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INTRODUCTION 

Investment is regarded as one of the key factors in the economic growth of 

any country. The capital market as one of the most important options of 

investment has an appropriate position compared to other parallel markets, and 

individual and institutional investors select their desired stock with regard to the 

degree of risk-taking and expected return. Thus, the capital markets should have 

necessary efficiency to attract new investor, financing resources, and thus optimal 

allocation of resources for more return. In order for the capital market to reach 

this efficiency, it is necessary to create turbulences logically and based on the 

fundamental factors. 

The ownership structure, the combination of shareholders, the combination 

of board of directors, and the way of administrating and controlling the companies 

influence on various sections of enterprises, and undoubtedly these factors also 

influence on the assets and stock exchange price issued by the companies. The 

company governance as one of the important topics of financial management 
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domain should be studied, and the relationship of its dimensions and investments 

return, the companies' profitability, the age of companies, and continuation of 

activities, and other financial variables should be investigated. 

The company governance is a set of control mechanisms within and outside 

the company which creates appropriate balance between shareholders equity on 

the one hand, and the requirements and authorities of board of directors on the 

other. Ultimately, these mechanisms provide reasonable assurance for 

shareholders and suppliers of financial resources and other stakeholder groups, 

based on the point that their investment is returned by a reasonable profit, and 

the value creation mechanism will be considered. The price bubble refers to the 

increase of prices more than their innate value, and the appropriate company 

governance can reduce it 1. 

The company governance refers to a set of relationships between executive 

management, board of directors, shareholders, and other related parties in a 

company. It pursues two basic goals of reducing the risk of economic enterprises 

and long term efficiency improvement. Accurate company governance practices 

are realized through independent members of the board of directors and the 

committees under their supervision, and ultimately they reach to their goals by 

promoting the transparency and responsiveness of executive management. This 

current has a special position as an important section of prudential regulations 

supervising companies. The topics related to the company governance practices 

and supervising the process of affairs, should be considered important both from 

supervisor's viewpoint and from shareholders' viewpoint 2. 

The major goal of the company governance is to determine accurate controls 

and supervisions between shareholders, the board of directors and executive 

managers. Thus, provided that the topic of company governance principles are not 

regarded appropriately in the companies, a logical framework would not be 

provided to create long term trust between decision-makers of the company and 

the stakeholders 3. Performing the company governance in the true sense requires 

specific conditions and making culture, and it will not be executable completely. It 

is because the agent of all controls and supervisions and executive roles is human, 

and controlling the human in the format of different supervisory and executive 

posts will always have error risk 4. 

One of the variables influenced by the company governance is the price 

bubble. The price of an asset can depend on the information about the current and 

future returns due to one asset called the basic value of asset. Due to various 

reasons, the current price of an asset might be deviated from its basic value and 

be valued more or less than that. With respect to the innate of asset markets, these 

turbulences and deviations are natural. But when the current price of an asset goes 

beyond its basic value, and this deviation increases during a time period 

continuously, we confront with the so-called "asset bubble".  When the prices in an 

asset market reach their climax, the asset bubble enlarges greatly, and when the 

asset price decreases suddenly, another word when it falls, the so-called asset 

bubble is vanished 3. 
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Khosronejad 5 investigated some of the company governance mechanisms in 

Iran's capital market, and studied the existence of probable relationship between 

these mechanisms, the liabilities ratio, the size of company and the earnings 

management. The results of this research showed that there is not a significant 

relationship between various company governance mechanisms including the 

number of the board of directors' members, the number and adequacy of non-

mandated managers, separation of duties of managing director from chairman of 

the board of directors or his/her membership in the board of directors, ownership 

structure, the existence of internal auditing and earnings management. The ratio 

of liabilities and the size of company did not show significant relationship with the 

earnings management either. In another research Jalebi 6 investigated the impact 

of the company governance from ownership structure approach on the 

performance of the companies listed in Tehran stock exchange. The major 

hypothesis of research is that there is a significant relationship between 

companies' ownership structure and their performance. The research findings 

indicate that there is a relationship between the ownership structure and their 

performance. 

Moloudi 7 in his research dealt with the relationship between the ownership 

percent of institutional shareholders, concentration of institutional shareholders, 

reward of the board of directors, non-mandated managers, and separation of 

duties of managing director from chairman or deputy chairman of the board of 

directors as the company governance mechanisms with the created value for the 

shareholders as the criterion for measuring the performance. The results in the 

main sample indicate rejection of the research hypotheses and in the subsamples 

level they indicate a significant relationship between institutional shareholders' 

concentration and the reward of the board of directors and the ratio of non-

mandated managers with the created value for the shareholders. Yermack 

performed a research to find the relationship between the separation of 

responsibility of the board of directors from the executive manager and the 

created value for the shareholders. The findings indicated that when the managing 

director and the chairman of the board of directors are two individual persons, the 

company would create more wealth. Rosenstein and white also in a research 

obtained witnesses indicating that provided that most of the members of the 

board of directors are non-mandated, this point would directly influence on the 

shareholders' wealth. On the contrary, Robins et al., research did not find any 

relationship between non-mandated members and the value of company7. The 

results of Noravesh's8 research also showed effective and active influence of 

institutional investors on decision-makings of the company management and 

reduction of the conflict of interests between managers and owners  . 

Based on the results of previous research, and also the theoretical bases 

existing in the domain of the impact of company governance elements on the price 

bubble, in this research the impact of a number of the company governance 
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variables such as shareholders' structure, board of directors' structure, and the 

stock percentage held by the greatest shareholder of the company in the price 

bubble formation in Tehran stock exchange was investigated. 

 

MATERIALS AND METHODS 

The research method is descriptive in respect of type, and it is correlative in 

respect of method. The statistical population of this research was 124 companies 

selected from active companies in the stock exchange by systematic elimination 

method. The durability test of the ratio of price to profit share was used in this 

research. This test is based on the calculation of logarithm of the ratio of price to 

the profit and performing unit root test on this variable. If the hypothesis that there 

is a unit root logarithm of the ratio of price to the profit is rejected, the hypothesis 

that there is a bubble in the share price is rejected too, and if this hypothesis is not 

rejected, the hypothesis that there is a bubble in the share price is not rejected. In 

order to test the research hypotheses, the regression was used. The data analysis 

was performed by using the statistical SPSS software, version 18. 

The general model of research is as follows: 

𝐵𝑃 = 𝛼 + 𝛽1𝐵𝑂𝐷𝑆 + 2𝐵𝐻𝑂𝐿𝐷 + 𝛽3𝑂𝑆𝜀 + 𝑒 

BP: the existence of price bubble, 

BODS: the board of directors' structure, 

BHold: the share percentage held by the greatest shareholder of the 

company, 

OS: shareholders' structure. 

The sum of share percentage under the shareholders' ownership is more 

than five percent. 

 

 

RESULTS  

Before analyzing the data, its normality was tested by the Kolmogorov-

Smirnov test. The results are presented in table 1. 
Table 1.Kolmogorov-Smirnov Test 

BP OS BHOLD BODS  

124 124 124 124 N 

0.954 0.5 0.664 0.841 Kolmogorov-Smirnov Z 

0.323 0.964 0.771 0.48 Significance level 

Hypothesis 

zero is not 

rejected 

Hypothesis 

zero is not 

rejected 

Hypothesis 

zero is not 

rejected 

Hypothesis 

zero is not 

rejected 

Rejection and acceptance of 

hypothesis zero  

 

Having investigated the significance level of each one of the four variables at 

95% assurance level, the zero hypotheses indicating the claim that the distributions 

are normal is not rejected, and considering this point it can be said that the 

distribution of the research variables data is normal. Regarding the point that the 

desired data was investigated, the durability test of the ratio of price to profit share 

was used. The ratio of price to profit share durability test was used. This test is 
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based on the calculation of logarithm of the ratio of price to profit and performing 

unit root test on this variable. If the hypothesis that there is a unit root logarithm 

of the ratio of price to profit is rejected, the hypothesis that there is a bubble in the 

price of share is rejected too, and if this hypothesis is not rejected, the hypothesis 

that there is a bubble in the price of share is not rejected. For this purpose, 124 

durability tests were performed.  

Among the companies, 48 companies did not have unit root and allocated 

number one to themselves; meaning that they did not have price bubble, and the 

rest of them had unit root indicating that they had price bubble and allocated 

number zero to themselves. The desired variables of this research are presented 

in the following table. In performing the test, the variables are replaced by the 

symbol of each one of these variables. 
 

Table 2.Definition of Variables 

Variable Symbol  

Price bubble BP 

Shareholders' structure OS 

Board of directors' structure BODS 

The stock percentage held by the greatest shareholder of the company BHOLD 

 

The first hypothesis indicates a significant relationship between BODS and the 

price bubble. The results related to testing this hypothesis are presented in table 

3. 

 
Table 3. Regression 

Variable Significance 

Level 

t F DW R^2 R  

BODS 0.00 22.77703 518.793 2.423008 0.161563803 0.40195  

 

Considering the above table and with regard to the point that the ratio of 

significance is lower than 0.05, t is equal to 22.77703, and F statistics is equal to 

518.793, hence it can be concluded that there is a significant relationship between 

the two variables. Based on the obtained PROB which is lower than 5%, it can be 

said that the H0 is rejected at 95% assurance level and H1 can be accepted. Based 

on the Durbin-Watson statistics, there is no serial correlation problem either 

(Durbin-Watson stat=2.423008). 

The second research hypothesis indicates that there is a significant 

relationship between BHOLD and the price bubble. The results related to testing 

this hypothesis are presented in table 4.  
 

Table 4.Regression 

Variable Significance 

Level 

t F DW R^2 R 

BHOLD 0.00 6.040905 36.49253 2.182216 0.27576 0.525129 



The Relationship between Some of the Company … 

 

Considering the above table and with regard to the point that the ratio of 

significance is lower than 0.05, t is equal to 6.040905, and F statistics is equal to 

36.49253, hence it can be concluded that there is a significant relationship between 

the two variables. Based on the obtained PROB which is lower than 5%, it can be 

said that the H0 is rejected at 95% assurance level and the relationship between 

the two variables is statistically accepted. Based on the Durbin-Watson statistics, 

there is no serial correlation problem (Durbin-Watson stat=2.182216). 

The third research hypothesis indicates that there is a significant relationship 

between OS and the price bubble. The results related to testing this hypothesis are 

presented in table 5. 
 

Table 5: Regression 

Variable Significance 

Level 

t F DW R^2 R 

OS 0.00 15.0648 226.9478 2.227894 0.53364486 0.73051 

 

Considering the above tables and with regard to the point that the ratio of 

significance is lower than 0.05, t is equal to 15.0648, and F statistics is equal to 

226.9478, hence it can be concluded that there is a significant relationship between 

the two variables. Based on the obtained PROB which is lower than 5%, it can be 

said that the H0 is rejected at 95% assurance level and the H1 can be accepted. 

Based on the Durbin-Watson statistics, there is no serial correlation problem 

(Durbin-Watson stat=2.227894). 

 

DISCUSSION 

Considering the investigated variables, the relationship between the two 

variables of bubble formation and a number of variables related to the company 

governance, namely shareholders' structure, the board of directors' structure, and 

the stock percentage held by the greatest shareholder of the company has 

statistical significance. Thus, each one of the three research hypotheses, indicating 

that there is significant relationship between these variables and the price bubble 

formation, can be accepted. To explain the obtained findings it can be said that the 

transparency that the companies in the exchange have, is not observed in the 

banking system9. This is the differentiating point of capital market from banking 

system in respect of financing. By the increase of transparency, the companies can 

finance more easily. The financial markets, especially capital market are regarded 

as the most important tools for equipping and allocating financial resources. 

Considering the strategic financial and economic importance of this market, 

whenever a widespread disruption or deviation occurs in it, equipping and 

allocating financial resources of the country encounter with serious problem. One 

of the factors creating such problems is the price bubble. Generally, when the price 

of one share is different from its future expected price, the topic of bubble in the 

market raises. Identification before bubble formation can create a goodwill for the 

shareholders and investors that can be obtained less in other financial and 
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performance sections. The price bubble can be reduced for the companies in 

Tehran stock exchange which have the capability to control and reduce the 

variables such as shareholders' structure and the stock percentage held. Reduction 

of the mentioned cases in the exchange companies is not easily possible; 

moreover, we should witness its reduction. For this purpose, these cases, among 

the instructions of organization, can be reflected to obtain better results10-. 

It is suggested that the researchers use other variables related to the 

company governance like the age of the board of directors, the company as a 

family, and so on in the future research, and also pursue different approaches in 

using the price bubble definition and utilizing models applied in predicting bubble. 
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