ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

Forecasting Economic Recession and Growth Using Corporate
Financial Misreporting

Article history ®
e

Received: 07 June 2025

1. Shirin Montashi‘®: Department of Accounting, Na.C., Islamic Azad University, Najafabad,
Iran

Revised: 30 September 2025
2. Mahnam Molaei®*: Department of Accounting, Na.C., Islamic Azad University, Najafabad, Accepted: 08 October 2025
Iran. Email: mmolaei61@iau.ac.ir (Corresponding Author) Published: 22 May 2026

3. Maryam Farhadi®: Department of Accounting, Isf.C., Islamic Azad University, Isfahan, Iran

———

4. Javad Foruzandeh'®': Department of Accounting, Na.C., Islamic Azad University, Najafabad, Iran

Abstract:

This study aims to examine the ability of corporate financial misreporting to predict economic recession and economic growth
in firms listed on the Tehran Stock Exchange. The research is classified as fundamental-experimental in purpose and
descriptive-correlational in nature. The statistical population included all firms listed on the Tehran Stock Exchange between
2012 and 2023. Using the systematic elimination method, 105 firms were selected as the sample. Data were gathered from
financial statements, explanatory notes, and official stock exchange resources. Multiple regression and logistic regression
models were employed, and data analysis was conducted using Eviews and Stata software. The results indicated that financial
misreporting (measured through the adjusted Beneish M-Score) significantly predicts economic recession, with logistic
regression coefficients confirming the first hypothesis (p<0.05). Moreover, panel regression results demonstrated that
financial misreporting also predicts future economic growth. Control variables such as exchange rate, consumer price index,
and firm size were also found to have significant effects on economic outcomes. The findings highlight that distorted financial
reporting can serve as a reliable predictor of both economic recession and economic growth. These insights provide valuable
implications for policymakers, regulators, and investors seeking to enhance decision-making processes and mitigate risks
associated with misreported financial information.
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Extended Abstract

Introduction

The prediction of economic cycles, particularly recessions and expansions, has been one of the most important concerns
of economists, policymakers, and investors. Accurate forecasting of economic downturns and growth phases can inform
monetary and fiscal policy decisions, guide investment strategies, and enhance economic resilience at the national level.
Gross Domestic Product (GDP) remains the most widely used indicator of economic performance, and the search for reliable
predictors of its future trajectory has led researchers to consider the role of corporate financial reporting in macroeconomic
forecasting (Riahi Nasab et al., 2024).

Accounting information has long been debated for its explanatory power in capturing firm-level performance and its
potential to aggregate into macroeconomic indicators. Recent studies have shown that aggregate accounting earnings and
special items are significantly associated with GDP growth, providing evidence that micro-level financial data can scale up to
national-level forecasts (Zhang & Fargher, 2022). This perspective emphasizes that corporate financial statements not only
reflect the financial health of individual firms but also carry valuable signals about the overall state of the economy (Abdalla
& Carabias, 2022).

However, the usefulness of accounting information is contingent upon the reliability and transparency of the data
reported. Financial misreporting, whether intentional or due to weak corporate governance, threatens the predictive capacity
of financial data. Scholars have argued that distorted financial statements can obscure economic signals, resulting in flawed
forecasts of GDP growth or contractions (Arabzadeh et al., 2021). Misreporting has been linked to periods of economic
instability, where corporate managers manipulate earnings to conceal weaknesses, thereby delaying recognition of
macroeconomic downturns (Makari, 2023).

Empirical evidence from the United States has demonstrated that aggregate measures of financial misreporting are able
to predict recessions and GDP growth, highlighting their importance as forward-looking indicators (Beneish et al., 2023).
Extending this line of inquiry to emerging markets, where institutional and regulatory frameworks may differ, is of particular
importance. For instance, studies in emerging countries have revealed that accounting information continues to exhibit value
relevance in explaining macroeconomic outcomes (Badu & Appiah, 2018). Similarly, research in the Middle East and North
Africa (MENA) region confirms that financial reports provide valuable insights into economic activity, though their relevance
may vary across different institutional settings (El-Diftar & Elkalla, 2019).

Another strand of literature emphasizes the role of shareholder value creation as both a firm-level and macroeconomic
phenomenon. Theories of value creation argue that performance metrics such as Tobin’s Q ratio, market-to-book values, and
economic value added are not only central to corporate financial performance but also indicators of national economic
growth (Hall, 2016, 2018, 2024). When financial misreporting undermines these metrics, the ability to predict economic
growth is compromised.

Moreover, the manufacturing sector has been consistently recognized as a driver of economic growth, particularly in
developing regions (Moyo & Jeke, 2019; Umezurike & Mthimkhulu, 2019). Firm-level financial information from this sector
often reflects broader economic dynamics. Studies have shown that investment, employment, and sales growth within firms

correlate strongly with GDP forecasts (Tanaka et al., 2020). However, when managers engage in misreporting practices, these

indicators lose reliability, distorting the link between firm performance and macroeconomic trends.
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Overall, the literature suggests a strong link between reliable financial reporting and accurate macroeconomic forecasting.
Yet, the challenge lies in accounting for the effects of misreporting. This study extends existing research by examining whether
financial misreporting by companies listed on the Tehran Stock Exchange can be used to forecast economic recession and
growth. It seeks to address the critical question of whether misreporting distorts or contributes to the predictive power of
accounting information in explaining GDP fluctuations (Bokhradi Nasab et al., 2021, 2023).

Methods and Materials

This study is designed as fundamental and experimental research in terms of its purpose, while adopting a descriptive-
correlational approach in terms of its methodology. The statistical population comprised companies listed on the Tehran
Stock Exchange between 2012 and 2023. To ensure comparability and homogeneity of data, systematic elimination sampling
was used to select 105 firms, excluding financial institutions, insurers, and firms with inconsistent fiscal years.

Data were collected from audited financial statements, explanatory notes, and official stock exchange resources. The
Beneish M-Score model, adjusted for Iranian firms, was employed to measure financial misreporting. The dependent
variables were economic recession (measured using dummy variables for boom and recession periods derived from GDP
trends) and economic growth (measured as the annual percentage change in real GDP). Control variables included exchange
rate, consumer price index (CPI), firm size, firm age, stock return volatility, and market return.

For hypothesis testing, logistic regression models were used to assess the ability of financial misreporting to predict
recession, while panel regression models were applied to evaluate its predictive power for GDP growth. Statistical analyses
were performed using Eviews and Stata software.

Findings

The descriptive statistics indicated that the mean of the economic growth variable (RGDP) was 0.026, suggesting low
average growth during the studied period. Financial misreporting, measured by the adjusted M-Score, exhibited a mean of
0.297, indicating that instances of misreporting were present in the sample firms.

Regression analysis revealed that financial misreporting (MSCORE) was a significant predictor of economic recession.
Logistic regression results showed a strong and positive coefficient for MSCORE, confirming the hypothesis that misreporting
increases the likelihood of recession periods. Additionally, exchange rate and consumer price index were also significant
predictors of recession, aligning with expectations of macroeconomic theory.

Panel regression results indicated that financial misreporting significantly predicted economic growth, with a negative
coefficient suggesting that higher levels of misreporting were associated with lower GDP growth rates. The model’s adjusted
R-squared was 0.316, indicating moderate explanatory power. Other control variables, including firm size, firm age, and stock
market returns, were also significant in explaining variations in GDP growth.

Overall, the findings confirmed both hypotheses: financial misreporting has predictive power for economic recessions, and
it significantly influences forecasts of economic growth.

Discussion and Conclusion

The results of this study provide compelling evidence that financial misreporting at the firm level has significant
implications for macroeconomic forecasting. The finding that misreporting predicts recession supports earlier research in

developed economies, which demonstrated that aggregate misreporting measures can anticipate downturns (Beneish et al.,
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2023). This suggests that despite institutional differences, the predictive capacity of misreporting extends to emerging
markets such as Iran.

The study also confirmed the alignment between firm-level financial performance and macroeconomic outcomes. As prior
studies have emphasized, aggregate accounting earnings and special items reflect future GDP movements (Abdalla &
Carabias, 2022; Zhang & Fargher, 2022). The present research expands on these findings by showing that distortions in such
data—through misreporting—can themselves serve as indicators of macroeconomic instability. This contributes to the
growing body of literature on the link between micro-level financial information and macroeconomic forecasting (Riahi Nasab
et al, 2024).

Another significant insight from the findings is that financial misreporting negatively affects GDP growth forecasts. This is
consistent with the argument that misreporting erodes the value relevance of financial information, undermining its
explanatory power in predicting economic performance (Badu & Appiah, 2018; Barth et al., 2019; El-Diftar & Elkalla, 2019).
When financial statements are manipulated, they no longer provide reliable signals for investors or policymakers, leading to
misallocations of resources and delayed responses to economic challenges.

The findings also resonate with the literature on shareholder value creation, which emphasizes the role of performance
metrics in driving economic growth (Hall, 2016, 2018, 2024). Misreporting distorts these metrics, reducing their effectiveness
as indicators of national economic health. Thus, the results highlight the necessity of improving financial reporting standards
and enforcement mechanisms to strengthen the reliability of economic forecasts.

From a sectoral perspective, the results align with studies that identify manufacturing and productive investments as
engines of growth (Moyo & Jleke, 2019; Tanaka et al., 2020; Umezurike & Mthimkhulu, 2019). Since many firms in the sample
operate in production-intensive industries, the misreporting of their financial results can significantly distort macroeconomic
signals. This finding underscores the importance of monitoring industries where firm-level performance directly reflects
national economic trends.

In conclusion, this study contributes to the literature by demonstrating that financial misreporting is not only a micro-level
corporate governance issue but also a macroeconomic forecasting factor. Misreporting serves as a double-edged sword: while
it indicates potential corporate misconduct, its aggregate presence in financial statements provides predictive signals of
economic downturns and weaker growth. This paradox suggests that policymakers and regulators should not only seek to

reduce misreporting but also recognize its role in forecasting economic conditions.
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