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Abstract:

This study aims to examine the effect of economic policy uncertainty on corporate investment efficiency and to analyze the
moderating roles of financial constraints and corporate financialization in this relationship among firms listed on the Tehran
Stock Exchange. The research adopts an applied, descriptive—correlational design using a panel data approach. The statistical
population consisted of firms listed on the Tehran Stock Exchange, from which 146 companies were selected over the period
2015-2023, yielding 1,314 firm-year observations. Data were collected from audited financial statements and official
disclosure databases. Investment efficiency was considered the dependent variable, economic policy uncertainty the
independent variable, and financial constraints and financialization the moderating variables. Hypotheses were tested using
panel regression models estimated in EViews, supported by diagnostic tests to ensure model validity and robustness. The
results indicate that economic policy uncertainty exerts a negative and statistically significant effect on firms’ investment
efficiency. Financial constraints did not demonstrate a significant moderating influence on this relationship. Conversely,
corporate financialization exhibited a positive and significant moderating effect, mitigating the adverse impact of economic
policy uncertainty on investment efficiency. Economic policy uncertainty reduces firms’ ability to allocate resources efficiently
and discourages long-term investment decisions. However, financialization enhances financial flexibility and acts as a
buffering mechanism against macroeconomic instability. The findings highlight the importance of policy stability and strategic
financial asset management in improving corporate investment efficiency under uncertain economic conditions.
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Extended Abstract

Introduction

Corporate investment represents one of the primary drivers of economic growth, productivity improvement, and long-
term value creation in modern economies. Efficient investment allocation enables firms to channel financial resources toward
projects with positive net present value, thereby enhancing competitiveness and promoting sustainable economic
development. However, investment efficiency is not determined solely by internal managerial decisions; rather, it is highly
sensitive to macroeconomic conditions and institutional environments. Among these external determinants, economic policy
uncertainty (EPU) has emerged as a central explanatory factor influencing corporate investment behavior.

Economic policy uncertainty arises when firms face ambiguity regarding future fiscal, monetary, regulatory, or trade
policies. Under such conditions, managers encounter difficulties in forecasting future cash flows and evaluating project risks,
which may lead to postponed or canceled investment decisions. The uncertainty shock theory suggests that firms respond to
rising uncertainty by adopting a “wait-and-see” strategy, delaying irreversible investments until policy conditions become
clearer (Bloom, 2025). Empirical evidence across international markets confirms that heightened policy uncertainty
significantly reduces firm-level investment activity and weakens capital allocation efficiency (Gulen & lon, 2025). Political and
regulatory uncertainty also increases required risk premiums, thereby raising financing costs and discouraging long-term
investment commitments (Pastor & Veronesi, 2013).

The relationship between policy uncertainty and investment efficiency is particularly relevant in emerging economies
where institutional instability, inflation volatility, exchange-rate fluctuations, and regulatory changes are frequent. In such
environments, uncertainty disrupts planning horizons and encourages conservative managerial behavior, ultimately leading
to inefficient investment allocation (Dalvand & Khoshkar, 2013; Luni & Abbasian, 2011). Moreover, uncertainty affects not
only capital expenditure decisions but also broader corporate strategies, including cash holding policies and risk management
behavior (Javadi & Mollagholamali, 2021). Firms often increase liquidity reserves or shift toward short-term financial activities
rather than engaging in productive investments.

Nevertheless, the impact of economic policy uncertainty does not occur uniformly across firms. Corporate characteristics
can shape how firms react to external shocks. One important factor is financial constraints, which refer to difficulties firms
encounter when accessing external financing. According to financing constraint theory, firms that rely heavily on internal
funds are more vulnerable to macroeconomic shocks because they cannot easily obtain additional capital during periods of
uncertainty (Fazzari et al., 1988). Improved measurement approaches have confirmed that constrained firms exhibit stronger
sensitivity to uncertainty-induced investment reductions (Hadlock & Pierce, 2010). Rising uncertainty may also increase debt
financing costs, further limiting firms’ ability to undertake investment projects (Tran, 2021).

Another structural transformation influencing corporate investment decisions is financialization—the growing importance
of financial assets and financial income relative to productive activities. Financialization has been widely discussed as a
defining feature of contemporary capitalism. Some scholars argue that excessive financialization diverts resources away from
real investment, slowing capital accumulation (Stockhammer, 2004). Others suggest that financial assets enhance liquidity
management and provide firms with flexibility to withstand economic shocks (Ahmadi, 2012). Recent evidence indicates that

financialization may moderate the adverse effects of economic policy uncertainty by supplying firms with alternative funding

buffers and risk-hedging capacity (Davis, 2025).
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Recent studies increasingly emphasize the joint interaction between macroeconomic uncertainty and firm-specific
characteristics. For instance, research shows that policy uncertainty influences not only capital investment but also labor
investment decisions and operational adjustments (Chu & Fang, 2020). Improvements in governance quality and information
transparency can also enhance investment efficiency under uncertain conditions (Ellili, 2021). Additionally, technological
transformation and digitalization may mitigate inefficient investment by easing financing pressures and improving managerial
decision processes (Liao & Liu, 2023).

Despite growing academic attention, several research gaps remain. First, many existing studies focus primarily on
developed economies, while evidence from emerging markets remains limited. Second, prior research often examines either
financial constraints or financialization separately rather than analyzing their simultaneous moderating roles. Third, empirical
investigations linking economic policy uncertainty directly to investment efficiency —rather than investment volume—are
comparatively scarce. Addressing these gaps is essential for understanding how firms allocate resources under unstable policy
environments. Accordingly, this study investigates the impact of economic policy uncertainty on corporate investment
efficiency, emphasizing the moderating roles of financial constraints and financialization (Chun et al., 2023; Wang & Zhu,
2025).

Methods and Materials

This study adopts an applied empirical research design using a descriptive-correlational approach based on panel data
analysis. The statistical population consists of firms listed on the Tehran Stock Exchange. After applying systematic elimination
criteria—including fiscal year consistency, industry exclusions, data availability, and continuous listing status—a final sample
of 146 firms was selected. The observation period spans nine years, generating 1,314 firm-year observations.

Investment efficiency serves as the dependent variable and is estimated using deviations from expected investment levels
derived from firm growth opportunities. Economic policy uncertainty constitutes the main independent variable and is
constructed using macroeconomic indicators combined through econometric modeling techniques. Financial constraints and
financialization act as moderating variables, while firm size, leverage, profitability, growth opportunities, ownership structure,
and board independence are included as control variables.

Panel regression models are estimated to test the study hypotheses. Model selection procedures determine the
appropriate estimation framework, and diagnostic tests are conducted to ensure robustness, including assessments of
heteroskedasticity, autocorrelation, and multicollinearity. Statistical analyses are performed using specialized econometric
software, and hypothesis testing is conducted at conventional significance levels.

Findings

The empirical analysis reveals several important results. First, economic policy uncertainty exhibits a negative and
statistically significant effect on investment efficiency. An increase in policy uncertainty is associated with reduced ability of
firms to allocate capital optimally, indicating that unstable policy environments hinder efficient investment decisions.

Second, financial constraints do not demonstrate a statistically significant moderating role in the relationship between
economic policy uncertainty and investment efficiency. Although firms differ in financing conditions, the adverse impact of
uncertainty appears to affect firms broadly regardless of their financial constraint status.

Third, financialization shows a positive and significant moderating effect. Firms with higher levels of financial asset

involvement experience a weaker negative relationship between economic policy uncertainty and investment efficiency. This
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finding suggests that financial activities provide liquidity flexibility that partially offsets the detrimental influence of policy
instability.

Control variables indicate that leverage and profitability positively relate to investment efficiency, while excessive growth
pressure tends to reduce efficiency. Governance variables show limited direct influence within the estimated models.

Overall, the regression models demonstrate satisfactory explanatory power and statistical validity, confirming the
robustness of the empirical findings.

Discussion and Conclusion

The findings indicate that economic policy uncertainty plays a central role in shaping corporate investment efficiency.
When policy environments become unpredictable, firms face greater informational ambiguity regarding future economic
conditions. This uncertainty discourages irreversible investment commitments and encourages managerial caution. As a
result, firms either delay profitable investments or misallocate resources, leading to lower efficiency in capital utilization.

The absence of a significant moderating role for financial constraints suggests that macroeconomic uncertainty may
dominate firm-level financing characteristics. In highly uncertain environments, even financially strong firms behave
conservatively because uncertainty affects expectations rather than merely funding availability. This implies that stabilizing
policy frameworks may be more effective for improving investment efficiency than solely expanding credit access.

In contrast, financialization appears to enhance organizational resilience under uncertainty. Financial assets provide
liquidity buffers that allow firms to maintain flexibility when external conditions deteriorate. Rather than representing pure
diversion from productive investment, financialization may function as a risk-management mechanism that stabilizes
corporate investment behavior during volatile policy periods.

These results highlight the multidimensional nature of investment efficiency, demonstrating that it emerges from the
interaction between macroeconomic uncertainty and firm-specific financial structures. Stable and predictable policy
environments remain essential for promoting efficient capital allocation. At the same time, firms can improve resilience by
adopting balanced financial strategies that enhance liquidity without excessively diverting resources from productive
activities.

From a broader perspective, the study contributes to understanding how corporate investment decisions evolve in
uncertain economic systems. The evidence suggests that uncertainty management should become a central consideration
for both policymakers and corporate managers. Reducing policy volatility, improving institutional transparency, and
strengthening financial flexibility mechanisms may collectively support more efficient investment behavior and long-term
economic stability.

In conclusion, economic policy uncertainty significantly reduces corporate investment efficiency, financial constraints do
not substantially alter this relationship, and financialization mitigates the adverse effects of uncertainty by enhancing financial
flexibility. These findings provide important insights into corporate adaptation strategies under uncertain economic
conditions and underscore the importance of integrating macroeconomic stability with firm-level financial management

practices.
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