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Abstract

Economic sanctions have been one of the main factors undermining the
financial structure of Iranian firms over the past decades. This study aims
to examine the impact of sanction policies and international relations on
the financial transparency and financial health of Iranian chemical industry
companies.The research is applied—developmental in purpose and
descriptive—analytical in method, following a causal-comparative approach.
The statistical population includes all chemical companies listed on the
Tehran Stock Exchange during 2013-2023. Data were collected from
official sources such as CODAL, the Central Bank of Iran, and IMF
databases, and analyzed using the dynamic panel regression model (System
GMM). Additionally, a thematic analysis based on semi-structured
interviews with |5 senior financial managers and auditors was conducted.
Quantitative results revealed that the intensity of sanctions has a significant
negative effect on financial transparency (f=-0.315) and financial health (B=-
0.362). In contrast, improved international relations positively and
significantly influence both dependent variables. Qualitative findings showed
reduced voluntary disclosure, increased reporting costs, and weakened
external controls under sanctions, while firms adopting digital reporting
systems and stronger internal controls demonstrated higher resilience.
Sanctions weaken financial transparency and health by increasing
compliance costs, restricting access to global banking systems, and eroding
investor confidence. Strengthening international relations, adopting FATF
standards, and developing digital financial reporting systems can play a
moderating and restorative role in improving transparency and financial
stability.
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Extended Abstract

Introduction: Economic sanctions have been a dominant instrument of foreign
policy against Iran over the past decades, profoundly affecting the country’s
macroeconomic structure and, consequently, the microeconomic behavior of its
firms. While extensive literature has examined the macroeconomic consequences of
sanctions—such as GDP decline, trade contraction, and currency volatility—the
firm-level transmission mechanisms remain underexplored. This study addresses this
gap by focusing on the Iranian chemical industry, a sector highly dependent on
imported raw materials, international financing, and global markets. Sanctions
disrupt supply chains, increase transaction costs, restrict access to banking systems,
and force firms to adopt alternative, often less transparent, financial channels. These
pressures can undermine both financial transparency (i.e., the quality, timeliness, and
comparability of financial disclosures) and financial health (i.e., liquidity, solvency,
and debt-servicing capacity). Moreover, the role of international relations—
improvements or deteriorations in diplomatic and financial interactions—has rarely
been examined as a moderating factor at the firm level.

Research Questions:

(1) What is the effect of economic sanctions intensity on the financial transparency
of Iranian chemical industry companies?

(2) What is the effect of economic sanctions intensity on the financial health of
Iranian chemical industry companies?

(3) What is the effect of improved international relations (financial and banking
interactions) on the financial transparency and financial health of these companies?
(4) How do managers perceive and respond to sanctions in terms of voluntary
disclosure, internal controls, and reporting behavior?

Research Hypotheses: Based on the theoretical framework of external shock
transmission and corporate governance, the following hypotheses were formulated:
H1: The intensity of economic sanctions has a significant negative effect on the
financial transparency of Iranian chemical companies.

H2: The intensity of economic sanctions has a significant negative effect on the
financial health of Iranian chemical companies.

H3: Improved international relations (i.e., greater financial and banking integration
with global markets) have a significant positive effect on financial transparency.
H4: Improved international relations have a significant positive effect on financial
health.

Methodology and Theoretical Framework: Theoretical Framework: The study
integrates two complementary theories. First, the “shock transmission theory” posits
that external shocks (e.g., sanctions) propagate through financial, trade, and
institutional channels to the firm level, altering reporting behavior and financial
structure. Second, corporate governance theory suggests that strong internal controls,
independent boards, and high disclosure quality can mitigate adverse effects. The
framework also incorporates international compliance standards (FATF AML/CFT)
as potential moderators.

Research Design: This is an applied-developmental study with a descriptive-
analytical and causal-comparative approach, employing a mixed-methods sequential
design. Quantitative Phase: The statistical population comprises all chemical and
petrochemical companies listed on the Tehran Stock Exchange (TSE) from 2013 to
2023. Data were extracted from official sources: CODAL system, Central Bank of
Iran, World Bank, and IMF. The final sample included 78 firm-year observations
(balanced panel). Variables:
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Dependent variables: Financial Transparency (FTR) — composite of disclosure
quality, reporting lag, and discretionary accruals; Financial Health (FHS) —
composite of debt-to-assets ratio, current ratio, and debt service capacity.
Independent variables: Sanctions Intensity (SAN) — composite index of trade and
financial restrictions; International Relations (INT) — index of foreign financial and
banking interactions.

Control variables: Firm size (SIZE), leverage (LEV), GDP growth, inflation (INF).
Estimation Method: Dynamic panel data regression using System GMM
(generalized method of moments) with two-step estimator to address endogeneity
and unobserved heterogeneity. Diagnostic tests included Chow, Hausman,
Wooldridge, and Arellano-Bond autocorrelation tests (AR(1) and AR(2)) , as well as
Sargan-Hansen over-identification test.

Qualitative Phase: Semi-structured interviews with 15 senior financial managers and
auditors from chemical companies. Thematic analysis was conducted using
MAXQDA 2022 following Braun & Clarke’s six-phase framework (open coding,
axial coding, selective coding).

Research Findings: Quantitative Results: Descriptive statistics showed mean values
of 0.62 for FTR and 0.59 for FHS, indicating moderate transparency and health
levels. The dynamic panel GMM results (Table 3 and 4 in original) confirmed H1
and H2: sanctions intensity had a significant negative effect on financial transparency
(B=-0.315, p <0.001) and on financial health (f =-0.362, p < 0.001). Conversely,
improved international relations significantly and positively affected both
transparency (f=0.271, p <0.001) and health (f =0.296, p <0.001), supporting H3
and H4. Among controls, leverage showed negative effects, firm size had a positive
but weak effect (insignificant for health), and inflation negatively affected financial
health. The lagged dependent variables were significant, indicating persistence in
financial behavior. Diagnostic tests confirmed no second-order autocorrelation
(AR(2) p=0.417) and valid instruments (Sargan p=0.22—0.27), validating the GMM
estimates.

Qualitative Findings: Thematic analysis revealed six main themes: (1) information
isolation — restricted access to international audit services and data, increasing
reliance on internal reporting; (2) internal financial restructuring — short-term
borrowing and asset sales that undermine long-term stability; (3) reduced voluntary
disclosure — selective reporting and delays to avoid additional sanctions risks; (4)
technology’s role in preserving transparency — firms using ERP and digital reporting
systems showed higher resilience; (5) international relations’ effect on financial trust
— improved relations restored investor confidence and cash flow; (6) regulatory
pressure and internal accountability — enhanced internal controls as a compensatory
response.

Conclusion: This study provides robust empirical and qualitative evidence that
economic sanctions significantly undermine both financial transparency and
financial health in Iranian chemical companies, while improved international
relations act as a positive moderator. Sanctions increase compliance costs, restrict
banking access, erode investor confidence, and incentivize managers to reduce
voluntary disclosures, often leading to selective or delayed reporting. However,
firms that adopt digital financial systems (e.g., ERP) and strengthen internal controls
demonstrate greater resilience.

From a policy perspective, the findings suggest that enhancing international
relations, adopting FATF standards, and investing in digital reporting infrastructure
can mitigate the negative effects of sanctions. For managers, prioritizing transparent
internal reporting systems is a strategic tool for maintaining credibility and financial
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stability even under pressure. Limitations include the focus on listed companies
(excluding unlisted firms) and the composite nature of sanctions indices.
Keywords: Economic sanctions, International relations, Financial transparency,
Financial health, Chemical industries.
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