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Abstract

One of the topics well dealt with in the theoretical foundations of financial economics is the
sensitivity of investment costs to cash flow. The extent to which a company relies on internal resources
is determined by the investment's sensitivity to its cash flow. Therefore, the purpose of this study was
to investigate the relationship between free cash flow and investment sensitivity with respect to the
moderating role of financial constraint in listed companies in Tehran Stock Exchange. The sample
companies in this study included 125 companies listed in Tehran Stock Exchange during the years
2012 to 2016. In this regard, there are three hypotheses that there is a significant relationship between
free cash flow and investment sensitivity as well as examining the moderating role of financial
constraint in the next hypothesis and also in firms that are expected to suffer more financial constraint,
investment sensitivity is less than Free cash flow is not higher. Data were analyzed using linear and
logistic regression statistical techniques with Eviews software. The results show that there is not only
positive and significant relationship between free cash flow and investment sensitivity; The financial
constraint also moderates the relationship between free cash flow and investment sensitivity, and in
firms that are expected to suffer greater financial constraints, investment sensitivity is not lower than
higher free cash flow.
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