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Abstract:

This study aims to investigate the moderating role of managerial overconfidence in the relationship N/

between accounting conservatism and the lack of transparency in financial reporting among companies

listed on the Tehran Stock Exchange between 2019 and 2024. The study population included all listed firms on the Tehran Stock Exchange.
A final sample of 176 companies (1056 firm-year observations) was selected using a systematic exclusion method. Accounting conservatism
was measured using the Khan and Watts (2009) model, financial opacity was estimated using discretionary accruals based on the modified
Jones model, and managerial overconfidence was captured via excess investment in assets. Data analysis was conducted using multivariate
regression models via EViews 13. The results revealed a significant negative effect of accounting conservatism on financial reporting opacity
(B = -0.453, p < 0.01). Additionally, managerial overconfidence significantly moderated this relationship, with the interaction term
(Conservatism x Overconfidence) being positive and significant (f = +0.076, p < 0.01). This implies that overconfident managers reduce the
effectiveness of conservative accounting in mitigating opacity. Accounting conservatism serves as an effective mechanism to enhance the
transparency of financial reports, thereby improving stakeholder trust and market stability. However, managerial overconfidence can dilute
this effect by weakening the enforcement of conservative principles, potentially leading to overly optimistic financial disclosures. It is
recommended that firms invest in managerial self-awareness programs to mitigate the adverse impact of overconfidence on financial
reporting.
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Extended Abstract

Introduction

In recent years, the transparency of financial information has emerged as a critical determinant of investor trust and
market efficiency. A lack of transparency in financial reports is indicative of information asymmetry, which hinders investors'
ability to assess firms' intrinsic value. When outsiders cannot access reliable accounting information, they become vulnerable
to misjudging risk and misallocating resources, potentially leading to adverse selection and increased market volatility (Abdel
Rahim, 2022; Dempsey et al., 2012).

The literature has underscored that financial reporting opacity often stems from the opportunistic behaviors of corporate
insiders who may manipulate financial outcomes to protect personal interests or reputational standing (Muhammad, 2022).
In such environments, managers may obscure unfavorable information, delay the disclosure of losses, or exaggerate revenue
figures, ultimately leading to financial statement unreliability and increased crash risk (Foroughi et al., 2011; Khalilian, 2023).

Accounting conservatism has long been recognized as a mitigating mechanism against these risks. As a principle rooted in
prudence, conservatism entails the timely recognition of losses and the delayed recognition of gains. This asymmetrical
recognition mechanism serves to discipline managerial reporting behavior and enhance the credibility of financial disclosures
(Ahmed & Duellman, 2011; Bushman, 2016). Firms applying conservative accounting practices tend to present more cautious
and less inflated performance estimates, which are particularly useful during periods of economic uncertainty or managerial
discretion.

Empirical research supports the notion that accounting conservatism contributes positively to financial reporting quality.
It serves to align managerial incentives with stakeholder interests and reduce information asymmetry by restraining the
manipulation of accounting figures (Garanina & Kim, 2023). Moreover, conservatism facilitates regulatory oversight and
reinforces external monitoring by promoting more verifiable and consistent disclosures (Sharifpour Qeshouni & Jabarzadeh
Kangarloei, 2023).

However, the efficiency of accounting conservatism as a governance tool may be compromised in the presence of certain
behavioral traits among senior executives, most notably managerial overconfidence. Overconfident managers, who
overestimate their knowledge and underestimate risks, may resist conservative reporting and opt for aggressive recognition
of income, especially when aiming to portray a more favorable financial image (Algatamin et al., 2017; Sohrabi Kartabad,
2024). These individuals are more likely to disregard cautionary principles and pursue strategies that enhance short-term
performance at the expense of transparency and long-term sustainability.

Managerial overconfidence has been documented as a psychological bias that leads to optimistic estimations and
miscalculated strategic decisions. Overconfident CEOs are prone to excessive investments, delayed recognition of losses, and
manipulation of accruals, all of which undermine the efficacy of conservative accounting frameworks (Hsu et al., 2017;
Muhammad & Baghdadi Ahmed, 2019). Therefore, overconfidence can be conceptualized as a moderating factor that may
attenuate or even reverse the expected benefits of accounting conservatism on transparency.

Recent empirical works have begun to explore the interaction between managerial traits and accounting practices. Khalaf
and Hussein (2024) provide compelling evidence that managerial overconfidence significantly moderates the relationship
between accounting conservatism and financial opacity. Their findings suggest that while conservatism reduces reporting

opacity under normal conditions, the presence of overconfident managers disrupts this pathway by introducing bias and
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subjectivity into financial disclosures (Khalaf & Hussein, 2024). Similarly, studies conducted in emerging markets show that
governance mechanisms alone are insufficient in contexts where psychological biases dominate managerial behavior (Aghaei
& Amri Asrari, 2021).

In the Iranian capital market context, limited research has investigated the dynamic interplay between accounting
conservatism and managerial behavioral traits. Given the unique regulatory and institutional framework of the Tehran Stock
Exchange, along with relatively limited investor protection and weak enforcement mechanisms, understanding how
overconfidence interacts with accounting practices is of considerable importance. Additionally, no comprehensive empirical
study in Iran has simultaneously examined these three dimensions—accounting conservatism, financial opacity, and
managerial overconfidence—within an integrated analytical model.

To address this gap, the present study explores whether and how managerial overconfidence moderates the relationship
between accounting conservatism and the opacity of financial reports among listed firms in Iran. By examining this
interaction, the study contributes to the growing literature on behavioral finance and enhances our understanding of the
contextual effectiveness of accounting principles in emerging economies.

Methods and Materials

The statistical population of this study consists of all companies listed on the Tehran Stock Exchange between 2019 and
2024. After applying systematic exclusion criteria—such as eliminating financial institutions, investment firms, and companies
with missing data—a final sample of 176 firms was selected, resulting in 1056 firm-year observations. The data were collected
through the CODAL database, and all financial variables were extracted from annual reports.

Accounting conservatism was measured using the Khan and Watts (2009) extension of the Basu (1997) model, which
captures the asymmetric timeliness of earnings relative to economic news. Financial reporting opacity was proxied using
discretionary accruals computed via the modified Jones model, where higher absolute values indicate lower transparency.
Managerial overconfidence was operationalized based on excess investment behavior, derived from the residuals of a
regression model linking asset growth to sales growth.

Multivariate panel regression analysis was conducted using EViews software, and robustness checks—including
stationarity tests, multicollinearity diagnostics, and serial correlation adjustments—were employed to ensure the reliability
of the results. The interaction term between conservatism and overconfidence was included to test the moderation effect.

Findings

Descriptive statistics showed that the average value of financial opacity across firms was 0.494, with considerable variation
across the sample. The mean accounting conservatism score was -0.624, and managerial overconfidence was present in 737
out of 1056 firm-year observations.

The results of the first regression model confirmed that accounting conservatism has a significant negative effect on
financial reporting opacity. The estimated coefficient for conservatism was -0.453 (p < 0.01), indicating that higher
conservatism is associated with greater transparency.

In the second model, managerial overconfidence was found to have a significant moderating effect. The interaction term
between conservatism and overconfidence had a positive coefficient of 0.076 (p < 0.01), implying that the transparency-
enhancing effect of conservatism is weakened in firms led by overconfident managers. In other words, while conservatism

normally reduces opacity, this benefit diminishes in the presence of overconfidence.
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Control variables, including firm size, leverage, return on assets, and book-to-market ratio, were also statistically significant
in most models, indicating their relevance in explaining variations in reporting opacity.

Model diagnostics confirmed the robustness of the results. The adjusted R? values were 0.749 and 0.629 for the two
models, respectively, indicating good explanatory power. The Durbin-Watson statistics were within acceptable ranges, and
serial correlation and heteroscedasticity were properly addressed using appropriate estimation techniques.

Discussion and Conclusion

The findings of this study support the argument that accounting conservatism serves as a critical mechanism for enhancing
the transparency of financial reporting. By emphasizing early recognition of losses and delayed recognition of gains,
conservatism introduces a discipline that curbs managerial discretion and aligns reported earnings more closely with
economic reality. This conservative stance helps mitigate the risks associated with information asymmetry and earnings
manipulation, contributing to more reliable and useful financial statements for investors and other stakeholders.

However, the study also reveals that the effectiveness of accounting conservatism is not uniform across all organizational
contexts. Managerial overconfidence significantly moderates the relationship between conservatism and reporting opacity.
Overconfident executives may bypass or downplay the principles of conservatism, favoring optimistic financial portrayals that
mask underlying economic conditions. This behavior not only diminishes the intended transparency benefits of conservatism
but also introduces new risks related to earnings inflation and stakeholder misguidance.

These findings underscore the importance of incorporating behavioral dimensions into the analysis of financial reporting
quality. While traditional governance tools like conservatism are essential, they may be insufficient when managerial
cognitive biases go unchecked. Organizations must recognize that psychological traits—such as overconfidence—can shape
accounting outcomes in profound ways.

Therefore, promoting financial transparency requires a holistic approach that integrates accounting principles, behavioral
insights, and organizational controls. Regulatory bodies, corporate boards, and audit committees should consider
implementing mechanisms that detect and address managerial overconfidence. This may include enhanced disclosure
requirements, behavioral assessments during executive recruitment, and training programs that promote self-awareness and
risk calibration among top managers.

By highlighting the nuanced interplay between accounting conservatism and managerial behavior, this study contributes
to a more comprehensive understanding of financial reporting dynamics. It offers valuable implications for both academic
inquiry and practical governance, especially in emerging markets where institutional safeguards may be less developed.
Ultimately, strengthening the integrity of financial reporting demands not only technical standards but also attention to the

human factors that influence their application.
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