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Abstract

In the current business environment, given the increasing number of professional investors,
the non-financial performance of companies has garnered growing attention. Professional
investors believe that a company's profitability alone is insufficient for its long-term growth.
Sustainability reporting, which incorporates environmental and social considerations,
enhances corporate transparency, risk management, and improves relationships with
shareholders and stakeholders. Therefore, this study examines the relationship between
corporate sustainability performance and the cost of capital, considering the mediating role
of risk. This research is applied in nature and employs regression models to analyze the
relationships between the components of the model. To this end, 89 companies listed on the
Tehran Stock Exchange were selected and analyzed over an 8-year period from 2013 to
2020. The results of the study indicate a significant inverse relationship between corporate
sustainability performance and the cost of capital. Additionally, the mediating role of risk in
the relationship between corporate sustainability performance and the cost of capital was
confirmed.
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Extended Abstract

Introduction

management, and stakeholder relationships by
addressing environmental and social
considerations.

In the contemporary business environment, the
focus on corporate non-financial performance has
surged among investors and stakeholders. The
concept of Corporate Sustainability Performance
(CSP) emphasizes the balanced integration of
economic growth, environmental protection, social
efficiency, and governance within corporate
operations.  Modern  investors,  especially
professionals, recognize profitability alone as
insufficient for long-term growth. Sustainability
reporting enhances corporate transparency, risk
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This study investigates the relationship between
corporate sustainability performance and the cost
of capital, exploring the mediating role of
corporate risk. This research bridges gaps in
existing literature, emphasizing how sustainability
practices can lower financing costs by reducing
perceived risk and fostering trust among investors.
The study provides actionable insights for
corporate management, policymakers, and
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investors, highlighting the strategic importance of
sustainability initiatives.

Methodology

The research adopts a quantitative, correlational
approach with a post-event design. Using a
systematic elimination method, 89 companies
listed on the Tehran Stock Exchange from 2013 to
2020 were selected. The data set comprises 712
firm-year observations. Key variables include:

i. Cost of Capital (Dependent Variable):
Measured using the weighted average cost
of capital (WACC).

ii. Corporate  Sustainability  Performance
(Independent Variable): Evaluated through
dimensions of economic, social, and
environmental performance based on
established indicators.

iii.  Corporate Risk (Mediating Variable):
Assessed via the standard deviation of asset
returns.

The study employs multivariate regression analysis
to test the following hypotheses:

1) CSP negatively affects the cost of capital.
2) CSP negatively impacts corporate risk.

3) Corporate risk mediates the relationship
between CSP and the cost of capital.

Control variables include firm size, book-to-
market ratio, profitability, financial leverage,
tangible asset ratio, and operational cash flow.
Data were analyzed using EViews software to
ensure robust statistical results, including checks
for stationarity and multicollinearity.

Results and Discussion

The findings provide strong empirical support for
all three hypotheses.

A. CSP and Cost of Capital

The results confirm a significant negative
relationship between CSP and the cost of capital.
Firms with higher sustainability performance
exhibit lower financing costs, aligning with
stakeholder theory. By addressing economic,
social, and environmental concerns, these firms
reduce uncertainty for investors, fostering trust and
attracting more favorable financing terms. CSP
enhances firm value through operational

efficiencies, stakeholder  satisfaction, and

compliance with regulatory expectations.
B. CSP and Corporate Risk

CSP significantly reduces corporate risk. Improved
sustainability performance mitigates operational,
reputational, and market risks. Economic
indicators, such as asset returns and market share
growth, stabilize financial performance. Social
initiatives enhance employee satisfaction and
customer loyalty, while environmental efforts
minimize regulatory penalties and operational
disruptions. Consequently, firms with superior
CSP experience lower volatility in earnings and
stock prices, reassuring investors.

C. Mediating Role of Risk

Corporate risk mediates the CSP-cost of capital
relationship. Enhanced sustainability performance
indirectly lowers financing costs by reducing
perceived risk. This finding highlights the pivotal
role of risk management in sustainability
strategies. Firms adopting robust CSP practices
attract investors by signaling stability and long-
term growth potential, reducing reliance on
expensive debt financing. These findings align
with prior studies, such as Chen and Zhang (2021),
which demonstrate the negative correlation
between CSP, risk, and cost of capital. The study
reinforces the notion that sustainability practices
are not mere compliance measures but strategic
investments yielding financial benefits.

Conclusion

This research underscores the critical interplay
between CSP, corporate risk, and the cost of
capital. Firms prioritizing sustainability benefit
from reduced risk, enhanced transparency, and
lower financing costs, ultimately fostering
shareholder value. Policymakers should incentivize
sustainability reporting, and investors should
integrate.  CSP  metrics into decision-making
processes. Future research could explore industry-
specific variations or the impact of external crises,
such as economic downturns, on the CSP-risk-
capital cost nexus.

This study enriches the discourse on sustainable
corporate practices, providing a roadmap for
aligning profitability  with  social and
environmental responsibility.
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