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Introduction

This study examines the impact of tax avoidance (as a social cost) and corporate
governance structures—specifically family and state ownership—on corporate social
responsibility (CSR) and stock returns. Grounded in legitimacy theory, which posits
a social contract between firms and society, the research investigates how tax
avoidance, viewed as a social cost, influences CSR engagement. It also explores the
role of ownership types in shaping CSR and, subsequently, stock market
performance within the context of the Tehran Stock Exchange (TSE).

Literature Review

Prior research highlights the significance of financial and non-financial disclosures in
influencing investor decisions and market performance. Legitimacy and stakeholder
theories provide frameworks for understanding CSR disclosure, suggesting that firms
engage in social reporting to maintain their social license to operate. Studies indicate
mixed relationships between tax avoidance and CSR, with some showing a negative
association due to ethical conflicts, while others, particularly in emerging markets,
report a positive link through resource allocation. Furthermore, ownership
concentration, especially family and state ownership, has been shown to affect CSR
strategies due to differing motives—familial firms often focus on socio-emotional
wealth and long-term reputation, whereas state-owned enterprises align with
governmental social objectives.

Methodology

The research employs an applied, descriptive-analytical (inductive) design using ex-
post facto data. The sample comprises 147 companies listed on the TSE over a five-
year period (2018-2022). Data were collected through documentary and library
studies. CSR is measured using a multi-dimensional index (KLD-inspired) covering
employee relations, community involvement, environmental, and economic
indicators. Tax avoidance is proxied by the effective tax rate (ETR). Family and state
ownership are defined based on shareholding thresholds. Control variables include
firm size, profitability (ROA), and financial leverage (LEV). Hypotheses were tested
using panel data regression models (fixed effects determined via Hausman test) with
GLS estimation in EViews to address heteroscedasticity.
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Findings
Descriptive statistics confirm variability in the key variables. Inferential results from
the first model reveal a significant negative relationship between tax avoidance
(ETR) and CSR, supporting Hypothesis 1. Both family and state ownership
demonstrate significant positive associations with CSR, confirming Hypotheses 2
and 3. The second model shows a significant positive relationship between CSR and
stock returns, confirming Hypothesis 4. Control variables exhibited limited
significance. Diagnostic tests confirmed the absence of autocorrelation and
multicollinearity, validating the model robustness.
Conclusion and Recommendations
The findings indicate that tax avoidance erodes CSR, aligning with ethical
expectations that firms evading social costs exhibit lower social commitment.
Conversely, family and state ownership enhance CSR, likely due to reputational
motives and alignment with public welfare goals, respectively. Importantly, higher
CSR engagement correlates with improved stock returns, suggesting that social
responsibility is valued by the Iranian market. The study recommends that firms
minimize aggressive tax avoidance to safeguard long-term legitimacy and that
investors consider ownership structure and CSR performance in investment
decisions. Policymakers and stock exchange authorities are advised to incentivize
CSR transparency and facilitate the listing of family-owned firms, given their
positive social impact. Future research could explore sectoral differences and the
moderating role of corporate governance mechanisms.
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