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Abstract:

This study aims to identify and analyze the factors influencing the relationship between dividend distribution and investment
among companies listed on the Tehran Stock Exchange during 2013-2022. Employing a mixed-method design, semi-
structured interviews were conducted with 167 experts, executives, and board members, followed by a Likert-scale
questionnaire distributed to listed firms. Quantitative data from 57 firms across six industries over ten years (2013-2022)
were analyzed using panel regression models, F-Limer and Hausman tests, and the Generalized Method of Moments (GMM)
in SPSS and EViews software. The results indicated that the previous year’s dividend, net profit, cash flow, and debt level
significantly affected dividend decisions, while end-of-year cash showed a negative impact. The investment in machinery and
equipment model demonstrated the highest explanatory power, accounting for over 90% of investment variations (adjusted
R? = 0.91). Investment in inventory also showed strong explanatory validity (adjusted R? = 0.92). Overall, dividend policy
exhibited high persistence, with prior-year dividends being the strongest predictor of current payouts. Dividend decisions
among Iranian firms are mainly driven by profitability and liquidity dynamics, while higher leverage constrains payout policies.
Among investment alternatives, machinery and equipment investment best represents the behavioral model of firms. The
developed model provides valuable insights for managers to balance dividend policies with corporate investment strategies.
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Extended Abstract

Introduction

Dividend policy and investment decisions are two fundamental financial strategies that shape a firm’s growth trajectory,
market reputation, and shareholder value. The relationship between these two decisions has long been a central concern in
corporate finance research. On one hand, dividend payouts represent a mechanism through which firms distribute profits to
shareholders, enhancing market confidence and signaling financial strength; on the other hand, investment decisions
determine how internal resources are allocated to growth opportunities. Striking a balance between these objectives remains
a major challenge for corporate managers, particularly in emerging markets where external financing constraints and
institutional inefficiencies are prevalent (Bahramfar & Mehrani, 2004).

The classical theories of dividend policy, including the signaling theory and the agency theory, emphasize that dividend
payments can serve as an instrument to reduce information asymmetry and mitigate agency conflicts between managers and
shareholders. When managers distribute a portion of profits as dividends, it constrains their discretion over retained earnings,
reducing the risk of overinvestment and inefficient spending (Bushman & Smith, 2001). Moreover, according to the free cash
flow hypothesis, the availability of discretionary cash flow can lead to overinvestment in projects with negative net present
value, making dividend distributions a mechanism of governance to discipline managerial behavior (Yang & Jiang, 2008). In
this sense, corporate dividend policy is not merely a profit allocation decision but a signal to investors regarding the firm’s
expected profitability and managerial transparency (Verdi, 2006).

Empirical studies reveal that firms tend to smooth dividends over time, maintaining stable or gradually increasing payouts
to signal long-term financial stability. This phenomenon, known as dividend smoothing, is particularly evident in volatile or
uncertain markets, where firms use dividend consistency to maintain investor trust (Aziz et al., 2025). In China, for instance,
research has shown that firms with high managerial ability are better able to maintain stable dividend payments even under
financial constraints, indicating that managerial competence mitigates the impact of cash flow volatility on payout decisions
(Hou et al., 2025). Similarly, in emerging economies such as Pakistan and Brazil, companies often adopt stable dividend
policies to reduce the perceived risks associated with political or economic instability (de Souza Junior et al., 2025).

The interconnection between dividends and investment decisions has also been examined in the context of firm size,
profitability, and financial leverage. Firms with higher profitability and liquidity are generally more capable of sustaining
dividend payments without compromising their investment capacity (Dang et al., 2020). Conversely, firms with high levels of
debt often reduce their dividend payouts to conserve cash for debt servicing, consistent with the pecking order theory
(Martins & Novaes, 2012). Moreover, investor pressure plays a growing role in determining dividend policies, as shareholders
increasingly demand immediate returns in the form of cash dividends rather than long-term capital appreciation (Driver et
al., 2020).

In developed markets such as South Korea, dividend policy has been empirically linked to firm performance and valuation,
demonstrating that consistent dividend payments enhance firm value by improving investor perceptions and reducing market
uncertainty (Njoku & Lee, 2024). Meanwhile, in the United Kingdom, consumer confidence has been identified as a
moderating factor between dividend announcements and stock returns, indicating that market psychology interacts with
financial policy to shape investor reactions (Hasan & Al-Najjar, 2024). In the Iranian context, where capital markets are

relatively young and firms face both liquidity shortages and high inflation, dividend policy has been shown to directly influence
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investment capacity, with firms often prioritizing shareholder payouts at the expense of reinvestment (Setayesh &
Ghavhestani, 2016).

On the investment side, decision-making is heavily influenced by macroeconomic and accounting factors such as cash flow,
debt structure, and interest rates (Oliveira et al., 2024). In industrial sectors like textiles and manufacturing, empirical
evidence from Portugal confirms that liquidity and leverage significantly impact investment behavior, while firm size and GDP
growth exert a positive effect (Oliveira et al., 2024). Likewise, studies across OECD economies suggest that firms with higher
financial transparency and stronger internal governance make more efficient investment decisions, thereby aligning
corporate growth with shareholder interests (Alexeeva-Alexeev, 2024).

Taken together, these studies underscore that dividend policy and investment are not independent financial decisions but
rather complementary mechanisms of corporate strategy. Firms must continuously navigate the trade-off between rewarding
shareholders through dividend payments and reinvesting profits to sustain growth. The balance between these objectives
depends on factors such as profitability, cash flow, leverage, and market conditions. Therefore, this study aims to identify
and analyze the determinants influencing the relationship between dividend distribution and investment in companies listed
on the Tehran Stock Exchange during 2013-2022.

Methods and Materials

The present study employed a mixed-methods research design integrating qualitative and quantitative approaches. In the
qualitative phase, semi-structured interviews were conducted with 167 financial experts, university professors, and corporate
executives to identify key factors affecting dividend distribution and investment decisions. Using thematic analysis, the
interview results were categorized into variables relevant to the Iranian capital market. These findings were then used to
design a structured questionnaire based on a five-point Likert scale, which was distributed to senior managers and board
members of listed firms.

In the quantitative phase, secondary data were collected from 57 firms across six industries—automotive, petrochemical,
metals, pharmaceuticals, cement, and mining—over a ten-year period (2013—2022). Data analysis was performed using SPSS
and EViews software. Descriptive statistics, binomial tests, and regression models (OLS and GMM estimations) were applied
to evaluate the relationship between the identified variables. The study utilized both panel data regression and the
generalized method of moments (GMM) to control for endogeneity and serial correlation issues.

Findings

Descriptive statistics indicated that the firms in the sample exhibited significant variation in profitability, liquidity, and
leverage across the study period. The reliability of the questionnaire was confirmed with a Cronbach’s alpha of 0.757, ensuring
internal consistency. Binomial tests revealed that among twelve potential dividend determinants, the most influential
variables were previous year’s dividend, current profit, retained earnings, industry type, cash flow, and total debt level.

Regression results showed that the previous year’s dividend had a strong positive and significant effect on the current
year’s dividend, confirming the presence of dividend smoothing behavior among Iranian firms. Net profit and operating cash
flow also demonstrated positive and statistically significant effects, whereas the cash balance at year-end exhibited a negative
relationship, suggesting that firms prefer to retain liquidity for precautionary motives rather than distribute it as dividends.

Debt level was found to have a significant negative effect on dividend payments, consistent with financial hierarchy theory.

The investment models showed that investment in machinery and equipment explained over 90% of the variance in total
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investment decisions (adjusted R? = 0.91), while investment in inventory and building accounted for 92% and 47%
respectively.

GMM analysis confirmed the robustness of the results. The lagged dividend variable was positively significant, highlighting
strong persistence in dividend policy. The J-statistic of 26.87 (p = 0.41) indicated the validity of instrumental variables and the
absence of over-identification problems. Overall, the empirical findings suggest that dividend policy among Iranian firms is
dynamic, profit-driven, and highly dependent on liquidity and debt management.

Discussion and Conclusion

The results of this study emphasize that dividend policy in Iranian listed firms is characterized by high persistence and
significant dependence on past performance. The positive effect of the previous year’s dividend supports the dividend
smoothing hypothesis, indicating that managers seek to maintain stable and predictable payout patterns over time. This
behavior aligns with findings from other emerging economies where dividend consistency is used as a signaling mechanism
to reduce investor uncertainty.

The strong influence of net profit and cash flow on dividend decisions confirms the centrality of profitability and liquidity
in shaping corporate payout policies. Profitable firms with healthy cash flows are more capable of sustaining dividend
payments without jeopardizing investment opportunities. The negative relationship between debt and dividend payout
reflects the financial constraints faced by leveraged firms, which prioritize debt repayment over shareholder distributions.
These findings are consistent with global evidence suggesting that high leverage reduces dividend flexibility.

The observed negative impact of year-end cash balance on dividend payments provides insights into managerial behavior
under economic uncertainty. Managers appear to adopt a precautionary approach, retaining liquidity as a buffer against
future volatility or financing constraints. This conservative stance may also reflect institutional and macroeconomic conditions
in Iran, where inflation, interest rate fluctuations, and limited access to external financing create a preference for liquidity
preservation.

On the investment side, the predominance of machinery and equipment investment indicates that Iranian firms prioritize
tangible, productivity-enhancing assets that directly contribute to operational efficiency. This investment behavior mirrors
patterns in capital-intensive industries, where modernization of production facilities is viewed as a strategic necessity for
long-term competitiveness. The positive correlation between profitability and investment suggests that firms reinvest their
earnings in assets that ensure sustainable growth.

Overall, the findings demonstrate a delicate balance between dividend policy and investment decisions. Firms strive to
meet shareholder expectations for regular payouts while maintaining sufficient resources for reinvestment. This balance is
shaped by the interplay of financial structure, managerial prudence, and macroeconomic conditions. The persistence of
dividend payments despite liquidity challenges reflects both the signaling importance of dividends and the institutional norms
governing investor relations in the Iranian market.

In conclusion, this study contributes to understanding how firms in developing financial environments manage the
interdependence between dividend distribution and investment. It highlights the dual role of dividend policy—as a
governance mechanism that mitigates agency conflicts and as a financial strategy that influences resource allocation. For

policymakers and investors, these results underscore the importance of financial transparency, efficient capital management,
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and regulatory frameworks that balance investor protection with corporate growth. By optimizing this equilibrium, firms can

enhance both shareholder value and long-term economic stability.
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