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Abstract

This study investigates the impact of managerial psycholog’tal traits—
specifically ability, narcissism, and overconfidence—onythe Valug relevance
of accounting information in the%Jehran Stock Exehange (TSE). While
traditional research focuses on the aligament between aceounting measures
and market values (Francis & Schippem, 1999),\this research integrates
behavioral accounting into the valuation frameworke,Drawing on Upper
Echelons Theory, weWexamine how managers’ cognitive and personality
profiles influence thewguality offinancial signals. Using a sample of 139 non-
financial companies from 20150 2024, the study employs the Ohlson (1995)
model. Managérial abilityis measured via the"Demerjian et al. (2012) DEA
approach, narcissism thgoughfigm size signatures, and overconfidence via
CAPEX “patterns. Resuli$iy estimated using GLS to account for
heteroscedastieity, reveal that while managerial ability significantly enhances
value relevance,Nboth narcissism and overconfidence exert a substantial
negative effecthThese findings suggest that behavioral biases erode the
reliability of finangial disclosures, particularly in emerging markets like Iran,
where institutional\woids amplify the impact of managerial traits on
information asymmetry.
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V. Introduction

The core utility of financial reporting lies in its ability to reduce information
asymmetry and facilitate accurate firm valuation. Value relevance measures
the extent to which accounting-based data—such as earnings and book
value—explain market-driven variations in stock prices. While traditional
studies emphasize reporting quality and standard-based compliance, recent
behavioral perspectives suggest that the quality of financial signals is
inextricably linked to the psychological profiles of decision-makers.

A significant research gap exists in integrating these personality traits into a
unified model of value relevance. Most studies have examined the
consequences of managerial traits on specificgoutcomes, like earnings
management in isolation. This research addresses‘this gap by eXamining the
“end-state” 1impact: how the  interplay of ability ngrcissism, and
overconfidence affects the market’stability to rely on aegounting mformation.
In the context of the Tehran Stagk Exchange, where hightinflation and weak
governance prevail, understandingwhethergmanagerial biases,compromise the
integrity of financial sigmals is critical, for market efficiency and investor
protection.

Y. Literature Review

The theoreticalfoundation*ef thiswresearch rests on the integration of Upper
Echelons, Theory'and Signaling *heory.
\

Managerial®Ability ‘and Walue Relevance:

Upper Echelons Thedty posits that managers’ cognitive and experiential traits
drive organizational structure and strategy. Managerial ability, defined as the
capacity to optimizeyresources to generate future cash flows (Demerjian et al.,
2012), acts as a driverof high-quality signaling. Competent managers, through
strategic analysis and efficient resource allocation, are expected to produce
more accurate and transparent financial information (Bloom et al., 2017). In
the Iranian context, competent managers may mitigate the distortions of
inflation through better management of accruals and increased transparency,
acting as internal monitors in an environment with weak external oversight.
Consequently, we hypothesize that higher ability enhances the market’s
reliance on accounting information.

Hypothesis 1: Managerial ability has a significant positive effect on value
relevance.
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Narcissism and Value Relevance:

Narcissism—characterized by grandiosity, a need for admiration, and a sense
of entitlement (Ames et al., 2006)—creates a conflict between personal
prestige and stakeholder interests. To maintain a facade of success, narcissistic
managers may utilize discretionary accruals to inflate earnings or hide
inefficiencies (Hametal., 2017). This behavior, explained by Agency Theory,
increases information asymmetry and degrades the reliability of financial
statements. As the gap between economic reality and reported performance
widens, the predictive power of accounting data diminishes.

Hypothesis 2: Narcissism has a significant negative effectoon value relevance.
Overconfidence and Value Relevance: \

Overconfidence is a cognitive bias where managersy @verestimatehthe
probability and magnitude of faverable outcomes While underestimating
adverse ones (Malmendier, 2005), Unlike narcissism, which is driven by ego-
maintenance, overconfidence is often an, unintentional 'perceptual error
(Presley & Abbott, 2013)NI his bias affeets judgment-based accruals, such as
reserves, fair value estimates;, and impairment assessments. Overconfident
managers may delayhthe recogrition of losses or overstate asset values
(Heaton, 2002), ultimately undegmining the faithfulness and reliability of the
financial reports:

\
Hypothesis,3 (H3H_3H3)\@uerconfidence has a significant negative effect on
value relevange.

¥.  Methodology“wl,
Sample and Data:

The study utilizes a sample of 139 non-financial companies listed on the TSE
from March 20157t0 March 2024. The sample excludes banks, financial
institutions, and holding companies to avoid industry-specific accounting
distortions. Data were sourced from Codal and Rahavard Novin.

Variables and Measurement:

o Dependent Variable: Value relevance, measured using the Ohlson
(1995) model (earnings and book value).

e Independent Variables:



o Ability: DEA-based efficiency score (Demerjian et al., 2012).
o Narcissism: Firm size signature (Ham et al., 2018).

e Overconfidence: CAPEX-to-asset ratio dummy (Campbell et al.,
2011).

Econometric Approach:

The study employs a panel data approach. Following the Hausman test, Fixed
Effects were selected. Due to heteroscedasticity identified by the Breusch—
Pagan—Godfrey test, Generalized Least Squares (GLS) was tised for the final
estimation to ensure robust results.

¢, Results \

The regression results confirm the, proposed hypothgses: M;]agerial ability
was found to have a statistically significant positive coefficient, indicating that
as managers become more effigient inyresourceqmanagément, the market
perceives their accounting disclosures as more relevant for Maluation.

In contrast, both narcissism and overconfidence exhibited significant negative
coefficients. The results suggestthat narcissistic tendencies lead to earnings
manipulation aimed at image ‘preservation, which reduces the reliability of the
reported figures, Similarlyy, overconfidencewintroduces systematic errors in
accounting estimates, particularyin judgment-intensive areas, which erodes
the conneetion betweén age@unting data and market value. The statistical
significance of these resultsiunderscores that behavioral biases are not merely
“noise” butware fundamental determinants of the information environment.

e, Conclusion

This study demonstrates that the value relevance of accounting information is
significantly influenced by the psychological profiles of firm managers. Our
findings confirm that while managerial ability enhances the transparency and
predictive power of financial reports, narcissism and overconfidence act as
disruptive forces that decouple accounting signals from intrinsic firm value.

From a macro perspective, this research suggests that traditional valuation
models—which rely solely on economic and financial variables—suffer from
significant bias by ignoring the “human element.” Managerial traits act as
omitted correlated variables in standard valuation models. By failing to
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account for these biases, analysts may misinterpret the drivers of stock price
volatility.

Furthermore, this study highlights a critical distinction between developed and
emerging markets. While previous international studies (e.g., Chen et al.,
2012; Ham et al., 2017) observe similar directions in findings, the intensity of
these effects in Iran is notably higher. In developed markets, robust regulatory
frameworks and high institutional transparency act as moderators that dampen
the impact of behavioral biases. However, in the Iranian market, characterized
by concentrated ownership, higher information asymmetry, and institutional
voids, the impact of managerial personality on reporting quality is amplified.
For instance, overconfidence in Iran manifests moreydirectly through
distortions in discretionary accruals due to weakegréxterpal mopitoring.

Consequently, investors and regulators in emerging marke& must adept a
more holistic approach to firm valuation—one thatwintegratestbehavioral
insights with traditional financial analysis to navigate the‘gomplexities of the
information environment.
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