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Objective: The objective of this study is to investigate the impact of instability in
financial policies on the selection of investment strategies among companies listed on
the Tehran Stock Exchange.

Methodology: This applied research adopts a descriptive—correlational approach. The
statistical population includes 130 companies listed on the Tehran Stock Exchange
from 2013 to 2022. Investment strategy scores were calculated using four indicators:
employee-to-sales ratio, historical sales growth, the ratio of marketing and advertising
expenditures to total sales, and organizational stability. These variables were annually
quintile-ranked and scored. Confirmatory Factor Analysis (CFA) and path analysis
were employed using LISREL software to assess relationships between financial
policy instability and strategy selection.

Findings: The hypothesis testing results indicated that financial policy instability
significantly affects companies’ choice of investment strategies. Defensive strategies
are more influenced by variables such as current ratio, earnings per share, and inflation
rate. Analytical and prospective strategies are explained by different combinations of
financial ratios and indicators of organizational sustainability.

Conclusion: The findings confirm that corporate financial policies play a decisive role
in determining investment strategy types. Therefore, firms should consider both
internal financial indicators and broader macroeconomic instability when selecting
competitive investment strategies to maintain their market position.

Keywords: Financial policies, investment strategies, Tehran Stock Exchange, financial
instability
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EXTENDED ABSTRACT
Introduction

In today’s global economy, financial stability is a crucial element in guiding investment decisions
and strategies. Financial policy instability can have significant impacts on the decision-making process of
companies, particularly those operating in emerging markets. The Tehran Stock Exchange (TSE), as a
major stock market in Iran, serves as an important venue for examining how financial policy changes
affect corporate investment strategies. Several studies have shown that financial instability, driven by
volatile fiscal and monetary policies, influences the investment behaviors of companies and the types of
strategies they adopt. In a study by (Eyshi Ravandi et al., 2024), the instability of financial policies was
linked to the increased risk aversion of investors, who tend to avoid high-risk investments during uncertain
times. Similarly, (Yazdan Panah & Ahmadi Mousavi, 2023) explored how economic policy uncertainty in
Iran influenced investor sentiment and stock returns, underscoring the importance of stable financial
policies in fostering positive market conditions.

Financial instability in countries like Iran, where policy shifts are frequent and unpredictable, can
alter the financial landscape significantly. This instability is characterized by unpredictable government
fiscal policies, sudden regulatory changes, and fluctuations in monetary policies, which can lead to higher
market volatility. The effect of these changes is often observed in the form of reduced investor confidence
and altered corporate strategies. (Hasanzadeh et al., 2023) found that in such environments, companies are
more likely to adopt defensive strategies to mitigate risk, leading to cautious investment behavior.
Conversely, during periods of financial stability, companies can afford to pursue more forward-looking
investment strategies, focusing on long-term growth and innovation. Thus, understanding the relationship
between financial policy instability and investment strategy selection is vital for both researchers and
practitioners in financial management.

Methodology

This study employs a quantitative research methodology to examine the impact of financial policy
instability on the investment strategies of companies listed on the Tehran Stock Exchange. The data used
in this research covers a sample of 130 companies over a period from 2013 to 2014. Investment strategies
are categorized into three types: defensive, analytical, and forward-looking. These categories are based on
specific financial metrics that companies use to evaluate their investment behaviors. The metrics used to
compute the strategy score include the ratio of employees to sales, historical growth rate, marketing and
advertising efforts, and organizational stability.

The study uses a scoring system in which these four financial metrics are quintiled each year,
assigning a score ranging from 1 to 5 based on the quintile in which each observation falls. The composite
strategy score for each company-year is then computed by summing the individual scores for each metric.
This composite score allows for the categorization of companies into one of the three investment
strategies, with lower scores indicating a defensive strategy, mid-range scores indicating an analytical
strategy, and higher scores indicating a forward-looking strategy. To analyze the data, the study uses
confirmatory factor analysis and path analysis techniques, which are commonly employed in financial



studies to model complex relationships between variables. These statistical methods help to assess how
different financial policies influence the companies’ strategy selection over time.

Findings

The results of the data analysis provided substantial insights into the impact of financial policy
instability on the selection of investment strategies by companies listed on the Tehran Stock Exchange.
Descriptive statistics were computed for key financial metrics across the sample of 130 companies. The
data showed significant variations in profitability, liquidity, and financial leverage across the companies.
Specifically, the average Return on Assets (ROA) was 0.135, while Return on Equity (ROE) had a mean
value of 0.275, suggesting a moderate level of profitability among the companies. The average gross profit
margin was 0.064, with a relatively high standard deviation, indicating a diverse range of profitability
levels among the firms. Furthermore, the companies exhibited a wide range of liquidity positions, with
the average current ratio being 1.833, and the quick ratio at 1.506, pointing to varied liquidity management
across the sample.

Using confirmatory factor analysis (CFA), the study revealed that different financial ratios had
varying levels of impact on the adoption of defensive, analytical, and forward-looking investment
strategies. The findings indicated that the current ratio had the strongest path coefficient (0.925) for
explaining the variance in defensive strategies, showing that companies with stronger liquidity positions
were more likely to adopt defensive strategies aimed at risk mitigation. Conversely, working capital to
assets ratio had the least impact on defensive strategy adoption (0.127), reflecting a lesser reliance on this
specific liquidity indicator in decision-making.

For analytical strategies, the quick ratio (0.638) and current ratio (0.526) were identified as
significant factors, influencing companies’ strategic decisions to analyze and balance their risk levels,
while the retained earnings to total assets ratio showed a moderate influence (0.268). This suggests that
companies opting for analytical strategies rely more on their immediate liquidity ratios to adjust their
investments strategically, ensuring they can weather short-term financial challenges.

In the case of forward-looking strategies, the return on equity (0.745) and net profit margin (0.745)
were key indicators, suggesting that companies with higher profitability were more likely to pursue
strategies focused on growth and innovation. Notably, gross profit margin (0.269) had the least
explanatory power for forward-looking strategies, pointing to the fact that companies prioritizing long-
term growth tend to focus more on overall profitability and less on short-term margins.

In addition, the findings from the structural equation modeling (SEM) revealed that financial
policies, particularly in terms of liquidity management and profitability, played a crucial role in shaping
the investment strategies of companies. The path coefficients for all variables were statistically significant
(p-value < 0.01), confirming that these financial metrics had a direct influence on the strategic choices
made by firms.

Moreover, the results of the regression analysis indicated that during periods of financial
instability, companies with lower liquidity and weaker profitability were more likely to adopt defensive
strategies. On the other hand, in times of financial stability, companies with stronger financial performance
and liquidity positions tended to adopt more analytical and forward-looking strategies, aiming for
sustainable growth and innovation.
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Discussion and Conclusion

The results of this study confirm the hypothesis that financial policy instability significantly
impacts the investment strategies of companies listed on the Tehran Stock Exchange. The findings align
with previous studies that suggest financial instability leads to more cautious and defensive investment
behavior. Companies in unstable financial environments are more likely to adopt defensive strategies as a
means to protect their assets and reduce exposure to risk. This observation is consistent with the work of
(Hajiha & Ranjbar Navi, 2018), who found that companies in unstable environments tend to focus on short-
term financial stability rather than long-term growth.

On the other hand, when financial policies are stable and predictable, companies are more inclined
to adopt forward-looking strategies, which focus on innovation and long-term growth. This shift towards
more aggressive investment strategies during periods of financial stability has been documented in several
studies, including (Porter, 2014), who argued that a stable financial environment is essential for fostering
long-term investment decisions and innovation. The results also highlight the critical role of organizational
stability in determining the type of investment strategy a company adopts. Companies with stable
organizational structures and lower employee turnover rates are more likely to pursue forward-looking
strategies, as they have a stronger foundation for supporting long-term investments.

The findings of this study have several practical implications for both investors and managers. For
investors, it is crucial to understand the relationship between financial policy instability and company
behavior. In times of financial instability, investors may need to adjust their expectations and consider
companies with defensive strategies, which are less likely to engage in high-risk investments. For
managers, the study suggests that during periods of instability, it may be more prudent to focus on
maintaining liquidity and protecting the company’s financial position rather than pursuing aggressive
expansion. Conversely, in stable financial environments, managers can focus on innovation, research, and
development to drive long-term growth.

In conclusion, the study provides valuable insights into how financial policy instability affects the
investment strategies of companies in emerging markets. It underscores the importance of financial
stability in fostering long-term growth and innovation while also highlighting the need for companies to
adopt defensive strategies during periods of instability. Future research could further explore the effects
of other macroeconomic factors, such as inflation and interest rates, on investment strategies. Additionally,
the impact of government regulations and policies on corporate decision-making could be examined in
greater detail to understand how external factors influence investment behavior in emerging markets.
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