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The Impact of the COVID-19 Crisis on Earnings Management
Behavior on the Tehran Stock Exchange

1

Somaye Ehyaei ,

Morteza Amini

Abstract

The COVID-19 pandemic placed significant strain on corporate financial performance, creating an
environment conducive to managerial intervention in financial reporting. This study aimed to examine
the impact of this crisis on the earnings management behavior of companies listed on the Tehran
Stock Exchange, evaluating the directional changes in accruals during the crisis years. Conducted as
an ex-post facto correlational study, it utilized data from audited financial statements. The statistical
population consisted of active listed companies, with the sample selected through systematic
elimination. Discretionary accruals, measured using the modified Jones model, served as the proxy for
earnings management. The analysis employed panel regression with firm-fixed effects to control for
persistent structural differences and a difference-in-differences approach to compare vulnerable
industries with others. The results revealed that the COVID-19 crisis intensified earnings
management, with firms exhibiting a greater tendency for downward earnings management through
recognizing losses or accrued expenses during the pandemic. However, no significant difference was
observed in this behavior between vulnerable and other industries. It can be concluded that the
pandemic was a significant catalyst for adjusting reported earnings across the capital market, but the
pattern of earnings management did not show a distinct structural difference across various industries.
The findings underscore the importance of strengthening supervisory procedures, enhancing
transparency, and focusing on firms' informational risks during crisis periods.
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