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Extended Abstract

Objective: This study aims to examine the impact of political risk on corporate financing
decisions among companies listed on the Tehran Stock Exchange. Political risk refers to
uncertainties, events, or developments arising from a country’s political environment that can
significantly influence the strategic, operational, and financial decisions of organizations. These
risks can include changes in government policies, legal and regulatory reforms, social unrest,
wars, revolutions, sanctions, or other political events that may disrupt the stability of the
economic environment. In emerging markets such as Iran, where political events can rapidly
alter the investment climate, political risk is particularly relevant for corporate financing
decisions. Understanding how companies adapt their debt and equity financing strategies in
response to political uncertainty is critical for both scholars and practitioners. The study seeks to
explore the mechanisms through which political risk affects corporate financing, the magnitude
of its impact, and the strategies companies employ to mitigate adverse effects.

Method: The research is applied in purpose and descriptive—correlational in method. The
statistical population comprises 89 companies listed on the Tehran Stock Exchange over a 16-
year period, from 2006 to 2021, encompassing a total of 1,300 firm-year observations. A
systematic elimination method was employed to select firms with continuous and complete
financial data, ensuring the reliability of the findings. Political risk was operationalized using
country-specific political indicators, including policy changes, legal reforms, regulatory
uncertainties, social unrest, and other macro-political events that could affect corporate
performance. Corporate financing decisions were measured by examining firms’ use of debt and
equity financing, including bank loans, bond issuance, and capital market instruments. Panel data
regression models were used to analyze the relationships between political risk and corporate
financing, controlling for firm-specific characteristics such as size, leverage, profitability, growth
opportunities, and industry effects. Three primary hypotheses were tested: (1) political risk has a
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significant effect on overall corporate financing decisions, (2) political risk significantly
influences debt financing, and (3) political risk significantly affects equity financing decisions.

Results: The empirical results indicate a significant relationship between political risk and
corporate financing decisions. Specifically, political risk has a positive and significant impact on
firms’ reliance on both debt and equity financing. Companies facing higher political risk are
exposed to increased borrowing costs due to lenders perceiving greater uncertainty and default
risk. At the same time, these firms tend to increase their use of equity financing, as equity
investors may demand higher returns to compensate for elevated risk, providing firms with
alternative sources of capital in uncertain environments. The findings further suggest that firms
strategically adjust their financing mix to maintain operational flexibility and ensure access to
necessary funds under politically unstable conditions. Additionally, firm-specific factors, such as
size, profitability, and leverage, moderate the influence of political risk on financing decisions.
Larger firms with greater financial resources appear better able to absorb political shocks and
maintain stable financing strategies, whereas smaller firms are more sensitive to fluctuations in
political risk.

Conclusion: The study concludes that political risk is a crucial determinant of corporate
financing behavior, particularly in emerging market contexts where political uncertainty is
frequent and often unpredictable. Changes in political conditions can directly affect the cost,
availability, and composition of external financing, compelling firms to adapt their financing
strategies to maintain resilience. Firms facing higher political risk may experience increased
borrowing costs, while simultaneously relying more heavily on equity financing as a mechanism
to mitigate risk. These findings underscore the importance of proactive risk management and
strategic planning in politically volatile environments. Companies must integrate political risk
assessment into their financial decision-making processes to safeguard capital access, minimize
financing costs, and maintain operational continuity. By anticipating and responding to political
uncertainties, firms can enhance their financial flexibility, reduce vulnerability, and strengthen
long-term performance.

Value of the Article: This research makes significant contributions to both academic theory and
managerial practice. Theoretically, it extends the literature on political risk by providing robust
empirical evidence from Iran, an emerging market where institutional frameworks differ
considerably from developed countries. The study demonstrates that political factors not only
affect corporate investment but also shape financing strategies, highlighting the need to consider
macro-political context when analyzing corporate financial behavior. From a practical
perspective, the findings offer valuable insights for corporate managers, investors, and
policymakers. Managers can use these insights to design comprehensive risk management
strategies, balance the debt—equity mix effectively, and maintain access to financing under
politically uncertain conditions. Investors gain a better understanding of the impact of political
risk on firm performance and financing decisions, allowing them to make more informed
investment choices. Policymakers can also benefit by recognizing how political stability and
regulatory consistency influence corporate behavior and capital markets. Overall, the study
emphasizes the critical role of political risk assessment in corporate finance, demonstrating that
firms’ strategic and financial resilience is closely linked to their ability to anticipate, monitor,
and manage political uncertainties. By providing a structured framework for analyzing the
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effects of political risk on corporate financing, this study contributes to enhancing corporate
governance, financial decision-making, and investment strategies in emerging markets.

Keywords: Political Risk, Political Uncertainty, Debt Financing, Equity Financing
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