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Abstract

Ensuring the sustainable financial performance of publicly traded
companies in conflict zones, such as Palestine, is crucial, especially in
the aftermath of the financial crisis caused by COVID-19 and related
sanctions (Antorine et al.,, 2025). This study examines the impact of
corporate social responsibility (CSR) activities on the financial
performance of these companies, with a focus on the roles of frugal
innovation, innovation ambidexterity, and organizational transparency.
This study used a cross-sectional design to collect primary data from
179 participants, including chief executive officers (CEOs), chief
financial officers (CFOs), and finance managers of publicly traded
companies in Palestine. Data analysis was conducted using partial least

squares structural equation modeling (PLS-SEM) and SmartPLS
software. The present study revealed that CSR activities and
organizational transparency have a positive relationship with

sustainable financial performance. Innovation ambidexterity mediates,
but frugal innovation does not mediate, between CSR activities and
the sustainable financial performance of listed companies in Palestine.
Organizational transparency positively moderates between CSR
activities and innovation outcomes (innovation ambidexterity and
frugal innovation). This study broadens the boundary of knowledge by
examining the effect of CSR activities, frugal innovation, innovation
ambidexterity, organizational transparency, and their interplay on
the sustainable financial performance of listed companies in Palestine
through legitimacy theory.
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1. INTRODUCTION

The pandemic has exposed various companies’
financial vulnerabilities. Listed companies in
developing and conflict regions like Palestine face
unprecedented financial challenges compared to
those in developed and stable countries (Goyal &
Soni, 2024). Listed companies in these regions
struggle to stay afloat by reducing their costs by
cutting expenses on corporate social responsibility
(CSR) initiatives to maintain their profitability
(Pelikdnova et al., 2021). However, listed companies
have to face pressure from their stakeholders to
maintain their financial health during these
uncertain times, which raises the need to restructure
their operations and streamline their business
processes (Bridge Zoller, 2023). Lowering spending
on CSR activities during financial difficulties
negatively impacts investors and stakeholders and
endangers the survival of companies. A study on
financial markets indicates that companies with
strong financial sustainability practices have earned
8.1% higher returns in the past decade compared to
4.7% for those with weak financial sustainability
practices (Biggeri et al, 2023). Companies
prioritizing financial sustainability face lower capital
costs and operational risk, which tend to exhibit
stronger long-term financial performance and
greater resilience in the face of economic turbulence
(Atichasari et al., 2023). A financial consultancy
company discovered that companies in the top
quartile of sustainability performance have a 21%
lower cost of debt and 49% lower volatility in stock
returns compared to companies in the bottom
quartile (Voinea et al., 2020).

Agbata et al. (2022) revealed that listed
companies can maintain their financial stability by
navigating economic uncertainties and social and
environmental spending. Luger et al. (2022) also
supported that 67% of consumers worldwide
prioritize purchasing from companies with strong
environmental and social commitments. Over 60% of
the world’s 500 largest companies must disclose
their environmental and social well-being spending
(Alfalih, 2023). Another study conducted by Huang
(2022) revealed that 88% of institutional investors
consider environmental and social governance
factors when making investment decisions. Kumar
etal. (2025) found that the high inflow of
investments increases sustainable performance.
However, Deek (2025) indicated a need for more
research perspectives on developing and volatile
economies like Palestine. The literature does not
provide a clear answer on how CSR spending can win
the trust of investors and stakeholders to invest in
listed companies and achieve sustainable financial
performance in turbulent regions. This leads to
the first research question.

RQI: Do CSR activities increase the sustainable
financial performance of listed companies in Palestine?

Frugal innovation reduces resource usage,
waste, and cost while delivering sustainable,
affordable products or services (Li et al.,, 2025).
It can potentially lower companies’ operational costs
and improve their access to capital, which may
result in sustainable development. Frugal innovation
can lower capital costs and operational risks for
companies, ultimately leading to increased
profitability and competitiveness in the market.
Yaiez-Valdés and Guerrero (2024) revealed that
companies involved in cost-effective, innovative
activities for their customers’ well-being have
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the potential to drive financial success and create
positive social and environmental impact. However,
there is a need for further exploration and
understanding of how frugal innovation can be
effectively implemented and scaled in different
industries and contexts. In addition, the concept of
frugal innovation is relatively new in the context of
listed companies operating in developing and
turbulent countries like Palestine (Alrahamneh, 2025).
In addition, we need to find out how frugal
innovation can help the listed companies win
the investors’ and stakeholders’ trust in performing
CSR and attract investment to gain sustainable
financial performance. So, this leads to the second
research question.

RQ2: Does frugal innovation mediate between
CSR activities and sustainable financial performance
in listed companies in Palestine?

Innovation ambidexterity refers to a company’s
ability to balance exploration and exploitation to
achieve a sustainable competitive advantage (Clauss
et al,, 2021). Literature indicates that companies that
are able to effectively manage both exploratory and
exploitative innovation activities (innovation
ambidexterity) can allocate their resources
efficiently and adapt to changing market conditions,
resulting in improved financial performance.
Ceptureanu et al. (2022) revealed that companies
with a culture of continuous improvement and
effective risk management are more likely to excel in
innovation ambidexterity and achieve high financial
performance. Companies practicing innovation
ambidexterity can facilitate the integration of CSR
initiatives with financial strategies (Khan et al.,
2021). However, many companies struggle to balance
exploration and exploitation due to conflicting
priorities, limited resources, and resistance to
change due to wunstable and unpredictable
circumstances (Annamalah et al., 2025). In addition,
the literature is also unable to answer how
innovation ambidexterity can support the CSR
activities of listed companies and achieve
sustainable financial performance. So, this leads to
the third research question.

RQ3: How does innovation ambidexterity
mediate the relationship between CSR activities and
sustainable financial performance in listed companies?

Organizational transparency is open and
honest information sharing with stakeholders to
establish an environment of trust, accountability,
and credibility (Schnackenberg et al, 2021).
Literature indicates that weak governance
mechanisms and fragile regulations in developing
countries lead to less organizational transparency in
companies. Companies inclined toward low
organizational transparency increase scepticism and
distrust of stakeholders. Thus, such companies may
not be able to attract investment and make proactive
decisions in innovative activities to fulfil the future
needs of their customers. In addition, organizational
transparency contributes to effective communication
and engagement with stakeholders and facilitates
the integration of CSR initiatives with innovative
activities (Aggerholm & Thomsen, 2024). In
the context of developing countries such as
Palestine, where organizational transparency may be
relatively low, understanding and promoting
the importance of transparency in facilitating
the integration of CSR and innovation outcomes
(frugal innovation and innovation ambidexterity) is
crucial for the sustainable financial performance of
listed companies (Tarda et al.,, 2023). However,
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the literature is unable to answer how organizational
transparency strengthens or weakens the effect of
CSR initiatives of listed companies on their
innovative  activities (frugal innovation and
innovation ambidexterity). So, it leads to the fourth
research question.

RQ4: Does organizational transparency
moderate the relationship between CSR activities and
innovation outcomes (frugal innovation and
innovation ambidexterity) in listed companies in
Palestine?

In this study, data were collected from
179 participants by using a purposive sampling
technique in listed companies in Palestine through
a survey questionnaire (Ahsyam et al.,, 2024). This
study contributes to the existing literature based on
the specified research questions. This study has
theoretical and practical contributions for the listed
companies situated in underdeveloped and unstable
regions like Palestine. This study distinguishes itself
by examining the underlying mechanism of frugal
innovation and innovation ambidexterity between
CSR activities and the sustainable financial
performance of listed companies in Palestine. In
addition, it highlights the boundary condition of
organizational transparency between CSR activities
and innovation outcomes in listed companies by
using the legitimacy theory.

This research article consisted of six sections.
Section1 is the introduction, which discusses
the background of the study and the problem linked
to the research question. Section?2 presents
the theoretical framework and hypothesis
development. Section 3 provides the methodology.
Section 4 shows the results. Section 5 discusses
the results supporting the theory and previous
studies. Section 6 concludes the paper, consisting of
theoretical and practical implications and research
limitations.

2. THEORETICAL FRAMEWORK AND HYPOTHESIS
DEVELOPMENT

2.1. Theoretical framework

Legitimacy theory forms the foundation of this
study. It suggests that companies survive by
building positive relationships with society and
stakeholders. Through CSR activities, companies
demonstrate their commitment to social and
environmental welfare. Their participation in these
activities legitimizes their operations and helps
achieve sustainable financial performance. Listed
companies that bring innovative approaches like
frugal innovation and innovation ambidexterity into
their CSR strategies can work more efficiently and
cut costs. Mahmood et al. (2024) found that
companies addressing societal needs in resource-
efficient ways create financial value. This enhances
their legitimacy and leads to sustainable financial
results. Legitimacy theory also shows that
organizational transparency increases stakeholder
trust and engagement. This transparency improves
how effectively innovation efforts are received and
implemented. When companies share information
about their innovative strategies and social
initiatives, they enable better decision-making and
collaboration. This openness strengthens
the legitimacy of CSR efforts and helps integrate
innovation into organizational strategies. Ultimately,
this drives long-term value creation and positive
societal impact.
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2.2. Hypothesis development
2.2.1. Sustainable financial performance

Sustainable financial performance is defined as
the ability of a company to generate profits and
achieve long-term financial viability. Previous
studies have examined various factors that may
influence the financial performance of companies.
For instance, companies involved in the sustainability
of the environment, like waste reduction and
the production of green energy, can save their
financial resources (Chen & Ma, 2021). Meanwhile,
Bahta et al. (2021) investigated the role of innovation

capabilities in the financial performance of
companies in developed countries. However,
scholars are less inclined to investigate

the sustainable financial performance of listed
companies in countries like Palestine, where political
instability, economic volatility, and limited resource
access pose unique challenges.

2.2.2. Corporate social responsibility

CSR represents a company’s ethical commitment to
social responsibility. It involves considering impacts
on both society and the environment (Tamvada,
2020). Ningsih et al. (2022) studied how CSR
influences competitiveness and market value. They
also examined its impact on financial metrics,
including return on assets (ROA), return on equity
(ROE), and stock prices. The CSR-financial
performance relationship varies across different
industries. Geographic location also plays a role in
how these factors interact.

The literature lacks consensus on how CSR
practices affect sustainable financial performance in
developing countries like Palestine. These regions
face resource limitations and unique challenges.
Aliet al. (2019) discovered that environmentally
sustainable practices can reduce costs. Examples
include cutting waste and using energy efficiently.
Companies with independent directors and higher
shareholder ownership tend to show better financial
outcomes. Legitimacy theory provides support for
this relationship. Companies listed on stock
exchanges that engage in CSR activities often gain
stronger legitimacy among stakeholders. Their
enhanced reputation attracts investment capital.
It also builds customer loyalty and generates
financial benefits. We need to examine how listed
Palestinian companies can achieve sustainable
financial performance through CSR despite regional
turbulence. This brings us to the first hypothesis:

HI: CSR practices have a positive relationship
with the sustainable financial performance of listed
firms in Palestine.

2.2.3. Frugal innovation

The development of affordable and accessible
products, services, or processes that meet the needs
of customers who are facing a scarcity of resources
(Mogaji et al., 2021). Developing countries with
a shortage of resources need to be involved in frugal
innovation activities. Scholarships have investigated
the impact of frugal innovation on outcomes such as
product quality, customer satisfaction, market share,
and financial performance (Cuevas-Vargas, Parga-

Montoya, & Fernandez-Escobedo, 2022). Other
researchers, Lopez-Sanchez and Santos-Vijande
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(2022), found that resource scarcity, technological
capabilities, and market conditions drive frugal
innovation. However, the literature still indicates
aneed to understand the potential underlying
mechanism of frugal innovation between CSR
practices and the sustainable financial performance
of listed companies.

Knizkov and Arlinghaus (2021) found that
frugal innovation reduces the company’s operational
cost and increases efficiency, resulting in a high
return on investment. Companies that engage in
frugal innovation activities can maintain their
performance (Cho et al., 2019). A positive relationship
between CSR practices and financial performance
has been found, but the mediating role of frugal
innovation in this relationship has not been
thoroughly examined. The legitimacy theory explains
that listed companies, by adopting frugal innovation
practices, demonstrate their commitment and
attention to addressing social and environmental
challenges in a resource-efficient manner. Thus,
through such activities, they gain the stakeholders’
trust and attain a competitive advantage by
producing cost-effective products and services,
which may increase revenue and sustainable
financial performance. Therefore, based on previous
studies and theory, we lead towards the second
hypothesis:

H2: Frugal innovation mediates the relationship
between CSR activities and the sustainable financial
performance of listed companies.

2.2.4. Innovation ambidexterity

Innovation ambidexterity refers to the ability of
companies to explore new opportunities and exploit
existing capabilities simultaneously (Hwang et al.,
2023). Prior research has shown that companies that
can effectively balance exploration and exploitation
are more likely to achieve sustainable competitive
advantage and superior financial performance
(Ahmad, 2025). Research shows that innovation
ambidexterity matters most in fast-changing
industries with fierce competition. Various studies
have examined factors influencing innovation
ambidexterity, including organizational culture and
leadership styles (Ahmad & Oon, 2025). However,
there is a research gap regarding the role of
innovation ambidexterity in enhancing sustainable
financial performance and its relationship with CSR
practices in listed companies in Palestine.

Innovation ambidexterity boosts company
performance. It helps firms adapt to market
changes, outpace competitors, and build a culture of
ongoing innovation. Research by Iram et al. (2025)
revealed that socially responsible companies tend to
be more innovative and agile. This aligns perfectly
with innovation ambidexterity principles. Based on
these studies, we hypothesized that firms with
stronger innovation ambidexterity would show
amore positive relationship between their CSR
efforts and financial results:

H3: Innovation ambidexterity mediates
the relationship  between  CSR  activities and
the sustainable financial performance of listed
companies.
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2.2.5. Organizational transparency

Organizational transparency refers to the extent to
which an organization openly shares information
about its operations, decision-making processes, and
performance with stakeholders (Emueje & Tochi, 2020).
Few studies have investigated the effect of
organizational transparency on leadership behavior,
corporate governance mechanisms, and stakeholder
pressures (Lasdi & Oematan, 2021). Literature
indicates that the effect of organizational
transparency is inconsistent with outcome variables
across different industries and cultural contexts
(Schnackenberg et al, 2021). Furthermore,
the literature suggests thoroughly exploring how
organizational transparency influences a company’s
innovative capabilities, such as frugal innovation
and innovation ambidexterity, and its effect on
a company’s performance. So, to fill this gap in

the literature, this study used organizational
transparency as a moderator.

Organizational transparency enhances
the innovative  capabilities of companies by

promoting knowledge sharing, collaboration, and
learning among employees. Moreover, organizational
transparency facilitates stakeholder trust and
engagement, which are key innovation drivers.
Velasco Vizcaino et al. (2021) also showed that
organizational transparency positively impacts
the perception of frugality, leading to higher levels
of frugal innovation in companies. In addition,
companies that are transparent in their cost-
effective innovation to serve the need for societal
and environmental sustainability are more likely to
attract socially responsible investors and achieve
sustainable financial performance (Rauf et al., 2024).

The legitimacy theory reveals that
organizational transparency boosts the legitimacy of
a company’s CSR efforts. This increase in legitimacy
subsequently motivates companies to adopt
innovative practices, such as frugal innovation and
innovation ambidexterity, which correspond with
societal expectations and stakeholder requirements.
The literature is silent about how organizational
transparency influences the relationship between
CSR activities, a firm’s sustainable financial
performance, and innovative outcomes (frugal
innovation and innovation ambidexterity). So,
the deduced hypotheses are:

H4: Organizational transparency has a significant
relationship with sustainable financial performance.

Hb5: Organizational transparency moderates
the relationship between CSR activities and frugal
innovation.

H6: Organizational
the relationship  between
innovation ambidexterity.

transparency  moderates
CSR  activities and

2.3. Conceptual framework

The conceptual framework of this study comprises
an independent variable, namely corporate social
responsibility, and a dependent variable, specifically
sustainable financial performance. Additionally,
frugal innovation and innovation ambidexterity serve
as mediating variables, while organizational
transparency functions as a moderating variable.
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Figure 1. Conceptual framework
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3. RESEARCH METHODOLOGY the cost of depth. 236 questionnaires were

This study employed a cross-sectional research
design and a purposive sampling technique to
collect primary data from the chief executive
officers (CEOs), chief financial officers (CFOs), and
finance departments of listed companies in
Palestine. While longitudinal design or random
sampling could have provided temporal insights or
improved generalizability, respectively, the cross-
sectional approach was selected for its efficiency in
capturing the current state of financial practices,
and purposive sampling ensured data collection
from individuals with specialized knowledge critical
to the research objectives. The data was collected
face-to-face to maximize response quality and allow
clarification of complex questions, though online
surveys could have expanded geographical reach at

distributed, and 198 were received. After going
through the scrutiny phase, 19 questionnaires were
discarded, and 179 were finalized for data analysis.

The cross-sectional design is justified because
it allows examination of financial practices at
a specific point in time, which aligns with
the study’s goal of understanding current practices
rather than changes over time. Purposive sampling is
appropriate because it targets individuals with
specialized financial knowledge essential for
providing meaningful insights on the research
questions. Face-to-face data collection, while
resource-intensive compared to alternatives like
online surveys, significantly enhances data quality
through higher engagement and the ability to clarify
questions immediately. The details of data collection
are provided in Table 1.

Table 1. Distribution of questionnaire details

Respondent category rg’;‘;’;ﬁ;’;ﬂ; QL;:;?ZL’:;Z“ Qu(?;ég?vrggres Valid questionnaires
CEOs 48 48 39 36
CFOs 62 62 54 51
Finance department staff 142 126 105 92
Total 252 236 198 179

Source: Authors’ calculation.

3.1. Measures

This study adopted validated scales published in
well-reputed journals. It used a five-point Likert
scale to measure the responses of CEOs, CFOs, and
finance managers of listed companies in Palestine.
A Likert scale contributes to evaluating
the perceptions and attitudes of the respondents.
The Likert scale ranged from 1 to 5, with 1
indicating “strongly disagree” and 5 indicating
“strongly agree”. The corporate social responsibility
scale (Harrison et al., 2020), which consisted of nine
items, was adopted. The frugal innovation scale was
a 7-item unidimensional scale and was adopted from
Rossetto et al. (2023). The sustainable financial
performance scale consisted of four items and was
adopted from Carson and Westerman (2023).
The organizational transparency scale consisted of
10 items and was adopted from Hossiep et al.
(2024). Moreover, the innovation ambidexterity scale
consisted of eight items and was adopted from
Le et al. (2023). The details of items of each scale
and assigned code are attached in Table A.1,
Appendix.
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3.2. Common method bias

CSR activities, frugal innovation, and innovation
ambidexterity are exogenous constructs, while
sustainable financial performance is endogenous.
In addition, organizational transparency is used as
a moderator. The responses were collected at one
point in time, and respondents were used as a single
source, so there was a chance of common method
biases. Two statistical tests were applied to
overcome the common method biases (Nguyen
et al., 2025). First, Harman’s single-factor test was
conducted to check if a single common factor
explains the majority of the variance in
the responses. The test revealed 36.5% of the total
variance, which is less than the 50% limit, indicating
the absence of significant common method biases.
Second, the multicollinearity (variance inflation
factor, VIF) values are lower than 3.357. These tests
justify that there are no common method bias issues
in this study.
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3.3. Model estimation

Structural equation modeling (SEM) was used to
analyze the collected data and test the proposed
theoretical model. Two statistical methods were
proposed for estimating the SEM: partial least
squares (PLS) and covariance-based (CB) SEM. This
study employed PLS-SEM (SmartPLS version 4.11)
because, first, it is suitable for exploratory research
and small sample sizes; second, it is suitable to deal
with non-normal data; third, it allows for the
estimation of complex models with constructs
measured using reflective and formative indicators;
fourth, unlike CB-SEM, PLS-SEM is unrestricted by the
condition of “factor indeterminacy”.

4. RESULTS
4.1. Measurement model
The measurement (outer) and structural (inner)

models were assessed using SmartPLS.
The relationship between the observed indicators

and latent variables was evaluated through
the measurement model, while the relationships
between latent variables were examined in
the structural model. The PLS algorithm was used to
calculate the composite reliability (CR) and average
variance extracted (AVE) for each construct to
evaluate the outer model’s reliability, while
Heterotrait-monotrait (HTMT) criteria assessed
discriminant validity. The validity and reliability of
the constructs were assessed using the outer model.

The inter-item reliability for each construct was
calculated wusing factor loading values with
a threshold above 0.4 (Ahmad et al, 2024).
The factor loading values above the 0.4 threshold
varied from 0.439 to 0.854, indicating that the items
were strongly associated with their respective
constructs (Table 2). The convergent validity was
assessed using the average variance extracted
values, with a threshold value above 0.50 indicating
satisfactory convergent validity. Furthermore, the CR
tests the internal consistency of the scale. The CR
values of all constructs are above 0.7, which indicates
strong internal consistency (Hair et al., 2021).

Table 2. Reliability and validity

Constructs Items Factor loading AVE CR a Collinearity
CSR1 0.799 2.906
CSR2 0.825 2.800
CSR3 0.439 1.596
CSR4 0.709 1.936
Corporate social responsibility CSR5 0.561 0.583 0.894 0.865 1.908
CSR6 0.808 3.357
CSR7 0.781 2.203
CSR8 0.586 1.446
CSR9 0.641 1.886
FI1 0.628 1.501
FI2 0.770 2.857
FI3 0.854 2.620
Frugal innovation FI4 0.654 0.572 0.836 0.810 1.561
FIS 0.731 1.814
FI6 0.560 1.344
FI7 0.557 1.503
1Al 0.761 1.756
1A2 0.619 1.536
1A3 0.478 1.296
Innovation ambidexterity 1A4 0.661 0.532 0.782 0.776 1.452
1AS 0.710 1.799
1A6 0.626 1.528
1A7 0.709 1.636
OT1 0.741 2.715
OT2 0.599 1.819
013 0.618 1.773
0T4 0.625 1.930
Organizational transparency OT5 0.544 0.562 0.872 0.856 1.424
OT6 0.774 1.845
oT7 0.796 2.151
OT8 0.562 2.529
0T9 0.795 2.428
SFP1 0.786 2.428
. ) . SFP2 0.661 1.815
Sustainable financial performance SFP3 0.824 0.597 0.800 0.779 5500
SFP4 0.809 1.716

4.2. Structural model

A bootstrapping procedure with 5,000 subsamples
was implemented using SmartPLS software. Once
the inner model assessment and outer model
requirements were completed, the hypotheses were
tested, and the structural model was evaluated.
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A two-tailed test at the 0.05 significance level was
implemented to determine the significance of path
coefficients (beta values), t-values, and the coefficient
of determination (R2). Figure 2 presents the path
diagram of the structural model. It illustrates
the strength of relationships and the significance
level between the latent variables.
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Figure 2. Structural model
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Table 3 shows the results of direct paths.
The results of the direct path, CSR activities (HI:
B =0.407, p=0.000, t=14.69), and organizational

transparency (H4: g = 0.065, p = 0.019, t = 2.363) both
have significant positive effects on the sustainable
financial performance of listed companies.

Table 3. Direct path analysis

Hypothesis Direct path Co-efficient T-value P-value Decision
HI CSR — SFP 0.407 14.699 0.000 Accepted
H4 OT — SFP 0.065 2.363 0.019 Accepted

Note: CSR = Corporate social responsibility; OT = Organizational transparency; SFP = Sustainable financial performance.

Source: Authors’ calculation.

Table 4 presents the results of the mediating does mnot, but innovation ambidexterity (H3:
effect of frugal innovation and innovation g =0.397, p = 0.000, t=13.274) mediates
ambidexterity on the relationship between CSR  the relationship.
activities and sustainable financial performance.

Frugal innovation (H2: = 0.010, p = 0.284, t =1.072)
Table 4. Mediating path analysis
Hypothesis Mediating path Co-efficient T-value P-value Decision BCI-LL BCI-UL
H2 CSR — FI — SFP 0.010 1.072 0.284 Rejected 0.341 0.459
H3 CSR — IA — SFP 0.397 13.274 0.000 Accepted -0.022 0.050

Note: CSR = Corporate social responsibility; SFP = Sustainable financial performance; FI = Frugal innovation; IA = Innovation ambidexterity.

Source: Authors’ calculation.

In addition, Table 5 also displays  frugal innovation and (H6: B=0.065, p=0.007,
the moderating effect of organizational transparency t=2.716) innovation ambidexterity. Thus,
on the relationship between CSR activities and  organizational transparency moderates

outcome variables (frugal innovation and innovation
ambidexterity). Results indicate that the interaction
term of CSR activities * organizational transparency
is significant for (H5: g = 0.155, p = 0.000, t = 3.581)
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Table 5. Moderating path analysis

Hypothesis Moderating path Co-efficient T-value P-value Decision BCI-LL BCI-UL
H5 CSR * OT - FI 0.155 3.581 0.000 Accepted 0.071 0.240
H6 CSR*OT - IA 0.065 2.716 0.007 Accepted 0.023 0.117

Note: CSR = Corporate social responsibility; SFP = Sustainable financial performance; FI = Frugal innovation; IA = Innovation ambidexterity.
Source: Authors’ calculation.

A

simple slope

analysis
conducted to analyze the moderating effect. It
revealed that the relationship between CSR and

(Figure 3)

was

frugal innovation is stronger when organizational
transparency is high than when it is low.
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Figure 4 reveals that increased organizational

transparency can stimulate CSR and
the innovation ambidexterity of listed companies.

Figure 3. CSR*organizational transparency and frugal innovation
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5. DISCUSSION

This section presents the results of six hypotheses
supported by legitimacy theory. The study’s results
indicate a positive and significant relationship
between CSR initiatives and the sustainable financial
performance of listed companies. Hence, HI is
accepted. This result also aligns with (Song &
Rimmel, 2021), who found that companies that
engage in CSR activities are more likely to earn high
profits. The concept of legitimacy theory provides
an explanation that companies engage in CSR
initiatives not only to meet the expectations of
society and stakeholders but also to maintain their
legitimacy, and thus, they attract more investors to
increase their financial performance. In the context
of Palestine, where economic, social, and political
challenges abound, companies that demonstrate
a commitment to CSR initiatives are likely to
resonate more positively with stakeholders,
including investors, customers, and regulators.
By investing in activities that contribute to the well-
being of local communities, environmental
sustainability, and ethical business practices,
Palestinian-listed companies not only fulfil their
societal responsibilities but also bolster their
reputation and credibility in a region where
corporate legitimacy is paramount. This alignment
with societal expectations and values, grounded in
legitimacy theory, fosters trust and goodwill among
stakeholders, thereby enhancing financial
performance through increased investor confidence,
customer loyalty, and operational efficiency.

The results of H4 revealed that organizational
transparency has a positive relationship with
sustainable financial performance, which results in
the acceptance of H4. The results of Alcaide
Gonzalez et al. (2020) found that transparency
matters deeply. They revealed how the commitment
of management to openness directly impacts
financial results. With the support lens of legitimacy
theory, we can observe that companies in conflict

zones are working hard to build positive
reputations. They need stakeholder support to
thrive. Palestinian-listed companies face unique

challenges in this regard. They navigate complex
socio-political environments and economic
difficulties daily. Being transparent about their
activities shows integrity and ethical standards.
When these companies share clear and timely
information, they build trust. This includes honest
reporting about finances, governance practices, and
sustainability  efforts. Such openness helps
Palestinian companies strengthen their legitimacy.
It reduces reputation risks and supports lasting
financial success in challenging circumstances
(Venuti, 2018).

The result of H2 reveals that frugal innovation
does not mediate between CSR initiatives and
sustainable financial performance. HZ2 is rejected.
Cuevas-Vargas, Camarena, and Velazquez-Espinoza
(2022) revealed that the effect of frugal innovation
on the company’s performance is affected by
the nature of the industry, market conditions, and
the company’s innovative capabilities. In addition,
Onileowo et al. (2021) also found that companies
that tend to save costs in innovative activities are
less likely to gain a competitive advantage and
positive revenue inflows. The lens of legitimacy
theory reveals that the CSR activities of listed
companies do not guarantee the legitimacy and
attainment of financial benefits by adopting frugal
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innovation. This discrepancy may reflect Palestinian-
listed companies’ unique challenges and constraints,
including limited access to resources, geopolitical
uncertainties, and institutional barriers, which may
hinder the adoption and implementation of frugal
innovation strategies. Consequently, while CSR
initiatives may contribute to organizational
legitimacy and stakeholder trust, the ability of frugal
innovation to mediate this relationship and drive
sustainable financial performance appears to be
limited within the Palestinian business landscape.

The results of H3 show that innovation
ambidexterity mediates the relationship between
CSR activities and sustainable financial performance.
Thus, H3 is accepted. Previous studies, Ciasullo et al.
(2022), showed that companies involved in social
responsibility tend to be more innovative and agile,
which aligns with innovation ambidexterity.
Legitimacy theory shows us how companies benefit
when they embrace innovation. By encouraging their
people to explore fresh ideas, firms can maximize
their CSR efforts. Employees feel empowered to
improve existing processes while discovering new
approaches. This creative environment leads to
products that resonate with socially aware
customers. Companies also discover cost-effective
operational improvements. Their resources get used
more efficiently as a result. These combined benefits
ultimately strengthen financial performance in
sustainable ways.

The H5 shows that organizational transparency
moderates the relationship between CSR activities
and frugal innovation. So, H5 is accepted. Zhai et al.
(2022) found that companies transparent in their
cost-effective innovation to serve the need for
societal and environmental sustainability are more
likely to attract socially responsible investors and
achieve sustainable financial performance.
Organizational transparency serves as a powerful
catalyst. It helps companies integrate CSR principles
into their innovation strategies. This integration
encourages the development of frugal innovation
solutions. These solutions effectively address real
societal needs. At the same time, they make
the most efficient use of available resources.
Transparent disclosure of CSR initiatives and their
impact enables companies to engage stakeholders in
innovation, garner support for frugal innovation
initiatives, and build partnerships that drive
innovation-driven value creation. Moreover,
transparency enhances the credibility and legitimacy
of frugal innovation efforts, reinforcing stakeholder
perceptions of the company’s commitment to
responsible and sustainable innovation. Transparency
and CSR work together in powerful ways. This
partnership creates a positive cycle for companies.
When social initiatives become more visible,
innovation naturally grows stronger. This is
especially true in markets with limited resources,
like Palestine. Here, simple but clever solutions often
make the biggest difference. Companies find that
modest innovations can create remarkable impacts
when aligned with community needs.

The results of H6 show that organizational
transparency moderates the relationship between
CSR activities and innovation ambidexterity. So, H6
is accepted. Previous studies, Gierlich-Joas et al.
(2020), confirmed that transparent practices boost
innovation and company performance. Looking
through the lens of legitimacy theory, we see that
listed companies benefit from transparent CSR
communication. This transparency signals to
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employees, stakeholders, and communities that
the company values ethical behavior. It shows
a genuine commitment to social responsibility and

environmental  care. These actions  boost
the company’s legitimacy in the eyes of
stakeholders. When employees see authentic

dedication to CSR and transparency, they respond
with enthusiasm. Their motivation increases. They
feel more empowered in their daily work. This
positive environment encourages them to explore
fresh ideas. They become willing to try different
approaches. They take thoughtful risks with more
confidence. This process strengthens innovation
from all angles. It builds a culture where innovation
thrives naturally. Such a culture satisfies both
society’s expectations and the organization’s need
for legitimacy. Furthermore, in Palestine, this
relationship between transparency and CSR-driven
innovation offers a powerful solution. It helps
companies overcome the institutional gaps and
limited resources that often hinder sustainability
efforts. Palestinian listed companies face unique
challenges in their operating environment. These
findings reveal an important strategic lesson for
them. Transparent CSR practices are not just about
compliance. They serve as a springboard for
innovation capabilities. This innovation, in turn,
drives sustainable financial results. Companies that
recognize this connection gain a competitive edge in
challenging markets.

6. CONCLUSION

Our study offers several valuable theoretical
insights. We explored how companies in conflict
zones like Palestine can boost financial performance
through thoughtful CSR, transparency, and
innovation. Companies actively engaging in CSR
build stronger community connections and enhance
their legitimacy. This increased trust encourages
stakeholders to invest with confidence, ultimately
supporting sustainable financial results. We also
found that transparent operations and open
communication create accountability. This culture of
openness helps Palestinian companies maintain
financial stability despite challenging circumstances.
Thirdly, companies embracing CSR activities
naturally expand their horizons and develop cost-
effective innovations. These forward-thinking
practices boost sustainable financial performance,
even in conflict zones like Palestine. When firms
approach CSR creatively, they cultivate a culture that
welcomes innovation. This approach sparks
creativity and strengthens competitive advantage in
challenging markets.

Fourthly, our findings reveal how transparency
and innovation serve as buffers against political
volatility and economic instability. Companies that

communicate openly and adapt quickly show
remarkable resilience. These qualities help
Palestinian-listed firms maintain financial

sustainability despite regional challenges. Their
success demonstrates how ethical business practices
create pathways to prosperity in even the most
difficult circumstances.

Finally, this research  contributes to
the evolving discourse on corporate sustainability by
establishing an integrative framework where CSR,
transparency, and innovation function as symbiotic
pillars rather than isolated initiatives.
By illuminating these interconnections within
conflict-affected economies, this study provides
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a transformative blueprint for companies navigating
similar challenging environments worldwide.

This study offers valuable insights for both
professionals and policymakers working in conflict
zones like Palestine. Our findings can help them
make smarter decisions about resource allocation
while pursuing sustainable financial results. We
recommend that industry experts guide companies
to reassess their CSR approaches with community
needs in mind. Companies should embrace
transparency in all communications, both internal
and external. Sharing CSR initiatives with
stakeholders creates meaningful connections and
builds trust. When organizations enhance their
transparency practices, they gain legitimacy in
the marketplace. This improved standing leads to
greater stakeholder trust and ultimately strengthens
financial performance in ways that align with
community expectations.

In addition, policymakers should develop
policies that force the listed companies to adopt CSR
activities and be transparent regarding sustainable
development and social welfare in conflict zones.
This study did not indicate any role of frugal
innovation in the activities of listed companies.
It might be due to limitations in resource
availability. Troster and Kiiblbock (2020) endorsed
that developing countries face shortages of
resources. The policymakers should provide
opportunities for frugal innovation, leveraging CSR
initiatives and organizational transparency to drive
cost-effective and sustainable innovation practices.
Moreover, companies that embrace frugal innovation
in their CSR activities and are transparent can
establish a culture of innovation that promotes
the efficient use of resources, resilience, and
competitive advantage. Lastly, companies should
trust their people to bring fresh ideas forward.
Employees need support to improve existing
processes and systems. When paired with
meaningful CSR work and open communication, this
creates a powerful culture of innovation. Smart
integration of these elements into everyday
decisions gives companies a real edge in the market.
Relationships with stakeholders naturally strengthen
as a result. Even in challenging environments like
Palestine, this approach helps businesses achieve
lasting financial success. Their resilience grows,
allowing them to thrive where others might struggle.

This empirical study has a few limitations that
may impact the generalizability and applicability of
the results. The researchers collected the data from
a single source at one point in time, which may
cause common method biases. However, no common
method bias was found in the analysis. Future
researchers should consider longitudinal or
experimental research designs to mitigate common
method biases and establish causality. This study
focused on Palestinian-listed companies in conflict
regions with limited resources, which may limit
the generalizability of the findings to other contexts.
Researchers should further aim to compare
conflicted and non-conflicted regions to get a more
in-depth understanding of this phenomenon. This
study used one moderating mechanism of
organizational transparency. However, other
potential moderating variables like leadership styles,
organizational culture, stakeholder engagement, or
employee empowerment should be explored in
future studies to better understand the interplay
between CSR activities, innovation, and the listed
company’s sustainable financial performance.
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APPENDIX

Table A.1. The detailed information of the items

Corporate social responsibility (Harrison et al., 2020)

I believe that companies should

CSR1 Support their communities

CSR2 | Support employee diversity

CSR3 | Contribute to solving social issues

CSR4 | Support employee inclusion

CSR5 | Provide adequate benefits to employees

CSR6 | Make charitable contributions

CSR7 | Provide fair return to investors

CSR8 | Address social issues

CSR9 | Incorporate sustainability information for all stakeholders

Frugal innovation (Rossetto et al., 2023)

FI1 I focus on core functionality of the product rather than additional functionality ease of product use

FI2 My company is concerned on the durability of the product

FI3 My company provides solutions that offer “good-value” products*

FI4 My company has attained significant cost reduction in the operational process

FI5 We save organizational resources in the operational process rearrangement of organizational resources in
the operational process

FI6 My company provides efficient and effective solutions to customers’ social/environmental needs environmental
sustainability in the operational process

FI7 My company has partnerships with local companies in the operational process

Sustainable financial performance (Carson & Westerman, 2023)

SFP1 My company has optimal plans for constant revenue generation over a foreseeable number of years
SFP2 My company is financially strong to withstand economic uncertainties

SFP3 My company has scope of making profit for the next five years

DFP4 | My company has intention to reinvest its profit for its growth

Organizational transparency (Hossiep et al., 2024)

OT1 I have all the information I need from company

OT2 A sufficient amount of information is presented by my company
OT3 The information presented by the company is understandable

0T4 The information from company is clear

OT5 The information from company appears to be true

OT6 The information from company appears correct

oT7 The information from company is provided ahead of time

OT8 The information from company comes at an appropriate time

0T9 The information my company informs me about is close to my heart
OT10 | I care about the topic my company informs me about

Innovation ambidexterity (Le et al., 2023)

1A1 Introduce new generation of products

1A2 Extend product range

1A3 Open up new markets

1A4 Enter new technology fields

1A5 Improve existing product quality

1A6 Improve production flexibility

1A7 Reduce production cost

1A8 Improve yield or reduce material consumption
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