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Abstract

The aim of this research is to investigate the relationship between investor sentiment,
research and development (R&D) investments, and firm performance. The statistical
population of this study consists of 152 companies listed on the Tehran Stock Exchange
(TSE) during the period from 2013 to 2021. The results show that optimistic investor
sentiment, which facilitates low-cost equity issuance, prevents underinvestment in R&D and
improves firm performance. Optimistic investor sentiment does not drive managers to waste
low-cost resources on R&D projects that harm firm performance. Additionally, pessimistic
investor sentiment, which encourages share repurchases and undermines R&D investments,
reduces R&D spending and damages firm performance. However, if companies increase their
R&D investments after announcing share repurchases and in the presence of pessimistic
investor sentiment (negative relationship between firm performance and R&D expenses),
they do not experience worse performance. Finally, the results indicate that managers who
control investor sentiment likely invest in R&D projects that do not decrease firm
performance. Based on the findings, it can be stated that investor sentiment affects equity
financing conditions under various circumstances, which in turn affects the motivations of
firms for R&D investments and consequently firm performance. Accordingly, this study
discusses the impact of R&D on firm performance when investor sentiment affects stock
prices and demonstrates that R&D generally improves firm performance during optimistic
periods and decreases it during pessimistic periods.
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