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Abstract Extended

Background and Purpose

Companies are subject to evaluation for their performance in achieving goals and successes
over specific time periods and from various perspectives. One of the most critical aspects of
such evaluations is a company's financial performance, which reflects its ability to efficiently
utilize resources to generate wealth. This metric holds immense importance for different
stakeholder groups, including shareholders, creditors, managers, and employees (Vuong, 2022).
Since the late twentieth century, alongside the emergence of systemic theories, research
literature has increasingly focused on assessing corporate social performance(CSP) in
conjunction with their financial performance and its impact on various financial indicators
(Palterineri et al., 2020). Systemic theories, such as stakeholder theory, legitimacy theory, and
ethical theory, are rooted in corporate social responsibility reporting to stakeholders.
Furthermore, the influence of social performance on financial performance can be explained
through theories like agency theory and signaling theory. Additionally, it's worth noting that
emotions can significantly affect investors' financial decisions. This emotional factor can also
influence a company's approach to social responsibility, given the growing importance of
financial performance to diverse stakeholders and the research trend toward behavioral and
systemic financial theories. The current research aims to investigate the moderating role of
investor sentiment in the relationship between CSP and the financial performance of companies.
Methodology: This research employs an applied research approach to achieve its objectives.
The data collection method is descriptive, focusing on retrospective analysis with post-event
correlation. Data were gathered from 121 companies listed on the Tehran Stock Exchange,
spanning the years 2014 to 2021. Both descriptive and statistical techniques were employed,
with regression analysis serving as the primary testing method. The statistical analysis
encompasses both descriptive statistics (e.g., mean, standard deviation, variance) and inferential
statistics (e.g., correlation coefficient, multiple variable linear regression model). To assess the
utilization of commonly adopted model evaluation methods and to examine the presence of a
constant effect, the Leamer F-test was applied. Additionally, the study scrutinized the
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appropriateness of the fixed model estimation through the Hausman test. The dependent
variable, financial performance, was quantified using asset returns, while the independent
variable, social performance of companies, was assessed using the weighted model proposed
by Fakhari et al. (2017). This model is designed to gauge the extent of environmental, social,
and governance reporting by companies active in the Iranian capital market. For the
measurement of the investor sentiment index, the research methodology of Tohidi (2020) was
employed.

Findings: The findings of this study reveal important insights. The first hypothesis, tested with
a 95% confidence level, confirms the research's initial hypothesis, suggesting a positive and
statistically significant impact of investor sentiment on financial performance. Additionally, the
model's explanatory variables have demonstrated their ability to predict 49% of the variations
in financial performance. The second hypothesis, also tested at a 95% confidence level,
provides further support for the research, confirming a positive and significant effect of a CSP
on its financial performance. The third hypothesis test examines the impact of independent
variables on the dependent variable, as well as the moderating role of investor sentiment and
the overall significance of the model. With a 95% confidence level, it can be asserted that a
CSP indeed has a positive and significant effect on its financial performance. Similarly, a
positive impact on financial performance is found to be associated with investor sentiment, thus
confirming the hypothesis regarding the moderating role of investor sentiment.

Discussion: The first hypothesis of this research, positing that investor sentiment exerts a
positive and significant influence on the financial performance of companies listed on the
Tehran Stock Exchange, has been substantiated through empirical analysis. This affirmation
implies that investor sentiment plays a vital role in driving improvements in financial
performance within the Iranian capital market. Behavioral finance theories have consistently
illustrated that companies cannot shield themselves from the sway of investor sentiment.
Investors, responding to information and news disseminated in the market, undergo emotional
reactions, and the repercussions of these emotions manifest in stock prices and trading volumes.
On one hand, company managers endeavor to respond to investor sentiment through their
performance and actively seek to manage its impact. Furthermore, investor sentiment can act
as an external pressure tool on managers, compelling them to align their actions with
shareholder expectations. These findings from the first hypothesis align with the outcomes of
prior studies, such as those conducted by Smales (2014) and VVuong et al. (2022).

The second hypothesis of this research underscores the positive and statistically significant
impact of social performance on financial performance, as confirmed through rigorous
statistical analysis at a 95% confidence level. The nexus between CSP and financial
performance has been a focal point of scholarly investigation and is grounded in well-
established theoretical frameworks. Organizational legitimacy theory posits that CSP initiatives
enhance societal trust in a company's operations, thereby fostering greater consumer
acceptance, loyalty, increased sales, and overall stability. Ultimately, this culminates in
improved profitability. Drawing from signaling theory, the public disclosure of a CSP efforts
is construed as favorable news, stimulating heightened demand for shares and contributing to
stock price appreciation. From the perspective of agency theory, social responsibility exerts
pressure on managers to honor their commitments to both shareholders and stakeholders,
thereby mitigating agency costs. Moreover, within the ambit of stakeholder theory, social
responsibility underscores a company's commitment to various stakeholders, including society
and the environment. This commitment helps moderate future costs such as heightened risk
exposure and potential legal disputes. The findings of the second hypothesis align harmoniously
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with prior research conducted by Amiri et al. (2020), Qavami et al. (2022), Naseem et al. (2021),
Anne et al. (2022), and Vuong (2022).

The third hypothesis of this research sought to address the question of whether investor
sentiment can enhance the impact of CSP on financial performance. The results unveiled in this
study resoundingly affirm the affirmative response to this inquiry. This implies that investor
sentiment exerts a catalytic influence, prompting companies to embrace a more socially
responsible approach, ultimately culminating in heightened financial performance. Investors
represent a subset of society that vigilantly monitors corporate developments with heightened
diligence. The adoption of increased social responsibility initiatives by companies is perceived
by investors as mitigating overall company risk, thus fostering a more optimistic outlook on the
company's future prospects. This, in turn, translates into a reduction in financing costs and an
upsurge in profitability. Consequently, corporate managers, through the allocation of resources
to socially responsible endeavors, effectively offset costs in other domains. The outcome of
these strategic decisions manifests as an improvement in overall financial performance. The
findings stemming from the third hypothesis harmoniously align with the outcomes of prior
research studies conducted by Naughton et al. (2019) and VVuong (2022).
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