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Abstract

Overconfidence as one of the personality traits of managers affects each of the factors and stages of investment. In this regard, it is possible
that financial constraints and ownership type affect the relationships. Hence, the purpose of this study was to investigate the roles of
governmental ownership and managerial ownership in the relationship between managers' overconfidence and R&D expenses in the context
of financial constraints. In this study, 30 companies were selected from among the companies listed on Tehran Stock Exchange (TSE) during
the years of 2002-2018 to test the hypotheses by using the generalized least-squares method. The results indicated a significant and positive
relationship between the managers' overconfidence and R&D expenses. This relationship was stronger in the companies with strong financing
constraints.
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Introduction

Decisions of investing in R&D need more courage. Managers with extreme self-confidence are more entrepreneurial than rational
managers, thus greatly promoting the company’s internal technological innovation activities. Some researchers believe that with the
increase of uncertainty, the corporate investment environment will be more complicated and changeable, but overconfident managers
are more interested in arduous tasks. Managers face more severe challenges in the R&D investment in the environment of strong
compared to weak financing constraints. Therefore, using more confident managers to play an active role in innovation and compete
with similar companies can be effective.

On the other hand, the state- compared to non-state-owned companies can have access to internal and external financial resources more
easily. This is because the state-owned companies have abundant assets and rich government-related resources. Thus, in the context of
strong financial constraints, the former companies can use some special financing channels to obtain financial support. On the other
hand, managerial ownership helps to align managers and shareholders’ interests since it has an effective role in controlling managers'
behaviors, while causing managers to avoid decisions that lead to over-investment. Accordingly, the purpose of this study was to
investigate the relationship between managers' overconfidence and R&D expenses in companies with financial constraints influenced
by the type of ownership.
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Method and Data
In this study, 30 companies were selected from among the companies listed on Tehran Stock Exchange (TSE) during the years of 2002-
2018 to test the research hypotheses by using the generalized least-squares method.

Findings

The results indicated a significant and positive relationship between the managers' overconfidence and R&D expenses. This relationship
was stronger in the companies with strong financing constraints. Additionally, the positive relationship between the managers'
overconfidence and R&D expenses was stronger in the non-state-owned companies, while managerial ownership had no significant
effect on the relationship between them in the context of financial constraints.

Conclusion and discussion

Based on the findings, the positive relationship between the managers' overconfidence and R&D expenses was stronger in the
companies with strong financing constraints. In addition, upon investigating the impact of ownership type on this relationship, the
positive relationship between them was found to be stronger in the non-state-owned compared to the state-owned companies in the
context of strong financing constraints. On the other hand, managerial ownership did not show a significant effect on the relationship
between them in the companies with financial constraints. In fact, the moderating role of state ownership was more effective than
managerial ownership because the relationship between the managers' overconfidence and R&D expenses was weaker in the state-
owned companies under financial constraints.
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Figure (1) Linear trend of the mean of the main variables during the research period

el ol ey s sl e 3G a5 (LG Oge3l) il Liu)y ey (hagn glaosls Sl s 52 alsl s
oslatul ame ys st Llo Ao ys +/40 L;ua}@a“);uﬁ;;ﬁm(m)o\,mw}go}‘jwuﬁau@@up&m
e &S bl 5l e jasie Lanl ulul o A dalgss O3S Gan S5 0del 3535 0 Gl dadie 51K o s s e )
e Sl Bl Blie 53 ol sl 31 A saasoles Ogesl sl ply sl 0700 51 28 sl Gsa3l 4 b e Ol
Sy emla Osa3 5l sdkalomsay Jlaz| c]a.‘ Dlde b 51 (L adls glaesls il s o shU (slaesls b Sesle Ol @) ol
GlpaS J sl 5 Sde gladie 55 abais gla 3l ((saluas &) 03 ol 51 ol (/00 51 3K 58) (0) 5 (8) () Jus
s e Ossl 3l bl Slewal b slaes asiis gl p ool ol eslinad _sslas la jl b ol slaesls 51 (Y) Juts
S edalimsay Jlol dbaal lad ol ol oslizal Blaad 15310 3 55 gyl s O gl 51 (Samns s 05031 51 5 OB
Sl oty Gleaal Ao 5 0 (gllast o 53 ol iy sl 035 /00 31 1S il yls el 05031 53 (tass glaans b
Sl 2 o b e e (Steend ot 350 3 S Saeens Ose30 Gl sdalamsay Jlax| S b Jue Sl
bl Sleeal w5 sl st gladie ol eesss ey coddplol (SLa0 sa3T o1 31 Sl Lot 3 05051 ke
Ao e o Jaseas g3l s Sl BB S el el eslital (a8l eans Slagye A=) GLS hs) 5l s paze oy
Wl 03 S () Jsdr 55 asven 005l s o sl eslizad (VIF) Lty pys bele S5l adate 51 S



AR O.)&A&j&‘ﬁ‘)‘j) ‘)b;ﬁ:}w.kl\ﬁkwbwj};;:bdc)uujo\ﬂ.h@W\&ﬁ&ﬁlhr\)ﬂ;ﬂ:ﬂh)tsuﬁf)ﬁ

Lard 3 09051 53 s pica o (VIF) asen 0 a3 (F) s
Table (3) Alignment Test (VIF) between Variables in the Hypothesis Test
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Figure (2) A Paradigm graph of the impact of public ownership on the relationship between managers’
overconfidence and R&D expenditures
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Figure (3) Graph examining the effect of ownership structure on the relationship between overconfidence and
R&D expenditures in companies with financial constraints
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