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Abstract

Purpose: This study attempts to investigate the effect of corporate governance on investment sensitivity to cash flow
changes.

Methodology: The research period is 5 years from 2018 to 2022, and the statistical sample obtained based on the
elimination method includes 130 companies on the Tehran Stock Exchange, and the number of observations is 650
company-years. Also, based on the existing theoretical foundations in this study, three hypotheses will be developed and
tested based on the presented models using the panel data method using Eviews software. Finally, a decision will be
made regarding the significance of the model and the coefficients of each of the variables entered in the model. In the
hypotheses of this study, corporate governance mechanisms are considered to have three factors: the level of institutional
ownership, the level of board independence, and ownership concentration.

Findings: Testing the research hypotheses showed an inverse and significant relationship between cash flows and
investments, and the level of investment of companies has an inverse sensitivity to changes in cash flows. The results
indicate that the level of institutional ownership does not significantly affect the sensitivity of investment to changes in
cash flows. Similar results wete also obtained regarding the independence of the board of ditectors, which does not have
a significant effect on the sensitivity of investment to changes in cash flows; of course, it can be said that there is a direct
and significant relationship between the independence of the board of directors and the level of investment, so that with
increasing the independence of the board of directors, the level of investment of companies also increases. Ownership
concentration has a positive and significant effect on the sensitivity of investment to changes in cash flows and increases
the sensitivity of investment to changes in cash flows.

Originality/Value: Using real and up-to-date data from companies listed on the Tehran Stock Exchange over 5 years,
this study simultaneously examines three key components of corporate governance (institutional ownership, board
independence, and ownership concentration) as factors affecting investment sensitivity to cash flow changes. This
comprehensive study is innovative in modeling multiple effects compared to similar studies, considering only one or two
aspects of corporate governance mechanisms.

Keywords: Investment sensitivity to cash flow changes, Institutional ownership, Ownership concentration, Boatd
independence.
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Table 1- Frequency distribution of sample companies by industry.
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Table 2- Descriptive statistics of research variables.
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Table 3- Results of model selection for estimating the model to test the first hypothesis of the research.
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Table 4- Results of the estimation model for testing the first hypothesis of the research.
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Figure 1- Distribution of residuals of the first hypothesis test model.
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Table 5- Results of model selection for estimating the model to test the second hypothesis of the research.
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Table 6- Results of the estimation model for testing the second research hypothesis.
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Figure 2- Distribution of residuals of the model testing the second research hypothesis.
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Table 7- Results of model selection for estimating the model to test the third research hypothesis.
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Table 8- Results of the estimation model for testing the third hypothesis of the research.
G (b2 Ol 4 (g5l o paw Copwlns Ay pitiio

CS o Jlw £O+ tloalice oluxs

P-Value t o Lof g yio JueETH
0.029 -2.182 -2.058 C
0.011 -2.533 -6.319 CF
0.000 3.691 0.590 NED
0.886 0.143 0.448 CF* NED
0.000 3.886 0.239 Q
0.280 1.081 0.075 SIZE
0.235 -1.188 -1.596 CFVOL
0.969 -0.038 -0.007 LEV
0.262 1.122 0.088 SALES
0.000 6.263 7.066 CASH

0.7870 Joe oo Joiad cpasd oy
(0.0000) (P-Value) 13.441 Jae Folal
1.98 Durbin-Watson oLl

ke IS 0330 515 e 0% lgadsl Lo (400 0) Al o ;S g8 2100 3 F oylel Jlam] ldie aSyl 4 a5 b dko 035 515 gime ooy 1 5
et Je 53 edlnjly Jame (s pite Jacw s atnly piie 55 Sl oS 51 VAV %o oS o AT LS 50 Jde sl o 358 o0 Al

">>J§J°

gl 53 e ke 351 ) Juol slaodiladly o el ol 5) (S 1 =53l 5050 gl oJie 4y Loy o LT Sl e s 5 5
g L LU cpl o3 (e e e) Bl o o100 31 5 sS 53T ol 4 gy o Jlai) 4S5 5 5bts S 1) 55 5 e 355 51 A0% (lieo)
Wetsla3l IBazal g0 T BL3s1 335 prati Jbo sbaedbladly w35 935 o 31 0l (63550 A adad 5 Dlaliis (VU sl
05 on 8 palo 3k g by Laeiledl I 5500l (VAA) Ll ¥ 5de & 035 pmilsmomnss bl s

AL e b 5 4 ST35 sl Lebiladl 55 S Sl ol 5l (S (F JKKS) Jae glretilecly




cor STk g Camilu ) Syl oS 306 (w9 /(556

40
Series: Standardized Residuals
35 Sample 1386 1390
M — M Obsenvations 641
30 |
. I Mean -3.81e-18
25 B Em Median 0.015700
20 | | | i — Maximum 1.597774
— Minimum -1.716457
15 — Std. Dev. 0.773927
Skewness -0.044682
10 Kurtosis 2.071025
5 Jarque-Bera  23.26244
Probability 0.000009
o0-1/. I

-1.5 ‘ ‘—1‘.0‘ -0.5 0.0 0.5 1.0 a ‘115‘

(S ey oy (303l Joho (lpolonBly 35 - Y S

Figure 3- Distribution of residuals of the model testing the third research hypothesis.
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Table 9- Summary of results from hypothesis testing.
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