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ABSTRACT

Behavioral and psychological factors, such as power, agency costs, profit management,
and myopic behavior of managers can affect information transparency and cause
significant changes. Evidence, on the other hand, suggests that investors determine the
value of stocks under the influence of judgments based on mental imagery, unscientific
information, and the psychological and emotional conditions of the stock exchange.
However, investors can be present in this market relying on information transparency.
Therefore, considering the importance of these relations for market, the present study is
an attempt to investigate the effect of managers' ethical and behavioral characteristics on
investors’ sentiments in companies listed on the Tehran Stock Exchange. For this purpose,
hypotheses are developed and data of Companies listed on Tehran Stock Exchange during
2009 to 2018 are analyzed. The statistical population of the study includes 150 companies,
selected by systematic elimination. The regression model of the research is tested using
panel data method with integrated effects approach. The results show that with regard to
the effect of managers’ ethical and behavioral characteristics, optimism, short-sightedness,
agency behavior, and profit management intensify investors' sentiment and have a
positive and significant effect on it by reducing transparency in firms’ decision-making
environment. Moreover, the results confirm that the managerial power index, which
reflects manager's authoritative behavior, has no significant effect on investors' sentiment.
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INTRODUCTION

Traditional financial theory states that stock prices represent the underlying value of
stocks and reflect the value of future cash flows. Based on efficient market
hypothesis, investors behave rationally, meaning that they process all available
information and seek to maximize the expected utility. Accordingly, stock price
changes are related to systematic changes in the firm's core values, and the irrational
behavior of the investor has no effect on returns. Even if some investors shock
supply and demand with foolish trading, other rational arbitrators cancel out the
effects of these shocks. Therefore, stock prices will remain at a fundamental level.
But evidence suggests that investors do not use quantitative methods to determine
stock value. Judgments are based on mental imagery, unscientific information, and
psychological and emotional conditions of the stock market.

PURPOSE

The emergence of emotional behaviors by stock market investors is influenced by
factors such as political and economic issues, intensification of sanctions, parallel
markets, different management behaviors, and signals provided to the market by
the company management. There are basic discussions on ethical and behavioral
characteristics of managers that can have a significant effect on transparency and
capital market behaviors. Accordingly, the present study investigates the effect of
ethical and behavioral characteristics of managers on investors' sentiments in
companies listed on the Tehran Stock Exchange.

METHODOLOGY

Due to the impossibility of controlling all related variables, this study is not a purely
experimental research. According to the analysis of past information, this research
is a quasi-experimental research. Also, considering that the results obtained from
the research solve a specific problem or issue, it is applied in terms of its objective
and correlational with a regression approach in terms of its methodology.

RESULT

Developed and then tested. For this purpose, the research model was first examined
to test the research hypotheses. However, before fitting the research model, it is
necessary to perform the Chow test to evaluate the use of panel data method with
fixed effects as opposed to the integrated data method. According to the statistics
and error level of Chow test for the research model, the results confirm the null
hypothesis, confirming the use of the integrated data method. Therefore, the
research model was estimated to test the hypotheses related to the effect of ethical
and behavioral characteristics of managers on investors’ sentiments according to
the preferred method.



According to the results presented in Table (5) and according to the obtained F-
statistic (2.994) and its error level (0.000), it can be claimed the research model is of
high significance that at 99% confidence level. Also, according to the adjusted
coefficient of determination obtained for the model, which is equal to 31%, it can be
said that the independent variables explain more than 31% of the changes in the
dependent variable. In addition, given Durbin-Watson statistics of 2.194, it can be
argued that there is no first-order autocorrelation between model residues.
Moreover, the results showed that among the control variables, only the ratio of
operating cash flow to total assets and return on assets has a significant effect on
investors’ sentiments.

CONCLUSION

Companies whose managers highly observe ethical codes and strive for the interests
of shareholders and the society, have more transparency, level of supervision and
more accurate planning. These companies try to present a stable trend to the market
and avoid creating tension in the market. Therefore, it is expected to witness fewer
sentiments among the investors of companies with more transparency. In addition,
there is an argument that in companies with managers with opportunistic behaviors
and lower ethical codes, there is a lower level of transparency and a lower level of
oversight. Ethical issues are not completely observed in these companies that have
no stable conditions. Also, these managers do not care about the interests of
shareholders, so it is expected that they will face more investor sentiments.
Consistent with these arguments, the results showed that in relation to the effect of
ethical and behavioral characteristics of managers, the characteristics of optimism,
myopic behaviors, agency costs, and profit management intensify investors’
sentiments and have a positive and significant effect on it by reducing transparency
in the company's decision-making environment. In fact, the results confirm that
these opportunistic characteristics (optimism, myopic behaviors, agency cost, and
profit management) educe the rational behavior of shareholders and increase
investors’ sentiments. On the other hand, the results confirm that the management
power index, which indicates the authoritative behavior of the manager, does not
have a significant effect on investors’ sentiments and their rational behavior.

NOVELTY

The present study investigated the effect of managers' ethical and behavioral
characteristics on investors’ sentiments in companies listed on the Tehran Stock
Exchange. For this purpose, hypotheses were developed and the available
information was analyzed. In general, with regard to the effect of managers'
behavioral and ethical characteristics on investors’ sentiments, there is an argument
that companies with managers with higher behavioral and ethical standards, who
strive for the interests of shareholders and society, have more transparency.
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