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Introduction

The article investigates the influence of management ability on the relationship
between CEO financial knowledge and unsystematic risk in the context of firms listed
on the Tehran Stock Exchange. Unsystematic risk refers to the portion of risk unique
to a specific firm or industry which can be mitigated through diversification. Unlike
systematic risk which affects the entire market due to factors like inflation or political
instability, unsystematic risk is closely linked to internal operations, managerial
decisions and firm-specific financial issues; Thus, managing this type of risk is vital
for organizational stability and shareholder confidence.

In the financial management literature, the CEO plays a critical role in steering
firms through complex market conditions, particularly in minimizing risks
specific to the company. A CEO's financial knowledge has been shown to be an
important asset in this regard, influencing risk management strategies, resource
allocation and long-term financial health. Given the increased volatility in
financial markets and the rise in corporate governance standards, understanding
how financial knowledge and management ability intersect to mitigate
unsystematic risk is of growing interest. The research aims to fill a gap by
examining whether management ability moderates the impact of a CEQO's financial
knowledge on unsystematic risk. This inquiry is vital for both theoretical and
practical reasons, especially in emerging markets like Iran, where financial risks
are more pronounced due to market inefficiencies and economic instability.

Literature Review
The study builds on several key strands of literature. First, the role of CEO
financial expertise is well documented. Financially knowledgeable CEQOs are
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often better equipped to make informed decisions regarding capital allocation,
financial reporting and risk management. Studies such as those by Custédio and
Metzger (2014) and Chen et al. (2015) demonstrate that CEOs with substantial
financial backgrounds are more likely to adopt risk-averse strategies that enhance
a firm's financial performance. They are also less prone to earnings manipulation
and financial misstatements; thus maintaining higher standards of transparency in
financial reporting.

In addition, managerial ability has been identified as a key driver of firm
performance. Managers with high ability efficiently transform resources into
outputs, driving innovation and improving operational efficiency. According to
Demerjian et al. (2013), managerial ability plays a crucial role in optimizing firm
performance by ensuring effective resource allocation and strategic decision-
making. Moreover, Chen et al. (2015) found that high managerial ability enhances
a firm's risk-taking capacity in innovative endeavors, suggesting that such
managers may be more successful in navigating uncertainties and seizing
opportunities.

Unsystematic risk which is a primary focus of the study, is closely tied to the
internal operations and management of firms. Previous research shows that this
risk can be mitigated through diversification, but it is also influenced by
governance structures, managerial decisions and financial practices (Damodaran,
2015). Firms with CEOs who possess strong financial knowledge tend to
experience lower levels of unsystematic risk because these leaders are more adept
at identifying and managing firm-specific risks. The literature, however, has not
thoroughly examined how managerial ability might moderate the relationship
between CEO financial knowledge and unsystematic risk, creating a gap that this
study aims to fill.

Research Methodology

The research adopts a descriptive-survey approach with a post-event (ex post
facto) design. It aims to provide actionable insights by examining the relationship
between CEO financial knowledge, management ability and unsystematic risk.
The study's population includes firms listed on the Tehran Stock Exchange over
an eight-year period, from 2013 to 2021. From this population, a sample of 114
firms was selected using systematic elimination, ensuring the inclusion of firms
with reliable financial data and accessible CEO profiles.

Data for this study were collected from both qualitative and quantitative sources.
The qualitative portion involved a review of academic literature and relevant case
studies to develop the theoretical framework. The quantitative data were sourced
from the Tehran Stock Exchange’s public reports and financial software systems
like Rahavard Novin. Key variables of interest included CEO financial knowledge
(independent variable), unsystematic risk (dependent variable) and managerial
ability (moderating variable). Control variables such as firm size, firm age, audit
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size, leverage and return on assets (ROA) were also included to isolate the effects
of the primary variables.

CEO financial knowledge was measured based on the CEQO’s education and
experience in finance, accounting, or economics. Managerial ability was
calculated using a data envelopment analysis (DEA) model following approach of
Demerjian et al. (2013). Unsystematic risk was computed using the Capital Asset
Pricing Model (CAPM) which captures the firm-specific risk that is not accounted
for by broader market movements. Regression models were used to analyze the
data, testing two main hypotheses: first, whether CEO financial knowledge affects
unsystematic risk and second, whether managerial ability moderates this
relationship.

Results

The analysis revealed a significant negative relationship between CEOQ financial
knowledge and unsystematic risk. Specifically, firms led by CEOs with strong
financial expertise exhibited lower levels of unsystematic risk, indicating that
financially savwy CEOs are better positioned to implement risk mitigation
strategies. This supports the notion that such CEOs are more adept at managing
firm-specific risks through informed decision-making and financial acumen.
Contrary to expectations, however, the study did not find a significant moderating
effect of managerial ability on the relationship between CEO financial knowledge
and unsystematic risk. While managerial ability is often associated with better
firm performance and more effective resource utilization, it did not appear to
amplify or diminish the effect of a CEO’s financial knowledge on unsystematic
risk. This suggests that the impact of financial knowledge is strong enough on its
own to mitigate unsystematic risk, regardless of the general management
capabilities within the firm.

Control variables such as firm size, age and leverage were also significant
predictors of unsystematic risk. Larger and older firms were found to have lower
unsystematic risk, likely due to their established operations, diversified activities
and more robust risk management practices. In contrast, firms with higher
leverage were more susceptible to firm-specific risks, underscoring the
importance of capital structure in shaping risk management strategies.

Discussion and Conclusion

The study demonstrates the critical role of CEO financial knowledge in mitigating
unsystematic risk within firms. The findings suggest that firms led by financially
knowledgeable CEOs experience lower levels of unsystematic risk, as these
executives are better equipped to manage firm-specific risks through informed
decision-making. This outcome aligns with existing literature which emphasizes
the importance of financial expertise in improving financial reporting accuracy
and implementing effective risk management strategies. In particular, the ability
to interpret financial data and anticipate potential risks enables CEOs to navigate



VF.Y QMU/Y")L"*‘:’/rv-?"'%")ﬁ-)/d)l-.@“il‘)“’ﬁun“ dl.m&.as)u.\.d V.

volatile market conditions more effectively; thus reducing firm-specific
vulnerabilities.

Interestingly, the study finds no significant moderating effect of managerial ability
on the relationship between CEO financial knowledge and unsystematic risk.
While managerial ability is often considered an important factor in overall firm
performance, it does not appear to enhance or diminish the impact of a CEO’s
financial expertise on reducing unsystematic risk. This result suggests that
financial knowledge alone may be a sufficient factor in mitigating these risks,
independent of broader managerial capabilities. It highlights the specialized
nature of financial decision-making which relies heavily on direct expertise rather
than general management skills.

The findings offer important implications for corporate governance and leadership
selection. Firms, especially those operating in volatile markets or industries,
should prioritize financial expertise when selecting their CEQs, as this directly
impacts the firm’s resilience to unsystematic risk. Additionally, the study suggests
that while managerial ability remains important for overall operational efficiency
and long-term growth, it may not play as crucial a role in risk management as
previously assumed. Future research could further explore the conditions under
which managerial ability might influence risk management outcomes and
investigate other factors, such as industry characteristics or external market
conditions that could moderate this relationship.
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