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1-Introduction

In 1981, the concept of sustainable
development was first proposed in “Building a
Sustainable Society,” published by Brown in
the United States, and it was believed that it is
necessary to control population growth, protect
the resource base, and develop renewable
energy to achieve sustainable development.
However, in most industrial countries or
developing countries, the financial economy
continues to grow, but this has also led to
serious  ecological and  environmental
problems. Ecological problems that cannot be
ignored harm the sustainable development of
social economy (Wang and Luo, 2020).
Environmental, social, and governance (ESG)
is a concept of responsibility that takes into
account corporate earnings and social value
and  promotes  sustainable  corporate
development through non-financial returns and
other related values (Alsayegh et al., 2020). At
present, academic research on the influencing
factors of ESG is still in the exploratory stage.
Within firms, poor financial performance can
prevent firms from improving their
environmental  performance  (DasGupta,
2022). Qutside the enterprise, government
supervision is an important factor affecting the
daily operations of the enterprise. Government
regulation is manifested in the political system
(legal framework and corruption), labor
system (labor protection and unemployment
rate), and cultural system (social cohesion and
equal opportunities). These systems have a
significant impact on corporate ESG
performance and play different roles (Baldini
etal., 2018; Qian and Yu, 2024). Over the past
two years, there has been a growing focus on
ESG research. In this context, the impact of
ESG factors on company operations has
attracted increasing attention (Xu, 2022).
According to a 2018 global survey, more than

half of global asset owners are currently
implementing or evaluating ESG
considerations in their investment strategy
(Ahlstrom and Monciardini, 2022). The
notable rise of ESG is demonstrated by the fact
that socially responsible investment has risen
globally more by than 34% since 2016, and “in
the last two decades ESG integration has
grown by 60%” (Umar et al., 2020). However,
ESG practices come with specific costs and
externalities, and they may conflict with a
company’s economic interests. Nevertheless,
with the emergence of climate change, the
crisis of greenhouse and ecological diversity,
and other public issues, environmentally
friendly investments have become a necessary
objective, leading to the demand for
sustainable development (Li and Feng, 2022).
ESG emphasizes that in addition to protecting
the interests of shareholders, companies should
also protect the rights and interests of
stakeholders such as employees and the public
to promote the overall well-being of society
(Fan et al., 2024). According to the neoclassic
theory of Friedman (2007), there is a negative
relationship between ESG and financial
performance, because ESG practices could
increase costs, harm corporate performance
and impair competitive advantage. In this
sense, some scholars claim that social and
environmental objectives would detract
managers from aiming to increase shareholder
value. In line with the neoclassic theory, the
satisfaction of stakeholder groups other than
shareholders may negatively affect profit
maximization and value creation for owners
and managers (Galant and Cadez, 2017; Kusi
et al., 2018). While bank regulators, managers
and investors have traditionally focused on
financial risks, new emerging risks related to
ESG aspects pose a threat to the financial
system and to the real economy, pushing an
increasing number of bank stakeholders to
demand more effective ESG strategies and




ESG risk management practices, in an attempt
to make banks more resilient, sustainable and
capable to face such a type of risks (Cantero-
Saiz et al., 2024).

To put it simply, the assets of a company are
the funds the firm has and estimates that will
be useful to the company in the future. Cash on
hand and accounts receivable are the most
typical examples of monetary assets. Stock,
land, buildings, and machinery are some
examples of intangibles that cannot be
converted into cash. There are also intangible
assets that cannot be physically touched, such
as patents, trademarks, and copyrights.
Companies can only function as intended if
their owners have legal title to the company’s
assets. All the parts of an organization’s assets,
liabilities, and equity must work together for
the business to succeed. It is common to
practice measuring the success of an
investment by the rate of return on its shares.
But contrary to the efficient market idea,
studies have demonstrated that markets are
reluctant to absorb publicly available
information. Sales and profit growth rates are
also crucial yardsticks of success (Zhu et al.,
2022; Wang and Shafig, 2024). Financial
performance measures how well a company’

s strategy and operations are carried out and it
may fully capture the impact of cost
management, asset management, funding
allocation, and the make-up of shareholders’
equity return rate (Wang et al., 2021).

As the economic environment changes
rapidly, financial performance remains a
crucial aspect of planning and development for
the financial sector. In the modern global
economy, the use of traditional techniques that
only involve financial criteria in the evaluation
of financial performance has been associated
with problems and has made the need to pay
attention to non-financial criteria even more
noticeable. Paying attention only to financial

criteria in order to promote and improve
financial performance is absolutely not
enough. In this competitive age where
businesses are facing the risk of collapse at any
moment, only companies and organizations
succeed in survival, growth and development
that, along with financial indicators, pay
attention to non-financial variables and criteria
that directly affect financial performance
(Radfar and Darabi, 2021). In recent years,
environmental performance, social
responsibility and corporate governance (ESG)
have become increasingly relevant for banks
and financial industries. ESG issues are not
only an ethical question but also becoming an
economic matter as they have a basic influence
on economic stability. Studies on the
relationship between ESG disclosure and
financial ~ performance have  provided
conflicting findings. Many studies have
demonstrated a positive relationship in
developed and developing countries while
other studies have tested no significant
relationship between ESG and financial
performance. Conflicting results are explained
by the need for additional measures to
integrate  sustainability  policies  into
operational  activities. The relationship
between ESG dimensions and performance is
more complex than a simple cause-and effect
link. Hence, each element of ESG strategy
needs to be further investigated as significant
relationships could be expected between the
individual ESG dimensions and financial
performance. This study makes a significant
contribution to the pool of literature examining
the impact of ESG performance and financial
performance as the existing literature on this
topic is very limited. In recent years, managers
are increasingly placing emphasis on ESG
indicators to communicate their commitment
to sustainability goals, engaging in ESG-
related activities to enhance their reputation
and financial performance. In particular, the




relationship between ESG policies and
financial performance has been explored in
depth  from theoretical and empirical
perspectives but there are few studies focusing
on ESG strategies in Iran. We aim to fill this
gap by investigating impact of ESG
management on financial performance with an
emphasis on trust and reputation in Parsian
bank, so the main question of this research
defines as: What is the impact of ESG
management on financial performance with an
emphasis on trust and reputation? So the article
tries to gather these points to reach a
comprehensive view of ESG and financial
performance among trust and reputation.

2- Literature review and hypotheses
development

2-1- Environment, Social, Governance (ESG)

The interest in responsible investment is
assumed to have developed where investors’
demands are rising for  heightened
transparency and disclosures with regards to
how and where their funds are being invested.
According to United Nations Principles of
Responsible Investment UNPRI (2021),
“responsible investment is a strategy which
seeks to incorporate environmental(E),
social(S) and governance(G) ESG factors into
investment policies, decisions and ownership
in a bid to generate sustainable risk-adjusted
returns” (Chininga and Alhassan, 2023). The
Environmental (E) factor involves actions
related to the external environment, aiming to
improve environmental performance across
business operations (Kim and Kim, 2021;
Litvinenko et al., 2022). This includes
establishing sustainable management
strategies through eco-friendly policies and
integrating renewable energy management,
which has garnered increasing interest from
public-sector organizations in recent years
(Tripopsakul and Puriwat, 2022; Hannan and

Sutherland, 2015; Chang and Tsai, 2015). The
Social variable denotes socially responsible
activities within an organization aimed at
contributing to the local community and
stakeholders through cooperative
relationships. In essence, it involves activities
that contribute to the public interest and
development (Drempetic et al., 2020).
Governance has been a prominent subject of
research for decades, exploring methods and
strategies employed by corporations for
organizational structure and control in
pursuing strategic objectives (Handayani,
2019). Governance variables encompass
management actions transparently fulfilling
responsibilities as defined by laws and
regulations within an organization (Ganesan et
al., 2017). In other words, the ESG framework
comprises three pillars: environmental, social,
and governance. Environmental criteria
consider a company’s stewardship of the
environment; social criteria examine how a
company manages its relationships with
human resources, customers, suppliers, and
local communities; governance criteria address
a company’s management structure, executive
compensation, internal controls, audits, and
shareholder relations (Liu et al., 2023). The
importance of the ESG paradigm for finance
and the economy is growing rapidly. Both
progressive and mainstream investors have
been following the crescendo of ESG fever and
are now driving the demand for a further
understanding of ESG  performance
(Arvidsson and Dumay, 2022). ESG has
gradually become an important window for
interaction and communication between
enterprises and stakeholders, and its influence
on the business performance and sustainable
development ability of enterprises has been
continuously highlighted, which also makes it
possible to reduce financing constraints
through ESG practices (Zhu, 2014).
Environmental, social, and governance (ESG)




IS a corporate evaluation standard and
investment philosophy that focuses on the
environmental, social, and governance
performance of enterprises instead of their
financial  performance, reflecting how
enterprises can contribute to sustainable
development (Wang and Yang, 2024).

2-2- Financial Performance

Financial performance measures should
support managerial decisions (Gelsomino et
al., 2016) and be easy to use (Godinho and
Veloso, 2013). Financial performance refers to
the act of performing financial activity. In
broader sense, financial performance refers to
the degree to which financial objectives have
been accomplished. It is the process of
measuring the results of a firm's policies and
operations in monetary terms. It is used to
measure firm's overall financial health over a
given period of time and can also be used to
compare similar firms across the same industry
or to compare industries or sectors in
aggregation. It gives true reflection of return
on investment, return on assets, value added,
etc. Financial performance is a complex and
multidimensional phenomenon, so it is
difficult to find accurate ways to measure it
(Jyoti and Chalotra, 2016). Financial
performance include return on assets, return on
equity, profit to revenue ratio, cash flow from
operations, profit, return on investment,
revenue growth, market share gained,
productivity, effectiveness (i.e., sales growth
and range of product or service growth), and
efficiency (i.e., productivity and profitability
growth). The other measure of firm
performance include price per share (Al-
Mamary et al., 2020).

2-3- Trust

Trust is a complex and multifaceted concept
that varies across disciplines, making an all-
encompassing definition challenging (Ambali

and Begho, 2021). Trust is the susceptibility of
one stakeholder to other partners’ actions
which manifests in enhanced resource
exchange, increased access to valuable
information, stronger relationships and
reduced transaction costs in the face of risk and
uncertainty (Gomez-Mejia ~ and Becerra,
2010). Trust is considered as an individual’s
confidence in an organization’s commitment
to performing mutually beneficial actions in
the future (Lee et al., 2022; Suhartanto, 2019).
This further highlights that trust is a
fundamental strategic element for cultivating a
positive reputation. An active role played by
the trust can help a company gain respect,
attain success, and strengthen its position in the
eyes of both the public and the organization
(Muflih, 2021; Park and Kim, 2019).

2-4- Reputation

In a literature review performed by Chun
(2005), reputation has been characterized as an
effective tool in managing the stakeholders’
behavior towards an organization. Chun
(2005) described such behavior as employee
retention, customer satisfaction and loyalty,
and attraction of good/efficient staff (Chun,
2005; Febra et al., 2022). According to
Deephouse et al. (2016), firm reputation to an
extent is based on the institutional theory in
that it takes good reputation from firms to gain
organizational legitimacy. This reasonable
assertion further espouses that when firms,
specifically, operating in manufacturing
sectors adopt green production practices
thereby full-filling stakeholder groups demand
to preserve the environment in addition to
meeting regulatory requirements earn goodwill
which translates into legitimacy since these
firms’ behaviors are deemed acceptable in
comparison with industry norms, assumptions
and strategies. Several scholars have identified
that firm reputation is multidimensional and




that acquiring good reputation can come from
social performance as well as from

environmental performance (Fombrun, 2005;
Baah et al., 2020).

In this section, a summary of previous
researches is discussed. Candio (2024)
investigated the relationship between ESG and
financial performance and whether CSR
attitude moderates this relationship. A panel
data set with all the listed companies in
STOXX Europe 600, covering the period
2012-2022 was built. Six measures of
financial performance and three regression
frameworks were considered for analysis.
Overall, inconsistent patterns of effect are
identified across ESG predictors and financial
performance measures. The presence of a CSR
committee was found to negatively moderate
the effect of ESG score on ROA only, whereas
an external auditor to the CSR report to
negatively moderate it with share price.
Cantero-Saiz et al., (2024) analyzed the
relationship between ESG and bank asset
quality and the moderating role of profitability.
An international sample of 96 banks located in
33 countries were used and findings show the
existence of a positive ESG - asset quality
relationship, which can be even reversed for
particularly high levels of profitability.
Findings have important policy and
managerial implications that banks should not
only implement better ESG strategies, but also
stabilize their financial performance, avoiding
unsustainable short-term profits that could
reverse the beneficial effects of ESG on asset
quality. Lee et al., (2023) examined how
implementing ESG (environment, social, and

governance) principles at Incheon
International ~ Airport  affects  business
performance. A comprehensive  survey
involving 323 airport users at Incheon
International Airport was rigorously analyzed
using a structural equation model (SEM). The
findings revealed a robust positive correlation
between ESG activities and business
performance. Naeem et al., (2022) investigated
whether the environmental, social, and
governance  (ESG)  performances  of
corporations from environmentally sensitive
industries affect their financial performance.
Moreover, the study determines how the
impact of ESG performance on the corporate
financial performance of environmentally
sensitive  corporations  differs  between
developed and emerging countries. Findings
indicate that overall ESG performance of
environmentally sensitive corporations has a
significantly positive relationship with the
return on equity and Tobin's Q of the
corporations. Moreover, findings indicate that
the impacts of the ESG performance of
environmentally sensitive corporations on the
financial performance are stronger in
developed countries than emerging countries.
This study contributes to the literature by
adding a better understanding of the ESG-—
financial performance relationship, especially
for the environmentally sensitive industries
from both developed and emerging countries.

Based on theoretical foundations and
background of the research, the following
conceptual model is presented as a research
model.
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Figure 1- Conceptual framework of research

H1: Trust plays a mediating role in the impact of ESG on financial performance.

H2: Reputation plays a mediating role in the impact of ESG on financial performance.

H3: ESG has a significant impact on financial performance.

H4: ESG has a significant impact on trust.

HS5: ESG has a significant impact on reputation.

H6: Trust has a significant impact on financial performance.

H7: Reputation has a significant impact on financial performance.

3- Methodology

This research is applied based on the
purpose and descriptive survey in terms of the
method of doing the work. The statistical
population includes the shareholders of
Parsian Bank in Tehran Stock Exchange and a
sample of 384 people was selected using the
available sampling method with the Cochran
formula. A questionnaire containing 20 items
was used to collect data, and its indicators were

scored using a 5-point Likert scale. In this
questionnaire, environment, social,
governance and trust include 3 items and
reputation and financial performance include 4
items. Experts and professors of the university
helped to check the validity of the
questionnaire and it was confirmed by
applying correction comments and Cronbach's
alpha was used to measure reliability.




Table 1- Result of Cronbach's alpha, CR & AVE

Variable Number of Items | Cronbach's alpha CR AVE
ESG 9 0.886 0.906 0.520
Trust 3 0.908 0.942 0.845
Reputation 4 0.922 0.945 0.810
Financial Performance 4 0.868 0.911 0.719
Source: Research results
According to table (1), Cronbach's alpha for In this research, structural equation

all variables is more than 0.7, so the reliability
of questionnaire is confirmed. Also, according
to table (1), composite reliability (CR) and

average variance extracted (AVE) are
confirmed.
4- Findings and Results
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survey the research hypotheses. Using T-Value
outputs in diagram (2), hypotheses are
examined. The way of judgment is that if the
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Diagram 2- The final structural model of the research with meaningful coefficients

According to diagram 2 and since the T-
Value is equal to 4.070 and is more than 1.96,
the third hypothesis of the research is accepted;
meaning ESG has a significant impact on
financial performance with a path coefficient
of 0.208. Since the T-Value is equal to 16.685
and is more than 1.96, the fourth hypothesis of
the research is accepted; meaning ESG has a
significant impact on trust with a path
coefficient of 0.655. Since the T-Value is equal

to 11.012 and is more than 1.96, the fifth
hypothesis of the research is accepted;
meaning ESG has a significant impact on
reputation with a path coefficient of 0.509.
About hypothesis 6 and 7 we can say that
because T-Value is equal to 2.477 and 9.062
and is more than 1.96, the sixth and seventh
hypothesis of the research are accepted;
meaning trust and reputation have a significant
impact on financial performance with a path
coefficient of 0.166 and 0.537.

Table 2- Result of direct hypothesis

Hypothesis Path Coefficient | T-Value Result
ESG— Financial performance 0.208 4.070 accepted
ESG— Trust 0.655 16.685 accepted
ESG— Reputation 0.509 11.012 accepted
Trust—> Financial performance 0.166 2.477 accepted
Reputation —» Financial performance 0.537 9.062 accepted

Source: Research results

The Sobel test is used to test the indirect

hypothesis that has a mediating variable. The
way to examine the hypothesis with a mediator

variable is that if the effect of the independent
variable on the mediator and the effect of the
mediator on the dependent becomes significant




at the same time, the role of the mediator will
be confirmed and the indirect effect will be
confirmed; According to the research models
in the standard and significance mode and the

Sobel test statistic, we draw conclusions
regarding the rejection or acceptance of the
hypothesis.

Table 3- Result of indirect hypothesis

Indirect hypothesis Sobel test statistic Result
ESG — Trust — Financial Performance 2.451 accepted
ESG —» Reputation —» Financial Performance 7.029 accepted

Source: Research results

According to Table 3 and since the value of
the Sobel test statistic is equal to 2.451 and
7.029, the indirect hypothesis of the research is
confirmed; meaning trust and reputation play a
mediating role in the impact of ESG on
financial performance.

GOF = \/Communahtles x R2

The GOF index is used to evaluate the
fitness value of the whole model. This test
determines the overall quality of measurement
and structural models. The higher the value of
this index is, the higher the fit of the model,
and the closer it is to zero, the lower the fit of
the model. Three values of 0.01, 0.25 and 0.36
for GOF explain weak, medium and strong fit,
respectively.

Table 4- Result of GOF index

Variable R-Square AVE

ESG - 0.520

Trust 0.429 0.845
Reputation 0.259 0.810
Financial Performance 0.665 0.719
Average 0.451 0.723

Source: Research results

GOF = v/ Communalities x RZ = V0.451 X 0.723 = 0.571

As can be seen, the value calculated for the
GOF index is 0.571 and it shows the strong fit
of the overall research model; therefore, it can
be concluded that the presented model has a
good fit and the collected data have been able
to cover the designed model and confirm the
model with high power.

4- Conclusion

Rapid economic growth has resulted from
the wide development pattern since the
industrial revolution; nevertheless, this has
also resulted in the over-exploitation of natural
resources and severe environmental damage.
Some studies have found that ESG activities
enhance a company’s profitability, whereas
others suggest that ESG practices can harm
performance but it is worth noting that ESG
performance has a significantly positive
influence on company value. This research




aims to investigate the impact of ESG
management on financial performance with an
emphasis on trust and reputation in Parsian
bank. Among the limitations of the present
research, we can mention the inherent
limitations of the questionnaire and its
completion. To achieve this goal, the structural
equation modeling approach was used and
after examining the direct hypotheses of the
research, it was determined ESG has a
significant impact on financial performance,
trust and reputation with path coefficient of
0.208, 0.655 and 0.509. Also it was observed
that trust and reputation have a significant
impact on financial performance with path
coefficient of 0.166 and 0.537. In addition, in

the current research, Sobel's test was used to
investigate indirect hypotheses and it was
determined trust and reputation play a
mediating role in the impact of ESG on
financial performance. The results of this
research are aligned with Lee et al., (2023).
Based on results and since ESG improves trust
and reputation and ultimately leads to better
financial performance, it is suggested bank
should form an independent committee to
implement the principles of ESG as much as
possible, and by investing in environmental
issues, gain trust and improve its reputation
and finally achieve higher financial
performance and profitability.
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