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Abstract

This study investigates the nonlinear relationship between financial flexibility and corporate risk-
taking, with the moderating roles of financial constraints and corporate social and corpgrate social
responsibility. Financial flexibility is viewed as a strategic capability that enables firm reserve
financing capacity and respond effectively to emerging opportunities and gnvj ental
uncertainty. Nevertheless, its implications for corporate risk-taking may vary wi ferent
levels of financial flexibility and financial constraints. To examine these relationsii@e tata were
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1. Introdugtio
Financial Ity is an important strategic capability that enables firms to preserve
finan city, respond to unexpected shocks, exploit investment opportunities, and

erational stability under uncertain economic conditions. However, the
rel§tgnship between financial flexibility and corporate risk-taking is not necessarily linear.
Al financial flexibility may provide firms with the resources required to undertake
risky*and value-enhancing projects, excessive financial slack may initially encourage
managerial conservatism and discourage risk-taking.
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Previous studies have reported inconsistent findings regarding the effect of financial
flexibility on corporate risk-taking. These inconsistencies suggest that the relationship may
depend on the level of financial flexibility and the firm’s financial condition. In particular,
financially constrained firms may use financial flexibility primarily as a mechanism for
reducing uncertainty and preserving liquidity, whereas financially unconstrained firms may
employ it to support strategic investments and risk-taking activities.

Accordingly, this study examines the nonlinear relationship between financial flexibility
and corporate risk-taking in firms listed on the Tehran Stock Exchange. It also inyestigates
whether financial constraints alter this relationship and whether corpo social
responsibility (CSR) moderates the effect of financial flexibility on corporage ri King.
The study seeks to address an important theoretical and empirical gap by in these

three dimensions into a unified analytical framework.
u \‘
2. Hypotheses " *

Based on the theoretical arguments and the findings of prev les, the following
hypotheses are developed:

H1: Nonlinear Relationship Hypothesis }
There is a nonlinear and U-shaped relationship betw al flexibility and corporate
risk-taking. .

At relatively low levels of financial flexibility,
expected to reduce corporate risk-taking beca
approach and preserve available resources. H
certain threshold, additional financial flexibi
more risky but potentially value-enhanc
H2: Financial Constraints Hypothes:
Financial constraints significagtly
corporate risk-taking.
More specifically, the relatjop8¥p iS expected to remain U-shaped among financially
constrained firms. In wrinancially unconstrained firms are expected to exhibit an
inverted U-shaped r hip, because excessive financial flexibility may increase
managerial discretion ventually reduce the efficiency of risk-taking decisions.
onsibility Moderation Hypothesis

sponsibility has a positive and significant moderating effect on the
een financial flexibility and corporate risk-taking.

Qnger CSR performance are expected to make more responsible, transparent,
ically justified risk-taking decisions. Therefore, CSR may strengthen the
ect of financial flexibility on optimal and value-enhancing risk-taking.

rease in financial flexibility is
nagers tend to adopt a conservative
r, after financial flexibility exceeds a
may encourage managers to undertake
ment projects.
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3. Methods

The study uses a quantitative research design based on dynamic panel-data analysis. The
statistical population consists of firms listed on the Tehran Stock Exchange. After applying
the relevant selection criteria, the final sample includes 164 firms observed over the period
2015-2024, resulting in 1,640 firm-year observations.

The main variables of the study are defined as follows:



e Financial flexibility: The main independent variable, representing the firm’s
capacity to preserve financial resources and maintain access to financing.

« Corporate risk-taking: The dependent variable, representing the extent to which
firms undertake uncertain activities and investment decisions with potentially higher
returns and risks.

« Financial constraints: A moderating variable used to distinguish between financially
constrained and financially unconstrained firms.

« Corporate social responsibility: A second moderating variable. The CSR index is
measured using Data Envelopment Analysis (DEA).

To estimate the proposed relationships, the study employs a dynamic panel-data f work
and the System Generalized Method of Moments (System-GMM) estimato ethod
IS appropriate because it controls for potential endogeneity, unobservﬁ -specific
heterogeneity, dynamic relationships, and the possible dependenc&\ nt corporate
risk-taking on its past values. o

Several diagnostic and model-selection procedures are also e 3 he Chow-Limer
test and the Hausman test are used to determine the appropr anel-data estimation
approach. In addition, multicollinearity is examined using e%!iance Inflation Factor
(VIF). The empirical models are developed in accordanc he #search hypotheses and
include linear, nonlinear, and interaction terms.

4. Results

The empirical findings support the existence nlinear relationship between financial
flexibility and corporate risk-taking. For the fysample, the relationship is U-shaped. This
indicates that an initial increase in finaugi ibility is associated with a reduction in
corporate risk-taking. At this stage, appear to adopt a conservative approach and
preserve financial resources im grd rdftect the firm against future uncertainty.
However, after financial flexi ches a certain level, further increases in financial
flexibility are associated with er” corporate risk-taking. At this stage, firms possess
sufficient financial ca ndertake strategic investments, enter new markets, exploit
growth opportunities, cept calculated risks that may generate long-term value.

The results also shov% financial constraints significantly influence the form of this
relationship. A cially constrained firms, the relationship between financial
flexibility orate risk-taking remains U-shaped. This finding suggests that such
financial flexibility as a protective mechanism, whereas higher levels of
Rility eventually enable them to undertake riskier investment activities.
inancially unconstrained firms exhibit an inverted U-shaped relationship. This
resqlla iNWRlies that moderate financial flexibility may encourage efficient risk-taking;
ne ess, excessive flexibility may increase managerial discretion, promote inefficient
resource allocation, and ultimately reduce corporate risk-taking or the efficiency of risk-
taking decisions.

Furthermore, corporate social responsibility has a positive and statistically significant
moderating effect on the relationship between financial flexibility and corporate risk-
taking. The results concerning both the first-order and the second-order interaction effects
indicate that CSR strengthens the movement toward more efficient, responsible, and
opportunity-oriented risk-taking. In other words, firms with higher CSR performance are




more likely to transform their financial flexibility into strategically justified and value-
enhancing risk-taking.

The diagnostic results indicate that the models do not suffer from serious multicollinearity
problems, as the reported VIF values are below the conventional threshold of 10.

5. Conclusion
This study demonstrates that the relationship between financial flexibility and corporate
risk-taking is nonlinear and depends substantially on the firm’s financial con tlon The
findings confirm a U-shaped relationship for the overall sample and for |aIIy
constrained firms, while an inverted U-shaped relationship is observed am |aIIy
unconstrained firms. These results suggest that financial flexibility does not niform
effect on corporate risk-taking. Rather, its consequences depend on t available
financial resources and the firm’s degree of financial constraint.

The findings also reveal that corporate social responsibility Iqﬂs |f|cant positive
moderating role. Strong CSR performance enables firms to nancial flexibility
more responsibly and to undertake risks that are better alig ith long-term value
creation and stakeholder interests.

The study contributes to the literature by simultaneo ing the nonlinear effect of
financial flexibility, the heterogeneous role of fina nstraints, and the moderating
influence of CSR. From a practical perspectiyg, ngs provide useful implications
for corporate managers, investors, and capit et policymakers. Managers should
avoid both excessive conservatism and indi Inate risk-taking and should instead
determine an optimal level of financial fle ity consistent with the firm’s financial
condition and investment opportunitie rs may also use CSR performance and
financial flexibility as complemen't% peators when evaluating corporate risk-taking
behavior. u
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