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Abstract

The main aim of the present research is to study the relationship between Institutional investment horizon and invest-
ment-cash flow sensitivity in firms listed in Tehran Stock Exchange. The population of the present research includes all
the firms listed in Tehran Stock Exchange during 2007 to 2011 that the sample size with the use of screening method
and after elimination of irrelevant observations has been obtained to be equal to 102 firms. In this study the institutional
investment horizon and type of industry has been considered as independent variables to study their relationship with
investment- cash flow sensitivity of the firms in our sample In the present study panel data with fixed effect has been used
and the obtained results from data analysis of the firms with the use of multi-variable regression at 95% confidence level
indicate that there is a reverse relationship between the investment horizon of institutional investors and investment-cash
flow sensitivity of firms. On the other hands, these results indicate that the intensity of the relationship between invest-
ment horizon of institutional investors and investment-cash flow sensitivity of firms in different industries is different.
In a way that in Metallic mineral and computer industries this effect is not significant while it is significant and reverse in
other industries and in medicine industry it has the minimum reverse effect and in basic metals industries has the highest
reverse effect.
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1. Introduction

The investment sensitivity refers to cash flows and
changes of capital expenses in companies for changes in
cash flows. This study is related to concepts of investment
and corporative financing (Kashanipor and Taghinejad
1388). The most important factors that investment sensi-
tivity influences on cash flows is Institutional investment
horizon. The Institutional investments as one of the most
important factors in capital markets is dominating the
Stock markets around the world. The variety and grow-
ing role of institutional investors, with special attention
of researchers confirms mentioned result (Dargahi and
Pashanejad 1391).

Hence this study investigates the relationship between
Institutional investment horizon and investment sensitiv-
ity-cash flow in firms listed in Tehran Stock Exchange.

*Author for correspondence

The financing for long-term investments and work-
ing capital consists major part of managers concerns.
According of theory of Miler and Modigliani there is no
difference between financing from Company’s internal or
external resources under perfect capital market. In this
case the firms can finance through Capital market with
the rate of capital expenditure (Arabsalehi and Ashrafi
1390). The capital market cannot be fully effective in
practice. Furthermore, leading the firms are available to
managers that be not owned by the company. In this case
the investors do not trust to company managers and they
demand the rate of more returns for financing of proj-
ects investment (Liland and Pipely 1997). On the other
hand, investors have less information as to the economic
condition of firms and in many cases they assess Risk
investment in companies more than the actual amount
(Arslan et al 2006). Finally, firms financing from external
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resources (Equity, Bond) is very costly and causes that the
Financing exceeds from declared nominal rate of return.
These factors incline the firms to Increasing use of inter-
nal resources for financing their investments (Liland and
Pipely 1997).

Case study is based on recent evidence that the pres-
ence of institutional investors more stable will boost the
company’s performance (Elyasiani and Jia, 2010), will
Reduce the cost of company liability (Elyasiani and Jia,
2010), will improve the performance after merger (Maik
Dierkes, et al 2010) and will strengthen acquisition to
good status in terms of property acquisition by manage-
ment (Gasparet al., 2005). In addition, large institutional
shares can also have a disciplinary effect on Managers
of investee companies through price effect of potential
adverse. In this case long-term Institutional investments
follow exit Strategy (Admati and Pfleiderer, 2009). In this
regard Institutions with large and stable property manag-
ers can monitor managers to avoid transaction costs and
the impact on prices resulting from the sale of shares of
large. This theory is corresponds with Shen et al (2007)
and shows that Institutions weigh up costs and benefits of
trade versus monitoring. In order to Keep plenty of stock
and keep them for a long time, long-term institutional
investments can affect Ownership and merger and acqui-
sition transactions positively (Gaspar et al., 2005). Shen et
al (2007) have provided further evidence in support from
effective regulatory role of long-term institutional inves-
tors and in more recent researches Elyasiani and Jia (2008,
2010) have shown that Stability of institutional ownership
has a positive impact on company performance.

According to mentioned points, the main question of
this study is investigation of effect of Institutional invest-
ment horizon on investment sensitivity to cash flows in
firms listed in Tehran Stock Exchange. In order to clarify
the debate, we will mention a few examples of empiri-
cal studies conducted in this area, and then we focus on
methods, findings, and conclusions of the research.

Bronotermlay (2013) did a research as “the investi-
gation of relationship between Institutional investment
horizon and Appendix Index S&P500” This evidence
shows that when we concentrate on the different roles of
institutional investors the diversity and heterogeneity of
institutional matters.

Giladliona et al (2013) did a research as “the investiga-
tion of relationship between investment horizon, risk and
Compensation in the banking industry” that the findings
of this research shows that Banks with invested heavily
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short-term cash are paid less benefits and in contrast to
long-term investment banks have sharply lower perfor-
mance.

Arab Salehi and Ashraf (1390) investigated the rela-
tionship between financial constraints and the sensitivity
of investment to cash flow. The findings of this study
indicate positive role of cash reserves in reducing the sen-
sitivity of investment to company’s cash flow. Kashanipor
and Taghinejad (1388) in a research as “Effect of finan-
cial constraints on the cash flow sensitivity of cash”
compared the sensitivity of investment to cash flow and
cash flow sensitivity of cash flows as measures of finan-
cial constraints. They with the test of significance of the
coefficients of optimal cash reserves concluded that the
sensitivity of investment to cash flow is more appropri-
ate criteria rather than to Cash flow Cash for determining
the financial constraints. However they did not use the
equation of optimized cash reserves for the classification
of companies. Hasasyeganeh et al (1387) found Evidence
about the positive impact of institutional investors on
the company in tehran Stock Exchange. This research
has shown that institutional investors have incentives to
improve performance and they can punish managers who
do not move in their interests.

The conceptual model of study is as Figurel:

According to the proposed conceptual, regression
model of study is as:

CAPX; CF; CF;
Lo+ o+ B1Qi g + Pyt By —— - IHy q + &
Air At Air1

The variables included in this model are defined as fol-
lows:

CAPEXit: The amount of capital expenditure of company
I in year t that is calculated through net increase in fixed
assets during the period.

Ait-1: The total assets of company I in year t-1.

Qit-1: The Q_tubin of company I in year t-1 that is cal-
culated from the ratio of market value to book value of
equity of company I in year t-1.

CFit: Net cash flows from operating activities of company
Iin year t.

Operational definition of investment horizon arises in
two ways as follows:

The first method:

IIIHit-1: Horizon of institutional investors of company I
in year t-1 that is dummy variable.If the Percent owner-
ship of the long-term institutional investors is more than
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of the percent ownership of the short-term institutional
investors, we consider l.otherwise 0 is considered. The
percent ownership of the institutional investors is equal to
Shares held by state-owned companies and public capital
stock of the Company.

The second method:

I1IHit-1: Horizon of institutional investors of company I
in year t-1.in order to calculating of Horizon of institu-
tional investors according to the research of Nejahatij et al
(2012), weighted average flow rate of institutional share-
holders is used as follow. The lower weighted average is
indicative of higher Horizon of institutional investors.

M;,
WACRJt E ij.tAVG,CRk.t
k=1

Wk,j,t: Institutional Shareholder’s percentage ownership
k in company j.

Myj,t: The number of institutional investors of company j.
AVG_CRKk,t: Institutional Shareholder average turnover
rate k that is calculated as follow:

1 4
AVG_CRie = 4 ; CRit ri1-

Ny
CRo. — > i1 1SkiPis — Skir-1Pit-1 — Skie-1AP;¢|
kt = ZNk.r Skt Pie +Sk i1 Pir1 !
iz

Nk,t: Number of shares of company I that is stored by
Institutional Shareholder k in t three-month of year.

Pi,t: The price of Institutional Shareholder I in t three-
month of year.

r: first 3-month to fourth 3-month.

Population and sampling:

Since the time domain of this study is from 1386 to 1390,
hence the population includes all firms listed in Tehran
Stock Exchange. The method of FA systematic sampling
is as Table 1.

2. Result

Descriptive statistics of research variables that have been
calculated using data of companies during the years of
1386 to 1390, includes the mean, median, standard devia-
tion, minimum and maximum (Table 2).
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2.1 Test of Research Hypotheses

2.1.1 Test of First Hypothesis

First hypothesis: There is a reverse relationship between
the investment horizon of institutional investors and
investment—cash flow sensitivity of firms.

After testing the assumptions of regression and make
sure they are confirmed, the results of the fitting of men-
tioned regression equation for manufacturing companies
is presented in Table 5 the value of F Statistics (11.276)
shows that the regression model is significant. The coet-
ficient of determination and adjusted coefficient of
determination of mentioned model is 56.2% and 50.7%
respectively. Hence we can conclude that in mentioned
regression equation, roughly 50.7 % of Changes in capi-
tal expenditure of companies surveyed is determined by
Independent and controlled variables.

According to Table 5: Significant level of sensitivity of
investment to cash flow

(CF /A ) is 0.031 that it is less than of considered
Significant level in this study (5%), Absolute t statistics
of this variable (3.158) is more than t statistics of table
with the same freedom degree. Therefore at 95% confi-
dence level, the obtained coefficients for the mentioned
variables in the regression model of study is significant.
On the other hand Significant level of interaction effect
of horizon of institutional investors and investment sen-
sitivity to cash flow (CF /A *IIH, ) is 0.017 that it
is less than of considered Significant level in this study
(5%), Absolute t statistics of this variable (3.838) is more
than t statistics of table with the same freedom degree.
Withconsidering the negative sign of the coefficient of the
mentioned variable (-0.467), we can conclude that there is
a reverse relationship between the investment horizon of
institutional investors and investment—cash flow sensitiv-
ity of firms. Hence the first hypothesis is confirmed.

2.1.2 Test of Second Hypothesis

Second hypothesis: The intensity of the relationship
between investment horizon of institutional investors
and investment—cash flow sensitivity of firms in differ-
ent industries is different. After testing the assumptions of
regression and make sure they are confirmed, the results
of the fitting of study regression equation to industry
Separation is presented in Table 5. The value of F Statistics
shows that the entire regression model is significant in
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every industry. The coefficient of determination and
adjusted coefficient of determination of regression model
are presented too.

As shown in Table 5 significantly changing the sensi-
tivity of investment to cash flow (CF, /A, ) in regression
model of mentioned industries is 0.000, 0.541, 0.0037,
0.000, 0.000 and 0.217 respectively. Since significantly
changing the sensitivity of investment to cash in basic
metals, chemicals, Automotive and pharmaceuticals is
less than of considered significant level in this study (5%);
therefore at 95% confidence level, the obtained coeffi-
cients for the mentioned variables in the regression model
of basic metals, chemicals, Automotive and pharmaceuti-
cals is significant, while in Metallic mineral and computer
industries this effect is not significant.

According to of value of variable coefficient of inter-
action effect of horizon of institutional investors and
investment sensitivity to cash flows (CF /A, _*IIH, )
in industry of basic metals (-0.911), chemicals (-0.761),
Automotive(-0.712) and pharmaceuticals (-0.134) indicate
that the intensity of the relationship between investment
horizon of institutional investors and investment—cash flow
sensitivity of firms in different industries is different. In a
way that in Metallic mineral and computer industries this
effect is not significant while it is significant and reverse in
other industries and in medicine industry it has the minimum
reverse effect and in basic metals industries has the highest
reverse effect. Hence the second hypothesis is confirmed.
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