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Objective: The aim of the present study is to compare the explanatory and
predictive power of different earnings management models and the
relationship between these models in different capital market regimes.

Method: In this study, panel data and Bayesian dynamic averaging technique
were used to determine the optimal model of accrual and real earnings
management for 140 companies on the Tehran Stock Exchange during the
period 2011-2021. In addition, Markov switching method was used to
determine the relationship between accrual and real earnings management in
different capital market regimes.

Results: The results show that 69 factors affect accrual earnings management
and 12 factors affect real earnings management. In addition, the relationship
between real and accrual earnings management in conditions of capital market
recession is at a low level and in the opposite direction. Finally, the
relationship between real and accrual earnings management in conditions of
capital market boom is at a very high level and in the direct direction.

Conclusion: In order to determine the optimal model of real and accrued
earnings management, it is necessary to use a systemic perspective, and only
using a specific model or a series of specific variables cannot provide a
comprehensive perspective to determine the optimal model of real and accrued
earnings management. Therefore, it is suggested that designing an optimal
model for managing real and accrued profits and price manipulation in
different capital market regimes should be considered because it is necessary
to make decisions in accordance with the current situation in any economic
situation (recession or prosperity).
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Introduction

In capital markets, the relationship between earnings management practices and market
reactions is complex. For example, companies may use earnings management to meet or even
exceed earnings expectations. These actions can temporarily boost stock prices. However, if
the market perceives such behavior as opaque or misleading, it is likely to damage the overall
value of the company in the long run. The predictive capabilities of earnings management
models are often evaluated through their ability to predict future earnings based on historical
data and current market conditions. Studies show that models that rely on gross profitability
measures outperform models based on net income or cash flows in predicting returns,
suggesting that the choice of model significantly affects forecast accuracy. Furthermore, the
interaction between earnings management and capital market regimes can alter the
effectiveness of these models. For example, during periods of high market volatility, the
predictive power of earnings management models may decline as investor behavior becomes
less predictable. Conversely, in stable market conditions, the relationship between reported
earnings and actual performance may be stronger, allowing for more accurate predictions. This
suggests that the context in which earnings management occurs is crucial to understanding its
implications for explanation and prediction. This study aims to compare the explanatory and
predictive power of various earnings management models and explore the relationship between
these models across different capital market regimes.

Method

In this research, panel data and the Bayesian Dynamic Averaging technique were utilized to
determine the optimal model for accrual and real earnings management over the period 2011
to 2021 for 140 listed companies. For dynamic averaging, Time-Varying Parameter Dynamic
Model Averaging TPV-DMA and Time-Varying Parameter Dynamic Model Selection TVP-
DMS have been used; the first model is used for dynamic data analysis and averaging of
different models, and the second model is used for dynamic selection among different models
at any point in time. Additionally, the Markov Switching method has been applied to examine
the relationship between accrual and real earnings management under different capital market
regimes.

Results

Given the financial statements, profit is one of the most important factors affecting
economic decision-making. If this item from the financial statements is of high quality and
reliability, it has a significant impact on the users' decisions. In this research, Bayesian model
averaging methods were used. The weights in this averaging were determined based on the
Bayesian rule or the posterior probability of each pattern. These methods addressed the issue
of uncertainty in model selection and its variables and provided an estimate of all existing
coefficients by estimating and sampling from all possible models based on different
combinations of explanatory variables and finally averaging them based on the prior
distribution function. The results indicate that 69 factors influence accrual earnings
management, while 12 factors impact real earnings management. According to the Bayesian
averaging approach, 8 robust variables affecting different types of earnings management were
identified. Moreover, the relationship between real and accrual earnings management during
capital market recession conditions is weak and inverse. Conversely, this relationship during
capital market boom conditions is very strong and direct.

Conclusions

Previous studies have rarely conducted a comprehensive analysis of the explanatory and
predictive power of various earnings management models, particularly under different market
conditions, such as periods of recession or boom. This gap provides an important opportunity
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for the current study to address and fill this critical void in the literature. Developing an optimal
model for real and accrual earnings management requires adopting a systemic approach. Solely
relying on specific models or predefined variables is inadequate for constructing a thorough
framework. It is essential to design adaptable models for real and accrual earnings
management, incorporating strategies for price manipulation, tailored to various capital market
regimes. This ensures informed, context-sensitive decision-making that aligns with economic
conditions, whether during a recession or a prosperity.

It is recommended that users of financial information closely consider the findings of this study.
The assurance provided by the auditing process holds critical importance for this audience.
Gaining insights into audit quality enables better understanding of particular events and
assessment of the financial status of companies under examination. Such knowledge should be
integrated into their decision-making processes.

Future studies should aim to refine these models and assess their performance across various
economic conditions to enhance their applicability in academic and practical settings.
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