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Abstract

The aim of the present study is to model the relationship between real earnings management and accruals in
different economic regimes. The present study is applied-exploratory. The research period is 2011-2023. Data
from 131 listed companies were used in estimating the model. Initially, the determining factors on real and
accrual earnings management were determined based on Bayesian averaging models. By performing calculations
and examining the effects of 56 factors that were known to be effective in empirical studies on accrual earnings
management and 13 factors that were effective on real earnings management, it was found that the effect of 8
variables on these two types of earnings management was significant and that these variables always maintained
their effect in the presence of other variables and, in other words, were non-fragile. Based on the results, the
dominant regime in the capital market was evaluated as the prosperity regime.According to the results, in the
boom and normal periods, the relationship between the two types of earnings management is positive and
complementary; in other words, in these periods, companies increase both types of earnings management; but in
recessionary conditions, the relationship between the two types of earnings management is substitutional, and
considering the larger coefficient of real earnings management over accrual earnings management, it is
concluded that the substitution relationship in recessionary conditions is in favor of real earnings management; in
other words, in recessionary conditions, real earnings management replaces accrual earnings management.
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Introduction

In the existing literature, earnings management is a complex phenomenon that shows both positive and negative
effects. Schipper (1989) and Healy and Wahlen (1999) stated that earnings management is the alteration of the
reported economic performance of firms by insiders to “mislead some stakeholders” or “influence contractual
outcomes”. For example, insiders can use their discretion in financial reporting to overstating the true level of
earnings and conceal adverse earnings realizations (e.g., losses or profit declines), which leads outsiders to take
action against insiders. In extensive earnings management, financial reports inaccurately reflect the firm’s
performance and undermine outsiders’ ability to manage the firm (Leuz, Nanda & Wysocki, 2003) or reduce
investor confidence, leading to reduced trading volume (Le, Ha, Nguyen & Doan, 2023). However, earnings
management has a significant impact in some situations, especially when companies face a crisis. Lishoa &
Kacharava (2018) confirmed that CEOs can disclose financial reports with optimistic earnings to reassure
investors about their ongoing concerns during financial turmoil. Managers may record earnings upwards to
maintain relationships with stakeholders such as banks and creditors to avoid bankruptcy. Conversely, they can
manage earnings downwards to reduce taxes or avoid stricter regulations and oversight during periods of crisis
(Hamza & Zaatir, 2021).
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Method and Data

This research is applied in terms of purpose; also, based on the nature of the study, it is descriptive and, in terms
of time, it is a retrospective research. The time horizon of this research is a nineteen-year period from 2011 to
2023 AH for companies listed on the Tehran Stock Exchange. Considering the geographical scope of the
research and the nature of the research, as well as the existence of some inconsistencies among the selected
sample, this research includes companies listed on the Tehran Stock Exchange, which were selected as a sample
after applying the following restrictions. Accordingly, in order to determine the sample size, after collecting data
and applying the above restrictions, the number of companies under study is determined. By applying the above
restrictions, 131 companies were selected as a sample from 407 listed and over-the-counter companies with
primary information using the systematic exclusion method. It should be noted that not all investment funds,
fixed income, and ETFs are included. In the research, real profit management and profitability production are
performed simultaneously in a Markov Switching Selection Autoregressive Model, and in this model, all
factories are endogenously modeled and dependent. For real profit management and payout, the methods of
sampling, dynamic, selective and weighted are used.

Findings

According to the results, it is observed that in boom and normal periods, the relationship between the two types
of earnings management is positive and complementary; in other words, in these periods, companies increase
both types of earnings management; but in recessionary conditions, the relationship between the two types of
earnings management is substitutive, and given the larger coefficient of real earnings management over accrual
earnings management, it is concluded that the substitutive relationship in recessionary conditions is in favor of
real earnings management; in other words, in recessionary conditions, real earnings management replaces
accrual earnings management.

Conclusion and discussion

Based on the results, the dominant regime in the capital market was evaluated as the boom regime. According to
the results, in boom and normal periods, the relationship between the two types of earnings management is
positive and complementary; in other words, in these periods, companies increase both types of earnings
management; but in recessionary conditions, the relationship between the two types of earnings management is
substitutive, and considering the larger coefficient of real earnings management over accrual earnings
management, it is concluded that the substitutive relationship in recessionary conditions is in favor of real
earnings management; in other words, in recessionary conditions, real earnings management replaces accrual
earnings management.
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