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Obijective: This study aims to investigate the impact of the COVID-19
pandemic on the net investment expenditures of business entities and to
explain the moderating role of cash flexibility in this relationship.

Method: To examine the impact of COVID-19 on the net investment
expenditures, the study employs the Generalized Least Squares (GLS)
regression method using data from 143 companies listed on the Tehran
Stock Exchange over the period 2009 to 2022. To investigate the moderating
role of cash flexibility in this relationship, the Propensity Score Matching
(PSM) method is first used to extract a matched sample of 84 companies,
followed by the implementation of the Difference-in-Differences (DID)
approach on the matched sample data.

Results: The findings indicate that the outbreak of the COVID-19 pandemic
led to a reduction in net investment expenditures among companies. Moreover,
the results show that having a high degree of cash flexibility in the years before
the outbreak of COVID-19 has been able to moderate the effect of this crisis
on the net investment spending of companies. The results of supplementary
tests using an alternative definition to measure net investment expenditures
and using the entropy matching method to extract the matched sample confirm
the main findings of the study.

Conclusion: Overall, the findings highlight the negative impact of the COVID-
19 crisis on the ability of business entities to expand tangible and intangible fixed
assets. They also underscore the critical role of high cash flexibility in preserving
and enhancing firms’ operational capacity during the crisis.
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Introduction

This paper examines how the COVID-19 pandemic impacted net investment expenditure.
Originating in China in 2020, the pandemic prompted global measures such as isolation, social
distancing, and economic restrictions. These actions had significant economic consequences,
affecting businesses worldwide. Economic growth declined, and financial constraints became
common. The global capital market also faced increased uncertainty and volatility, leading to
lower stock market values. Firms struggled to secure external funding and conserve capital.
While cash-strapped companies reduced investment expenses, those with greater cash
flexibility were less affected. It’s worth noting that most empirical evidence comes from
developed nations, with limited data available from emerging markets like Iran.

Method

This research distinguished by its practical outcomes, employs an analytical, quasi-
experimental, and correlational methodology. The data harnessed for this study is of a
retrospective nature. The primary sources of research data were the Rahvard Novin database
and reports published on the Codal site, with data analysis conducted using Stata software. The
study's first hypothesis was tested using a multiple regression model, controlling for industry
and year effects, and utilizing the generalized least squares (GLS) estimator. The second
hypothesis was evaluated in light of the non-randomness of the moderator variable. The
propensity score matching (PSM) method was initially employed to derive a matched sample.
This was followed by the application of the difference-in-differences (DID) estimator, taking
into account the industry and year effects. The DID method, a prevalent technique in quasi-
experimental research, facilitates the control of company heterogeneity pre and post-shock
events (in this instance, the COVID-19 outbreak), and distinguishes the time effects from the
shock-induced effects. To manage the impact of variance heteroscedasticity and the potential
correlation of disturbance terms when measuring the standard errors, cluster correction was
implemented at the firm level. In the context of supplementary analyses, an alternative
definition was adopted to quantify the dependent variable, and the entropy balancing method
(EBM) was applied to procure the matched sample.

Results

The impact of external crises on the multifaceted activities of business entities is
unequivocal. A prime example of such a crisis is the COVID-19 pandemic, which emerged in
late 2018 and escalated in early 2020. This crisis significantly disrupted numerous financial
and accounting sectors, adversely affecting the capital supply chains of business entities. A
notable consequence of this crisis was a liquidity shortage experienced by many businesses,
casting a shadow over their investment activities. To explore this phenomenon, the current
study investigated the influence of COVID-19 on the investment activities of business entities.
The findings revealed that the pandemic has led to a reduction in firms’ net investment
expenditures. These results align with the findings of Jie et al. (2021) and Rostami Jaz et al.
(2021). Furthermore, the study found that possessing a high degree of flexibility mitigated the
negative impact of the crisis on the investment expenditures of business entities. This aspect of
the research findings is in harmony with the findings of Jie et al. (2021).

Conclusions

This study makes three significant contributions to the existing body of literature. Firstly, it
enhances our understanding of the financial implications of the COVID-19 pandemic on
business entities. Secondly, it augments the existing literature on the importance of financial
flexibility. While previous studies have recognized the role of liquidity flexibility in optimal
resource allocation and effective financial risk management, only a few have explored the
advantages of cash flexibility in times of crisis. This study underscores the protective role of
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monetary flexibility during crises such as the COVID-19 outbreak. Thirdly, by emphasizing
the role of cash flexibility in alleviating financial pressures during the COVID-19 pandemic,
this study offers valuable insights for policymakers at both micro and macro levels in managing
similar crises. In this study, to account for the characteristics of business entities that remain
constant over time and across industries, the effects of years and industries were incorporated.
To minimize the potential distortion of omitted variables, the impact of various variables was
controlled. Cluster correction was applied at the firm level to account for the cluster correlation
of the disturbance terms in the models when measuring the standard error of the coefficients.
Additionally, an alternative definition was used to measure the research's dependent variable
(net investment expenses). To control for the endogeneity arising from self-selection bias as
much as possible, propensity score matching (PSM) and entropy matching methods (EBM)
were employed to derive the matched sample. Finally, the difference-in-differences approach
was used to examine the effect of cash flexibility on the relationship between the spread of
COVID-19 and net investment expenditure. However, certain limitations may hinder the
appropriate generalization of the research findings. For instance, this study assumes that the
COVID-19 outbreak had a uniform impact across different industries. Yet, during the outbreak,
some industries such as transportation, hotels, and restaurants experienced severe financial
losses, while others, such as telecommunications and real estate accumulation, were less
affected. Future researchers are encouraged to take this into consideration by conducting
industry-level analyses.
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