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Abstract

Purpose: This study aims to examine the moderating role of political connections in the
relationship between business strategy and corporate tax aggressiveness. Considering the
importance of innovative strategies in shaping financial behaviors and the influence of
political power in either mitigating or intensifying tax incentives, this research seeks to
analyze the interactive mechanisms of these two key variables within the context of Iranian
firms.

Method: The statistical population consists of companies listed on the Tehran Stock
Exchange during the period 2016 to 2023. After applying screening criteria, a final sample
of 120 firms was selected. Political connections were measured using Faccio’s (2006)
model, while tax aggressiveness was assessed by the effective cash tax rate. Hypotheses
were tested using panel regression models on combined data.

Findings: The results indicate that firms pursuing an innovative business strategy exhibit a
significantly higher tendency toward tax aggressiveness. However, in firms with strong
political connections, the intensity of such behaviors is mitigated. In other words, political
connections act as a restraining factor against the excessive exploitation of tax opportunities
in innovative companies.

Conclusion: Focusing on Iran’s institutional economy, this study provides new insights into
the interaction between strategic innovation, political influence, and tax policies,
demonstrating that the balance between political capital and tax benefits plays a critical role
in shaping corporate financial behavior.

Keywords: Tax Aggressiveness, Business Strategy, Political Connections, Innovative
Activities.
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