Capital Markets Research in Accounting |/ l l
Vol. 1, No. 1, Ser No.(1), Spring 2025, pp. 1-24 ‘ I . /

CMRA

Effect of financial flexibility on corporate' risk taking with the moderating
role of investment efficiency

Abdolrasool Mostajeran'” Samaneh Eftekhari? Tahere Sajadi Rad?

Received: 2025/03/07

Accepted: 2025/08/09 Research Paper
Extended Abstract
Objective: In recent years, the concept of financial flexibility has garnered significant attention
in the field of corporate finance, particularly as a key driver of strategic decision-making
processes within firms. This is especially pertinent in developing economies, where rapid
economic growth and fluctuating market conditions can significantly influence the behavior of
firms. The primary objective of this research is to explore the intricate relationship between
financial flexibility and corporate risk-taking, considering risk-taking not just as a necessary
component of growth but as a strategic choice that can determine the long-term sustainability
of firms. By examining whether financial flexibility can serve as a catalyst for corporate risk-
taking, this study seeks to provide valuable insights into how firms can better position
themselves to capitalize on opportunities while managing the inherent risks associated with
innovation and market competition. Furthermore, this study also investigates the moderating
role of investment efficiency, which may influence how financial flexibility translates into
actual risk-taking behaviors.

Method: To explore these complex relationships, a quantitative empirical research design was
utilized, leveraging multivariate regression analysis to draw insights from collected data. The
study focuses on a sample of 153 firms listed on the Tehran Stock Exchange, selected for their
representative capacity to illustrate the dynamics of financial flexibility and risk-taking in the
Iranian corporate landscape. The data spans a period of ten years, from 2013 to 2023, allowing
for a thorough analysis of trends and variations over time. To ensure the robustness of the
findings, the dynamic panel econometric technique known as Generalized Method of Moments
(GMM) was employed. This method is particularly effective in addressing potential
endogeneity issues, a common concern in financial studies, where the direction of causality
between financial flexibility and risk-taking can be ambiguous. The use of EViews software
facilitated the statistical analysis, enabling the extraction of significant patterns and
relationships from the data set. The variables in the study were meticulously defined; Financial
flexibility was measured through various financial ratios that indicate a company’s capacity to
respond to unexpected financial events, while corporate risk-taking was operationalized using
the standard deviation of a three-year period of asset return rates, which can reflect the level of
risk-taking in companies regarding financial decisions. Investment efficiency was also assessed
based on the returns generated from capital investments relative to the costs incurred, thereby
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providing a clearer understanding of how improved resource management can enhance the
impact of financial flexibility.

Results: The empirical results of this research demonstrate a robust positive relationship
between financial flexibility and corporate risk-taking. Specifically, the findings reveal that
firms with higher levels of financial flexibility are more likely to engage in riskier behaviors,
such as investing in innovative projects and expanding into new markets. This relationship
underscores the notion that financial flexibility provides firms with the necessary capital and
buffer to explore opportunities that they might otherwise avoid due to risk aversion. Moreover,
the study confirms the moderating role of investment efficiency in the relationship between
financial flexibility and risk-taking. Firms that exhibit high investment efficiency are shown to
capitalize on their financial flexibility more effectively, leading to increased risk-taking. This
suggests that it is not merely the presence of financial resources that influences strategic
decisions, but the ability of firms to deploy these resources efficiently and effectively that
amplifies the positive impact of financial flexibility on risk-related decisions. In particular, the
findings highlight that firms with effective investment strategies are more inclined to pursue
aggressive growth tactics, thereby enhancing their market positions and fostering innovation.
This creates a cycle where financial flexibility, when paired with efficient investment practices,
can lead to significant competitive advantages.

Conclusion: The findings of this research have important implications for both theory and
practice in corporate finance. By establishing a clear link between financial flexibility and
corporate risk-taking, this study contributes to the growing body of literature that emphasizes
the strategic importance of financial management in firm performance. For practitioners,
particularly managers and corporate decision-makers, the results suggest that cultivating
financial flexibility is paramount to enhancing risk-taking capabilities. Firms that prioritize
flexibility in their financial structures are better positioned to navigate market volatility and
pursue growth opportunities that require a willingness to engage in risk. Additionally, the
moderating role of investment efficiency indicates that firms must not only focus on increasing
financial flexibility but also strive to enhance their operational efficiencies. By improving the
return on investments, firms can leverage their financial capabilities to foster a culture of
calculated risk-taking and innovation.

Value of the Article: This research offers valuable insights for a variety of stakeholders,
including corporate managers, investors, policymakers, and financial institutions. For
managers, the emphasis on financial flexibility as a strategic asset can lead to more informed
decision-making regarding resource allocation and risk management. Investors can gain a
deeper understanding of the dynamics between financial flexibility and risk-taking, aiding in
their investment evaluations and strategies. From a policy perspective, the findings underscore
the importance of creating a conducive environment for firms to enhance their financial
flexibility and investment efficiency. Regulatory frameworks that encourage better access to
financing and support efficient investment practices can foster a more robust corporate sector
capable of driving economic growth. In conclusion, the study not only illuminates the
relationship between financial flexibility, risk-taking, and investment efficiency but also
provides a roadmap for firms aiming to optimize their strategic decision-making in the face of
an ever-evolving economic landscape. By recognizing the interplay of these factors, firms can
harness their potential for growth and innovation in an increasingly competitive market
environment.
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