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Abstract

Today, corporate sustainability performance, which encompasses environmental, social,
and corporate governance dimensions, has become one of the most important indicators for
evaluating the success of firms in capital markets. Various stakeholders, including
investors, regulators, and society, have paid increasing attention not only to the financial
results of companies, but also to how they manage environmental impacts, social
responsibilities, and corporate governance structures. Recent literature has shown that the
sustainability performance of peer companies affects the strategic choices of other
companies in the areas of environment, social responsibility, and corporate governance by
creating information spillovers, legitimacy pressure, and a kind of “sustainability
competition.” Accordingly, this study examined the impact of peer companies’
sustainability performance on the sustainability performance of companies listed on the
Tehran Stock Exchange. For this purpose, 114 manufacturing companies active on the
Tehran Stock Exchange during the period 2013 to 2024 were considered as the statistical
population. This research was applied in terms of purpose and multiple linear regression
method was used for data analysis. The findings of the hypothesis of the research showed
that the sustainability performance of peer companies had a positive and significant effect
on the sustainability performance of the company. The results of the research hypothesis
can be interpreted from the perspective of organizational learning theory and social
alignment theory. According to these theories, the performance of peers acted as a strong
driver for modifying sustainability behaviors and strategies in the focal company. The
unpredictable nature of corporate investment returns, taking into account risk perception
and risk assumption, played a fundamental role in corporate investment decisions,
especially in the field of sustainability such as investing in various environmental, social
and governance areas. Under such a context and uncertainties, peer effects shaped
managers' views on risk and their tolerance for risk-taking in implementing projects related
to corporate sustainability.
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Extended Abstract

Background and Purpose: In recent years, corporate sustainability has emerged as a crucial
element of business strategy, balancing financial goals with environmental stewardship, social
responsibility, and effective governance. Firms are embedded in competitive and social
networks, where the behavior and performance of peer companies significantly influence
decision-making processes, especially regarding sustainability initiatives. Despite its growing
importance, there remains a knowledge gap regarding how peer corporate sustainability
performance influences a focal company’s sustainability outcomes, particularly in emerging
markets like Iran. This study aims to fill this gap by investigating whether and to what extent
peer firms’ sustainability performance drives the sustainability performance of manufacturing
companies listed on the Tehran Stock Exchange. The research adopts the perspective that peer
effects drive organizational learning and behavioral alignment, helping firms manage
uncertainties in sustainability investments and adapt strategies based on observed peer
behaviors.

Methodology: This applied research examines 114 manufacturing companies listed on the
Tehran Stock Exchange over 12 years from 2013 to 2024. Data on corporate sustainability
performance were derived from publicly available disclosures, including environmental,
social, and governance reports. The core explanatory variable is the average sustainability
performance of peer firms in the same industry, while the dependent variable is the focal
firm’s sustainability performance index. The study controls for firm-specific factors such as
size, leverage, and profitability to isolate the peer effect. Employing panel data regression
techniques enhances the robustness of the estimates by accounting for unobserved
heterogeneity and time dynamics. Multiple linear regression models enable hypothesis testing
for the positive influence of peer sustainability performance. This methodology enables a
rigorous examination of how sustainability dynamics spill over across firms in developing
capital markets.

Findings: The empirical analysis confirms that peer firms’ sustainability performance has a
statistically significant,positive impact on the focal firm’s sustainability outcomes. Results
suggest that firms observe and mimic peers, driven by competitive pressures and normative
social alignment within industry networks. Particularly in sectors characterized by high
investment risk and unpredictable returns, peer performance provides crucial information that
reduces uncertainty and encourages managerial investment in sustainability projects. These
projects span environmental initiatives such as pollution reduction and resource efficiency,
social efforts including employee welfare and community engagement, and governance
improvements involving transparency and stakeholder accountability. Peer effects raise
industry-wide sustainability standards, creating a reinforcing feedback loop that promotes
continuous improvement in corporate sustainability practices.

Discussion: The findings resonate with established theoretical frameworks, notably
organizational learning theory and social alignment theory. Organizational learning theory
posits that firms acquire and adapt knowledge from their environment to enhance competitive
advantage, while social alignment theory emphasizes mimicry, social comparison, and
conformity as mechanisms that drive behavioral homogenization among firms. Consequently,
peer companies act as benchmarks, motivating focal firms to upgrade sustainability strategies
to maintain legitimacy and market position. The uncertain returns on sustainability
investments amplify the role of peer effects, as managers rely on peers' successes to reduce
perceived risks and justify sustainable capital allocation. The study underscores that corporate
sustainability is fundamentally a socially embedded process influenced by complex inter-firm
relationships rather than an isolated strategic decision. From a practical standpoint, the results
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suggest that policymakers and regulatory bodies can enhance the diffusion of sustainability by
improving the transparency and availability of sustainability data, thereby facilitating
benchmarking and peer learning among companies. Corporate managers are encouraged to
systematically monitor peer sustainability performance as part of strategic decision-making to
identify best practices and opportunities for improvement. The research further opens avenues
for exploring how institutional factors and market regulations moderate the effectiveness of
peer influence across diverse economic contexts.

Authors retain the copyright and full publishing rights.
Published by Islamic Azad University, Isfahan (Khorasgan) Branch. This article is an open access
article licensed under the Creative Commons Attribution 4.0 International (CC BY 4.0)
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. Firms Size.

. Market-to-book ratio.

. Financial Leverage.

. Return on equity.

. State-Owned Enterprise.
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