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Introduction

Companies require financial resources to carry out their activities and maximize
shareholder wealth. Decisions regarding the choice between internal and external
resources, the composition of the capital structure, and, in general, their financing
strategies are among the most important decisions related to a company’s growth
and survival. Over the past few decades, due to successive financial crises in
Europe and Asia, many companies have faced difficulties in securing financial
resources. Despite such crises, corporate financing has remained one of the most
important topics in financial literature. In this regard, companies need adequate
financial resources to support their activities and plans. When financial markets
are inefficient and the cost of external financing is high, financing strategies
become highly sensitive and critical for financially constrained companies. In such
companies, investment is limited to available liquidity, which depends on selecting
the appropriate and desirable financing strategy. The financing process,
determining the optimal combination of the financing structure, and making
decisions about investing the obtained resources across different asset categories
are among the key issues in management decision-making. However, making
optimal investment decisions and taking advantage of profitable opportunities is
only possible under certain conditions, the most important of which is securing
sufficient financial resources.

Literature review

The discussion of financial constraints is one of the important and fundamental
issues faced by all companies. Corporate investment in various areas has always
been regarded as a major means of business development and a way to prevent
stagnation and decline. However, resource constraints have made it essential to not
only expand investment but also improve investment productivity. The financing
process, determining the optimal financing structure, and making decisions about
allocating obtained resources to different asset categories are critical issues in
management decision-making. Nevertheless, optimal investment decisions and the
exploitation of profitable opportunities are only possible when sufficient financial
resources are available.
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Financial Constraints

The term financial constraint was first introduced by (Fazzari et al., 1988). Although
there were a few earlier references, most contemporary discussions on financial
constraints stem from the work of (Fazzari et al., 1988) and later (Kaplan & Zingales,
1997). Financial constraints refer to limitations that prevent companies from
securing all the funds needed for optimal investment. It should be noted that the
provision of financial resources by companies is not unlimited, and firms
inevitably face some level of constraint. Companies are considered financially
constrained if they have limited and costly access to external financing sources.
According to this definition, all firms may be classified as financially constrained,
but the severity of constraints varies among them.

Investment Efficiency

It can be inferred that firms facing financial constraints may refrain from accepting
and executing projects with positive net present value due to high financing costs,
leading to underinvestment. Furthermore, even if financing is secured, there is no
guarantee that it will be allocated to the right investments. For example, managers
may engage in inefficient investments by selecting inappropriate projects that
serve their own interests, or by misusing available resources. Much of the literature
in this area predicts that poor project selection leads to overinvestment. Research
findings indicate that firms suffering from limited financial resources experience
a form of financial constraint that reduces investment efficiency. Since companies
must raise sufficient capital to fund investment opportunities, limitations in
obtaining such financing deprive managers of the ability to pursue high-potential
projects. Consequently, financially constrained firms may abandon projects with
positive net worth due to high financing costs, resulting in underinvestment. On
the other hand, even if a company succeeds in securing sufficient financing, there
remains no guarantee that it will be used for optimal investment.

Methodology

In the present study, the library research method was used to collect data with an
applied approach. The methodology is post-event (ex post facto) in terms of the
time dimension, and inductive in nature, since data were collected and analyzed to
generalize results from the sample to the research population. The statistical
population includes all manufacturing companies listed on the Tehran Stock
Exchange that have been active since at least the beginning of 2015, remained
listed until the end of 2022, did not suspend operations during the research period,
and are not among investment companies, banks, insurance companies, brokerage
firms, service and contracting companies, or agricultural companies. Based on
these criteria, 153 companies were selected from 574 listed firms, resulting in a
total of 1,224 firm-year observations. All required data were collected using
Rahavard Novin software and databases prepared by the Tehran Stock Exchange
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and Securities Information Center, as well as the official website of the stock
exchange. After gathering the necessary data, Excel was used for classification and
preparation, while EViews software was employed to fit models and conduct
statistical tests. Since the data structure combines time-series and cross-sectional
dimensions, the pooled data method with the ordinary least squares approach was
used to estimate the model.

Results

The results show that the significance level of the F-Limer test was less than 5
percent, indicating that panel regression is appropriate. The Hausman test was then
performed, and its significance level was also less than 5 percent, confirming that
the regression model should use fixed effects. According to the results of the
multivariate regression analysis (Table 4), the financial constraint variable had a
significance level below 5 percent (0.000) and a coefficient of -0.096. Therefore,
there is a significant and inverse relationship between financial constraints and
investment productivity. Among the control variables, company size, company
age, and growth opportunities also had significant effects on investment
productivity. The Durbin—Watson statistic of 1.619 indicates no autocorrelation
among the variables. Furthermore, the fitted model demonstrates sufficient
validity, as the significance level of Fisher’s statistic is below 5 percent. The
adjusted coefficient of determination, at 78.2 percent, shows that the independent
variables explain a substantial proportion of the changes in the dependent variable.
Finally, the presence of heteroscedasticity (Bartlett test result = 11,140.91, p-value
= 0.000) was addressed in the final model estimation.

Discussion and Conclusion

The purpose of this study was to investigate the relationship between financial
constraints and investment productivity using evidence from Iran. The results
supported the research hypothesis, showing that as financial constraints increase,
investment productivity decreases. Limited access to financial resources prevents
firms from selecting optimal investment options, which can cause deviations from
their optimal investment frontier. Such deviations lead to inefficient investments,
thereby limiting firms’ ability to use profits effectively to enhance investment
utility.
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