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Abstract

This study examines the relationship between corporate social responsibility and financial
performance of firms and analyzes the moderating role of political connections and growth
opportunities in this relationship. This study selected a sample of 113 companies listed on
the Tehran Stock Exchange between 2014 and 2024. The findings showed that corporate
social responsibility has a direct and positive effect on their financial performance.
However , political connections do not have a significant moderating effect on this
relationship . In contrast, growth opportunities were identified as an important moderating
factor, such that in industries with high growth opportunities , the effect of social
responsibility on financial performance is significantly strengthened. These findings highlight
the importance of exploiting growth opportunities in order to strengthen corporate
strategies. Corporate social responsibility and improving financial performance are
emphasized. Finally, this study suggests that companies should use social responsibility as a
tool to increase competitive advantage and improve their financial performance in
environments with high growth opportunities.
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Extended Abstract

evolved from a voluntary ethical practice to a

Introduction

The study examines the relationship between
corporate social responsibility (CSR) and the
financial performance of companies, with a focus
on the moderating roles of political connections
and growth opportunities. In today’s competitive
and dynamic business environment, CSR has

* E-mail address: a.a.daryaei@soc.ikiu.ac.ir

strategic imperative that enhances long-term
sustainability —and  competitive  advantage.
Companies are increasingly pressured by
stakeholders, including governments, regulatory
bodies, consumers, and investors, to adopt socially
responsible practices. Prior research, such as that
by Jo and Harjoto (2012) and Servaes and Tamayo
(2010), highlights the positive impact of CSR on
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financial performance through mechanisms like
improved brand reputation, customer loyalty, and
operational efficiency.

However, the effectiveness of CSR initiatives may
vary depending on contextual factors such as
political environments and growth opportunities.
Political connections, defined as interactions
between firms and governmental or regulatory
entities, can influence access to resources, legal
support, and policy advantages. Conversely,
growth opportunities such as market expansion,
innovation, and technological advancements can
amplify the financial benefits of CSR by enabling
firms to leverage social responsibility as a
differentiation strategy. This research aims to
clarify how these moderating variables shape the
CSR-financial performance nexus, particularly in
emerging markets like Iran, where political and
economic complexities are pronounced.

The study analyzes data from 113 companies listed
on the Tehran Stock Exchange between 2014 and
2023, employing advanced statistical models to
test three hypotheses:

1. CSR positively
performance.

affects financial

2. Political connections moderate the CSR-
performance relationship.

3. Growth opportunities moderate the CSR-
performance relationship.

Methodology

The research adopts a quantitative approach, using
panel data regression models to analyze the
relationships between CSR, financial performance,
political connections, and growth opportunities.
Data were collected from financial statements and
annual reports of 113 companies over a 10-year

period (2014-2023). Key variables were
operationalized as follows:
e Corporate Social Responsibility

(CSR): Measured using a disclosure index
based on four dimensions: social
participation, employee relations,
environmental responsibility, and product
quality. Strengths and concerns in each
dimension were scored, with the net score
reflecting overall CSR performance.

o Financial Performance: Captured by Return
on Assets (ROA), calculated as net income
divided by total assets.

o Political Connections: A binary variable (1
= presence of political ties among board
members or major shareholders; 0 =
absence).

e Growth Opportunities: Measured as sales
growth, computed as the percentage change
in sales from the previous year.

e Control Variables: Included firm size (log
of sales), leverage (debt-to-assets ratio),
R&D intensity, depreciation intensity, and
industry growth.

Three regression models were tested:

1. Base Model: Examined the direct effect of
CSR on financial performance.

2. Moderation Model 1: Added political
connections and an interaction term (CSR x
Political Connections).

3. Moderation Model 2: Added growth
opportunities and an interaction term (CSR
x Growth Opportunities).

Statistical analyses were conducted using Excel
2016 and EViews 10, with diagnostic tests (e.g.,
Durbin-Watson) confirming the absence of
multicollinearity and autocorrelation.

Results and Discussion
Key Findings of the paper are as follows

1. CSR and Financial Performance: The base
model revealed a significant positive
relationship (B = 0.004, p < 0.05),
supporting Hypothesis 1. Firms with higher
CSR scores exhibited better ROA, aligning
with stakeholder theory and prior studies
(e.g., Margolis & Walsh, 2003).

2. Political Connections: Contrary to
expectations, political connections did not
significantly =~ moderate  the  CSR-
performance relationship (B = -0.007, p >
0.05), rejecting Hypothesis 2. This suggests
that political ties in Iran may not confer the
expected advantages, possibly due to
inefficiencies  or  reputational  risks
associated with political dependence.
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3. Growth Opportunities: Growth
opportunities significantly strengthened the
CSR-performance link (B = 0.015, p <
0.01), confirming Hypothesis 3. Firms in
high-growth industries (e.g., technology,
consumer goods) benefited more from
CSR, as it enhanced market differentiation
and customer acquisition.

Discussion

The results underscore the contextual nature of
CSR’s financial impact. While CSR consistently
improves performance, its efficacy depends on
strategic alignment with growth opportunities. For
instance, CSR initiatives in expanding markets can
drive revenue growth by attracting ethically
conscious consumers and investors. In contrast,
political connections often viewed as a shortcut to
regulatory benefits may not compensate for weak
CSR fundamentals, particularly in environments
where transparency and governance are prioritized.

Notably, the study challenges findings from other
emerging markets (e.g., Xu & Liu, 2020), where
political connections were beneficial. This
discrepancy may reflect Iran’s unique institutional
landscape, where political ties are pervasive but
not necessarily value-enhancing.

Conclusion
The study demonstrates that CSR is a viable

strategy for enhancing financial performance,
particularly ~ when coupled  with  growth
opportunities. However, reliance on political

connections does not yield comparable benefits,
highlighting  the  importance of  organic,
stakeholder-centric approaches.

Practical Implications

o For Managers: Prioritize CSR as a strategic
investment, especially in high-growth
sectors. Align CSR initiatives with market
expansion and innovation to maximize
returns.

e For Policymakers: Strengthen institutional
frameworks to reduce firms’ dependence
on political networks, fostering a level
playing field where CSR-driven
competitiveness thrives.

Limitations and Future Research

e The study’s focus on Iran limits
generalizability. Future research could
compare results across diverse institutional
contexts.

o Alternative moderators (e.g., corporate
governance, industry competition) could be
explored to refine the CSR-performance
model.

In summary, CSR transcends ethical obligation,
serving as a catalyst for financial success when
integrated with growth strategies. Firms must
navigate political landscapes cautiously, ensuring
that social responsibility remains rooted in genuine
stakeholder engagement rather than regulatory
arbitrage.
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