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Introduction

In today’s dynamic global landscape, firms
are no longer evaluated solely based on
financial metrics such as earnings, asset
turnover, or return on equity. Instead,
growing global awareness of environmental
degradation, social inequality, and
corporate misgovernance has redirected the
focus toward more comprehensive
frameworks for performance assessment.
Among such frameworks, Environmental,
Social, and Governance (ESG) indicators
have emerged as essential tools for
analyzing corporate sustainability. These
indicators reflect the extent to which a firm
assumes  responsibility  toward  the
environment,  society, and ethical
governance beyond mere financial gains.
ESG-oriented organizations tend to
experience greater stakeholder trust,
reputational enhancement, and competitive
advantage in  both  domestic and
international markets. In the Iranian
context, characterized by economic
sanctions, policy volatility, environmental
challenges, and institutional inefficiencies,
adopting sustainable business practices
becomes even more critical. The current
study contributes to the expanding literature
by analyzing how ESG factors influence
sustainable profitability growth (SPG) in
companies listed on the Tehran Stock
Exchange (TSE).

Despite an increasing number of studies in
this area, prior research often considers
ESG dimensions in isolation or lacks
integration with financial sustainability
outcomes. This study addresses this gap by
offering a holistic examination of ESG’s
impact on SPG while considering firm-level
characteristics such as size, leverage,
efficiency, and dividend policy. Grounded
in legitimacy theory, stakeholder theory,
stewardship theory, and agency theory, the
research proposes that ESG practices
improve long-term profitability by reducing
information asymmetry, managing risk, and
enhancing transparency.

The primary hypothesis posits a significant
and positive relationship between ESG
indicators and sustainable profitability
growth. This hypothesis is empirically
tested using a multivariate panel data
regression model tailored to the structure
and behavior of listed Iranian firms over an
eight-year horizon.

Methodology

This applied quantitative study adopts a
retrospective ex-post facto design. The
statistical population consists of all
companies listed on the Tehran Stock
Exchange between 2016 and 2023. A
systematic elimination approach was
employed to select eligible firms. Criteria
included availability of complete financial
statements, continuous listing throughout
the study period, and exclusion of financial,
investment, and holding firms. Based on
these filters, a final sample of 129 firms was
selected, yielding 1,024  firm-year
observations.

Financial data were gathered through
reputable Iranian financial databases
(Codal, Tadbirpardaz, and Rahavard
Novin). The data were processed using
Microsoft Excel and analyzed using
EViews software. The primary regression
model is based on the framework proposed
by Sanoran (2023), which evaluates the
influence of ESG performance
(independent variable) on sustainable
profitability growth (dependent variable),
while controlling for firm size (log of sales),
financial leverage (debt-to-asset ratio),
operational efficiency (cash flow-to-assets),
and dividend payout ratio.

Results

The results indicate a robust and
statistically significant relationship between
ESG performance and  sustainable
profitability growth. The model’s F-statistic
(27.827, p < 0.001) confirms overall
significance. The adjusted R-squared value
of 0.513 implies that over 51% of the
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variation in sustainable profitability growth
is explained by the model’s variables.
Specifically, the ESG coefficient (B =
0.013, t = 2.74, p = 0.006) confirms a
significant positive impact on SPG. This
suggests that companies with higher ESG
compliance are more likely to achieve
stable, long-term profitability. Among
control variables, operational efficiency (3
=0.149, t = 5.52) and dividend payout ratio
(B = 0.007, t = 6.21) also demonstrated
significant positive associations with SPG,
highlighting the importance of productive
resource utilization and strategic earnings
distribution.

In contrast, financial leverage (f =-0.121, t
= -7.14, p < 0.001) showed a negative and
significant  relationship  with  SPG,
suggesting that firms with higher debt
levels may face challenges in sustaining
profit growth. Firm size, while positively
correlated (B = 0.003), was not statistically
significant at the 5% level (p = 0.082).
Descriptive statistics further reinforce these
findings, indicating substantial variation
across the sample in profitability, leverage,
and ESG scores.

Correlation  analysis  revealed no
problematic ~ multicollinearity  between
independent variables. The Durbin-Watson
test (DW = 1.92) indicated no
autocorrelation. The  Hausman test
supported  the  fixed-effects  model,
confirming that firm-specific characteristics
are relevant to explaining variations in SPG.
These empirical findings validate the
theoretical argument that ESG adoption is
not merely a reputational initiative but a
strategic necessity that contributes to
financial resilience, risk mitigation, and
sustainable value creation in the long run.

Conclusions

This study confirms that Environmental,
Social, and Governance (ESG) indicators
significantly enhance sustainable
profitability growth among firms listed on
the Tehran Stock Exchange. The findings
underscore the strategic importance of ESG

integration  in  achieving  long-term
performance goals, particularly in emerging
economies where institutional challenges
persist.

The results align with previous studies,
including Esmailikia & Naseri (2025),
Baharloo (2024), and Agnese et al. (2025),
which demonstrate the critical role of ESG
in  fostering competitive  advantage,
reducing financial risk, and facilitating
access to financing. The negative effect of
financial leverage on SPG corroborates
findings by Norani & Adeli (2022),
reinforcing the argument for capital
structure optimization as a prerequisite for
financial sustainability.

From a policy perspective, regulatory
bodies should enforce comprehensive ESG
disclosure  frameworks  to  ensure
consistency, comparability, and
transparency. On the managerial front,
senior executives should embed ESG
principles into strategic planning and
performance evaluation systems. Firms
should invest in technologies and training
programs to support ESG data collection
and reporting, and leverage ESG ratings in
communication with investors.

The study is limited to publicly listed firms
in Iran and relies on available ESG
disclosures, which may lack uniformity.
Future research could expand the scope by
incorporating  cross-industry or  cross-
country analyses, examining mediating
variables such as audit quality, board
diversity, or market competitiveness.
Overall, the research offers empirical and
theoretical contributions by demonstrating
that ESG is not merely a social or
environmental imperative but a financial
enabler that aligns ethical conduct with
economic performance.
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