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This study aims to examine the relationship between corporate social responsibility (CSR) and earnings quality among companies listed on
the Tehran Stock Exchange during 2021-2023. This applied, correlational research employed a purposive sample of 80 firms. CSR was
assessed through a multidimensional composite index comprising five dimensions: corporate governance, product, employees,
environment, and community. Earnings quality was measured using two models: abnormal accruals (Jones Model) and earnings
management (Shivakumar Model). Data were gathered from financial statements, accompanying notes, and structured questionnaires and
analyzed using SPSS and EViews software. Results revealed a significant negative relationship between CSR and earnings management
indicators, suggesting that higher CSR levels reduce earnings manipulation and abnormal accruals. Additionally, CSR dimensions such as
environmental responsibility, product integrity, and employee engagement had varying degrees of impact on different measures of
earnings quality. However, results differed depending on the measurement model used. This study confirms that CSR enhances earnings
quality, though explanatory power varies based on the measurement approach. These findings are valuable for investors, regulators, and
managers aiming to improve financial transparency and reporting credibility through CSR integration.
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Extended Abstract

Introduction

In recent decades, the global business landscape has undergone a profound transformation in response to growing
concerns over social equity, environmental protection, ethical governance, and stakeholder engagement. As a result,
Corporate Social Responsibility (CSR) has emerged as a multidimensional strategic imperative for organizations seeking long-
term sustainability and legitimacy. CSR refers to voluntary corporate actions that go beyond compliance with legal standards
to address social, environmental, and ethical considerations that affect a wide range of stakeholders, including employees,
communities, customers, regulators, and shareholders (Menicucci & Ebrahimi, 2020). The importance of CSR is not only
recognized from an ethical or reputational standpoint but increasingly viewed through its potential to affect financial
transparency and reporting quality, particularly in relation to earnings quality.

Earnings quality is a fundamental concept in accounting and finance, reflecting the extent to which reported earnings
represent a firm’s true financial performance and predict future cash flows. The manipulation of earnings through
discretionary accruals or earnings management has raised serious concerns among investors, regulators, and academics,
especially after high-profile accounting scandals like Enron and WorldCom. Given this context, a critical question arises: can
CSR play a mitigating role in earnings management and contribute to the enhancement of earnings quality?

Several studies have suggested that firms with strong CSR commitments are less likely to engage in earnings manipulation,
as they are motivated to maintain transparency and uphold stakeholder trust (Khayati & Hossein Zadeh, 2023; Petrovits,
2006; Xu, 2023). The stakeholder theory posits that companies accountable to multiple stakeholder groups prioritize long-
term relationships and thus are less inclined to pursue opportunistic reporting practices (S. Jalili & F. Gheisari, 2014). Similarly,
the legitimacy theory argues that firms voluntarily disclose high-quality financial and non-financial information to gain societal
approval and reduce political costs (Luo et al., 2023). In this regard, CSR may serve as a governance mechanism that constrains
managerial discretion and aligns corporate behavior with societal expectations.

Nevertheless, the literature is not unanimous on this matter. Some researchers argue that CSR can be misused as a
strategic smokescreen to distract stakeholders from unethical financial practices, especially in weak institutional
environments (Bachtijeva et al., 2024; Lajnef & Ellouz, 2024). In such cases, CSR is not necessarily associated with higher
earnings quality and may even correlate positively with earnings manipulation. For instance, firms facing high reputational
pressure may engage in symbolic CSR disclosures to mask earnings management. This phenomenon, often referred to as the
“decoupling” of CSR and actual performance, underscores the importance of context-specific analyses.

Iran's capital market presents a unique setting to investigate this relationship. Despite increasing regulatory interest in
CSR and corporate governance, there remain gaps in enforcement and a lack of standardized frameworks for CSR
measurement and disclosure. Moreover, the Iranian institutional environment features concentrated ownership structures
and evolving stakeholder engagement norms, which may influence how CSR affects financial reporting practices. Prior studies
in Iran have provided mixed evidence, with some confirming a negative relationship between CSR and earnings management
(Dehshibi et al., 2018; Mehdipour et al., 2021), while others suggest the relationship varies by firm characteristics, industry,
or governance quality (Yarifard & Hashemi, 2024; Yavari Vafa et al., 2023).

To bridge this gap, the present study investigates the relationship between CSR and earnings quality among firms listed

on the Tehran Stock Exchange (TSE) during the 2021-2023 period. The study contributes to the literature in three key ways.
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First, it employs a composite and multidimensional CSR index tailored to the Iranian business context, incorporating five
dimensions: corporate governance, product responsibility, employee relations, community involvement, and environmental
stewardship. Second, it evaluates earnings quality using two established approaches: abnormal accruals (Jones modified
model) and earnings management (Shivakumar model), thus ensuring a comprehensive assessment of earnings quality. Third,
it examines not only the overall relationship but also explores how each CSR dimension individually affects earnings quality,
adding granularity to the analysis (Bachiller et al., 2023; Ziari & Ashrafi, 2024).

Methods and Materials

This research adopts a descriptive-correlational design and targets publicly listed firms on the Tehran Stock Exchange. The
study population includes all companies listed on the TSE during the fiscal years 2021-2023. After applying inclusion criteria
related to data availability and industry representation, a sample of 80 firms was selected. CSR data were collected through
a structured 35-item questionnaire based on five dimensions. Earnings quality was measured using two methods: the
modified Jones model to estimate discretionary accruals and the Shivakumar model for detecting earnings management.
Financial data were obtained from audited financial statements, explanatory notes, and TSE databases. The study controlled
for firm size, leverage, and return on assets. Statistical analyses, including panel regression with fixed and random effects,
were performed using SPSS 16 and EViews 6 software.

Findings

The results from panel regression analysis show a statistically significant and negative relationship between the composite
CSR index and both measures of earnings quality. In the Jones model, higher CSR scores were associated with lower levels of
discretionary accruals, indicating higher earnings quality. In the Shivakumar model, a similar negative relationship was
observed between CSR and earnings management, though the magnitude of the effect was slightly weaker than in the Jones
model.

Further analysis of CSR dimensions revealed that not all aspects of CSR equally influence earnings quality. In the Jones
model, environmental responsibility, corporate governance, and product responsibility showed significant negative effects
on discretionary accruals. However, employee relations and community involvement had weaker or statistically insignificant
effects. Conversely, in the Shivakumar model, employee relations and community engagement exhibited more substantial
negative associations with earnings management, while the impact of product responsibility was less pronounced.

Overall, the regression models demonstrated robust explanatory power, with adjusted R? values of 0.26 in the Jones model
and 0.20 in the Shivakumar model. Model diagnostics confirmed the absence of multicollinearity, autocorrelation, and
heteroscedasticity, and residuals were normally distributed.

Discussion and Conclusion

The findings of this study support the notion that CSR plays a pivotal role in enhancing earnings quality among Iranian
publicly listed companies. The negative and significant relationship between CSR and both discretionary accruals and earnings
management indicates that CSR can act as an internal governance mechanism that deters opportunistic financial reporting.
These results align with stakeholder theory, suggesting that companies genuinely committed to meeting stakeholder
expectations are less likely to manipulate earnings for short-term gains.

Moreover, the stronger association observed in the Jones model implies that CSR has a more pronounced effect on accrual-

based earnings manipulation than on real activities manipulation. This distinction is crucial, as accrual-based manipulation is
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typically more discretionary and concealed, whereas real earnings management involves altering actual business operations.
CSR, particularly when embedded in corporate governance and transparency practices, may directly limit the scope for
discretionary accruals by increasing scrutiny and accountability.

The differential impact of CSR dimensions further enriches our understanding. For instance, the significant role of
environmental and governance dimensions in reducing abnormal accruals suggests that firms perceived as environmentally
responsible and well-governed are more cautious in financial reporting. This could be due to heightened reputational risks or
stakeholder expectations in these domains. Meanwhile, the importance of employee and community dimensions in curbing
earnings management highlights the role of internal culture and stakeholder loyalty in fostering ethical behavior among
managers.

Contrary to some prior studies that raised skepticism about the effectiveness of CSR in weak institutional environments,
our findings indicate that even in the context of the Iranian capital market—characterized by limited enforcement and
information asymmetry—CSR can have a meaningful influence on financial integrity. This suggests that CSR may function not
merely as a symbolic gesture but as a substantive governance tool when strategically integrated into organizational processes.

Nonetheless, this study acknowledges the complexity and context-dependence of the CSR—earnings quality relationship.
Variations in firm size, industry, ownership structure, and external monitoring could mediate or moderate this relationship.
Moreover, cultural and institutional factors, such as societal norms and regulatory standards, may influence how CSR
initiatives are designed, perceived, and enforced. Therefore, while the present findings provide strong empirical evidence for

a beneficial role of CSR, they should be interpreted within the specific socio-economic context of Iran.
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