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Abstract:

Trust and social capital have always played a key role in human institutions and hold vital importance for the growth and survival of
companies. The present study was conducted with the aim of providing a model to determine the relationships between social capital,
state ownership, and investment efficiency in companies listed on the Tehran Stock Exchange. In terms of purpose, the overall research
approach is applied; in terms of nature, it is correlational; and in terms of type, it is fundamental-empirical. Listed companies, due to the
reliability and comparability of their data, were defined as the statistical population, from which 130 companies were selected using the
systematic elimination method over a 7-year period (2017-2023). After analyzing the assumptions, the relationships between the variables
were evaluated using pooled linear regression based on panel data analysis with fixed effects. The findings of this research indicated that
social capital has a positive and significant effect on the level of companies’ investment efficiency. Social capital has positive, positive, and
negative significant effects on investment efficiency, overinvestment, and underinvestment, respectively. The variables of state ownership
and financial constraints have a negative and significant effect on investment efficiency. In addition, financial constraint, as a moderating
variable, influences the relationship between social capital and company efficiency. Finally, state ownership, as a moderating variable,
affects the relationship between social capital and company efficiency.
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Introduction

Social capital, encompassing trust, shared norms, and networks of relationships, has been identified as a critical intangible
asset that influences corporate investment efficiency by reducing transaction costs, enhancing access to information, and
fostering cooperation among stakeholders (Gil Gras et al., 2016; Meng & Yin, 2019). In corporate finance literature,
investment efficiency refers to the allocation of capital to projects with a positive net present value, where deviations—either
overinvestment or underinvestment—are considered inefficiencies (Biddle et al., 2009; Richardson, 2006). Prior research has
demonstrated that high levels of social capital can mitigate agency problems by aligning the interests of managers and
shareholders, ultimately leading to improved investment efficiency (Biddle et al., 2009; Chen et al., 2011).

However, social capital may not always yield purely positive effects. Excessive trust can, in certain contexts, reduce the
intensity of monitoring, giving managers greater discretion to invest in projects that may not maximize shareholder value,
thereby leading to overinvestment (Cheng et al., 2013; He et al., 2019). Conversely, in environments with significant financial
constraints, even firms with high social capital may be unable to secure the necessary resources to finance profitable projects,
resulting in underinvestment (Huang et al., 2011; Liu & Tian, 2021).

State ownership is another important structural factor that can influence investment efficiency. In state-owned enterprises
(SOEs), political and social objectives may override profit-maximizing goals, potentially leading to inefficient capital allocation
(He et al., 2019; Huang et al., 2011). Previous studies have highlighted that state ownership can moderate the effects of
governance mechanisms, including social capital, by altering managerial incentives and decision-making frameworks (He et
al., 2025; Liu & Tian, 2021).

Investment efficiency measurement models, such as those proposed by (Tagizadeh Khangah et al., 2019) and validated in
various contexts (Rasoul et al., 2023), incorporate financial variables including lagged investment, growth opportunities,
liquidity, leverage, firm size, and stock returns. These models, rooted in earlier frameworks (Biddle et al., 2009; Chen et al.,
2011; Richardson, 2006), provide an empirical basis for identifying deviations from optimal investment levels. In emerging
markets, where institutional environments may be weaker, social capital may serve as an informal governance mechanism,
complementing or substituting for formal controls (Esa, 2023; Kraus et al., 2020; Zamaniyan et al., 2025).

This study aims to develop and empirically test a model examining the relationships between social capital, state
ownership, and investment efficiency in firms listed on the Tehran Stock Exchange (TSE). It further investigates the
moderating roles of financial constraints and state ownership, thereby contributing to the literature by integrating social and
structural determinants of investment efficiency in an emerging market context.

Methods and Materials

This applied, correlational, and fundamental—-empirical study examined 130 companies listed on the TSE over a 7-year
period (2017-2023), selected through systematic elimination. Panel data analysis with fixed effects was employed to estimate
relationships between variables using multiple regression models. Social capital was measured based on trust indicators,
state ownership was defined as holding more than 50% of shares by government entities, and investment efficiency was
assessed through residuals from an investment model adapted from prior literature. Financial constraints were calculated

using a composite index, and control variables included growth opportunities, liquidity, firm age, size, leverage, and stock
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returns. Data were sourced from audited financial statements and market databases, and diagnostic tests ensured
compliance with classical regression assumptions.

Findings

The results indicated that social capital had a positive and significant effect on overall investment efficiency. Firms with
higher social capital demonstrated improved alignment of capital allocation with value-enhancing opportunities. Social capital
also exhibited a positive relationship with overinvestment and a negative relationship with underinvestment, suggesting its
role in reducing capital misallocation on both extremes.

Financial constraints had a significant negative effect on investment efficiency, implying that limited access to financing
hampers the ability to invest in profitable projects. The interaction term between financial constraints and social capital was
negative and significant, indicating that financial constraints weaken the positive effect of social capital on investment
efficiency.

State ownership was negatively and significantly associated with investment efficiency, consistent with the view that SOEs
may pursue non-economic objectives. Furthermore, state ownership negatively moderated the relationship between social
capital and investment efficiency, suggesting that the beneficial effects of social capital are diluted in state-controlled firms.

Control variables revealed that growth opportunities, liquidity, firm size, and stock returns were generally positively
associated with investment efficiency, while higher leverage and firm age had mixed or negative effects depending on the
model specification. Model diagnostics confirmed the robustness of the findings, with adjusted R-squared values ranging
from 0.27 to 0.69 across specifications.

Discussion and Conclusion

The findings underscore the central role of social capital in enhancing investment efficiency through mechanisms such as
trust-based relationships, improved information flow, and reduced agency costs. These results are aligned with prior studies
demonstrating the governance benefits of social capital in mitigating investment distortions (Chen et al., 2011; Gil Gras et al.,
2016; Meng & Yin, 2019). However, the observed positive association between social capital and overinvestment
corroborates earlier concerns that excessive trust and reduced monitoring may create opportunities for managerial discretion
that is not always aligned with shareholder value maximization (Cheng et al., 2013; He et al., 2019).

The negative moderating effect of financial constraints on the social capital-investment efficiency link highlights the
practical limits of trust-based governance in capital markets where financing frictions are significant. This finding is consistent
with the literature emphasizing that financial resource availability remains a fundamental requirement for investment
efficiency, regardless of governance quality (Huang et al., 2011; Liu & Tian, 2021).

Similarly, the negative direct and moderating effects of state ownership suggest that political influence, lack of profit-
driven incentives, and bureaucratic inefficiencies may impede the effective use of social capital in guiding investment
decisions. This observation supports arguments that SOEs operate under different objective functions, which can distort
capital allocation processes (He et al., 2019; He et al., 2025; Liu & Tian, 2021).

Overall, the study contributes to the literature by providing empirical evidence from an emerging market context that
social capital enhances investment efficiency but is contingent upon structural and institutional conditions. Policymakers and
corporate leaders in similar markets should recognize both the potential and limitations of social capital as a governance

mechanism, particularly in environments characterized by state ownership and financing constraints. The integration of social
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and structural factors offers a more nuanced understanding of how investment efficiency can be achieved in complex

economic systems.
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! Kolmogorov- Smironov test (K-S test)
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! The variance inflation factor (VIF)
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