUVOL
is used to understand how stock price volatility dynamics affect the likelihood of a company experiencing a
significant stock price crash.

ny,, — 1) Y Down R?
DUVOL;, = log {( w D2 ”}

(nd - 1) Z Up Riz,t

Where:
@ @ @ 2025. The Author(s). This open-access article is distributed under a Creative Commons Attribution Page | 416
N ] (CC-BY-SA) 4.0 license.



GOLDEN RATIO OF AUDITING RESEARCH ():
DOLDE N RATIO

VOLUME 6, ISSUE. 1 (2026)
Website: https://goldenratio.id/index.php/grar ISSN [Online]: 2776-6780

N, = number of weeks with positive returns
ng =number of weeks with negative returns

34. Control Variables

Zhang & Ding (2023) state that financial ratios serve as a tool to assess a company's financial
performance and health. Financial ratios are often used by investors to determine the risks associated with
their investments. Strong financial performance, measured through various financial ratios, can reduce
uncertainty and minimize the possibility of stock price crashes. In the context of ESG, companies with good
financial ratios are more likely to be able to invest in sustainable practices that can reduce SPCRrisk. As for the
Financial Ratio, many measurement tools can be used, some of which are as follows:

a. Return on Equity (ROE)

ROE measures a company's profitability based on the ratio of net income to shareholders' equity. The
higher the ROE, the better the financial performance of the company, which can reduce the risk of falling share
prices (Fama & French, 1992) (Li, 2024). Companies with high ROE tend to have more active ESG engagement
as they have the financial capacity to invest in sustainable business practices (Itan et al., 2024).

ROE = Net Income
" Total Equity

b. Net Profit Margin (NPM)

NPM measures the efficiency of the company in generating net income against total revenue.
Companies with higher NPM tend to have a more stable financial structure and are less vulnerable to the risk
of stock price crashes (Kim & Zhang, 2016) in (Liu et al., 2023). Companies with high NPM tend to be more
stable and have resistance to stock price volatility. With greater profitability, companies can allocate more
resources to increase ESG engagement, which ultimately reduces the risk of stock price crashes (Itan et al.,

2024).

Net Income
NPM (%) = Revenue

c. Book Value (BV)

BV shows the value of the company's net assets after deducting liabilities. A high BV can be an
indicator of a company's financial stability and reduce stock price volatility (Penman, 1996; Dung et al., 2024).
A high Book Value (BV) can be anindicator of a company's financial resilience, which allows it to be more stable
in the face of market shocks and the risk of falling stock prices. Studies show that firms with strong BV are more
likely to withstand market volatility, especially when ESG disclosure is used as a risk mitigation tool (Agustin
et al., 2025).

BV = Total Assets — Total Liabilities

The analytical method used in this study is the Panel Regression Model to examine the effect of ESG
on the risk of falling stock prices (SPCR), measured using NSKEWNESS and DUVOL. Panel regression was
chosen because it is able to accommodate data consisting of many entities (companies) over a certain period
of time (2018-2023), so as to capture the dynamics of time and individual characteristics of the company. The
test is conducted using a robust standard error approach through the vce cluster technique at the company
level, with the aim of avoiding heteroscedasticity and autocorrelation problems in panel data. With this
approach, the coefficient estimation results become more reliable and unbiased.

3.5. Model Specification

Model 1a

NSKEWNESS;: = Bo + BLESG;; + B,ROE;; + f3sNPM;, + [,BViy + &
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Model 2a

DUVOLLt = ﬁo + IBIESGII + ﬁzRoElt + ﬁ3NPle + ﬁ4BVif + Eit

Model 1b
NSKEWNESS;; = By + f1Enviroment;, + B,ROE;; + B3sNPM;, + BBV, + €
Model 2b
DUVOL; = By + BiEnviroment;, + B,ROE;; + B3sNPM;; + L4BV;: + €;¢
Model 1c
NSKEWNESS;; = By + BiSocial;; + B,ROE;; + BsNPM;, + B,BV; + &;;
Model 2c
DUVOL; = By + BySocial;; + [,ROE;; + [3sNPM; + LBV + &
Model 1d
NSKEWNESS;; = By + fiGovernance;; + f,ROE;; + [3sNPM; + [,BVi + &
Model 2d

DUVOLLt = ﬁo + ‘BlGovernanceit + ﬁzRoElt + ﬁ3NPle + ﬁ4BVif + Eit

Iv. Results and Discussion

4.1. Analysis Result
Table 1. Descriptive Statistics

N Mean Standard Deviation Minimum Maximum
ESG Score 232 54516 18.902 9.865 88.861
ENVIRONMENT 232 48.882 22.971 1.876 89.080
SOCIAL 232 59.357 20.141 5.221 95.832
GOVERNANCE 232 54.176 23.179 2977 94.013
NSKEWNESS 232 0.225 0.942 -5.102 3.869
DUVOL 232 0.052 0.022 0.016 0.134
ROE 232 0.155 0.243 -0.756 2.165
NPM 232 0.120 0.305 -3.769 0.553
BV 232 3239.037 4632.856 27.294 26865.596

Table 1 presents descriptive statistics of all variables in this study, including ESG Score and its
components consisting of Environment, Social, Governance), the dependent variable, namely Stock Price
Crash Risk with two measurements, namely NSKEWNESS and DUVOL, and financial control variables consisting
of Return on Equity (ROE), Net Profit Margin (NPM), and Book Value (BV). Based on the descriptive results, the
average value of ESGScore is 54.516 with a standard deviation of 18.902, indicating that most companies in
the sample are at a moderate level of ESG implementation. Among the three components, the Social score
has the highest average of 59.357, followed by Governance at 54.176, and Environment at 48.882. This shows
that companies tend to be stronger in social aspects than in environment and governance. For the dependent
variable, NSKEWNESS has an average value of 0.225 with a minimum value of -5.102 and a maximum of 3.869,
indicating a highly asymmetric distribution of weekly stock returns in some companies. Meanwhile, DUVOL
has an average of 0.052 with a relatively small deviation, reflecting the level of weekly volatility that tends to
be stable in general, although it still shows the risk of falling stock prices (Jin & Myers, 2006, in Silva, 2022).
Book Value shows a large variation, indicating a significant difference in firm size within the sample.

@ @ @ 2025. The Author(s). This open-access article is distributed under a Creative Commons Attribution Page | 418
N ] (CC-BY-SA) 4.0 license.



GOLDEN RATIO OF AUDITING RESEARCH ():
DOLDE N RATIO

VOLUME 6, ISSUE. 1 (2026)
Website: https://goldenratio.id/index.php/grar ISSN [Online]: 2776-6780

In Table 2, it is found that ESG Score has a significant negative correlation with NSKEWNESS (r = -
0.152, p < 0.05), which shows that companies with higher ESG scores have lower stock price crash risk. The
Social component also shows a significant negative correlation to NSKEWNESS (r=-0.211, p < 0.01), indicating
that the social aspects of ESG play an important role in lowering crash risk, possibly through improving
investor confidence and stakeholder relationships (Silva, 2022; Zareie et al., 2024). Environment has a negative
but insignificant correlation with NSKEWNESS, while Governance shows no significant relationship.

Table 2. Pearson Correlation Analysis

EZ?)RE ENVIRONMENT SOCIAL GOVERNANCE NSKEWNESS DUVOL ROE NPM BV
ESG SCORE 1.000
ENVIRONMENT  0.853™  1.000
(0.000)
SOCIAL 0.903™  0.730™ 1.000
(0.000)  (0.000)
GOVERNANCE 0.826™  0.545™ 0.612™  1.000
(0.000)  (0.000) (0.000)
NSKEWNESS 0.152" -0.118 0211 -0.068 1.000
(0.021)  (0.073) (0.001) (0.304)
DUvVOL -0.070 -0.142" -0.029 -0.035 0.109" 1.000
(0.285)  (0.031) (0.661) (0.599) (0.098)
ROE 0.257"  0.285™ 0.185™  0.213"™ 0.048 -0.084 1.000
(0.000)  (0.000) (0.005) (0.001) (0.470) (0.204)
NPM 0.118 0.124 0.087 0.097 -0.063 -0.164”  0.175™  1.000
(0.074)  (0.060) (0.185) (0.140) (0.342) (0.012) (0.007)
BV 0.114" 0.221™ 0.072 0.004 -0.074 -0.061 0.011 0.085 1.000
(0.084)  (0.001) (0.272) (0.949) (0.262) (0.351) (0.869)  (0.195)

p-values in parentheses |" p< 0.1,” p<0.05,™ p<0.01

DUVOL, as the second proxy of Stock Price Crash risk, has no significant correlation with ESG Score
and all components, except Environment, which showed a statistically significant negative correlation (r = -
0.142, p < 0.05). On the other hand, ROE showed a positive correlation to ESG Score and a negative correlation
to DUVOL, signaling that profitability could potentially reduce stock price volatility (Zhang & Ding, 2023).

Table 3. Pearson Correlation Analysis

iabl (1a) (1b) (1c) (1d) (2a) (2b) (2¢) (2d)
Variable Stock Price Crash Risk (NSKEWNESS) Stock Volatility (DUVOL)

ESGScore -0.008™ -0.000

(-2.58) (-0.67)
ENVIRONMENT -0.006™ -0.000

(-2.51) (-1.65)
SOCIAL N -0.000
0.009
(-3.23) (-0.68)
GOVERNANCE -0.003 0.000
(-1.23) (0.23)

ROE 0.693**  0.718** 0.665** 0.561** -0.004 -0.001 -0.004 -0.006

(2.39) (2.42) (2.30) (1.99) (-0.62) (-0.23) (-0.71) (-0.88)
NPM -0.530 -0.555 -0.526 -0.567 0.020%%%  0.029%*  0.029%** -0.030%**

(-1.24) (-1.31) (-1.26) (-1.35) (-3.51) (-3.55) (-3.51) (-3.58)
BV -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000

(-1.12) (-0.73) (-1.17) (-1.47) (-0.47) (-0.05) (-0.52) (-0.59)
_cons 0.358" 0.206 0.490™ 0.123 0.061™ 0.062™ 0.061™ 0.058™

(1.73) (1.13) (2.27) (0.63) (11.517) (13.77) (11.78) (12.23)
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Year FE Yes Yes Yes Yes Yes Yes Yes Yes

r2 0.122 0.118 0.137 0.098 0.319 0.327 0.319 0.317

r2_a 0.090 0.087 0.106 0.065 0.294 0.303 0.294 0.293

N 232 232 232 232 232 232 232 232

t statistics in parentheses /" p < 0.1, " p < 0.05, ™" p < 0.01

The regression test results in this study examine the effect of ESG Score and each component on stock
price crash risk (SPCR), which is measured by NSKEWNESS and DUVOL, which are provided in Table 3.1n Model
1a, the results show that ESG Score has a significant negative effect on NSKEWNESS (8 = -0.008, p < 0.05),
suggesting that companies with high ESG scores are less likely to experience stock price crashes due to the
accumulation of hidden bad news (Murata & Hamori, 2021). However, in the second model (2a) that uses
DUVOL as an indicator, the ESG Score does not show a significant effect, indicating that ESG is not necessarily
able to reduce weekly short-term volatility. When the ESG Score variable is broken down into three main
components, namely Environment, Social, and Governance, the regression results show different dynamics in
influencing the risk of falling stock prices. In model 1b, which examines the effect of Environment on
NSKEWNESS, it is found that the coefficient of Environment is negative and statistically significant (3 =-0.006,
p < 0.05). This suggests that companies that are more concerned with environmental issues tend to be more
stable and have less chance of experiencing stock price crashes. This finding reinforces the argument that
good environmental policies can increase investor confidence and reduce information asymmetry (Zhang &
Zhao, 2023; Fiorillo et al., 2024).

Meanwhile, the social component shows the strongest and most significant results on NSKEWNESS.
In model 1¢, the coefficient is -0.009 with a high significance level (p < 0.01). This means that companies that
have good relationships with employees, communities, consumers, and other stakeholders are significantly
more likely to experience lower stock price crash risk. This result supports Stakeholder Theory and is consistent
with the findings of Silva (2022) and Zareie et al. (2024), which state that a strong social approach increases
public trust and stakeholder loyalty, which in turn strengthens market stability and reduces stock price
volatility due to information crises. As for the Governance component, model 1d shows that the direction of
the coefficient is negative but not statistically significant (3 = -0.003, p > 0.1). This indicates that corporate
governance practices, such as board transparency, anti-corruption policies, or ownership structure, are not
strong enough to drastically affect the risk of stock price declines. This may be because good governance is
only a minimum standard of compliance, not a differentiating factor for investors in measuring market risk. In
addition, this result may reflect gaps in the overall implementation of good corporate governance in
Indonesian companies, or the lack of a direct link between governance structures and crash-inducing
information patterns.

When the DUVOL indicator is used as a measure of weekly volatility risk, none of the three ESG
components shows statistical significance. The Environment, Social, and Governance coefficients are all
negative or close to zero, but with p-values that are above the significance threshold. This suggests that while
the three ESG dimensions generally lead to reduced volatility, their strength is not enough to consistently
mitigate short-term risk as measured through DUVOL. In this context, investors may value ESG as a long-term
strategic risk management tool, rather than an antidote to daily or weekly price fluctuations. These results
overall strengthen most of the hypotheses in the study. The significant negative effect of ESG on NSKEWNESS
is in line with agency theory, which states that good ESG disclosure can reduce information asymmetry
between managers and shareholders, and reduce the potential for bad news buildup that can trigger a crash
(Itan etal., 2024). On the other hand, the insignificant effect of ESG on DUVOL indicates that ESG is not effective
enough in reducing weekly stock price volatility, which can be more influenced by short-term external factors
such as market sentiment, macroeconomic news, and geopolitics (Bongiovanni & Fiandrino, 2024). This also
reflects that the Efficient Market Hypothesis (EMH) in its semi-strong form is not fully applicable, as ESG
information is not directly reflected in stock prices across the board (Zhang & Ding, 2023).

This research is also in line with the results of a study by Agustin et al. (2025), which emphasizes that
companies with high ESG scores tend to attract investors with a long-term orientation, who have a high
sensitivity to sustainability and social issues. In volatile market conditions, these types of investors tend to
hold their assets longer and are not affected by short-term fluctuations, thus stabilizing the company's share
price. As a policy, regulators can use these results as a basis for tightening ESG reporting obligations, especially
the Social and Environmental aspects, in order to improve market stability. Thus, these findings not only
strengthen previous empirical literature but also provide evidence that ESG practices can be used as a
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strategic risk mitigation tool for corporate management as well as an important consideration for investors in
making investment decisions, especially in the medium to long term.

V. Conclusion

This study aims to analyze the effect of Environmental, Social, and Governance (ESG) on stock price
crash risk (SPCR) by considering control variables in the form of financial ratios, namely Return on Equity (ROE),
Net Profit Margin (NPM), and Book Value (BV). The results show that in aggregate, ESG Score has a significant
negative effect on NSKEWNESS, which means that companies with better ESG performance tend to have a
lower risk of falling stock prices. However, when ESG is decomposed into three main components, only the
Social dimension is shown to significantly reduce NSKEWNESS. This suggests that social aspects such as a
company's relationship with employees, customers, and communities have an important role in creating
market confidence and stock price stability. Meanwhile, the Environment and Governance dimensions show
a negative direction of relationship to risk, but are not statistically significant. For the DUVOL indicator, there
is no significant effect of either ESG in aggregate or its individual components. This indicates that ESG may be
more effective in mitigating long-term systemic risk (crashes) than short-term weekly price fluctuations. This
difference in results reinforces the notion that the effectiveness of ESG depends on the time horizon and type
of risk being measured.

Overall, the findings indicate that ESG, particularly its social dimension, serves as an effective strategic
tool for risk mitigation and as a key consideration for investors in decision-making. This study further
recommends that regulators enhance ESG reporting policies by promoting greater transparency and
comprehensiveness, especially in the social and governance aspects, to ensure ESG contributes meaningfully
to capital market stability in Indonesia. On the other hand, Accordingly, firms should view ESG reporting not
merely as a compliance requirement but as a strategic tool to strengthen market trust and long-term
valuation. Since the social aspect plays a significant role, companies may therefore prioritize social initiatives
and strengthen stakeholder management as part of their risk-mitigation strategies. Enhancing workplace
safety, improving labor practices, and fostering ethical customer engagement can contribute directly to
reducing the likelihood of extreme negative returns. Finally, although the Environmental and Governance
dimensions show negative but insignificant relationships with crash risk, their directional consistency
suggests potential long-term value. Firms should continue investing in environmental compliance,
sustainable operations, and strong governance structures, as these factors may contribute indirectly to
stability even if their immediate statistical impact is limited.

Nonetheless, the study has limitations, including reliance on a single ESG data source (Refinitiv
Thomson Reuters), which may cause data bias due to varying assessment methodologies among agencies
such as Bloomberg, MSCI, and Sustainalytics. Future research is therefore encouraged to incorporate multiple
ESG data sources and consider specific market conditions to obtain a more comprehensive and context-
specific understanding of ESG’s impact on stock price crash risk. Further, the use of panel regression models
inherently assumes a linear and additive relationship between ESG performance and stock price crash risk.
Future studies may address this limitation by employing nonlinear or semiparametric approaches such as
quantile regression, threshold regression, or regime-switching techniques to capture more complex ESG and
risk nexus and identify potential turning points or asymmetries in market responses.
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