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The interactive effect of the relationship between the
corporate response to climate change and financial leverage
on future stock price crash risk: a proposed indicator with
applied evidence

Abstract

The study aimed to measure the relationship between the
corporate response to climate change and financial leverage, and
the impact of this relationship on future stock price crash risk. To
achieve this goal, the researcher examined a sample of corporate
listed on the Egyptian Stock Exchange in both the basic resources
sector and the building materials sector which listed on the
EGX100 index during the period From 2017 to 2022, the researcher
used four main models, the study included some governing
variables by including them in the measurement models due to their
ability to influence the relationship between the study variables, and
the most important of these variables are (corporate size, rate of
return on assets, ratio of market value to book value, fluctuations of
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the corporate’s weekly stock returns during the year, the average
weekly stock returns of the corporate during the year, and the
kurtosis of the weekly stock returns during the year) .

Through more detailed tests, the statistical results indicated
that there is a statistically significant inverse relationship between
the corporate response under study to climate change and both
financial leverage and future stock price crash risk. The statistical
results also indicated that there is a statistically significant positive
relationship between financial leverage and future stock price crash
risk, And also There is a positive effect of the relationship between
corporate response to climate change and financial leverage on
future stock price crash risk.

In light of the results reached, the study made several
recommendations: It is necessary to activate the supervisory role of
the Financial Regulatory Authority to verify the extent of the
corporate ability to manage the risks and opportunities associated
with climate change and the mechanisms for managing these risks
because of this has positive impact on reducing the possibility of the
corporate being exposed to crash risk.The study also recommended
the need for ministries, government agencies, and all parties
concerned with climate change to cooperate to encourage financing
corporate that contribute their environmental efforts to addressing the
issue of climate change.

Keywords: climate change - financial leverage - future stock
price crash risk.
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