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The Relationship between Investor Sentiments and Innovation
and Financial Constraints

Elham Abdoli !
Zahra Farshadfar 2

Abstract

Increased investor sentiment changes managers' risk preferences and they tend to make more
daring decisions, thereby initiating R&D activities and ultimately leading to firm innovation.
The purpose of this research is to examine the relationship between investor sentiments and
innovation and financial constraints. This research is practical in terms of purpose and in
terms of the method of data collection, it is Ex-Post Facto research that is in the field of
accounting proof research. Also, the estimation of the model has been done using the multiple
regression method in the ordinary least squares (OLS). To collect information, the data of
companies admitted in the Tehran Stock Exchange in the period of 2014-2023 have been
used. The results show that there is a significant relationship between investor sentiments and
company innovation. Strong sentiments of investors reduce the company's financing
constraints, and strong investor sentiments reduce the company's financing constraints by
improving innovation. These results show that investors' strong sentiments can help reduce
funding constraints; Because the market timing effect caused by investors' willingness
reduces the cost of external financing and thus increases the company's ability to raise capital.
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