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Abstract: This study aims to investigate the effect of equity mispricing on the relationship between
corporate sustainability performance and leverage adjustments. To achieve this purpose, the number of 178
companies has been studied from 2017 to 2022. The study's hypothesis was tested through a multivariate regression
method and panel data method, utilizing Eviews 10. The findings show that corporate sustainability performance
has a positive and significant effect on leverage adjustments. Also, equity mispricing has a negative and significant
effect on the relationship between corporate sustainability performance and leverage adjustments. Overall, this
paper highlights the important role of corporate sustainability performance in shaping corporate capital structure
dynamics and suggests implications for corporate strategic planning on the optimal levels of corporate sustainability
performance activities. Contrary to previous studies, this research shows that the speed of lever adjustment is
heterogeneous among different companies and is determined by various factors. In addition, this study introduces a
new essential non-financial element called "firm sustainability performance" that explains cross-sectional changes
in the speed of leverage adjustment.
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1. Introduction

Among the massive volume of studies about equity
structure, there is a highlighted fact that shows a
theoretical consensus that is generally acceptable for a
large part of the previous literature. Based on this
consensus, companies are constantly adjusting and
modifying their capital structure according to various
changes that occur in the internal and external
environment to provide financial security for the
company and maximize its value as well. Companies
only adjust their leverage ratios when the benefits of
this process outweigh their costs. As a result,
companies can be expected to not always operate under
the target capital structure, and the issue has been
raised regarding the speed of companies moving
towards the target lever. Financial leverage has been
introduced as a factor that determines the financial
ability of the company, and it is believed that financial
leverage increases the degree of financial distress in
various situations. As the simplest definition suggests,
financial leverage means the amount of debt a company
incurs to acquire more assets [1].

Adjustment means the action that companies take
at the end of the financial year to report the remaining
items of the financial statements, and the speed of
adjustment is the speed at which companies adjust their
capital structure in line with the target and optimal
leverage [2].

Companies incur costs because of the leverage
adjustment process. Sometimes the costs of adjusting
financial leverage are such that companies prefer not to
adjust the debt-to-leverage ratio. Therefore, when
making a decision about adjusting the debt ratio,
companies pay attention to their future costs and
benefits and consider the optimal range of capital
structure, and this view is based on the "dynamic
equilibrium theory". Companies should accordingly,
instead of target leverage, imagine an optimal range for
this issue in order to overcome the cost-benefit due to
the advantages and disadvantages of debt and, as a
result, try to achieve the maximum value for the
company. In the framework of dynamic equilibrium
theory, it can be claimed that the difference between
various companies is in the amount of actual leverage
adjustment needed to achieve the optimal target, which
is presented in the form of a concept called "adjustment
speed”. Adjustment speed is defined as the ratio of
actual lever changes to the optimal target and can be
affected by a variety of factors [3]. One of these factors
is related to sustainability performance.

Mispricing of companies' stocks in the capital
market is considered a phenomenon that arises from
capital market deficits. Impacts of investor behavior
and information asymmetry are major examples of
incomplete market features, which show one of the
main influential factors in the misevaluation of assets
in the capital market. In fact, corporate stock prices
reflect expected future cash flows based on available

and obvious information, and hiding or not disclosing
important information about the future aspects of the
company leads to the misevaluation of companies in
the capital market [4]. If the value of equity in the
market is overvalued, this condition will reduce the
company's cost to issue shares, while if the stock value
is undervalued, it leads to higher equity costs. If the
cost of issuing shares changes in this way, and if the
company exploits or encounters these costs, then the
rate at which the company adjusts its target debt ratio
will depend on the level of mispricing of the stock [5].
This research contributes to the literature on the
dynamic adjustment of capital structures. The previous
literature assumed that the speed of leverage
adjustments was constant among various firms, but
recent literature has provided evidence that shows this
issue is heterogeneous and determined by different
factors. In addition, we use dynamic partial adjustment
models of capital structure to identify factors that
determine the speed of adjustment, and this study
introduces a new essential non-financial element called
"firm sustainability performance,” which explains the
cross-sectional changes in leverage adjustment speed.
It also identifies an underlying economic channel and
examines a stock misevaluation mechanism that
explains the relationship between firm sustainability
performance and the speed of leverage adjustments.

2. Theoretical Foundations

In recent decades, non-financial performance in
general and the sustainability of the company in
particular have become increasingly important, which
has attracted special attention among companies and
their stakeholders. Corporate sustainability
performance is the extent to which a company
simultaneously  integrates ~ economic  growth,
environmental protection, social efficiency, and
governance elements into its operations and ultimately
determines the impact of these elements on the
company and society [6]. Previous literature shows that
firm sustainability performance has the potential to
create value for companies by increasing financial
performance, which can further reduce certain financial
constraints [7], company risk [8], and cost of capital
[9]. The capital structure literature especially shows
that companies are more likely to consider target
leverage ratios when issuing new capital [10]. Even if
dynamic exchange theory predicts that there are special
incentives in companies to adapt to the goal lever by
reducing any deviation from those goals [11],
companies may decide to temporarily deviate from
their target levels due to significant financial frictions
in the form of stock issue costs or intermediary costs.
In other words, with respect to the cost of rebalancing
the lever, moving toward the goal might be slow [12-
14].

Numerous studies have examined the effects of firm
sustainability  performance on  firm  financial
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performance. These studies present conflicting results
that show a positive, negative, U-shaped, and even
inverse  U-shaped relationship  between  firm
sustainability performance and corporate financial
performance [15-17]. However, the available and
current meta-analysis shows clear evidence that a
positive relationship is more likely to occur [15, 18,
19]. For example, in the review of several experimental
studies, van Beurden and Gossling [20] show that there
is clear evidence for a positive relationship between
corporate social and financial performance. They also
suggest that studies with conflicting findings use older
data. Servaes and Tamayo [21] show that there is a
positive relationship  between corporate social
responsibility and corporate value when customers are
highly aware of the company's activities. Similarly,
Eccles et al. [18] show that firms with superior social
and environmental performance, which are considered
to be highly sustainable, perform better with respect to
financial matters than firms that are deprived of any
explicitly sustainable practices. Flammer [22] examines
shareholders' proposals for the firm's sustainability
performance, which are generally approved or defeated
by a small margin of votes, and finds that approved
bids lead to abnormally positive stock returns.

According to Luo and Bhattacharya [23], firm
sustainability performance increases customer loyalty
and creates greater pricing power.

Cheng et al. [7] showed that firms with stable firm
performance are more likely to access financial
resources. In a similar vein, El Ghoul et al. [9] showed
that firms can benefit from investing in sustainability
performance at a lower cost of equity. Dhaliwal et al.
[24] showed that companies with high stock costs tend
to invest more in various activities for the next year to
enjoy the future reduction in their stock costs. Breuer et
al. [25] found that in countries with strong investor
support, stock costs are reduced when a firm invests in
its sustainability performance. El Ghoul et al. [9]
concluded that investing in corporate environmental
responsibility reduces corporate stock costs worldwide.
Bae et al. [26] concluded that firm sustainability
performance could reduce high leverage costs by
affecting firms' interactions with their customers and
competitors. Zhou et al. [27] focused on the sensitivity
of equity costs to leverage deviation and suggested that
highly sensitive companies adjust more quickly to their
target leverage. Ho et al. [28] found that stock liquidity
had a significant positive effect on leverage adjustment.
In addition, other studies considered mispricing of
stock as an element of market timing that had
significant effects on leverage adjustments. Warr et al.
[29], for example, concluded that mispricing of stock
affects the speed of adjusting the leverage ratios in
companies, and this particular effect depends on the
position of the actual leverage relative to the target
level. It has also been shown that corporate decisions
have a significant impact on leverage adjustment costs.

Warr et al. [29] showed that companies that have
leverage above the optimal level and therefore need to
issue their stocks, generally adjust to their target faster
when their stocks are overvalued. On the other hand,
when stocks are undervalued, this speed is much
slower. Overall, companies with high levels of
performance that are likely to overvalue stocks in the
market have lower costs to adjust their leverage, and
therefore, in these companies, faster adjustments move
toward the target lever can be seen [5].

3. Research Background

Aflatuni et al. [30] conducted a study entitled "The
effect of commercial credit on the speed of leverage
adjustment™ during the years 2006-2018, using data
from 143 companies listed on the Tehran Stock
Exchange. The results showed that in high-leverage
(low-leverage) companies, the leverage adjustment
speed is faster (slower) for those business units that
have less commercial credit and therefore have higher
business credit capacity.

Ho et al. [5] conducted a study entitled "The effect
of corporate sustainability performance on leverage
adjustments” using 19,434 years of company
observations in a large sample of 31 countries from
2002 to 2018. The results showed that companies with
superior corporate sustainability tend to adjust more
quickly to their target leverage ratios. These results
also showed that better corporate sustainability helps
companies reduce information asymmetries, increase
shareholder participation, increase stock prices in the
stock market, and improve competitive advantage in
the product market.

Orazali et al. [31] conducted a study entitled "The
impact of sustainability performance indicators on
financial sustainability: evidence from the Russian oil
and gas industry.” The results showed that companies
improve their sustainability performance indicators to
manage risk and improve their financial sustainability.
Also, the specific characteristics of a certain company,
such as financial capacity, financial leverage, company
size, and company age, are important implicit factors
affecting the level of financial stress and sustainability.

Gupta [32] conducted a study entitled
"Environmental sustainability and implied cost of
equity: international evidence™ using sample data from
23,301 company-years of observation in 43 countries.
The results showed that improving environmentally
sustainable performance reduces the cost of capital.
Also, the weaker the level of corporate governance of
companies, the stronger these results are.

Ray and Ray Chaudhuri [33] conducted a study
entitled "The relationship between Business Group
Membership and Corporate Sustainability Reporting".
The statistical sample of this study included 326
companies-years of observation during 2014 and 2015.
The results show that membership in business groups
improves the level of sustainability reporting of
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companies.

Kuzey and Uyar [34] conducted a study entitled
"Determinants of sustainability reporting and its impact
on firm value" based on samples taken from 297
Turkish companies listed on the Istanbul Stock
Exchange. Findings indicated a growing awareness of
the Global Reporting Organization based on
sustainability reporting among the companies under
review as well as improving the quality of reports.

Goémez-Bezares et al. [35] conducted a study
entitled "The Relationship between Sustainability
Performance and Corporate Stock Returns" from 2006
to 2012 using data from 350 Spanish companies. The
results showed that there is a negative relationship
between firm sustainability performance and stock
returns. In addition, these results showed that investing
in companies with sustainable performance not only
increases returns in the survey stages, but also prevents
shareholders from losing in later stages.

4. Research Methodology

This research is based on firms listed on the Tehran
Stock Exchange in Iran. We begin with an initial
sample of 2490 firm-year observations from 2017-
2022. The Rahavard software provides the relevant
variables. A total of 530 firm-year observations relating
to finance, investment, equity trusts, and funds were
excluded because of their different practices. Also,
financial institutions have distinct requirements to hold
cash to meet operating and financing activities, so they
were excluded from the sample. Further, we exclude all
the firm-year observations when CEO compensation
variables were not available. Therefore, the final
sample had 825 firm-year observations.

5. Research Hypotheses

1- The company's sustainability performance has
a significant effect on leverage adjustments.

2- Stock misevaluation has a significant effect on
the  relationship  between  firm  sustainability
performance and leverage adjustments.

6. Research Variables

6.1. Dependent Variable

The dependent variable of the present study is
leverage adjustments (A).

According to the research of Ho et al. [5] and An et
al. [36], the lever adjustment speed through the
relations and models is calculated as follows: (Partial
adjustment model No. 1, which is the main model for
estimating leverage adjustments, is based on the
assumption that the adjustment speed is similar in
different companies. In order to test the research
hypotheses, model (1) is modified).

The target (optimal) lever is not directly measurable
and, according to the literature, is considered the ratio

determined by the characteristics of the company (Xi.1)
as model (1):

Model (1): LEV'; = B Xit + &

Lev*;, - optimal leverage of company i in year t

Xit - the characteristics of company i in year t

Company characteristics include firm size, growth
opportunities, and capital expenditure ratio.

Firm size (SIZE) - natural logarithm of sales

Growth opportunities (GO) - ratio of market value
to book value of company assets

Tangible assets (TA) - property, plant, and
equipment divided by the book value of total assets

The characteristics of the company are replaced in
Model (2).

Model (2): LEV"; = B; SIZE; + f, GOy + f3 TAy +
Eit

SIZE; - the size of company i in year t

GOy, - growth opportunity of company i in year t

TA; - tangible assets of company i in year t

Model (3): MLi— MLis =4 (LEV ii— MLir) + &5t

ML;; - the real ratio of the financial leverage of
company i in year t

LEV*; - the optimal leverage ratio of company i in
year t

&t - €rror component

A - the average adjustment speed towards the
optimal lever

According to the above equation, if A = 1, the real
lever and the optimal lever are equal, and if A = 0, the
real lever and the real lever of the previous year are
equal. Therefore, the average adjustment is between 1
>\ > 0 and the closer this ratio is to one, the greater
the gap between the real lever and the optimal lever for
the company is.

By substituting model (2) into model (3), model (4)
is obtained.

Model (4): MLy = (1- ) MLy, + ABy SIZEy + AB,
GOi + AB3 TAi + &it

According to the research of Ho et al. [28] and An
et al. [36], the real lever is calculated as described in
Equation (1).

_ BD

ML = BD; +ME @)

ML - the ratio of financial leverage to market value
for company i in year t

BDy; - the book value ratio of the debts of Company
i inyeart

ME; - the market value of the equity of company i
in yeart

The market value of equity is obtained by
multiplying the number of shares by the market value
per share.

6.2. Independent Variable

The independent variable of the present study is
corporate sustainability performance (CSP).

According to the research of Ho et al. [5], the
sustainability performance of the company is a virtual
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variable. Therefore, in the case that the disclosure of
sustainability performance is well done, it will have a
value equal to one, and otherwise it will be equal to
zero. In order to extract the indicators of disclosure of
sustainable performance, we rely on the activities of
the board of directors of the companies and explanatory
notes.

On the other hand, according to the research of
Sajjadi and Bonabidim [33], the reporting criteria for
each dimension are considered in the following order:

Economic Performance (SEP): The amount of
investment in research and development as well as
investment in environmental deterrents

Social Performance (SSP): The number of working
days lost in an accident and the percentage of
employees who participate in sustainable development
training programs

Environmental Performance (SENP): Costs of
dealing with the effects of airflow, energy
consumption, use of recycled materials, and the amount
of hazardous waste reduction due to material changes.

The level of disclosure of firm sustainability
performance is calculated according to the researches
of Ho et al. [5] and Orazali et al. [31] as follows:
Equations (2), (3), (4) and (5):

CSP = SEP + SSP + SENP 2

SUS - corporate sustainability performance

SEP - economic performance

SSP - social performance

SENP - environmental performance

Disclosure of company economic performance =
Total items disclosed in economic terms (3)

Total items that can be disclosed in economic terms
Disclosure of company social performance =

Total items disclosed in social terms (4)

Total item s that can be disclosed in social terms
Disclosure of company environmental performance =
Total items disclosed in environmental terms (5)

Total items that can be disclosed in environmental terms

In the above relations, the total disclosed items
represent the sum of scores received by each company
based on the indicators of the above three sections, and
the total number of disclosable items represents the
sum of scores received by companies. If the maximum
disclosure score received by the companies is more
than half, the level of disclosure is close to one and
appropriate; otherwise, it is close to zero and the
disclosure is poor. Finally, if the maximum score
received in equation (6) is higher than the average, the
firm's sustainability performance will be one, and if it
is lower than the average, it will be zero.

6.3. Moderator Variable

The moderator variable of the present study is stock
mispricing.

According to the research of Ho et al. [5], stock
mispricing is a virtual variable that, if the company's
stock is overvalued, will be equal to one; otherwise, it
will be equal to zero. If there is no misevaluation, this
ratio will be equal to one. If this ratio is greater than

one, it means that the stock price is less than the real
value and will be equal to one, and if this ratio is less
than one, it means that the stock price is more than the
real value and the score will be equal to zero. False
stock valuation is measured by the ratio of intrinsic
value to stock price (V/P). The intrinsic value of the
stock is calculated as described in Equation (6).

ROE;—r ROE 41—
V — + t [ + t+ [ +
t Bt 1+4re Bt (1+re2) BHl

ROEyp—Te 4
(1+rez)* I'e BHZ (6)

V. - intrinsic value of stocks in year t

B - book value of shares at the end of the year t

ROE; - return on equity at the end of the year t

re - the rate of return expected by ordinary
shareholders (discount rate), which is calculated using
the CAPM model as described in Equation (7).

le=(rm—re) * Bi + 1y (7)
re - risk-free rate of return (rate of government
bonds)

Bi - beta coefficient
rm - market rate

6.4. Control Variables

The control variables of this research include:

Size (SIZE) - the natural logarithm of the book
value of total assets

Tangible assets (TANG) - ratio of property, plant
and equipment to the carrying amount of total assets

Profitability (PROF) - ratio of interest before
interest, tax, depreciation to book value of total assets

7. Research Model

According to the research of Ho et al. [5], to test the
first hypothesis of the research, a regression model
based on composite data as described in Model (3) is
used.

Model (3) }“it = ﬁO + ﬁl CSPth + ﬂg SlZEn + ﬂ3
TANG;; + 4, PROF;; + &4

Ait - the speed of adjustment of the leverage for the
company i in year t

CSP;; - sustainability performance of company i in
year t

Xit - company's control variables in year t, which
are described in Equation (1)

If the P1 coefficient is significant at the desired
confidence level (95%), the first hypothesis of the
research is confirmed.

According to the research of Ho et al. [5], to test the
second hypothesis of the research, a regression model
based on composite data as described in Model (4) is
used.

Model (4): Ay = fo + f1 CSPi; + £, EquityM;; + f3
CSP;* EquityM;; + B4 SIZE;; + fs TANG;; + B¢ PROF;,
+ &t

EquityM;, - false share evaluation of company i in
year t

If the Bs coefficient is significant at the desired
confidence level (95%), the second hypothesis of the
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research is confirmed.

8. Research Findings

8.1. Descriptive Statistics

As seen in Table 1, the average lever adjustment
speed is 0.429, which indicates that most of the data
related to this variable is concentrated around this
point. The median of the firm size variable is 14.14,
which indicates that half of the data in this variable is

less than this value and the other half is greater than it.
During the time domain of the research, the highest
value of the tangible asset variable is equal to 0.845,
and the lowest value of this variable is equal to 0.001.
As seen in Table 1, the standard deviation of the
variables is not zero, and they meet this condition. In
the statistical population, the maximum and minimum
values of this parameter are equal to 1.495 and 0.132,
which are related to the variables of company size and
profitability, respectively.

Table 1 Descriptive statistics of research variables (The authors)

Variable Symbol  Average Mean Max Min Sd Skewness
Lever adjustment speed A 0.429 0.417 0.978 0.038 0.203 0.351
Corporate sustainability performance  CSP 0.530 1 1 0 0.499 -0.128
Share mispricing EquityM  0.067 0.081 0.911 -0.900 0.154 -0.944
Company size SIZE 14.33 1414 1912 1130 1495 0.933
Tangible asset TANG 0.253 0.215 0.845 0.001 0.177 0.944
Profitability PROF 0.108 0.090 0.638 0.0008 0.132 0.239

The skewness parameter indicates the degree of
asymmetry of the variable frequency curve. If the
skewness coefficient is zero, the society is perfectly
symmetrical, and if the skewness -coefficient is
positive, there will be skewering to the right, and if it is
negative, there will be skewering to the left. For
example, the skewness coefficient of the firm
sustainability performance variable is negative and
equal to -0.128, which means the frequency curve of
this variable in the study population is skewed to the
left and deviates from the center of symmetry to such
an extent.

8.2. Inferential Analysis of Data

To analyze the data from each of the stated models,
it is necessary to test the classical hypotheses of the
research model before processing them and testing the
hypotheses.

8.2.1. Residual Variance Heterogeneity Test

One of the hypotheses of ordinary least squares
(OLYS) linear regression is that all residual components
have equal variance. To test the assumption of variance
heterogeneity in this study, a White test was used, and
the results are presented in Table 2.

Table 2 Results of residual variance heterogeneity test (The

authors)
Hypothesis Hg Model Sig. Test Result Estimation
level statistics method
Homogeneity First 0.0000 4.981 Ho GLS
of variance Second 0.0000  9.147 rejected

The results in Table 2 show the significance level
calculated in the White test for models less than the
error level of 5%. Therefore, HO rejects the test of
variance matching, which indicates that there is no
variance matching, and the method of estimating the
studied models is generalized least squares regression
(GLYS).

8.2.2. Combined Data Type Test

In this study, combined data are gathered, and to
determine the type of combined data, the F-Limer and
Hausman tests were used, the results of which are
shown in Table 3 for research models. To estimate
these models, the method of using the data is integrated
or tabular. The value of the significance level related to
this statistic for research models is less than 5%;
therefore, based on these results, the null hypothesis of
a test based on data integration is rejected, and the data
of research models are estimated as a table. According
to the F-Limer test, it is necessary to perform the
Hausman test to determine the type of panel data (fixed
or random effects). Furthermore, the significance level
of this statistic for research models is less than 5%.
Therefore, based on these results, the data from the
research models is estimated to be constant.

Table 3 Test results to determine the type of composite data (The
authors)

Model F-Limer test Hausman test

Statistic  Sig. Level Result Statistics Sig. Level Result
First 13.49 0.0000 Panel data ~ 23.33 0.0001 Fixed effect
Second 13.10 0.0000 Panel data  24.30 0.0000 Fixed effect

8.3. Test Results of Research Models

After performing the necessary statistical tests, in
order to determine the use of data and ensure the
accuracy of the fitted model, the final results of
estimating the research models are presented below.

8.3.1. Results of Testing the First Model of Research

In the analysis of the results, we first investigate the
significance of the model and the expression of the
dependent variable with respect to the independent and
control variables, and then, before presenting the main
results, the validation of the research model is
expressed.

As shown in Table 4, the value of F-Fisher
significance in the first and second models is equal to
0.0000. Because this value is less than 0.05, the null
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hypothesis is rejected at the 95% confidence level,
which means there are significant models. In other
words, the studied models are valid. The adjusted
coefficient of determination in the first model is 65%;
this coefficient indicates that the independent and
control variables in these models have the ability to

justify more than 65% of the changes in the levels of
the dependent variable. In these models, the
significance level of Watson's Durbin statistic is equal
to 1.90, which indicates that there is no autocorrelation
between the residual amounts of the model.

Table 4 Test results of the first model (The authors)

Ait = Bo + By CSPys + B, SIZE; + Bs TANG;; + By PROFy; + &,

Variable Name Symbol  Significance Level T statistic Sd Beta Coefficient
Company sustainability performance CSP 0.0270 2.206 0.007 0.016

Company Size SIZE 0.0000 6.940 0.010 0.076

Tangible assets TANG  0.0000 -5.624 0.046 -0.258
Profitability PROF 0.0000 -18.20 0.033 -0.606

Constant C 0.0008 -3.361 0.155 -0.521

F Statistic 118.48  Durbin-Watson Test 1.90

Fisher significance level 0.0000* Adjusted coefficient of determination  0.65

The purpose of the first hypothesis of the research is
to investigate the effect of firm sustainability
performance on leverage adjustments.

As can be seen in Table 4, the calculated probability
value for the firm sustainability performance variable is
equal to 0.0270, which shows that the relationship
between these variables is significant at the 95%
confidence level as well as the estimated coefficient.
The mentioned variable is equal to 0.016, which shows
that the relationship under study is positive and direct.
Therefore, considering the level of significance and the
estimated coefficient of variability of firm
sustainability performance, it can be said that firm
sustainability performance has a positive and
significant effect on leverage adjustments. Based on
these results, the first hypothesis of the research is
confirmed.

8.3.2. Results of the Second Model Research Test

As shown in Table 5, the value of F-Fisher
significance in the second model is equal to 0.0000.
Because this value is less than 0.05, the null hypothesis
is rejected at the 95% confidence level, which means
there is a significant model. In other words, the model
under study is valid. The adjusted coefficient of
determination in the second model is 65%; this
coefficient indicates that the independent and control
variables in these models have the ability to justify
more than 65% of the changes in the levels of the
dependent variable. In these models, the significance
level of Watson's Durbin statistic is equal to 1.95,
which indicates the absence of autocorrelation between
the residual amounts of the model.

Table 5 Test results of the second model (The authors)

Ait = Bo + By CSP;; + By EM; i+ B3 CSPi * EM; + B4 SIZEj + Bs TANG;; + B PROF;; + &4

Variable Name Symbol Significance Level T statistic  Sd Beta Coefficient
Company sustainability performance CSP 0.4293 0.790 0.011  0.009
Equity mispricing EquityM 0.0027 3.013 0.047  0.142
Interactive effect of sustainability CSP*EquityM 0.0009 -3.340 0.055 -0.183
performance and stock misevaluation

Company size SIZE 0.0000 7.062 0.010 0.074
Tangible assets TANG 0.0000 -5.468 0.046  -0.253
Profitability PROF 0.0000 -16.90 0.036  -0.624
Constant C 0.0000 -3.456 0.147  -0.510
F Statistic 103.95 Durbin-Watson Test 1.95

Fisher significance level 0.0000* Adjusted coefficient of 0.65

determination

The purpose of the second hypothesis of the
research is to determine the effect of stock
misevaluation on the relationship between firm
sustainability performance and leverage adjustments.

As can be seen in Table 5, the calculated probability
value for the interaction variable of sustainability
performance and stock misevaluation is equal to
0.0009, which shows that the relationship between
these variables is significant at the 95% confidence
level. Also, the estimated coefficient of the mentioned
variable is equal to -0.183, which shows that the

relationship under study is negative and inverse.
Therefore, considering the level of significance and the
estimated coefficient of the interaction variable of
sustainability performance and stock misevaluation, it
can be said that stock misevaluation has a negative and
significant effect on the relationship between firm
sustainability performance and leverage adjustments.
Based on these results, we can confirm the second
hypothesis of the research.



Taherinia et al. The Effect of Equity Mispricing on the Relationship of Corporate Sustainability Performance and Leverage Adjustments, \Vol.

114

51 No. 5 May 2024

9. Conclusion

The present study aimed to determine the effect of
stock misevaluation on the relationship between firm
sustainability performance and leverage adjustments.
Based on the obtained results, the research hypotheses
are confirmed.

The results of the first hypothesis of the research
show that the company’s sustainability performance
has a positive and significant effect on leverage
adjustments. One of the consequences of voluntary
disclosure of non-financial information is the reduction
of uncertainty which in turn reduces the need to
monitor management activities and consequently
reduces financing costs and increases the value of the
company. In general, it can be seen that companies
with superior sustainability performance have better
information  transparency or less information
asymmetry between themselves and their investors,
which reduces the likelihood of agency costs. This, in
turn, reduces leverage adjustment costs and speeds up
leverage adjustment to the target level. The results of
the current study with respect to the first hypothesis are
in accordance with the research of Ho et al. [5] and
Arshadi [37].

The results of the second hypothesis of the study
show that stock misevaluation has a negative and
significant effect on the relationship between company
sustainability performance and leverage adjustments. If
the value of equity in the market is overvalued, the
company's cost to issue shares is reduced, while if the
value of the stock is undervalued, it leads to higher
equity costs. If the cost of issuing shares changes in
this way, and if the company exploits or encounters
these costs, then the rate at which the company adjusts
its target debt ratio depends on the mispricing of the
stock. Companies that have leverage above the optimal
level and therefore need to publish their shares adjust
to their target faster when their shares are overvalued.
When stocks are undervalued, this pace is much
slower. The results of the current study with respect to
the second hypothesis are inconsistent with the studies
of Ho et al. [5], Arshadi [37], and Oztekin [38] and
inconsistent with the results of Warr et al. [29].

The practical suggestions of this study are:
According to the results of the first hypothesis to the
Tehran Stock Exchange Organization as the custodian
of the capital market and the institution that protects
the rights of investors, it is suggested to formulate
sufficient regulations and requirements to improve the
level of information transparency of companies,
discipline and accuracy, disclose information and
promote the content of corporate reports. According to
the results of the second hypothesis of the research,
managers are suggested to use their flexibility to take
advantage of mispricing through their internal and
external sources in order to ensure the financial
security of the company and maximize its value and it
is suggested for future researchers to Investigate the

effect of stock misevaluation on the relationship
between information asymmetry and leverage
adjustments and the effect of ownership structure on
the relationship  between  firm  sustainability
performance and leverage adjustments.
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