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Abstract  
The research aims to know the effect of investment risks measured 
by the beta coefficient on the efficiency of stock pricing measured 
by the pricing error. The research was applied in the banks listed in 
the Iraq market for the period (2017-2020). That affects the value 
of the shares of the companies listed in it and the risks associated 
with it, as the capital structure is a dynamic process that changes 
over time depending on the variables that affect the general 
development of the economy, so these fluctuations should be taken 
into account when choosing the capital structure and companies 
seek to determine their financing structure Whether debt financing 
or equity financing is a critical decision for financial management, 
not only because of the need to maximize returns, but also because 
of the impact of risks and what is reflected in stock prices in the Iraqi 
stock markets. Through them, the following question was asked: 
Does debt financing and property rights contribute to affecting the 
efficiency of pricing? In light of this, the importance of the research 
and its objectives were determined, and the research methodology 
relies on the analytical method as it is more appropriate to the 
nature and scope of the research, in order to reach the results that 
the research aims at. 
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1. Introduction 
With the increasing globalization in the world, stock markets are 
affected by many factors such as economic or political events, and 
social, as well as the available information about stock prices in the 
financial market, so pricing efficiency is an important concept through 
the degree to which stock prices reflect all available information, in 
Timely and accurate, both in terms of understanding the work of 
capital markets or in terms of their performance and contribution to 
the development of the economy, and during the past decades, the 
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efficient market hypothesis (EMH) represented the heart of the 
discussion in the financial literature because of its important 
implications, and (Fama 1970) defined the efficient financial market If 
the prices of securities fully reflect all the available information, and in 
the light of efficient financial markets, then the prices will represent 
the real values of the securities, and thus attention is not given to the 
form of the structural relationship between risk and expected return, 
but rather to the accuracy that the securities enjoy in the market with 
regard to their structure. New information about a particular company 
is known, so efficient markets count how quickly stock prices adjust to 
reflect the new information? If prices respond to all relevant new 
information in a rapid manner, we can say that the market is relatively 
efficient. Alternatively, the information is reflected relatively slowly in 
all securities in the market, as investors take time to analyze the 
information and respond, perhaps overreacting. Accordingly, the 
values may deviate from the real values based on a careful analysis of 
all available relevant information, and such a market can be described 
as inefficient in an appropriate way, and thus the prices of securities 
cannot be predicted, so companies should pay attention to their 
information and the most important information, It is the capital 
structure of the company, so the study of the capital structure seeks 
to explain the financing mix that companies use to finance investment. 
The company’s capital structure directly determines its common risks 
and the cost of capital. The cheapest form of external financing, but it 
is accompanied by the risk of default, and the volatility of the dividends 
and the return on the equity of the company, and the risk increases 
with its borrowing and with the increase in financial leverage, and the 
benefits decrease from the decrease in the cost of financing by 
indebtedness due to the increase in financial risks and the increase in 
the possibility of financial distress and bankruptcy, and thus, are 
reflected Capital structure information negatively and positively on 
pricing efficiency in the stock market. 

 

2. Literature review 
In light of the rapid and complex environmental developments, the 
environment is characterized by a high state of uncertainty and 
complexity (Alabadi & Alsomaidaee, 2020, 4079), and an abundance 
of rapid and sudden changes that have not been calculated, so the 
work of most companies is characterized by fluctuations and 
deterioration sometimes to keep pace with this complexity and this 
change ( Salman et al, 2019:452) Therefore, the capital structure is 
considered one of the most important decisions that must be taken in 
the company, and financial managers need to achieve a balance 
between two main sources of debt financing and equity in order to 
find an optimal level of maximization that leads to maximizing returns, 
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and a high debt ratio leads to Higher potential profit, due to the tax 
advantages of debt and no need to issue more shares. However, the 
probability of bankruptcy increases with the increase in financial 
leverage, as they reached a positive and highly significant relationship 
between the change in financial leverage and risk (Alnassar & Bin Chin, 
2015:568), and high levels of debt financing lead to increased costs 
with higher risk. 

1. Capital structure  

The capital structure refers to the financing sources used by the 
company. These sources include debt and equity that the company 
uses to finance its assets, operations and future growth (Baker and 
Martin, 2011, p. 1), that determining the appropriate capital structure 
is one of the most important management decisions. Finance (Nirajini 
and Priya, 2013: 36), and although the mix of actual levels of 
permanent long-term funding for a company represented in debt, 
preferred stock, and ordinary equity may vary somewhat over time, 
most companies try to keep their financing mix close to the structure 
Target capital ((Gitman & Zutter, 2012:508, text, 2018) Jami and 
Koloukhi) states that decisions regarding capital structure include 
choosing the amount of capital required first, and second considering 
the range of financing available for the business, and capital structure 
is critical to managing any Work because the financial risks and the 
cost of the company’s capital are affected by the capital structure 
(Kofi, 2021:37), the main purpose of the capital structure is to form an 
ideal mix of debt and equity, and the decision of the company’s capital 
structure includes its selection of the target capital structure, and the 
average maturity of its debts, and the specific types of financing it 
decides to use at any given time. As with operating decisions, 
managers must make capital structure decisions designed to maximize 
the intrinsic value of the company (AbuTawahina, 2015:14). Capital 
structure also refers to the extent of debt and equity. The ownership 
that makes up the liability section of a company's balance sheet, often 
known as "leverage" (Gitman et al. 2016: 260, the capital used may 
consist of equity (equity) and debt, and debt is any external debt that 
can be repaid and has costs associated with it (Rödel, 2013:11), and 
companies that use a high debt ratio to obtain high returns are Risky 
(Al-Ubadi et al, 2020:6712), (Expenses can be direct, such as interest 
payments, or indirect, such as the cost of the organization. The debt 
may be short (less than one year) or long (more than one year) 
Companies may use different forms of debt (Arthur, 2019:205, on the 
other hand, it comes in the form of common stock, preferred stock, 
and retained earnings. Nawi, 2015:9). This financing option does not 
require interest expense or monthly payments. , it is more expensive 
than debt, especially during a period of low interest rate, common 
stock is subject to the cost associated with asymmetric information 
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(Wendy, 2019:91), so the capital structure is defined as the 
combination of long-term debt and equity borne by the company 
(Popoola , 2016: 7 ) It can be defined as the combination of financing 
sources that appear in the balance sheet. The capital structure is 
classified into four main parts: capital and retained earnings, family 
loans, debt, and equity (Nawi, 2015:9), 

And the capital structure depends on the company's ability to 
structure to reduce the average cost of capital (WACC), and corporate 
capital (Abu Samra, Majeed, 2015: 8) 

2. Stock pricing efficiency 

Pricing efficiency was developed on the basis of the “market efficiency 
hypothesis” by Fama (1970), which measures the degree to which 
price reflects information in the capital market. This price reflects not 
only the total amount of information received, but also the sensitivity 
of the information. It is generally believed that The more company-
wide information a stock price will include (specific information or 
proprietary information), the more sensitive the price volatility will be 
to information changes, and the more efficient the stock pricing will 
be. Diamond and Verrecchia (1987) argue that the faster price adjusts 
to private information; Asset pricing was more efficient. (He & Fang, 
2019: 5) Because prices always accurately reflect information, they are 
good signals of value and encourage better capital allocation. If the 
market is efficient, the information is fully and immediately reflected 
in prices, i.e. Pricing efficiency depends critically on information 
(Ackert & Deaves, 2010:29), and that an efficient market means a 
market that is well-informed and works correctly, and Jones (2009) 
describes it as reflecting the prices of all securities quickly and 
completely all available information about the assets, The concept 
assumes that investors will absorb all price-related information in 
making buying and selling decisions. The efficiency of the capital 
market can be understood at three levels: the internal (operational) 
level, the external (pricing) level, and the allocation level. Internal 
efficiency means that investors can quickly and accurately obtain 
Reliable transaction services at the cheapest possible rate, given the 
costs associated with providing the services. External efficiency means 
that prices fully reflect at all times all available information relevant to 
the valuation of securities. At the allocation level, the concern is 
whether the market efficiently allocates society's scarce resources 
where they can be most productive. The most important concept of 
efficiency is pricing. The efficiency of the capital market depends on 
how quickly new information is reflected in stock prices and 
information is treated as fundamental to setting stock prices, At the 
allocation level, the concern is whether the market efficiently allocates 
society's scarce resources where they can be most productive. The 
most important concept of efficiency is pricing. The efficiency of the 



 
 
 
 
 
  

 

 

705   

capital market depends on how quickly new information is reflected in 
stock prices and information is treated as fundamental to 
Determination of stock prices, and therefore it is the central issue of 
the concept of an efficient market and that the financial market will 
not price securities fairly unless this company provides all relevant 
financial information, and the market uses this information to assess 
the true ability of the company to create value, and the information 
can be classified as historical Or current or expected, but only current 
and historical information is certain in its impact on the price 
(Nyamosi, 2015:173), pricing efficiency is defined as the degree to 
which stock prices reflect all available information, in a timely and 
accurate manner (Saffi, 2008:2), It is also known as the rapid arrival of 
new information to dealers in the market without a large time interval 
and without incurring high costs, as stock prices reflect all available 
information, and all investors have the opportunity to obtain that 
information and at the same level of returns, but only a few investors 
can achieve Unusual returns as it depends on how the information is 
analyzed (Fabozzi, et al, 2010: 289). Pricing efficiency is an important 
indicator for measuring the quality of the capital market. It is 
considered vital in the efficient allocation of various financial assets 
and plays a positive indicative role in the healthy development of the 
real economy. In a high-quality stock market, information can be fast, 
accurate, and fully integrated into each share price. And when the 
stock is affected by positive or negative news, due to the political 
conditions in Iraq (Raheemah et al, 2020:298), its price can be adjusted 
quickly, and the stock price mechanism is vital in the efficient 
allocation of resources, and thus the distribution of limited funds 
quickly among the stocks ( Zhao et al, 2021: 1). 

 

3. Material and Methods 
First: capital structure metrics 

Indebtedness ratio: It is a ratio that measures the extent to which the 
company relies on borrowing (debt) to finance its investments 
compared to the financing provided by the owners, and includes the 
following  , (Zelgalve& Berzkalne,2015:109)  , (Josue,2015:14(Al-
Khalidi & Al-Jubouri, 214:2021).: 

A:   Debt ratio to total assets = (debt total) / (assets total)  

This ratio measures the amount of debt contribution to financing the 
company's assets, and the decrease of this ratio indicates that the 
company does not benefit from the financial leverage process and 
thus the return decreases, while the increase of this ratio leads to 
great financial risks .  
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B: Debt to equity ratio = (debt total) / (equity rights)  

This ratio measures the degree of the company's dependence on 
financing from its own sources, and its rise suggests an increase in 
financing risks and the company's inability to pay its obligations. Equity 
financing is higher than debt financing costs 

Second: Stock pricing efficiency metrics 

A. average returns ( Najm, 2012:182) 

R̅ =
∑ Rin

i=1

n
 

whereas : 

𝑅 ̅: 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑒𝑡𝑢𝑟𝑛𝑠 

(𝑅𝑖): 𝑇ℎ𝑒 𝑐𝑜𝑚𝑝𝑎𝑛𝑦′𝑠 𝑠𝑡𝑜𝑐𝑘 𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑑. 

𝑁: 𝑡ℎ𝑒 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑝𝑒𝑟𝑖𝑜𝑑𝑠 

B- To calculate returns for individual assets, the following 
mathematical formula has been adopted  (Hashem & Ismail, 2013:67) 
(Muhammad & Adnan, 2014:185) 

  Ri =  
Pt − Pt−1

Pt−1
 

whereas : 

(Ri): The company's earnings per share. 

Pt: the share price for the current period. 

Pt-1: the share price for the previous period 

c. The measure (pricing error) was calculated according to the 
following formula 

The error of higher pricing is lower efficiency and lower sensitivity of 
the trading price that absorbs new information (Nie, 2019:9). The 
pricing error can be expressed through the following equation  ( 
Qin&singal,2014:4(, 

ƿ𝐭= mt + st        

• Whereas:  

    ƿ_t: pricing error 

• m_t: is defined as the expected stock value given all available 
public information and assumes that it follows a random walk 
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4. Discuss the results 
First: Discussing the capital structure 

A: Debt ratio to total assets = (debt total) / (assets total)  

The industrial sector, IMOS Modern Sewing Company achieved the 
highest indebtedness ratio, as the average indebtedness reached 
(0.544), and the fluctuations in the ratio in the company amounted to 
(0.647), as well as the coefficient of difference for the ratio appeared 
in the company, as it amounted to (1.187), followed by the Carpet and 
Furniture Company IITC, as the average indebtedness amounted to 
(0.381) and amounted to The ratio fluctuations in the company were 
(0.099), and the coefficient of difference for the ratio appeared in the 
company, as it reached (0.260), followed by the Chemical and Plastic 
Industries Company (INCP), as the average indebtedness reached 
(0.322), and the ratio fluctuations in the company amounted to 
(0.007), and this indicates the instability of the ratio during a period 
The study also showed the coefficient of variation for the ratio in the 
company, which amounted to (0.024), and (Baghdad Soft Drinks IBSD) 
achieved the lowest debt ratio, as the average ratio was (0.024), and 
the coefficient of variation for the ratio was (0.340), and the 
coefficient of variation for the debt ratio was (0.1.384). ), followed by 
(Baghdad Packaging Materials Industry IBPD) with an average of 
(0.024) and the discrepancy in the company was (0.012), and the 
coefficient of variation for the percentage was the highest among the 
companies as it reached (0.510). 

Table (1) total Debt / total assets of the research sample companies 
for the period (2017-2020) 

 
B: Debt to equity ratio = (debt total) / (equity rights) 

The carpet and furnishings company IITC achieved the highest 
indebtedness ratio, as the average indebtedness reached (2.089), and 
the fluctuations in the ratio in the company amounted to (0.391), and 
this indicates the instability of the ratio during the study period. The 
average indebtedness was (0.476), and the ratio fluctuations in the 
company amounted to (0.017), as well as the coefficient of difference 
for the ratio in the company, which amounted to (0.036), followed by 
(Modern Sewing IMOS), the average ratio in which was (0.277), and 
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the standard deviation of the ratio increased and reached (0.073). 
Likewise, the coefficient of difference for the ratio appeared to be the 
lowest in the company among the companies, as it reached (0.263), 
while the lowest ratio of indebtedness was in the company (Baghdad 
Soft Drinks IBSD), as the average ratio was (0.087), and the fluctuations 
of the ratio reached (0.030). The lowest in the company among the 
companies, as it reached (0.344), and came in second place was the 
company (Baghdad for Manufacturing Packaging Materials IBPD), with 
an average debt ratio of (0.216), and the fluctuations of the ratio 
amounted to (0.391), and the coefficient of variation for the debt ratio 
reached (1.811). 

Table (2) Total debt / Total equity of the research sample companies 
for the period (2017-2020) 

 
Second: Discussing the results of the efficiency of stock pricing 

A: Analysis and discussion of the monthly stock returns of the research 
sample companies and for the period (2017-2020)  

based on the monthly closing prices of the shares of the research 
sample companies in the Iraq Stock Exchange. The monthly return was 
calculated as shown in Table (3(  (4), as we find that the average stock 
return has A positive value was recorded in 3 companies from the 
industrial sector, amounting to 5 industrial companies, my agencies 
(IMOS Modern Sewing, Baghdad Soft Drinks, IBSD Chemical and Plastic 
Industries INCP), and the company (Baghdad for the manufacture of 
packing materials, IBPD, carpets and furnishings) did not achieve at the 
level of the industrial sector, the company (Industries Chemical and 
plastic (INCP) had the highest rate of return, if it reached (0.098), with 
a standard deviation of (0.135), while the company (IITC Carpets and 
Furniture Baghdad for Manufacturing Packaging Materials (IBPD) 
achieved the lowest rate of return amounted to (-0.013%), with a 
standard deviation of (0.296). 
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Table (3) the monthly return of the research sample companies for 
the period (2017-2020) 

 
Table (4) the monthly return of the research sample companies for 
the period (2017-2020) 
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B: Analysis and discussion of the pricing error for the study sample 
companies and for the period (2017-2020) 

The higher pricing error is the lower the efficiency and lower sensitivity 
of the trading price that absorbs the new information, and the pricing 
error can be measured through the following equation (  Nie,2019:9) 

ƿ𝐭= 𝐦𝐭 + 𝐬𝐭     ……………  

whereas: 

ƿ_t: pricing error 

m_t :is defined as the expected stock value given all available public 
information and assumes that it follows a random walk 

s_(t): measures the deviation between the transaction price and the 
efficient price 

t: normal time 

The table (5) (6) ,shows the pricing error of the research sample 
companies and for the period (2017-2020), as we find that (IMOS 
Modern Sewing Company) has obtained the highest pricing error, as it 
reached (0.340), and the Chemical and Plastic Industries Company 
ranked second, as the pricing error reached (0.177), It was followed by 
the (Baghdad Packaging Materials Industry) company (IBPD), as the 
pricing error reached (0.175), and this indicates a decrease in 
efficiency and less price sensitivity. It reached (0.089), and this means 
that there is a rise in efficiency and more sensitivity in price among the 
two research sample companies. 

Table (5) pricing error for the research sample companies for the 
period (2017-2020) 
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Table (6) pricing error for the research sample companies for the 
period (2017-2020) 

 
 

4. Conclusions 
1. The results showed that the optimal level of debt is the level that 
achieves the maximum amount of information disclosure at the lowest 
possible cost, because with the increase in financial leverage, the 
benefits decrease from the decrease in the cost of financing by 
indebtedness due to the increase in risks and the increase in the 
possibility of financial distress and bankruptcy, and this is reflected in 
the information in The market that leads to a decrease in the efficiency 
of stock pricing in the research sample companies 

2. The results showed that the high degree of investment risk in the 
Iraq Stock Exchange is a natural result and reflection of the political 
and economic conditions in Iraq in the time period under study, and 
the risks associated with debt and equity financing, which affects the 
efficiency of stock pricing due to the information available in the 
market, which may lead to Investors' reluctance to invest in it in the 
future. 

3. The results showed that the effect of the capital structure on the 
efficiency of stock pricing is positive at low to medium debt levels and 
negative at high debt ratios. 

4. Equity financing costs more, but it is less risky because companies 
do not have a legal obligation to pay dividends to shareholders if their 



 
 
 
 
 
  

 

 

712   

performance is poor, and therefore the information available about 
the company is private and investors cannot view it, and therefore 
there is no impact on the efficiency of share pricing for the companies 
concerned. 
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