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Abstract

Financial theory posits that stock valuation is shaped by the interplay between systematic risks and managerial reporting behavior, a
dynamic that becomes particularly pronounced during crisis periods, when uncertainty and investors’ behavioral responses intensify.
Within this framework, financial crisis risk has been recognized as a contributing anomaly to pricing inefficiency. Nevertheless, the
moderating role of accounting mechanisms in this relationship has received limited scholarly attention in the domestic literature. To
address this gap, the present study investigates the effect of financial crisis risk anomaly on stock mispricing, explicitly considering
the moderating influence of earnings management. The sample comprises 105 firms listed on the Tehran Stock Exchange, selected
via systematic elimination over the 20122022 period. Hypothesis testing is conducted using a multivariate regression model estimated
on panel data. The empirical results reveal that the financial crisis risk anomaly exerts a positive and statistically significant effect on
stock mispricing, and that accrual-based earnings management intensifies this association. Specifically, firms with higher levels of
earnings management demonstrate more pronounced market reactions to financial crisis risk shocks, resulting in greater pricing errors.
These findings underscore the interactive effect of financial crisis risk and accounting practices, offering important implications for
enhancing transparency and market efficiency within the Iran’s capital market.
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Introduction

The efficiency of capital markets largely depends on their ability to accurately reflect information in stock prices. Nevertheless,
evidence indicates that in many markets, particularly emerging ones, stock prices periodically deviate from their fundamental values,
giving rise to mispricing. In such an environment, rising systemic risks, especially financial crisis risk, can heighten market uncertainty
and disrupt the price discovery process. Alongside this factor, firms’ financial reporting practices may also contribute to the formation
of these distortions. Accrual-based earnings management, by altering the quality of accounting information, affects investors’ ability
to accurately assess firms’ intrinsic value. This issue is especially critical in the Iranian capital market due to informational constraints,
limited market depth, and high sensitivity to economic shocks. Despite its importance, little attention has been paid to the interaction
between the financial crisis risk anomaly and earnings management in explaining stock mispricing. Accordingly, the central question
of this study is whether the financial crisis risk anomaly influences stock mispricing, and whether accrual-based earnings management
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can moderate this relationship. In this context, drawing upon theoretical foundations related to market inefficiency, systemic risks, and
the quality of accounting information, two main hypotheses were formulated: first, the financial crisis risk anomaly has a positive and
significant effect on stock mispricing; and second, accrual-based earnings management positively moderates the relationship between
the financial crisis risk anomaly and stock mispricing.

Materials & Methods

This study is applied in purpose and employs a descriptive—correlational research design using panel data. The sample consists of 105
companies listed on the Tehran Stock Exchange selected by a systematic elimination method. The study period covers 2012-2022. The
data were collected from companies’ financial statements and capital market databases. Panel regression models were employed to test
the research hypotheses. Prior to model estimation, the F-Limer test and the Hausman test were conducted to determine the appropriate
panel data specification, and the results supported the fixed-effects model. The Wooldridge test was used to examine autocorrelation
and showed no evidence of serial correlation. To assess heteroskedasticity, the Wald test was applied, which indicated the presence of
heteroskedasticity in the residuals. Therefore, the Generalized Least Squares (GLS) method was used to obtain efficient estimators.

Research findings

The empirical results indicate that the financial crisis risk anomaly exerts a significant effect on stock mispricing, suggesting that higher
levels of crisis-related risk are associated with greater deviations of market prices from fundamental values. This finding implies that
increased uncertainty stemming from systemic risks can disrupt the price discovery process and intensify extreme price reactions in
the market. Furthermore, the results show that accrual-based earnings management plays a significant moderating role in the
relationship between the financial crisis risk anomaly and stock mispricing. Specifically, in firms with higher levels of accrual-based
earnings management, the impact of financial crisis risk on stock mispricing becomes stronger. This evidence suggests that lower
accounting information quality may amplify the effects of financial shocks in capital markets.

Discussion of Results & Conclusion

The findings suggest that stock mispricing is not solely the result of macroeconomic volatility or systemic risks; rather, it emerges from
the interaction between such risks and the quality of financial reporting and managerial reporting behavior. When financial crisis risk
increases, investor uncertainty rises and reliance on accounting information becomes stronger. In such conditions, accrual-based
earnings management can reduce the reliability of financial information and intensify information asymmetry between managers and
investors. This situation weakens the price discovery mechanism and increases the persistence of deviations between market prices and
intrinsic values. Accordingly, improving financial reporting transparency and strengthening regulatory oversight mechanisms can play
an important role in reducing pricing errors and enhancing the informational efficiency of capital markets. The results provide useful
insights for investors, financial analysts, and market regulators seeking to better understand the mechanisms underlying stock
mispricing and financial risk management.
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