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Abstract

Overinvestment influences the financial leverage and the corporate financial system liquidity. There is a
relationship between corporate leverage and overinvestment when the financial system's cash flow is
high, and this causes a change in the role of financial leverage. The purpose of this study is to
investigate the impact of the financial system liquidity and corporate financial leverage in corporate
overinvestment. By understanding these effects, we can prevent from excess liquidity, which leads to
investment problems and the disruption in the corporate financial leverage. This study examines the
data of 120 companies listed in Tehran Stock Exchange during the 2012-2017 period. To explore these
effects, the overinvestment (OVERI), the financial leverage (LEV), the liquidity (DLIQ), the corporate
free cash flow (FCF), the concentrated ownership (OWN), the family ownership (FAM), and the
current ratio (CR) variables will be evaluated. For data analysis, first, the F-Limer test (i.e., the Chow
test) is used to determine whether to use ensemble regression or panel data regression. In the next step,
Jarque-Bera tests will be performed to measure the normalization of model errors. Besides, Breusch-
Godfrey tests will be used to carry out serial autocorrelation. Finally, Breusch-Pagan tests will be
utilized to detect the heteroscedasticity in synthetic data. In this study, the synthetic data approach has
been used to estimate the model and test the hypotheses. Furthermore, Chow and Hussmann tests have
been used to determine the model pattern. According to the results of these tests, the ensemble
regression pattern was used. Finally, the results of the research hypothesis test showed that the first and
second hypotheses of the study were confirmed at 5% error level.
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