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Introduction
Over recent decades, sustainability reporting encompassing the disclosure of environmental,

social, and governance (ESG) information has evolved from a peripheral voluntary practice to a
cornerstone of corporate accountability and transparency. While such disclosure is theoretically
expected to mitigate information asymmetry, enhance stakeholder trust, and ultimately improve
financial performance, empirical evidence, particularly from emerging markets, suggests that this
relationship is far from uniform. Instead, it appears to be contingent upon multiple factors,
including the extent of disclosure, industry affiliation, institutional quality, and macroeconomic
conditions, which collectively shape both the magnitude and direction of the observed effects.In
the Iraqgi capital market, characterized as a frontier economy with a developing governance
infrastructure and a predominance of family controlled firms, this relationship assumes additional
layers of complexity. Prior studies conducted within this context have predominantly examined
direct associations, largely overlooking the underlying transmission channels. In contrast, the
international literature identifies three key mediating pathways:

1 .Reduction of information asymmetry: The voluntary disclosure of non-financial information
bridges the informational gap between managers and investors, thereby diminishing adverse
selection risks. This mechanism is particularly salient in markets with weak investor protection
frameworks, such as Irag.

2 .Enhancement of financial statement comparability: Adherence to structured reporting
frameworks, such as the Global Reporting Initiative (GRI) and the Sustainability Accounting
Standards Board (SASB), facilitates greater comparability of disclosed information. This, in turn,
enables more accurate firm valuation and improved forecasting of future cash flows. Empirical
research further indicates that enhanced comparability reinforces earnings persistence, a key
indicator of reporting quality.

3 .Mitigation of earnings management: Firms with higher transparency in sustainability
dimensions are less inclined to engage in accrual based earnings manipulation, thereby improving
the overall quality of accounting information.

Beyond these channels, several moderating factors, including corporate governance quality
(e.g., board independence and audit committee effectiveness), institutional investor presence, and
ownership structure (domestic versus foreign), can significantly alter the intensity and direction
of the relationship. For instance, evidence suggests that foreign ownership in emerging markets
may, in some cases, increase the costs associated with voluntary sustainability disclosure, thereby
weakening its positive impact. Conversely, institutional investors tend to enhance the readability
and credibility of disclosures through intensified monitoring mechanisms.From a theoretical
standpoint, three predominant frameworks underpin this relationship: stakeholder theory
(emphasizing the accumulation of social capital and reputational assets), legitimacy theory
(highlighting the reduction of regulatory and political risks), and signaling theory (pertaining to
the transmission of credibility signals to the market). Within the Islamic context of Irag, alignment
with Sharia principles may further engender a distinctive pattern of sustainability reporting, an
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aspect that remains underexplored in extant literature.Despite the richness of global scholarship,
significant research gaps persist with respect to the lIraqi setting: (a) an overemphasis on direct
effects, coupled with the neglect of mediating variables such as comparability and earnings
persistence; (b) a lack of investigation into asymmetric effects across varying disclosure levels or
heterogeneous market conditions; and (c) the absence of disaggregated analyses examining the
distinct environmental, social, and governance dimensions.The present study aims to address
these gaps by investigating the asymmetric impact of sustainability reporting on financial
performance among firms listed on the Iraq Stock Exchange. Specifically, it seeks to answer three
fundamental questions: (1) Does an increase in the level of sustainability disclosure enhance
financial performance (both accounting based and market based)? (2) Is this effect asymmetric
across different disclosure thresholds? (3) What mediating roles do financial statement
comparability and earnings persistence play in this relationship? Employing panel data and
advanced econometric techniques, including threshold regression and path analysis, this study
aspires to offer practical insights for corporate managers regarding optimal disclosure strategies,
for investors in risk return assessment, and for Iragi regulatory authorities in formulating context
sensitive reporting standards.

Method

The statistical population comprised active companies on the Irag Stock Exchange that
maintained complete and consistent financial and sustainability data. Financial data included
accounting-based indicators (Return on Assets, Return on Equity, and Earnings Per Share) and
market-based indicators (Tobin's Q and Firm Value). Sustainability data were collected across the
three dimensions of environmental, social, and governance practices. Data analysis was conducted
using Structural Equation Modeling (SEM) and fuzzy logic-based multi-criteria methods to identify
direct, indirect, and asymmetric relationships.

Results

The results indicated that various dimensions of sustainability reporting have a positive
yet asymmetric impact on financial performance. Specifically, in some firms with low
sustainability indices, high financial performance was observed; conversely, some firms
with substantial investments in sustainability failed to achieve favorable financial returns.
These findings highlight the complexity of the relationship between sustainability and
financial performance, as well as its dependence on internal firm conditions and moderating
factors such as industry type, firm size, and market stability. Furthermore, it was determined
that the comprehensive and strategic implementation of sustainability policies can improve
financial performance, equity value, and market position, whereas superficial or incomplete
approaches may prove costly.

Conclusions
This study revealed that the relationship between sustainability reporting and financial
performance among firms listed on the Iraq Stock Exchange is neither linear nor uniform, with
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approximately one-third of the sample firms exhibiting a reverse pattern either high sustainability
scores accompanied by poor financial performance, or low sustainability scores alongside strong
financial performance. This finding is consistent with the asymmetric perspective documented in
the extant literature. The weakness of measurement instruments, particularly in the environmental
and social dimensions (with Average Variance Extracted values below the 0.5 threshold),
suggests that disclosures may be more symbolic than substantive in nature. From the standpoint
of signaling theory, in the absence of market trust and robust information infrastructure, the
sustainability signal fails to achieve its intended outcome. Furthermore, the weakness of
reputational mechanisms, the potential for earnings management, industry-specific differences,
and misalignment with the indigenous expectations of Iragi society such as reconstruction and
job creation are among the factors explaining this heterogeneity. Although the mediating roles of
comparability and earnings persistence were not directly tested, the findings implicitly underscore
their significance. The contributions of this research include the empirical confirmation of an
asymmetric relationship, a cautionary note regarding the inadequacy of conventional
measurement scales, and the emphasis on the moderating role of contextual factors such as
corporate governance and information infrastructure. Managers are advised to strengthen
accounting transparency and governance practices prior to investing in sustainability reporting,
while policymakers are encouraged to develop a mandatory reporting framework and
independent sustainability assurance mechanisms. The primary limitations of this study pertain
to sample size and the use of cross-sectional data, which preclude the tracking of dynamic
relationships. Future research employing longitudinal data and examining mediating variables
could provide a more comprehensive picture.
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