Journal of Accounting & Financial Transparency 2025: 2(4) 35-64
https://doi.org/10.71965/aft.2025.1193926

Research Paper @ Open Access

The moderating role of CEO power in the relationship between capital structure
and firm performance

Hashem Kavianifard® ", Alireza Mirzaei?®

1. Department of Accounting, Dari.C., Islamic Azad University, Dariun, Iran.
2. Deputy of Clinical Affairs, Shiraz University of Medical Sciences, Shiraz, Iran.

ARTICLE INFO ABSTRACT
Received: 19 December 2024 ) . . . . .
Revised: 11 March 2025 Purpose: The aim of this study is to investigate the impact of CEO power

Accepted: 14 March 2025 on capital structure and firm performance, as well as the moderating role of
CEO power in the relationship between capital structure and firm
performance.
Methodology: Methodologically, this research is descriptive-analytical
and applied in purpose. The statistical population consists of companies
Sefords: Capital squcture, | isted on the Tehran Stock Exchange during the period from 2014 to 2023.
power, firm performance . . . .

Using a purposive sampling method, 95 companies were selected as the
sample. Data analysis was performed using EViews software version 13,
and hypotheses were tested using a multivariate regression model based on
panel data.
Findings: The findings indicate that capital structure has a negative and
significant impact on firm performance. CEO power exhibits a positive and
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Introduction

orporate capital structure and firm

performance have always been key

topics in financial management and
corporate governance. The allocation of
debt and equity in a firm's capital structure
and its impact on performance has been
extensively studied by researchers and
financial managers. Among these factors,
the role of the CEO and their power in
shaping financial decisions is of particular
importance, as strategic decisions made by
the CEO can significantly affect firm
performance and  capital  structure
optimization (Chiu et al., 2022; Arif et al.,
2023). CEO power, as one of their key
attributes, influences  organizational
decision-making processes and can either
enhance firm performance or exacerbate
agency problems (Li et al., 2017).
Some studies suggest that powerful CEOs
can act as strategic assets for firms during
economic crises and market fluctuations,
making decisive decisions that improve
firm  performance  (Amedu, 2016).
Similarly, research by Abdalkrim & Zehri
(2019) indicates that CEO power positively
impacts firm performance due to their
increased influence over key corporate
decisions. CEO power affects financial
decisions and firm performance in multiple
ways. More powerful CEOs have greater
control  over investment decisions,
financing choices, and the formulation of
strategic policies (Ning, 2020). Studies by
Li et al. (2017) and Mundi (2024) suggest
that powerful CEQOs can directly influence
capital structure and even increase its
complexity.
While many studies have examined the
direct impact of capital structure on firm
performance, limited research has explored
how CEO power moderates this
relationship. Some findings indicate that in
firms where CEOs hold significant power,
the relationship between capital structure
complexity and firm performance is weaker
(Chao et al., 2017; Mundi, 2023). These
results highlight that CEO power not only

impacts financial decisions but also plays a
crucial role in moderating the effect of
capital structure on firm performance. The
present study aims to fill this research gap
by investigating the moderating role of
CEO power in the relationship between
capital structure and firm performance. The
key research question addressed in this
study is: Does CEO power moderate the
relationship between capital structure and
firm performance?

Methodology

This research is applied in nature and
follows a descriptive-analytical approach.
The data were collected from the financial
statements of companies listed on the
Tehran Stock Exchange over the period
from 2014 to 2023. A total of 95 companies
were selected as the final sample. The
sampling method  was  purposive
(screening-based), selecting only
companies that met the study criteria and
had consistent and complete financial data
throughout the study period. The inclusion
criteria ensured that only firms with
continuous market presence, the same fiscal
year-end, and complete data for key
variables were analyzed.

For data analysis, EViews version 13 was
used. Initially, descriptive statistics of the
variables, including mean, standard
deviation, minimum, and maximum values,
were computed. The Levin, Lin, and Chu
test was applied to examine the stationarity
of the variables, confirming their stability.
To determine the appropriate model, the F-
Limer test was performed to choose
between the pooled effects model and the
fixed effects model. The results indicated
that the fixed effects model was more
suitable. Subsequently, the Hausman test
was conducted, confirming the fixed effects
model as the final model for analysis. To
test the research hypotheses, panel data-
based multiple regression analysis was
employed.
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Results

Descriptive statistics for the research
variables, including central tendency
measures such as mean and
minimum/maximum values, as well as
dispersion indicators  like  standard
deviation, are reported. The mean value of
the firm performance variable (ROA) is
0.07, indicating a positive return on assets
among the sampled firms. The average
financial leverage ratio is 0.45, reflecting a
debt-to-asset ratio of approximately 45%.
The average firm size is 6.60, suggesting
that the sample firms are relatively large.
The mean board composition is 0.35,
meaning that, on average, 35% of board
members are independent. The standard
deviation of 0.48 indicates substantial
variation in board composition across
firms. For binary variables, the findings
show that 60% of CEOs have long tenures,
while only 25.26% are founders of the
company and 45.26% hold ownership
stakes. Additionally, 55.79% of firms have
a powerful CEO, which may influence
financial decisions and capital structure. To
assess the stationarity of the variables, the
Levin, Lin & Chu (LLC) test was
employed. The results show that the p-
values for all variables are below 0.05,
indicating that the variables are stationary.
Therefore, the research variables do not
suffer from unit root issues and are suitable
for regression analysis.

To determine the appropriate panel data
model, the F-Limer test was first used to
compare pooled models with fixed or
random effects models. The test results,
with a significant p-value below 0.05,
support the use of a model with effects.
Next, the Hausman test was conducted to
choose between fixed and random effects.
The p-value of less than 0.05 led to the
selection of the fixed effects model as the
final model for regression analysis. The
results of the hypotheses are presented
below:

Hypothesis 1: The effect of capital structure
on firm performance
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Regression results indicate that capital
structure has a significant negative effect on
firm performance, with the financial
leverage coefficient at -0.125 and a
significance level of 0.002. Additionally,
firm size, growth, tangible assets,
profitability, and board composition all
have positive and significant effects on firm
performance. The adjusted RZ is 0.653,
indicating that 65.3% of the variation in
firm performance is explained by the
model. The F-statistic is also significant,
confirming the overall validity of the
model.

Hypothesis 2: CEO power and capital
structure

The results suggest that CEO power has a
significant positive effect on capital
structure (coefficient = 0.077, p = 0.013).
This implies that powerful CEOs tend to use
higher financial leverage. Other variables
such as firm size, growth, tangible assets,
and profitability also have positive and
significant effects on capital structure.
However, board composition and size do
not show significant effects in this context.
Hypothesis 3: CEO power and firm
performance

The regression results for this hypothesis
show that CEO power has a positive but
relatively weak effect on firm performance,
being significant only at the 10%
confidence level (p = 0.054). Other
variables, including firm size, growth,
tangible assets, and profitability, have
positive and significant effects on firm
performance. However, board composition
and size are not significant. The adjusted R?
is 0.527, indicating that the model explains
52.7% of the variation in firm performance.
Hypothesis 4: Interaction of CEO power
and capital structure

This section examines the moderating role
of CEO power in the relationship between
capital structure and firm performance. The
interaction term (financial leverage x CEO
power) has a coefficient of -0.022 and is
significant at the 10% level (p = 0.092).
This finding indicates that in firms with
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powerful CEOs, the positive effect of
capital structure on firm performance is
diminished. The adjusted R2 is 0.615,
indicating that the model explains 61.5% of
the variation in firm performance and
confirming its validity.

Conclusions

This study aimed to examine the
moderating role of CEO power in the
relationship between capital structure and
firm performance. Based on theoretical
foundations, capital structure is expected to
influence firm performance by affecting
capital costs and return on assets.
Simultaneously, CEO power plays a key
role in financial and strategic decision-
making, potentially altering the strength
and direction of this relationship.

Findings indicate that capital structure
significantly affects firm performance,
aligning with the pecking order theory,
which suggests that firms prioritize internal
financing before resorting to debt.
However, excessive debt can increase
agency costs and reduce efficiency,
consistent with agency cost theory.
Additionally, CEO power does not have a
direct impact on capital structure, implying
that financial decisions are influenced more
by macroeconomic factors and market
conditions  rather  than individual
managerial discretion.

Regarding firm performance, CEO power
alone does not have a significant direct
effect, but it plays an influential role
through interaction with other variables.
This aligns with the resource-based view,
which suggests that managerial skills,
knowledge, and networks contribute to
organizational success. Finally, CEO power
moderates  the  capital structure—
performance relationship, reducing the
positive impact of leverage on performance.
This supports agency theory, as powerful
CEOs may prioritize personal interests over
shareholder value.

These findings highlight the complex
interplay between capital structure, CEO

power, and firm performance, emphasizing
the importance of considering both
financial  policies and  managerial
characteristics. Firms should not rely solely
on leverage for performance improvement
but should also evaluate the influence of
CEOQ attributes on financial decisions.
From a practical perspective, shareholders
and boards should carefully monitor the
interaction between CEO power and
financial policies. Since powerful CEOs
may favor alternative financing methods
(e.g., retained earnings), firms should
implement governance mechanisms to
balance managerial discretion in financial
decision-making. Future research should
explore additional managerial traits such as
leadership style, international experience,
and professional networks, as well as
examine these relationships across different
industries and economic  conditions.
Advanced econometric techniques,
including dynamic panel models and
artificial neural networks, could further
validate these findings.

Despite its contributions, this study has
some limitations. First, it focuses on
publicly traded firms in Tehran Stock
Exchange, which may limit generalizability
to other financial markets. Future studies
should compare these relationships in
different economic contexts. Second,
alternative measures of CEO power could
be explored to gain a more comprehensive
understanding of its impact on financial
decision-making.
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