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Abstract:

CEO characteristics significantly influence corporate decisions regarding financing, investment, and operations. Overconfident CEOs tend
to overestimate their capabilities and underestimate the risks associated with projects. This behavior can negatively affect the financial
continuity and sustainability of small and medium-sized enterprises (SMEs), as such CEOs often perceive external funding to be more costly
than internal resources and, consequently, restrict their firm’s access to capital. In this context, the aim of this article is to examine the
effect of managerial overconfidence on corporate sustainability in SMEs. To achieve this, two indicators—capital expenditure and
overinvestment—are used as proxies for CEO overconfidence. The research method employed in this study includes a sample of 132
companies listed on the Tehran Stock Exchange during the period from 2017 to 2023. Quantile regression technique is used for data
analysis. The results of the analysis indicate a significant and negative relationship between the overconfidence indicators and corporate
sustainability. In other words, an increase in CEO overconfidence leads to suboptimal financial decisions, which in turn have a detrimental
impact on corporate sustainability. The findings of this study highlight the adverse and complex effects of overconfidence on firm
performance and sustainability and suggest that managers and decision-makers should consider realism and caution when making financial

and investment decisions.
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Extended Abstract

The increasing recognition of the need for sustainability integration in corporate governance and business models has led
to the proliferation of various frameworks aimed at aligning organizational behavior with long-term environmental, social,
and economic goals (Celli & Arduini, 2024; Razavi Khosroshahi & Nourmohammadzadeh, 2024). While these frameworks
initially focused on ecological footprints—such as cleaner production and environmental management systems—more recent
scholarship highlights the role of holistic sustainability management systems (SMS) that also encompass governance,
stakeholder dynamics, and ethical decision-making (Astebro et al., 2014; Hossain et al., 2024; Lee & Peterson, 2001; Liu et al.,
2024; Lumpkin & Dess, 1996). These developments are particularly salient for small and medium-sized enterprises (SMEs),
whose organizational structures often differ significantly from those of large corporations, making the integration of
sustainability practices both more complex and more critical (Wiklund & Shepherd, 2003, 2005).

Despite this theoretical advancement, there remains a noticeable gap in empirical research on how sustainability
frameworks function within SMEs, especially in non-Western markets (Moore & Healy, 2008; Rauch et al., 2009). Most studies
utilize short-term survey-based tools and rarely capture long-term strategic dynamics or psychological factors that influence
managerial behavior (Aghaei et al., 2014; Ahmadi & Alinajad Narg, 2022; Ahmadi et al., 2019; Arab Salehi et al., 2014). In
particular, CEO characteristics such as overconfidence—defined as the tendency to overestimate one’s ability and
underestimate risks—have garnered significant attention in corporate finance and sustainability discourse (Chong &
Kaliappen, 2025; Giacomin et al., 2016). Overconfident CEOs often perceive external capital as overly costly and prefer
internally generated funds, leading to restricted investment flows and risk-prone decision-making.

Empirical studies have shown that managerial overconfidence correlates negatively with sustainability indicators,
exacerbated by agency costs and weak corporate governance mechanisms (Liu et al., 2024; Razavi Khosroshahi &
Nourmohammadzadeh, 2024). While some researchers find no significant relationship between overconfidence and financial
decision-making (Chavoshi et al., 2015), others argue for a positive relationship with tax avoidance (Arab Salehi et al., 2014),
highlighting the multifaceted and context-dependent nature of this psychological trait. Furthermore, issues such as reporting
quality, transparency, and risk management are increasingly influenced by the cognitive and behavioral profiles of top
executives (Ahmadi & Alinajad Narg, 2022; Chong & Kaliappen, 2025).

This study aims to analyze the effect of CEO overconfidence on corporate sustainability in Iranian SMEs by using quantile
regression methods. The focus is on two proxies—capital expenditure and overinvestment—to evaluate the nuances in how
overconfidence influences financial decision-making and sustainable corporate performance across different distributional
quantiles. It expands the literature by addressing context-specific institutional settings and offering a granular view of
behavioral finance within SMEs, which remain underrepresented in global governance studies (Chavoshi et al., 2015; Lumpkin
& Dess, 1996).

Methods and Materials

This applied correlational research investigates 132 SMEs listed on the Tehran Stock Exchange between 2017 and 2023.
Firms were selected using a stratified screening process that excluded large firms, financial institutions, and companies with
inconsistent fiscal year-end dates or missing data. SMEs were identified using annual sales volume as the primary criterion.
Two proxies were employed to quantify CEO overconfidence: capital expenditure (CAPEX), calculated when firm-level

spending exceeded the industry average, and overinvestment, measured as a positive residual from regressing asset growth
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on sales growth. Corporate sustainability (SUS) was measured using a composite score from KLD environmental, social, and
governance indicators.

The following control variables were included in the regression model: firm size (SIZE), financial leverage (LEVit), return on
equity (ROEit), firm age (Ageit), market-to-book ratio (MTBit), and asset tangibility (Tangabilityit). Quantile regression was
employed to estimate the effects across various percentiles (10th, 50th, and 80th), as this technique allows robust modeling
in the presence of outliers, heteroscedasticity, and non-normal distributions. This methodological choice was validated by
Jarque-Bera tests, which confirmed the non-normality of the dependent variable.

Findings

Jarque-Bera test results confirmed that the dependent variable (SUS) was not normally distributed, justifying the use of
quantile regression. CAPEX and overinvestment both demonstrated significant negative effects on corporate sustainability
across all examined quantiles.

In Model 1 (CAPEX), results showed a statistically significant negative coefficient ranging from -0.1723 to -0.4117. The
Pseudo R? values were 0.87, 0.72, and 0.69 for the 10th, 50th, and 80th percentiles, respectively. The slope equality test and
symmetry test both rejected the null hypotheses, indicating significant variation in the marginal effects across quantiles.

In Model 2 (Overinvestment), the coefficient ranged from -0.2477 to —0.4295 across the same quantiles. Pseudo R? values
were 0.76, 0.52, and 0.81, confirming strong explanatory power. The statistical tests again showed inequality and asymmetry
in slope coefficients, indicating heterogeneous effects across different levels of the dependent variable.

Table-based results confirmed that both CAPEX and overinvestment are negatively and significantly associated with
corporate sustainability across low, median, and high quantiles. This consistency across quantiles underscores the robustness
of the findings. The empirical evidence supports both sub-hypotheses and consequently validates the main hypothesis: CEO
overconfidence, as proxied by elevated CAPEX and overinvestment, detrimentally affects corporate sustainability in SMEs.

Discussion and Conclusion

The findings of this study provide robust evidence that overconfident CEOs in SMEs tend to make suboptimal financial
decisions that compromise long-term sustainability. This conclusion aligns with previous research suggesting that
psychological traits—particularly overconfidence—can distort strategic decision-making and risk assessment in ways that are
detrimental to organizational performance and stakeholder outcomes.

The negative and significant effects across all quantiles suggest that overconfidence is not just a concern for firms with
extreme values but is a pervasive risk factor throughout the distribution of sustainability performance. This reinforces the
argument that internal behavioral traits, when left unchecked, can introduce systemic inefficiencies into corporate
governance structures.

The high explanatory power of the regression models, as shown by Pseudo R? values and slope asymmetry tests, further
suggests that standard linear models may underestimate the complexity and variability inherent in the relationship between
CEO behavior and firm performance. Quantile regression proves especially effective in unpacking these dynamics, highlighting
the value of advanced econometric methods in behavioral finance research.

From a practical standpoint, these results underscore the need for stronger internal controls and governance mechanisms
to counterbalance managerial overconfidence. For instance, board oversight, external audits, and stakeholder engagement

mechanisms could serve as corrective measures to temper the financial and strategic risks posed by overconfident leadership.




ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

The implications for future research are manifold. Scholars may explore how organizational culture, stakeholder pressures,
or ethical leadership moderate the impact of CEO overconfidence. Additionally, longitudinal studies could examine how
overconfidence evolves over time and interacts with market shocks or policy interventions. Investigating the role of non-
financial indicators, such as employee well-being or environmental practices, could further broaden the understanding of
sustainability in SME contexts.

In conclusion, this study makes a valuable contribution by empirically validating the adverse effects of CEO overconfidence
on corporate sustainability within SMEs in Iran. Through methodologically rigorous quantile regression analysis and the use
of dual proxies, it demonstrates that behavioral traits at the executive level can significantly hinder long-term value creation.
Effective mitigation of such cognitive biases requires not only awareness but also institutional mechanisms and policy tools
tailored to the unique vulnerabilities of SMEs.
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