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Abstract

Introduction: Developing countries are guided by strategic areas of
innovation-based development, and companies’ innovative activities are an
important driving force for sustainable economic development. Institutional
investors, as a group of investors with access to vast financial resources, play
an important role in the economic development of the capital market and are
one of the effective external control mechanisms on corporate governance.
Financial reserves are a flexible resource that provides resource accumulation
beyond the daily needs of business activities. This study aims to investigate
how resources provided by financial reserves affect investment in corporate
innovation activities and how institutional shareholders influence the
relationship between financial reserves and investment in corporate innovation.

Literature Review :Previous research has established that innovation
investments are critical for long-term corporate growth but are characterized by
high uncertainty and long payback periods. Financial reserves can mitigate
these challenges by providing internal funding that reduces dependence on
external capital markets, which often undervalue innovation investments due to
information asymmetry.
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Institutional investors, depending on their investment horizons and objectives,
can either enhance or constrain corporate innovation

activities. While some studies suggest that institutional ownership generally
promotes innovation by improving monitoring and reducing managerial
myopia, others differentiate between pressure-resistant and pressure-sensitive
institutional investors, with varying effects on corporate innovation policies.
This study contributes to the literature by examining how these different types
of institutional investors moderate the relationship between financial reserves
and innovation investments in the Iranian context.

Research Methodology: This quantitative research employed a descriptive,
retrospective, and correlational approach. Statistical analysis was conducted on
data from sample companies listed on the Tehran Stock Exchange during 2017-
2022, comprising 481 firm-year observations. The research hypotheses were
tested using multivariate regression analysis with Stata software. Innovation
investment was measured by R&D expenditures, financial reserves were
calculated as cash and short-term investments scaled by total assets, and
institutional ownership was categorized into pressure-resistant institutions
(such as pension funds and insurance companies) and pressure-sensitive
institutions (such as banks). Control variables included firm size, financial
leverage, growth opportunities, firm age, and industry fixed effects.

Results Data analysis: revealed that financial reserves have a positive and
significant effect on innovation investment (B = 0.328, p < 0.01), supporting
the first hypothesis. The results also showed that ownership by pressure-
resistant institutions has a positive moderating effect on the relationship
between financial reserves and innovation investment (§ = 0.215, p < 0.05),
confirming the second hypothesis. However, ownership by pressure-sensitive
institutions did not have a significant moderating effect on the relationship
between financial reserves and innovation investment (f = 0.074, p > 0.10),
thus not supporting the third hypothesis. These findings indicate that pressure-
resistant institutional investors enhance the positive impact of financial reserves
on innovation investment, while pressure-sensitive institutional investors
neither strengthen nor weaken this relationship.

Discussion and Conclusion:

This study contributes to our understanding of how financial reserves and
institutional ownership interact to affect corporate innovation investments. The
findings suggest that financial reserves serve as an important internal funding
source for innovation activities, helping firms overcome the uncertainties and
long-term horizons associated with innovation projects. The positive
moderating effect of pressure-resistant institutional investors indicates that
these long-term oriented investors encourage managers to utilize financial
reserves for value-creating innovation activities rather than maintaining excess
cash or engaging in value-destroying investments. The non-significant
moderating effect of pressure-sensitive institutional investors suggests that their
dual role as both investors and potential business partners may create
conflicting incentives regarding innovation investments. These findings have
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important implications for corporate managers and policymakers. Managers
should consider the composition of their institutional investor base when
making decisions about financial reserves and innovation investments.
Policymakers might develop regulations that encourage long-term institutional
investment to promote corporate innovation. Future research could explore
these relationships in different economic contexts and examine how specific
types of innovation activities are affected by financial reserves and institutional
ownership.
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