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Objective: This study aimed to examine the relationship between investor sentiment and major
dimensions of capital structure, including leverage ratio, debt maturity, and the speed of financial
leverage adjustment, among companies listed on the Tehran Stock Exchange.

Methodology: This applied study employed a descriptive-correlational, ex post facto design.
The study population consisted of companies listed on the Tehran Stock Exchange, from which
127 firms were selected through systematic exclusion criteria over an eight-year period from
2016 to 2024, yielding 1,016 firm-year observations. Financial and market data were extracted
from published corporate financial statements and capital-market information. Investor
sentiment was measured using a composite index incorporating relative strength, the
psychological line, trading volume, and the adjusted share-turnover rate. Leverage ratio, debt
maturity, and the speed of leverage adjustment were specified as the dependent variables. The
hypotheses were tested using multiple panel-data regression models in EViews.

Findings: Inferential results indicated that investor sentiment had a significant negative effect
on the leverage ratio (f=—0.098, t=—6.881, p<0.001), while the corresponding model was
statistically significant (F=86.691, p<0.001, R2=0.930). Investor sentiment was positively and
significantly associated with debt maturity (p=0.018, t=2.542, p=0.011), with the second
regression model also reaching statistical significance (F=35.364, p<0.001, R2=0.844).
Moreover, investor sentiment exerted a significant positive effect on the speed of financial
leverage adjustment (=0.034, t=4.350, p<0.001); the third model was likewise significant
(F=216.975, p<0.001, R2=0.660). Accordingly, all three research hypotheses were supported,
consistent with the directions reported in the study.

Conclusion: Investor sentiment constitutes a significant behavioral determinant of corporate
financing decisions. Higher market sentiment is associated with lower leverage, longer debt
maturity, and a faster adjustment toward target leverage. These findings reinforce the relevance
of behavioral finance in explaining capital-structure choices and suggest that managers,
investors, and financial analysts should consider market sentiment alongside firm fundamentals
when evaluating financing and debt policies.

Keywords: Investor sentiment, Capital structure, Leverage ratio, Debt maturity, Speed of
leverage adjustment, Tehran Stock Exchange.
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EXTENDED ABSTRACT
Introduction

Capital structure is one of the central concerns of corporate finance because the combination of
debt and equity affects the cost of capital, financial flexibility, bankruptcy risk, investment capacity, and
ultimately firm value. Traditional capital structure theories, including the trade-off, pecking-order, agency,
and market-timing perspectives, generally explain financing choices through firm fundamentals,
information asymmetry, tax considerations, and transaction costs. However, developments in behavioral
finance have challenged the assumption that market participants always behave rationally and that security
prices continuously reflect fundamental values. From this perspective, investor sentiment represents a
broad market attitude shaped by optimism, pessimism, expectations, and behavioral biases that may
influence not only asset prices but also corporate financing decisions. Behavioral corporate finance
therefore suggests that managers may respond to temporary market mispricing and investor demand when
selecting between debt and equity financing (Baker & Wurgler, 2021). In the Iranian capital market,
behavioral factors have similarly been recognized as relevant to investor decision-making and to the
broader financial environment in which firms operate (Zare Behnamiri et al., 2022).

One of the most important mechanisms through which investor sentiment may affect capital
structure is market timing. When investor sentiment is high, share prices may rise beyond levels justified
solely by fundamentals, making equity financing relatively attractive. Managers may then issue equity to
exploit favorable valuation conditions, thereby reducing their reliance on debt and lowering leverage.
Evidence from prior research indicates that equity issuance decisions are associated with market
conditions, firm lifecycle, and valuation opportunities (DeAngelo et al., 2010). Similarly, overvalued equity
has been shown to influence financing choices and encourage firms to rely more heavily on equity
financing (Dong et al., 2012). Nevertheless, the consequences of market timing are not uniform across firms
or markets, and financing choices may simultaneously reflect real investment needs, managerial
incentives, and access to alternative sources of capital (Butler et al., 2011).

Investor sentiment may also affect corporate financing through changes in external financing costs
and debt capacity. In optimistic market conditions, favorable expectations regarding future cash flows can
improve firms’ perceived creditworthiness and reduce financing frictions. Under such conditions, firms
may have greater access to both equity and debt markets, while pessimistic sentiment may increase the
cost of external finance and strengthen dependence on internal funds. Evidence suggests that investor
sentiment and business-cycle conditions are associated with changes in costly external finance, implying
that sentiment may alter the financing environment faced by firms (McLean & Zhao, 2014). Debt capacity
may also depend on the volatility and characteristics of firm assets, which can influence firms’ ability to
raise and service debt (Levine & Wu, 2021). These findings suggest that the relationship between investor
sentiment and leverage is theoretically ambiguous: high sentiment may reduce leverage through equity
market timing, but it may also expand debt capacity by improving market perceptions of firm quality.

Capital structure should not, however, be viewed only in terms of the overall leverage ratio. Debt
maturity represents another important component of financing policy because the choice between short-
term and long-term debt influences refinancing risk, liquidity exposure, monitoring costs, and contractual
flexibility. Research has shown that the use of short-term debt depends on firm characteristics, information



conditions, and financing constraints (Custodio et al., 2013). In addition, debt maturity may respond to
broader measures of firm quality and market confidence. For example, evidence from China indicates that
stronger environmental, social, and governance performance is positively associated with longer debt
maturity, suggesting that firms perceived as higher quality may obtain more favorable access to long-term
borrowing (Zhou et al., 2024). The direct role of sentiment in debt maturity has also been examined, with
prior research indicating that the effect of sentiment on maturity structure can differ according to firm
characteristics (Martinez Sorondo, 2021). Thus, investor sentiment may affect not only how much firms
borrow, but also the time horizon over which debt financing is structured.

A third important dimension is the speed of adjustment toward target leverage. Dynamic trade-off
theory assumes that firms have a desired or target capital structure, but transaction costs, financing
frictions, and liquidity constraints prevent immediate adjustment. Firms therefore move gradually toward
their target leverage. The speed of this movement reflects their ability and willingness to correct deviations
from the optimal debt ratio. Previous evidence has demonstrated that cash flows and financing conditions
are important determinants of leverage adjustment, because firms adjust more rapidly when financing
opportunities make such changes less costly (Faulkender et al., 2012). In the Iranian context, the relationship
between investor sentiment and the speed of capital structure adjustment has also been examined, with
evidence indicating that financial constraints can alter the strength of this relationship (Jafaei Rahni, 2026).
These findings reinforce the view that market sentiment may affect the dynamic process through which
firms rebalance their financing structure.

Recent evidence further demonstrates that investor sentiment is relevant to a wide range of
corporate outcomes. Investor sentiment has been associated with corporate investment decisions in Iran
(Dezhvan et al., 2022), firm financial performance in Japan (Vuong, 2022), merger and acquisition behavior
in interaction with CEO overconfidence (Nie & Yen, 2024), and stock price crash risk through analyst
herding (Bashir et al., 2024). Moreover, the time structure of investor sentiment appears to matter, as its
effect may weaken across longer horizons as more information becomes available to market participants
(Doulou et al., 2026). Capital structure itself is also shaped by other institutional and firm-level
characteristics, including financial reporting quality (Synn & Williams, 2024), information asymmetry and
disclosure (Khalilian, 2025), financial frictions and liquidity distress (Soleimani et al., 2023), institutional
ownership (Rahma et al., 2023), and earnings-related financial characteristics (Asgari, 2022; Brandak &
Yousefpour, 2021). Taken together, these studies indicate that capital structure emerges from the interaction
of fundamental, informational, institutional, and behavioral factors.

Despite growing research on behavioral finance and corporate financing, there remains limited
evidence examining investor sentiment simultaneously in relation to leverage, debt maturity, and leverage
adjustment speed within the Tehran Stock Exchange. The simultaneous investigation of these three
dimensions provides a broader understanding of whether investor sentiment influences only the amount
of debt firms use or also the maturity profile of debt and the pace at which firms return toward target
leverage. Accordingly, the present study examined the relationship between investor sentiment and capital
structure, with specific emphasis on leverage ratio, debt maturity, and the speed of financial leverage
adjustment among firms listed on the Tehran Stock Exchange.

Methods and Materials
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This study was applied in purpose and descriptive-correlational in method, using an ex post facto
research design. The statistical population consisted of companies listed on the Tehran Stock Exchange.
The final sample was selected through systematic elimination based on predefined eligibility criteria,
including consistency of fiscal year, continuity of listing during the study period, availability of required
financial information, and exclusion of banks, insurance companies, investment firms, leasing companies,
and other financial intermediaries whose balance-sheet structures differ fundamentally from nonfinancial
firms. After applying these criteria, 127 companies were retained, producing 1,016 firm-year observations
over an eight-year period from 2016 to 2024.

The required data were obtained from published financial statements and capital-market
information. Investor sentiment was treated as the independent variable and was measured through a
composite index constructed from four market-based indicators: relative strength, the psychological line,
trading volume, and the adjusted share-turnover rate. These indicators were combined to obtain an overall
measure of investor sentiment. Three dependent variables were examined. The leverage ratio was
measured as total debt divided by total assets. Debt maturity was measured based on the proportion of
medium- and long-term debt relative to total debt. The speed of financial leverage adjustment was
estimated using a partial-adjustment framework based on the difference between observed leverage and
estimated target leverage.

Several firm-level control variables were included in the regression models, including board
independence, profitability, sales growth, growth opportunities, institutional ownership, cash holdings,
firm age, and political connections. Panel-data regression models were used to test the study hypotheses.
F-Limer tests were applied to determine whether panel-data estimation was preferable to pooled
estimation, and Hausman tests were used to select between fixed and random effects when required.
Heteroskedasticity and autocorrelation were assessed, and appropriate generalized least squares and robust
estimation procedures were used to address violations of classical regression assumptions.
Multicollinearity was evaluated using variance inflation factors. The statistical analyses were conducted
in EViews.

Findings

The inferential results supported all three research hypotheses. In the first model, investor
sentiment had a negative and statistically significant effect on leverage. The estimated coefficient for
investor sentiment was —0.098, with a t-statistic of —6.881 and a probability value below 0.001. Thus,
increases in investor sentiment were associated with reductions in the leverage ratio. The overall leverage
model was statistically significant, with F=86.691 and p<0.001. The coefficient of determination was
R2=0.930 and the adjusted R was 0.919, indicating that the explanatory and control variables accounted
for a substantial proportion of variation in leverage.

In the second model, investor sentiment had a positive and statistically significant effect on debt
maturity. The coefficient was 0.018, with t=2.542 and p=0.011. This result indicates that higher investor
sentiment was associated with greater use of longer-maturity debt. The second regression model was also
statistically significant overall, with F=35.364 and p<0.001. The model produced R2=0.844 and adjusted
R2=0.820, showing that the included variables explained a large proportion of variation in debt maturity.

In the third model, investor sentiment had a positive and statistically significant effect on the speed
of financial leverage adjustment. The estimated coefficient was 0.034, with t=4.350 and p<0.001.



Therefore, higher investor sentiment was associated with faster movement toward target leverage. The
third model was statistically significant, with F=216.975 and p<0.001. Its R? was 0.660 and adjusted R?
was 0.657. Overall, the results showed that investor sentiment was significantly related to all three
examined dimensions of capital structure: leverage decreased as sentiment increased, whereas debt
maturity and leverage adjustment speed increased.

Discussion and Conclusion

The findings indicate that investor sentiment is an important behavioral determinant of corporate
financing decisions in the Tehran Stock Exchange. The negative relationship between investor sentiment
and leverage can be interpreted through a market-timing mechanism. When market sentiment is favorable,
equity financing becomes more attractive because firms can raise capital under more favorable valuation
conditions. As a result, managers may rely less heavily on debt, leading to lower leverage. This
interpretation suggests that firms do not determine capital structure solely on the basis of long-term target
ratios or internal financial characteristics; rather, they also respond to temporary market conditions and
investor demand.

The positive relationship between investor sentiment and debt maturity suggests that favorable
market conditions improve firms’ ability to secure longer-term financing. Higher sentiment may reduce
perceived credit risk, improve expectations regarding future performance, and facilitate access to longer-
maturity debt. In practical terms, firms may use optimistic periods to extend the maturity of their
obligations and reduce refinancing pressure. This result also indicates that investor sentiment affects not
merely the quantity of debt but also its contractual structure.

The positive association between investor sentiment and the speed of leverage adjustment further
supports the view that financing conditions influence dynamic capital structure decisions. When sentiment
is favorable, firms may have better access to external funding, lower transaction costs, and greater
flexibility in selecting between debt and equity. These conditions make it easier to correct deviations from
target leverage. In contrast, adverse sentiment may increase financing costs and delay adjustment, forcing
firms to remain away from their desired capital structure for longer periods.

Taken together, the findings demonstrate that investor sentiment affects capital structure through
several interconnected channels. It influences the relative attractiveness of equity and debt, the maturity
profile of borrowing, and the ability of firms to rebalance toward target leverage. Therefore, behavioral
factors should be considered alongside traditional determinants such as profitability, growth opportunities,
liquidity, ownership structure, and information quality when analyzing financing behavior.

The study contributes to the literature by examining three dimensions of capital structure within a
single framework and by providing evidence from the Tehran Stock Exchange. The results show that
behavioral market conditions are relevant to both static and dynamic financing choices. For managers,
this implies that monitoring investor sentiment can improve financing timing and debt management. For
investors and analysts, changes in leverage or debt maturity should not automatically be interpreted only
as signals of changes in firm fundamentals, because they may also reflect prevailing market sentiment.
Overall, the study concludes that investor sentiment plays a significant role in shaping corporate capital
structure decisions, reducing leverage while increasing debt maturity and accelerating adjustment toward
target leverage.
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