Financial Accounting Research

E-ISSN: 2322-3405

Vol. 16, Issue 3, No.61, 2024, P:1- 30
Received: 03.03.2025 Accepted: 18.05.2025

Financial Accounting Research

The Effect of Sustainable Management and Environmental Stability on Relationship Between
Cost Stickiness with Investment Efficiency and Firms Profit Transparency

Esmaeil Akhlaghi Yazdinejad* “': Assistant professor, Department of Accounting, Faculty of
Management, Economics and Accounting, University of Hormozgan, Bandar Abbas, Iran.
e.akhlaghi@hormozgan.ac.ir

Mostafa Shamsoddini “=': Assistant professor, Department of Economics, Faculty of Management,
Economics and Accounting, University of Hormozgan, Bandar Abbas, Iran.
m.shamsoddini@hormozgan.ac.ir

Abstract

Sustainable management and environmental stability are becoming increasingly important for firms
seeking to balance economic goals with social responsibilities. The main objective of this study is to
investigate the effect of sustainable management and a firm’s environmental stability on the
relationship between cost stickiness, investment efficiency, and profit transparency in the firms listed
on the Tehran Stock Exchange. To achieve the research objectives, the research hypotheses were
tested based on a statistical sample of 110 firms during 10 years from 2014 to 2023 using the
combined data estimation method with EViews software. The results show cost stickiness has a
negative relationship with profit transparency and investment efficiency in the studied firms, and
environmental stability can weaken this negative relationship. Also, sustainable management has a
positive and significant relationship with profit transparency and investment efficiency. Still, based on
the results, it is not possible to confirm the effect of sustainable management on the negative
relationship between cost stickiness, profit transparency, and investment efficiency. Since the more
asymmetric cost behavior of firms, more information uncertainty of firms, and more discretionary
choices of managers, the results of this research can provide managers, investors, and policymakers
with a better understanding of the performance and firms policies.

Keywords: Cost Stickiness, Sustainable Management, Environmental Stability, Profit Transparency,
Investment Efficiency.

Introduction

In the current challenging economic environment, although firms have always been under pressure to
reduce short-term costs, traditional approaches have often ignored the long-term impact on operational
sustainability, human resources, and integration with the larger business goals. Consequently,
sustainable management and environmental sustainability have emerged as pivotal elements for
organizations aiming to integrate present operations with long-term objectives, thereby ensuring
financial sustainability. A sustainable management approach, centered on the optimal allocation of
resources, has been demonstrated to result in several key benefits. Chief among these is the capacity to
effectively control costs and reduce waste. Additionally, such an approach catalyzes the adoption of
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more sustainable operating practices. In this context, the phenomenon of cost stickiness (asymmetric
costs) as an indicator of inefficiency in resource allocation and cost management can be considered a
threat to achieving sustainability goals. In this regard, the primary objective of this study is to
investigate the impact of sustainable management and environmental sustainability of the firm on the
relationship between cost stickiness, investment efficiency, and profit transparency in firms listed on
the Tehran Stock Exchange.

Methods & Material

The present research can be classified as both a multiple correlation and a post-event study. The
research population comprises all firms admitted to the Tehran Stock Exchange between the beginning
of 2014 and the end of 2023. For the statistical sample to be an appropriate representation of the
desired statistical population, the screening method has been employed. Consequently, to achieve the
research objectives, the hypotheses were tested based on a statistical sample comprising 110 firms
using the combined data estimation method with EViews. The data for this research has been collected
by referring to the audited financial statements, the published official reports, a database of the Tehran
Stock Exchange, and the Rahavard software.

Findings

The present study examined five primary hypotheses. The objective of the first hypothesis is to assess
the impact of cost stickiness on profit transparency. The findings indicate that cost stickiness exerts a
detrimental influence on profit transparency. In summary, cost stickiness, arising from asymmetric
cost behavior, is influenced by the firm's conditions. This phenomenon is evident in financial
statements and directly impedes transparency in firm information. Firms must prioritize not only
financial performance metrics but also non-financial performance indicators, including environmental,
ethical, and social considerations. The second and fifth hypotheses examined the effect of sustainable
management on the relationship between cost stickiness and profit transparency and the relationship
between cost stickiness and investment efficiency. However, the findings of this study did not
corroborate the hypotheses derived from previous research, which anticipated an association between
sustainable management and the nexus of cost stickiness, profit transparency, and investment
efficiency. It is noteworthy that the competitive structure of the Iranian market, which is
predominantly characterized by state-owned enterprises, has led to a reduction in the pressure for
financial transparency. The rejection of hypotheses related to sustainable management can be
attributed to the aforementioned factors, as well as the weakness of institutional incentives.
Furthermore, the fourth hypothesis posits that cost stickiness exerts a detrimental influence on the
investment efficiency of firms. The third and sixth hypotheses of the study posit that environmental
stability in the firms under study weakens the negative relationship between cost stickiness, profit
transparency, and investment efficiency. However, studies related to asymmetric cost behavior have
presented various logics for the cause of cost asymmetry. One such logic is the strategic decision-
making of managers considering the uncertainty of future demand. The underlying logic is that
asymmetric cost behavior is the result of decision-making that reflects the business environment of the
firm and the structural characteristics of the industry to which the firm belongs. The additional logic
applied is that asymmetric cost behavior manifests in the process through which managers pursue their
private interests and utility. In the context of the Iranian economy, sanctions and currency fluctuations
have led to an intensification of environmental uncertainty, thereby strengthening managers'
motivation to make conservative decisions. In such circumstances, environmental stability within
industries characterized by predictable macro policies has facilitated the alignment of cost stickiness
with performance indicators, thereby reducing resource adjustment costs. The hypotheses posit that
cost stickiness in the firms under study is the result of managers' deliberate decisions. In periods of
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sales decline, some managers consider this decline to be temporary and predict an imminent return to
previous sales levels. Consequently, they deliberately prefer to maintain resources related to
operational activities during periods of sales decline. This strategy emerges because the exhaustion of
resources in response to a decline in sales, and the subsequent necessity to reacquire them when sales
recover, results in increased costs for the firm over time. It has been demonstrated that an increase in
activity results in greater financial expenditure than a decrease in activity. Instabilities have been
shown to reduce the return on assets and increase the cost of external financing. This, in turn, has been
demonstrated to exacerbate the financial constraints of firms. Consequently, the incentive to withhold
transparency in accounting information is increased.

Conclusion & Results

The findings of the research indicate that cost stickiness exerts a detrimental effect on profit
transparency and investment efficiency. Therefore, firm owners, especially board members, are
advised to consider conflict of interest when monitoring the behavior of managers, because cost
stickiness is created at the will and according to the strategies of managers, and this directly affects the
transparency of financial statement information. Consequently, it can directly impact shareholder
decision-making processes, influencing the price and value of the firm. Moreover, the occurrence of
this event can potentially lead to future financing challenges for the firm. Conversely, shareholders are
counseled to exercise prudence when allocating capital to enterprises that demonstrate cost stickiness,
as the information disseminated by these entities differs from that of analogous enterprises with less
pronounced cost stickiness. This disparity in information quality can directly influence shareholders'
assessments of the enterprise's condition.
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Table 1: Research sampling steps
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Table 2: Descriptive statistics
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Table 3: Results of the heterogeneity test of research models
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Table 4: Unit root test results of research variables
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Table 5: Results of the collinearity test of research variables

2 03] . .
_ ales Pyt
s s VIF ¢ L

ol V/ovA TRANS 5 g Sudlad
PR \/oYV INVEFF S 4oy LIS
3, YAA STICKY e
RS YT ES e DS
PRIRY Y/Y4) CSM SN VPRGN
3l \Vn% SIZE &S 631l
RS \/ovY ROA L alls o33k
3,5l Y/\ 04 LEV S g2l
35l VYA INTAN 5yl olols
sl Y/8N e GRW S
S1RY Y/EVY MTB S a L Aol
5,10 1/401 OWN o pleis oSl

FQ}A‘)T@LD .J;c.}wﬂ:‘ wujﬁ.:jFQ}A‘)T_}.})‘ ..L.:‘Ls g(_;.vUCJ‘J.?‘ Lf;'j) QJJJ)\JLM L}""’)J".)jla‘ﬁk'
C_;.m‘ ol &)‘ﬁ (h\) 3)& ‘)J)A.:J



VEOT W)l g oot s 5li Il o Jle (ool (sla 2y, \T

AIF 0l s 8,
Table 6: Results of the F-limer test
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Table 7: Results of Granger Causality Test Fitting
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Table 8: Results of regression analysis test of the first research model
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Table 9: Results of regression analysis test of the second research model
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Table 10: Testing the robustness of the research results with regression analysis of the third

model
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