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Introduction

Investment plays a crucial role in ensuring sustainable development for
companies, enhancing market competitiveness and creating shareholder value.
While personal characteristics influence investment decisions, corporate
investment policies are shaped by macroeconomic policies, capital markets and
company operations. Neoclassical economics posits that the marginal value of a
project is the primary determinant of investment, yet multiple factors can deviate
a company's investment from its optimal level. Growth opportunities, indicating
potential for profitability and investment, significantly influence both tangible and
intangible asset investments. Additionally, executive compensation incentives
impact the relationship between growth opportunities and investment decisions.
This study explores these dynamics, contributing to the literature by providing
empirical insights into the factors driving corporate investment strategies.

Literature Review

In a frictionless market, managerial investment decisions should depend on a
company's future growth opportunities (Asker et al., 2015). According to the
neoclassical model, a firm should invest only if the market value of its capital
exceeds the cost of accumulating it, as represented by Tobin's Q ratio, which
measures the market value of a company's assets relative to their book value
(Peters and Taylor, 2017). Empirical studies indicate that growth opportunities are
primary drivers of corporate investment behavior (Stagliand and Andrieu, 2017).
For example, Kothari et al. (2014) and Gennaioli et al. (2016) found that a
company's growth opportunities are more sensitive to future investment behavior
than current investment levels. Peters and Taylor (2017) also found that growth
opportunities better explain intangible investments than physical capital
investments. Further, companies with political influence show increased
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sensitivity of growth opportunities to future investment goals (Stagliand and
Andrieu, 2017). In uncertain business environments, the responsiveness of
investment opportunities decreases (Bloom and VVan Reenen, 2007). Research also
highlights the rising importance of intangible assets at the national level,
correlating intangible capital with economic growth (Chun et al., 2015; Corrado
et al., 2009). Companies with strong brands and skilled labor are more profitable
(Srivastava et al., 1997; Eisfeldt and Papanikolaou, 2013). Additionally,
heterogeneous firms invest differently in intangible assets, with human capital and
intangible history being key drivers (Arrighetti et al., 2014). Firms with high
growth opportunities might allocate more resources to intangible investments over
physical investments to achieve their development strategies. The study
hypothesizes a positive relationship between growth opportunities and intangible
asset activities, as well as differing risk levels between various investment types,
with intangible assets being riskier (Kothari et al., 2014). It suggests that
managerial incentives can influence investment decisions in intangible assets,
particularly in high-growth firms. This study tests the These hypotheses:

e There is a significant relationship between growth opportunities and

tangible asset investment.
e There is a significant relationship between growth opportunities and
intangible asset investment.

In addition, evidence suggests that corporate investment policies are highly
sensitive to growth opportunities, meaning that companies derive value from
engaging in investment activities (both tangible and intangible) that may not
previously exist. Managing agency problems through supervisory directors can be
challenging in this context. The organizational model predicts that potential
growth firms can mitigate supervisory issues by effectively designing incentive-
based rewards to influence managerial decisions (Ryan and Wiggins, 2001). For
instance, companies with high growth opportunities should use fewer cash-based
incentives and more stock-based rewards to encourage managers to make optimal
investment decisions (Ryan and Wiggins, 2001). Recent evidence indicates that
the nature of managerial compensation incentives affects their choice of
investment activities (Croci and Petmezas, 2015). Studies have shown that
managers with stock-based incentives invest more in intangible activities, while
those with cash-based incentives spend more on physical capital expenditures
(Kini and Williams, 2012).
Authors argue that some investment activities (intangible) are riskier than others
(e.g., physical capital expenditures) and appropriate compensation can influence
managers to make efficient investment decisions. Given the different risk profiles
between physical capital expenditures and intangible assets, a company with high
growth opportunities in capital-intensive or intangible activities may need to
design suitable compensation packages to maximize engagement in future
investment opportunities. A risk-averse manager in a high-growth intangible firm
is likely to avoid such risky intangible activities, leading to potential
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underinvestment problems (Borisova and Brown, 2013). Shareholders can
minimize managerial incentive problems by offering appropriate pay packages to
influence managers to make efficient investment decisions, especially when the
company has high growth opportunities (Coles et al., 2006). Properly incentivized
managers are less likely to overlook valuable growth opportunities in high-risk
investment activities. The interaction between growth opportunities and executive
compensation on investment activities (tangible and intangible assets) is
examined, leading to the These hypotheses:
o Managerial incentives moderate the relationship between growth
opportunities and tangible asset investment.
e Managerial incentives moderate the relationship between growth
opportunities and intangible asset investment.

Research Methodology

This study employs a correlational research method, analyzing data from financial
statements of companies listed on the Tehran Stock Exchange (TSE) and Iran Fara
Bourse (IFB) to investigate the relationship between growth opportunities and
investment policies. The research is of a post-event (semi-experimental) nature,
relying on historical financial data and is both library-based and analytical-causal,
using panel data analysis. The objective is practical and the methodology is
descriptive-correlational.

To test the hypotheses, the study uses the regression models based on the approach
of Adu-Ameyaw et al. (2022):

Dependent Variables: Tangible assets (TAN) measured by the book value of
investments in tangible assets Lee et al., (2018) and intangible assets (FIN)
measured by the book value of investments in intangible assets (Lim et al., 2020;
Peters and Taylor, 2017).

Independent Variable: Growth opportunities (MTB) calculated as the book value
of assets minus the book value of equity plus the market value of equity, divided
by the book value of assets.

Moderating Variable: Managerial incentives (MC) measured using the board's
compensation index (Adu-Ameyaw et al., 2022).

Control Variables:

EBIT_TA: Ratio of earnings before interest and taxes to the book value of assets
(Coles et al., 2006).

CF: Ratio of operating cash flow to the book value of assets (Coles et al., 2006;
Adu-Ameyaw et al., 2021).

TQ: Ratio of the market value of the company to the book value of assets (Adu-
Ameyaw et al., 2022).

FA_TA: Ratio of the book value of fixed assets to the book value of assets (Adu-
Ameyaw et al., 2022).

SG: Sales growth compared to the previous year.
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Size: Company size measured as the logarithm of the market value of the
company’s assets (Coles et al., 2006).

€: Error term.

The statistical population includes 706 companies listed on the Tehran Stock
Exchange and Iran Fara Bourse from 2007 to 2021 with 143 companies selected
as the sample through a screening method.

Results

To test the first hypothesis, the coefficients of the growth opportunity variable,
denoted as MTB, are used. Based on the results, at a 5% error level, the change in
growth opportunity with a coefficient of (B1: 0/249) indicates a significant
relationship with investment in tangible assets, given a significance level of less
than 0/05. Therefore, the null hypothesis is confirmed with 95% confidence and
the first hypothesis is accepted.

To test the second hypothesis, the coefficients of the growth opportunity variable,
denoted as MTB, are used. The results at a 5% error level showed that the change
in growth opportunity with a coefficient of (B1: 0/249) indicates a significant
relationship with investment in intangible assets, given a significance level of less
than 0/05. Thus, the second hypothesis is accepted.

To test the third hypothesis, the coefficient B2 of the interaction variable between
managerial incentives and growth opportunities, denoted as MTB x MC, is used.
If this coefficient is significant at a 5% error level, the hypothesis is confirmed.
Based on the results, at a 5% error level, the interaction between managerial
incentives and growth opportunities with a coefficient of (B2: 0/191) indicates a
significant relationship with investment in tangible assets, given a significance
level of less than 0/05. Thus, the third hypothesis is accepted.

To test the fourth hypothesis, the coefficient B, of the interaction variable between
managerial incentives and growth opportunities, denoted as MTB x MC, is used.
The results show that the interaction between managerial incentives and growth
opportunities with a coefficient of (B2: 0/064) indicates a significant relationship
with investment in intangible assets, given a significance level of less than 0/05.
Thus, the fourth hypothesis is accepted.

Discussion and Conclusion

This study examines the relationship between growth opportunities and
investment using a sample of capital market companies. The results of the first
and second hypotheses align with the findings of Adu-Ameyaw et al. (2022),
indicating a significant relationship between growth opportunities and
investments in both tangible and intangible assets. The third hypothesis
demonstrates that the interaction between managerial incentives and growth
opportunities has a significant relationship with investment in tangible assets,
consistent with the research of Adu-Ameyaw et al. (2022) and Ryan and Wiggins
(2001). Similarly, the fourth hypothesis also aligns with these previous studies.
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Evidence suggests that growth opportunities significantly impact investments in
tangible and intangible assets. Companies with high growth opportunities tend to
invest more in intangible assets and less in tangible assets, reflecting the recent
shift in investment dynamics. This supports the notion that intangible asset
investments outperform physical asset expenditures in a knowledge-based
economy (Lev and Gu, 2016). Additionally, managerial compensation incentives
moderate the relationship between growth opportunities and investment,
highlighting the importance of growth opportunities and reward incentives in
corporate investment decisions.

Based on the findings, it is recommended that companies design appropriate
compensation packages to encourage efficient investment decisions, especially in
high-growth projects or intangible activities. Shareholders can minimize
managerial incentive problems and promote optimal investment decisions by
providing suitable incentive packages, particularly when the company has
significant growth opportunities.

The results of this study are generalizable only to companies listed on the Tehran
Stock Exchange and Iran Fara Bourse. Caution should be exercised when
generalizing to non-listed companies. The study period is limited to the years 2007
to 2021 and extending the time frame could increase the number of observations
and potentially affect the research findings.
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Table (7) Estimation of the first regression model using the generalized panel method with fixed
effects approach
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Table (8) Estimation of the second regression model using the generalized panel method with
fixed effects approach
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Table (9) Estimation of the third regression model using the generalized panel method with fixed
effects approach
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Table (10) Estimation of the forth regression model using the generalized panel method with fixed
effects approach
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