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Abstract

One of the topics well addressed in the theoretical foundations of financial economics is
the sensitivity of investment costs to cash flow. A company’s reliance on internal resources
is determined by its investment sensitivity to its cash flow. This research investigates the
impact of sustainability reporting on the sensitivity of investment to internal cash flow. The
hypotheses of this study were tested using a sample of 120 companies listed on the Tehran
Stock Exchange from 2011 to 2025, employing multivariate regression models and panel
data analysis. This study is applied in terms of purpose and falls within the scope of
descriptive-correlational research in terms of hypothesis inference. The findings from
estimating the research model indicate that sustainability reporting positively affects the
sensitivity of investment to internal cash flow. Due to its disclosure requirements in
environmental, social, and governance areas (ESG), it necessitates liquidity. This reduction
in liquidity intensifies the sensitivity of investment to internal cash flow.
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Introduction

In the early decades, neoclassical economists argued that the social goal of corporations
was to maximize shareholder wealth. Environmental and social responsibility can become
a source of capability that can lead to a competitive advantage. Recent studies, focusing on
the concept of Environmental, Social, and Governance (ESG), which pays more attention
to business activities and strategic development, have had a broad view of corporate
environmental and social responsibilities. Good economic, social, environmental, and
corporate governance performance helps companies achieve sustainable business.
Sustainable business occurs when companies do not sacrifice any natural and
environmental resources to meet future needs. Business sustainability can be improved by
achieving environmental, social, and governance aspects. Environmental, social, and
governance aspects refer to the achievement of companies to improve social and
environmental responsibility based on business ethics and effective governance
implementation. EXxisting studies based on stakeholder theory have shown that ESG
increases corporate liquidity by reducing information asymmetry and reducing agency
conflicts. This increase in liquidity reduces the sensitivity of investment to internal cash
flows. The World Commission on Environment and Development defines sustainable
development as: “Progress and development that meets the needs of the present generation
without compromising the right and ability of future generations to meet their needs from
the environment and natural resources. This definition expresses the following three key
points: Emphasis is placed on the fairness of ownership rights between generations.
Establishing a forward-looking perspective reveals the role of long-term goals in collective
and joint efforts over a wide period. It shapes the desirability and aspirations of ownership
rights between generations. It expresses basic concepts from the category of sustainability
in the form of the relationship between economic, environmental, and social conditions.
Also, the World Business Council for Sustainable Development states:

“Sustainable development is a simultaneous activity for economic prosperity,
environmental quality, and social justice.”

According to this definition, it can be inferred that the operational and strategic
activities of a for-profit unit should consider environmental, economic, and social effects
and also take action to meet the needs of stakeholders, especially shareholders, and their
sustainability-based decision-making. Developing a strategy around sustainability requires
the design and deployment of effective assessments of information systems related to
social, environmental, and economic activities. In the following sections, the basics and
background of the research, hypotheses, method, and findings will be presented. Finally,
the discussion and conclusion will be discussed.

Methodology

To attain the mentioned purpose, a sample consisting of 120 companies was selected by a
systematic elimination method from the companies listed on the Tehran stock exchange
from 2011 to 2025. To estimate research hypotheses, weighted least squares and panel
methods were used. The research hypothesis is as follows:

Sustainability reporting has a positive and significant effect on investment sensitivity to
internal cash flow.
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Findings
The results of the estimation of the research model indicate that sustainability reporting
hurts the sensitivity of investment to internal cash flow.

Conclusion

Sustainability reporting needs liquidity due to environmental, social, and governance
disclosures. This decrease in liquidity increases the sensitivity of investment to domestic
cash flow. Investment is a crucial tool for economic and social development. Increased
investment reduces floating liquidity and inflation and increases the wealth of investors.
Companies need to pay special attention to financing their investments. Investment cash
flow sensitivity indicates the extent to which a company relies on internal financial
resources. Companies with more imperfections in the capital market are more sensitive to
internal cash flow. A company’s sustainability report is considered an effort toward
transparency and accountability, which can measure the company’s concern for
sustainability.
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