Archive of SID.ir

Quarterly Financial Accounting

E-ISSN: 2783-4417
Vol. 15, Issue 2, No. 58, Summer 2023, p 21-43
Received: 24.08.2023 Accepted: 01.01.2024

Research Paper
Analyzing the Role of Behavioral Factors and Corporate Governance in the Capital
Structure of Companies

Ehsan Ahmadi
Ph.D. Student in Financial Engineering, Faculty of Industrial and Systems Engineering Tarbiat Modares
University. Tehran, Iran
ahmadi.ehsan@modares.ac.ir

Parastoo Mohammadi*
Assistant Professor of Economics, Faculty of Industrial and Systems Engineering, Tarbiat Modares University.
Tehran, Iran
p.mohammadi@modares.ac.ir

Farimah Mokhatab Rafei
Associate Professor of Finance, Faculty of Industrial and Systems Engineering, Tarbiat Modares University.
Tehran, Iran
f.mokhatab@modares.ac.ir

Abstract

Deciding on capitalstructure is one of the most challenging and difficult issues faced by companiesand the most
critical decision regarding their continued survival. The most important factors in the capital structure of
companies can be the quality of corporate governance as well as the behavioral factors of managers, because
ultimately the management decides on the financing method. Therefore, the purpose of this study is to analyze
the role of behavioralfactorsand corporate governance in the capitalstructure of companies. In order to estimate
the research models, theannualdata of 188 companiesadmitted to the Tehran Stock Exchange during the period
of 2011-2021 and the Generalized Moments Method were used. Also, in order to extract and identify the
behavioral variables, a qualitative approach and interview tools with experts have been used. The results related
to the role of corporate governance in the capital structure of companies show that the indicators of corporate
governance such as; The dual duties of the CEO, the diversity of the board of directors, the independence of the
board of directors, the gender of the CEOQ, the ownership of the board of directors, and the ownership of the CEO
and the board of directors have a role in influencing the company's capital structure. On the other hand, the
results related to the role of behavioral factors in the capital structure of companies show that behavioral
indicators such as; Overconfidence, management ability, managers' personality type, optimism, management
tenure, narcissism, conservatism and short-sightedness have a role in influencing the company's capital structure.
The efficient market hypothesis, which underlies conventional economic theory, is based on logical assumptions
about efficient markets and profit maximization. However, the efficient market hypothesis is often unable to
explain the chaotic phenomena observed in financial markets.
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Introduction: The theories of capital structure and the selection of debt and capital leverage for financing
companies have been proposed since the 1950s, and in recent years, aspects of the impact of corporate
governance on the type of decision-making of managers and boards of directors have been considered. At the
level of corporate governance, the capital structure has been investigated in the form of the impact of gender
diversity on corporate governance, and other aspects such as the influence of board members, the number of
members, the way of interaction, the degree of concentration of share ownership on the capitalstructure have not
been seriously examined so far. On the other hand, considering the broad governmental structure of Iran's
economy, private and public sector ownership in the board of directors of companies and how it affects the
capital structure of companies can be an attractive topic for research. Also, behavioral finance analysts strongly
question the conventional economic theory in which human reasoning and emotional-cognitive torshot are
generally not considered. Due to the current interest in studying psychological biases in financial behavior and
due to little information about interventions in companies' decision-making in terms of capital structure, this
study evaluates cognitive factors with direct effects on profit and loss. Therefore, the main purpose of this study
is to examine the effect of corporate governance and behavioral factors on the capital structure of companies
listed on the Tehran Stock Exchange.

Method and Data: Since this research seeks to find a meaningful relationship between research variables and
also studies the limits of changes of the dependent variable with respect to the limits of changes of the
independent variables, it is among correlational researches. In this study, the data analysis method is dynamic
data panel method, GMM approach.

Findings: The results related to the role of corporate governance in the capital structure of companies show that
the indicators of corporate governance such as; The dual duties of the CEO, the diversity of the board of
directors, the independence of the board of directors, the gender of the CEO, the ownership of the board of
directors, and the ownership of the CEO and the board of directors have a role in influencing the company's
capital structure. On the other hand, the results related to the role of behavioral factors in the capital structure of
companiesshow that behavioral indicators such as; Overconfidence, management ability, managers' personality
type, optimism, management tenure, narcissism, conservatism and short-sightedness have a role in influencing
the company's capital structure.

Conclusion and discussion: The efficient market hypothesis, which underlies conventional economic theory, is
based on logical assumptions about efficient markets and profit maximization. However, the efficient market
hypothesis is often unable to explain the chaotic phenomena observed in financial markets.
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