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ABSTRACT

In today’s business environment, corporate responsibility extends beyond profitability and shareholder
value creation; firms are also expected to be accountable to society and the environment. Disclosure of
corporate social responsibility (CSR) not only contributes to sustainable development but can also reduce
idiosyncratic risk. Focusing on stakeholder governance as a moderating variable, this study examines the
role of this mechanism in strengthening the inverse relationship between CSR and the reduction of
idiosyncratic risk.The research is applied in terms of purpose and descriptive-correlational in terms of
method. The statistical population consists of companies listed on the Tehran Stock Exchange during the
period 2018-2024 (lranian calendar years 1397-1403, seven years). Using purposive sampling, 141
companies (987 firm-year observations) were selected as the sample. Required data were collected from
the audited financial statements of the companies via the Rahavard Novin software and the CODAL
database, and subsequently processed. The research variables were tested using a multivariate regression
model and the panel data method with firm and time fixed effects and two-way clustered robust standard
errors.The results indicate that corporate social responsibility has a significant inverse (negative)
relationship with idiosyncratic risk; that is, companies with better CSR performance significantly reduce
their level of idiosyncratic risk. Moreover, stakeholder governance moderates the relationship between
CSR and idiosyncratic risk. In particular, the governance of investors, creditors, employees, and
consumers significantly strengthens the positive effect of corporate social responsibility on the reduction
of idiosyncratic risk. Supplier governance also shows a significant negative interaction effect, which is
discussed in the Iranian institutional context.
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1. Introduction

In contemporary business environments, corporate
responsibility has expanded beyond profitability and
shareholder value creation. Firms are increasingly expected
to address societal and environmental concerns. Corporate
social responsibility (CSR) not only contributes to

sustainable development but can also reduce firm-specific
(idiosyncratic) risk by mitigating information asymmetry,
enhancing reputational capital, and moderating market
reactions to negative events. Idiosyncratic risk constitutes
the portion of return volatility unexplained by market-wide
factors and is particularly relevant for minority shareholders
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who cannot fully diversify it.The effectiveness of CSR in
reducing idiosyncratic risk is not automatic; it depends on
the quality of stakeholder governance. Stakeholder
governance refers to the monitoring and pressure exerted by
key resource providers investors, creditors, employees,
suppliers, and consumers. Drawing primarily on stakeholder
theory and resource-dependence theory, with agency theory
and signaling theory as complementary mechanisms, this
study argues that stronger stakeholder oversight transforms
CSR from symbolic to substantive, thereby amplifying its
risk-reducing effect.

While international studies, particularly those conducted in
China and developed markets, have examined related
relationships, evidence from the Iranian capital market
remains scarce. This study addresses this gap by
investigating both the direct effect of CSR on idiosyncratic
risk and the moderating role of five dimensions of
stakeholder governance among firms listed on the Tehran
Stock Exchange during 2018-2024. The research aims to
provide context-specific insights into how stakeholder
power shapes the risk-management benefits of CSR in an
emerging-market institutional setting.

2. Methodology

This study is applied in purpose and descriptive-
correlational in design. The statistical population comprises
all non-financial firms listed on the Tehran Stock Exchange
from 2018 to 2024 (Iranian calendar years 1397-1403).
After systematic screening continuous listing from the start
of the period, exclusion of investment and financial
intermediary firms, fiscal year ending 29 Esfand,
continuous trading, and absence of accumulated losses
indicating technical bankruptcy the final sample consists of
141 firms and 987 firm-year observations (unbalanced
panel). Idiosyncratic risk, the dependent variable, is
measured using the Fama-French five-factor model
estimated at the weekly frequency. After obtaining
residuals, idiosyncratic risk for each firm-year is calculated
as the standard deviation of those weekly residuals. By
construction, this measure is non-negative. CSR is
quantified through content analysis of corporate disclosures
across four dimensions: employee relations, product and
service  quality, community  participation, and
environmental protection. Each item is scored from 0 to 3
based on disclosure depth and quality, and an aggregate
score is computed. Stakeholder governance is
operationalized in five dimensions, each with explicit
theoretical justification:

* Investor governance: proportion of independent directors
(external monitoring intensity);

+ Creditor governance: long-term debt to total assets
(creditor monitoring incentives via covenants);

» Employee governance: proportion of executive directors
(alignment of employee interests);

» Supplier governance: accounts payable to current
liabilities (supplier bargaining power);

» Consumer governance: natural log of operating revenue
to average receivables (market discipline through customer
relationships).
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Control variables include firm size, firm age, Tobin’s Q,
return on assets, dividend payout ratio, state ownership, and
operating cash-flow ratio. Industry and year fixed effects are
incorporated.

Two panel-data models are estimated. Model 1 tests the
direct effect of CSR on idiosyncratic risk. Model 2
simultaneously includes the five stakeholder-governance
variables and their interactions with CSR (after centering).
Estimation employs firm and time fixed effects with two-
way clustered robust standard errors (clustered by firm and
year). Cross-sectional dependence is assessed via Pesaran’s
CD test and serial correlation via the Wooldridge panel test.

3. Results and Discussion

Descriptive statistics show a mean idiosyncratic risk of
approximately 0.36 (positive and consistent with a standard-
deviation measure) and a mean CSR score of 2.52.
Diagnostic tests confirm the appropriateness of the two-way
fixed-effects specification with clustered robust standard
errors. Results from Model 1 reveal a statistically significant
negative relationship between CSR and idiosyncratic risk,
supporting the first hypothesis. Firms with higher CSR
performance exhibit significantly lower firm-specific
volatility. In Model 2, explanatory power increases
substantially. All five interaction terms are negative and
statistically significant. Investor, creditor, employee, and
consumer governance strengthen the risk-reducing effect of
CSR. Notably, supplier governance also exhibits a
significant negative interaction. This finding contrasts with
Wang and Yang (2023), who reported a weakening effect of
supplier governance in the Chinese context. The divergence
can be attributed to institutional features of the Iranian
market, including more concentrated supply chains, greater
dependence on a limited number of large counterparties, and
relatively weaker formal contract enforcement. Under these
conditions, supplier dependence appears to function as an
effective monitoring channel rather than a source of
collusion, thereby reinforcing rather than attenuating the
beneficial impact of CSR on idiosyncratic risk.

Overall, the results demonstrate that stakeholder
governance plays a critical moderating role: when key
stakeholders exercise stronger oversight, CSR initiatives
become more substantive and their capacity to stabilize
firm-specific risk is enhanced.

The findings of this study offer several actionable
implications for policymakers and regulators in emerging
markets. First, securities regulators should move toward
more stringent and standardized mandatory CSR disclosure
requirements. Improved disclosure quality can reduce
information asymmetry and enable stakeholders to perform
more effective monitoring. Second, corporate governance
codes need to be updated to explicitly strengthen the
oversight role of key stakeholders particularly independent
directors, long-term creditors, and employees rather than
focusing predominantly on shareholder rights. Third,
policymakers may design incentive mechanisms, such as
preferential access to financing or official recognition
programs, for firms that demonstrate substantive CSR
performance together with robust stakeholder governance
structures.
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In the Iranian context, the strengthening effect of supplier
governance highlights the need for greater regulatory
attention to supply-chain transparency and fairness.
Enhancing contract enforcement and reducing excessive
dependence on a limited number of counterparties can
further reinforce the monitoring capacity of suppliers.
Collectively, these policy measures can contribute to lower
firm-specific risk, improved market stability, and more
sustainable corporate behavior.

4. Conclusions

This study examined the relationship between corporate
social responsibility and idiosyncratic risk, as well as the
moderating role of stakeholder governance, using a sample
of 141 non-financial firms listed on the Tehran Stock
Exchange over the period 2018-2024 (987 firm-year
observations). The results show that CSR has a significant
negative effect on idiosyncratic risk. Moreover, stakeholder
governance significantly moderates this relationship:
governance by investors, creditors, employees, and
consumers strengthens the risk-reducing effect of CSR.
Supplier governance also exhibits a significant negative
interaction effect, which differs from prior evidence from
China and appears to reflect the institutional characteristics
of the Iranian market. Theoretically, the study contributes
by situating the CSR-risk relationship within a coherent
stakeholder and resource-dependence framework and by
demonstrating that institutional context can alter the nature
of moderation effects. From a practical standpoint, the
findings indicate that CSR is most effective as a risk-
management tool when supported by strong stakeholder
oversight. The research is limited to non-financial listed
firms within a specific time window. Future studies could

501

incorporate macroeconomic variables, explore industry
differences, employ alternative CSR measures, and extend
the analysis to the banking sector. Overall, the evidence
suggests that integrating genuine corporate social
responsibility with empowered stakeholder governance is
an effective strategy for reducing firm-specific risk in
emerging markets.
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Table (1): Descriptive Statistics of the Research Variables
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Table (3): Results of the F-Limer Test and the Hausman Test
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Table (2): Results of the heteroscedasticity test
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Table (4): Results of Testing the First Research Model
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