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Table 3 Green Transformation and Stock Price Crash Risk
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Abstract: Firms are the main participants to realize the goals of “carbon peak” and “carbon neutralization” in China. Green

transformation is an important way to integrate low-carbon development concepts into the whole process of production and op-
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eration. The research on the economic consequences of the green transformation of firms has not yet reached a consensus con-
clusion. One the one hand, based on value transformation, we argue that green transformation improves firm value and gains
green premium. On the other hand, from the motivation of opportunism, we hold the opposite view that firm green transforma-
tion is likely to degenerate into a self-packaging tool for managers. Although it may gain temporary benefits, there are greater
and more serious risks.

Based on the above two motivations of green transformation, this study investigates the effect of firm green transforma-
tion on stock price crash risk and its mechanism. Using a sample of Chinese listed firms in heavily polluting industries from
2008 to 2019, this study employs text analysis to portray the level of firm green transformation and empirically examines the
effect of firm green transformation on stock price crash risk. This study further explores whether green transformation is the
transformation tool to improve enterprise value or the self-interested tool for managers to package themselves. Then we also
explore the heterogeneity of internal control quality, analyst attention, and market competition on the effect of firm green trans-
formation on stock price crash risk.

The results show that firm green transformation can significantly reduce stock price crash risk, which is still valid after a
series of robustness tests including using alternative variable measurements, excluding interference samples, changing cluster-
ing level, controlling related variables and considering self-selection bias, where the value transformation hypothesis is veri-
fied. Dimensions of green transformation have different inhibitory effects on stock price crash risk, where strategy concept,
technological innovation and pollution treatment are more conducive to reducing stock price crash risk. An examination of un-
derlying mechanisms further shows that firm green transformation can be effective in reducing stock price crash risk by im-
proving green performance, reducing information asymmetry and increasing investor confidence. Cross-sectional analyses
show that this effect is more pronounced in the subsample with higher internal control quality, higher analyst attention, and
more intense market competition.

This study emphasizes the importance of firm environmental practice information to the stable development of the capital
market and enriches the exploration of the economic consequences of firm green transformation. It also provides implications
for the better promotion of green transformation.

Keywords: green transformation; stock price crash risk; text analysis; environmental disclosure; information asymmetry
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