Financial and Behavioral Researches in Accounting
Vol. 4, No. 3, Ser No. (14), Autumn 2024, pp 117-135

Moderating Role of Board Diversity and Financial Reporting Complexity in
Relation between management Overconfidence on the liability Financing
Decisions In the Iranian Capital Market

Shokoufeh Etebar!, Hosein Jannat makan?, Ali Tamoradi?

Received: 2024/11/19

Accepted: 2024/12/20 Research Paper

Extended Abstract

Background and Purpose: The issue of financing remains a persistent concern for financial
managers in companies (Mohammadi et al., 2010). Beyond environmental and company-
specific factors, decisions regarding debt financing can be significantly influenced by the
behavioral traits of managers. Overconfident managers, for instance, tend to impact the
efficiency of investment projects through a preference for internal financing (Ebrahimi et al.,
2011). Empirical studies also indicate that board independence and diversity enhance
decision-making processes and mitigate systemic errors arising from managerial
overconfidence (Gurdeev, 2023). Simultaneously, financial reporting and its associated
complexities have garnered substantial research interest. Evidence highlights that market
reactions and investor behavior are shaped by the nature of financial reports, which offer
critical insights into a company's future performance and correlate with subsequent economic
outcomes (Rajebzadeh, 2023). Rajebzadeh (2023) further notes that such practices can
conceal inefficiencies in investment and financing decisions, thereby contributing to the
complexity of financial reporting. Given the importance of these variables in debt financing
decisions, the present study examines the moderating role of board diversity and financial
reporting complexity on the relationship between managerial overconfidence and financing
decisions within the Iranian capital market.

Methodology: This study employs regression analysis to provide insights into practical
applications. It is a post-event study based on temporal dimensions and applied in nature
concerning its purpose. The statistical population comprises 630 companies listed on the
Iranian Stock Exchange and OTC markets. Using a systematic knockout sampling method,
financial data from 145 companies within the Iranian capital market were collected for the
research period spanning 2015 to 2021. A multivariate regression model (Model 1) was
utilized to test the first three hypotheses, following the framework of Rahib and Lotfi (2016)
with modifications and expansions tailored to this study. Descriptive statistics, such as mean,
median, range (largest and smallest values), standard deviation, and inferential statistics, like
correlation coefficients and multivariate linear regression, were applied to analyze and
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evaluate the research hypotheses. The study conducted several assumption tests for regression
implementation, including the Breusch—Pagan test, the Glejser test, the Harvey test, the
ARCH test, and the White test, to address heteroscedasticity. It also assessed the
independence of residuals using the Durbin—Watson statistic, the normality of the dependent
variable distribution using the Jarque—Bera test, and multicollinearity using the Variance
Inflation Factor (VIF). Additionally, the reliability of the research variables was examined
using the Levin, Lin, and Chu test, and the appropriate model selection was confirmed using
the F-Limer and Hausman tests. The collected data were processed and categorized using
Microsoft Excel, and the final analyses were performed using EViews 11 software.

Findings: The results indicate that managerial overconfidence has a significant positive effect
on debt financing decisions. As managerial overconfidence increases, companies are more
likely to engage in debt financing. Furthermore, a significant relationship exists between the
complexity of financial reporting and financing decisions, supporting the first hypothesis. The
findings also reveal a significant positive relationship between board diversity and financing
decisions, alongside a significant negative relationship between financial reporting
complexities and financing decisions for companies listed on the Tehran Stock Exchange.
Board diversity moderates the relationship between managerial overconfidence and financing
decisions by reducing the strength of the positive relationship, confirming the second
hypothesis. However, the complexity of financial reporting does not moderate the positive
relationship between managerial overconfidence and financing decisions. This relationship
was found to be non-significant and negative, leading to the rejection of the third hypothesis.
Discussion: The findings from the first hypothesis confirm that as managerial overconfidence
increases, companies are more inclined to incorporate debt into their capital structure, leading
to an increase in debt financing decisions. The second hypothesis demonstrates that greater
gender diversity on the board of directors reduces the reliance on debt in the capital structure.
Additionally, board diversity significantly moderates the relationship between managerial
overconfidence and financing decisions in companies listed on the Tehran Stock Exchange.
This indicates that higher board diversity mitigates the influence of managerial
overconfidence on financing decisions. Financial reporting complexity, an important factor in
the quality of financial disclosures, increases information asymmetry. Prior research suggests
that higher complexity in financial reporting leads to greater information asymmetry between
companies and creditors, reducing creditors’ willingness to extend financing. Consequently,
increased interest rates hinder a company’s ability to finance through debt. Highlighting a
significant relationship between overconfidence, financial reporting complexity, and
financing decisions. However, the findings also reveal that financial reporting complexity
does not moderate the relationship between managerial overconfidence and financing
decisions, as evidenced by rejecting the third hypothesis. Based on these results, it is
recommended that shareholder general assemblies prioritize the inclusion of at least one
female board member when selecting board members to enhance board diversity.
Additionally, companies are advised to reduce information asymmetry by improving the
transparency of financial reporting, thereby facilitating better access to desired financing
resources.
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