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Abstract

Sticky expectations refer to the tendency of expectations to remain unchanged despite the receipt of new information regarding an
organization’s status. This effect appears to manifest only in situations that benefit the manager, implying that managers are slow to
adjust their decisions in response to new information. This study aims to investigate the stickiness of informational expectations in
relation to the capital structure speed of adjustment. To examine this issue, a mixed-data regression model was employed over the
period from 2016 to 2023, using data collected from 120 companies listed on the Tehran Stock Exchange to test the research
hypotheses. The results indicate the presence of sticky expectations among managers in the sample. Furthermore, the findings reveal
that the capital structure speed of adjustment significantly influences managers’ sticky expectations. Finally, the results demonstrate
a significant difference between high and low levels of capital structure speed of adjustment with respect to sticky expectations,
suggesting that changes in disclosure quality lead to changes in sticky expectations. Managers’ sticky expectations reduce their
propensity to adjust forecasts and to respond appropriately to new information.
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Introduction

It is widely argued that individual forecasts are inherently persistent, a phenomenon referred to as expectation stickiness. Stickiness in
individual expectations implies that such expectations are influenced by the most recent forecasts made for the same period. This
stickiness reflects a form of behavioral bias, wherein individuals may respond disproportionately to surprises or news concerning the
current state of affairs, an explanation that aligns closely with the representativeness heuristic. Managers, drawing on expectations
formed in response to current information, may revise their earnings forecasts accordingly. Thus, if managers in the current period are
influenced by their updated perception of a variable relative to prior expectations, they are likely to extrapolate this effect into the
future. As a result, managers adjust their expectations for future performance upward, even when such revisions lack a rational basis.
Sticky expectations are characterized by their resistance to change despite the receipt of new information regarding the organization’s
status. Notably, this effect appears to arise only in situations that benefit the manager. In other words, managers are slow to adjust their
decisions when confronted with new information. Against this backdrop, the purpose of the present study is to investigate the stickiness
of informational expectations in relation to the capital structure speed of adjustment.

Materials & Methods
Given that the findings of this study can be utilized in decision-making processes, the research is classified as applied in terms of its
objective, as applied research aims to develop practical knowledge within a specific domain. In terms of data collection, this study is
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descriptive. Descriptive research may be conducted either to gain a deeper understanding of existing conditions or to support decision-
making processes. Within the various classifications of descriptive research, the present study is correlational in nature. A mixed-data
regression model was employed over the period from 2016 to 2023, using data collected from 120 companies listed on the Tehran
Stock Exchange to test the research hypotheses. Data were gathered from the financial statements and reports of the listed companies
using an archival method, and estimations were performed using a pooled data approach.

Findings

The results indicate the presence of stickiness in managers’ expectations among the companies under study. Furthermore, the findings
pertaining to the second hypothesis reveal that the speed of capital structure adjustment exerts a significant effect on managers’ sticky
expectations. Finally, the results related to the third hypothesis demonstrate a significant difference between high and low classes of
capital structure adjustment speed with respect to sticky expectations, suggesting that changes in disclosure quality are associated with
changes in the stickiness of expectations.

Discussion & Conclusion

This study examined informational expectation stickiness in relation to the speed of capital structure adjustment. According to general
equilibrium theory, information is assumed to be timeless and instantaneous, implying that it is available without delay. In the real
economy, however, the dissemination and acquisition of information involve time lags. In other words, when a manager seeks to gather
relevant information, the process incurs not only costs but also time. Due to these delays in information acquisition, expectations cannot
be revised immediately or within a short period. As a result of the costs and timing constraints associated with information processing,
managers devote more time to collecting new data, making it difficult to respond promptly to changes in economic performance.
Consequently, managerial expectations exhibit stickiness. Such sticky expectations reduce managers’ propensity to adjust forecasts
and to respond appropriately to new information. More broadly, the quality of information disclosure and the capital structure speed of
adjustment are important considerations for financial policymaking and the development of reporting standards. Emphasizing
improvements in these areas can enhance companies’ financial responsiveness, promote transparency, and reduce suboptimal behaviors
driven by outdated expectations. Given the demonstrated stickiness in the expectations of managers within the firms under study, it is
recommended that managers, rather than attempting to construct a purely rational forecast independently, incorporate information
regarding the expectations of other managers when forming their own projections.
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