
Advances in Natural and Applied Sciences, 9(4) April 2015, Pages: 71-89 

 

AENSI Journals 

 

Advances in Natural and Applied Sciences 

 
 

ISSN:1995-0772    EISSN: 1998-1090 

Journal home page: www.aensiweb.com/ANAS 

 

   

Corresponding Author: Mohammad Nazaripour, Department of Accounting, University of Kurdistan, sanandaj, Iran. 

                                     E-mail: mnazaripour@yahoo.com, (M. Nazaripour).   

The Effect of Product Market Power and Industry Structure on Corporate Earnings 

Management in Tehran Stock Exchange 

 

Mohammad Nazaripour 
 

1Department of Accounting, University of Kurdistan, Sanandaj, Iran.  
 

A R T I C L E  I N F O   A B S T R A C T  

Article history: 

Received 4 September 2014 

Received in revised form 24 November 

2014 
Accepted 8 November 2014 

Available online 10 January 2015 

 
Keywords: 

Product Market Power 

Industry Structure 
Earnings Management 

Tehran Stock Exchange 

 Earnings management is one of the ways to deal with economic and competitive 

pressures which aims to provide relevance and reliable information to the market. Due 

to the importance of competition in competitive markets and confusion about 

relationship between earnings management and competition in the product market, this 
research to study the effect of product market power and industry structure on corporate 

earnings management in Tehran stock exchange during the period from 2005 to 2013. 

Using systematic sampling method, 167 companies were selected. To test the research 
hypotheses, Fixed Effect Panel regression analysis was applied. In this study, four 

criteria include industry-adjusted market power (IAMP) as industry structure criterion, 

industry competitiveness (INDCOM), number of firms in the industry (NFIND), and 
industry concentration based on Herfindahl-Hirschman index (HHI) were applied to 

measure the product market power. Dependent variable is earnings management (EM) 

which calculated based on adjusted Jones Model. Also, sale volatility (SV), company 
size (SIZE), market to book value (MTB), long-time financial leverage (LEV), 

company growth (GROWTH) variables exerted as control variables. According to the 

research findings all of product market power criteria except NFIND have affected EM 
negatively. Besides, the research findings show GROWIT and MTB have a positive and 

significant effects on EM, and SV has a negative and significant effect on it. 
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INTRODUCTION 

 

Firms make several operational decisions. For example, they do preliminary marketing researches, provide 

attractive products, decide about the amount of production and sales price, advertise their products, do 

financing, then start producing again and finally, sell the products to the consumers. Nature of competition in 

product markets almost affects firms' behaviors in all of these stages (Namazi and Ebrahimi, 2012). Competitive 

policies of firms' product market also have an influence on the earning of free cash flow and investors' 

evaluation of these cash flows (Lyandresy & Watanabe, 2011). Raith (2003) expresses that firms will attempt to 

discourage the competitors from entering the industries while facing economic and competitive pressures. One 

of the ways of dealing with these pressures is by manipulating and managing the earning for presenting 

sustainable and reliable information to the market.  

Recognizing earning management is very important for users of financial statements in order to evaluate the 

current performance, predict the future profitability and determining the value of firm. Nonetheless, recognizing 

earning management, especially in cases in which this issue has not been done with an obvious incentive, is 

often difficult and takes lot of time. University studies have used various criteria in order to recognize earning 

management (Jansen et al, 2012, 221).  

Studies such as Healy (1985), DeAngelo (1986), Jones (1991), Dechow et al (2003), and Kothari et al 

(2005) have tried to recognize earning management through accruals models and accrual whole analysis to 

normal accruals (Economics-Driven Component) and abnormal accruals (earning management Component).  

McNichols (2000) believes that there are some theories in association with the way accruals behave in the 

absence of discretion accruals. Fields et al (2001) believe that using available accruals models associated with 

recognition of earning management leads to serious interpretation problems. 
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Managers, as producers of financial statements, on one hand are fully aware of firm's financial status and 

have more knowledge than users of financial statements. On the other hand, increase of managers' information 

about accounting instructions and methods, simultaneously with the empowerment of capital markets and also 

flexibility of accounting's accepted principles and standards, has led to creation of more incentive in managers 

in order to provide a desirable image of business unit's financial status through an emerging phenomenon called 

earning management (Javadian Kotnayi, 1990 and Kordestani and Amirbeygi, 2008).  

One of the most important specifications of each industry's structure is the degree of concentration in that 

industry which can be an index of the status of competition and market power of its firm. Concentration degree 

has a diverse relationship with the number of firms and distribution uniformity of their market share. In other 

words, the more the number of firms of an industry or the more uniformed the distribution of their market share, 

the concentration degree of that industry reduces and competition increases (Dehghan Dehnavi, 2011, 63). 

Intensity and quality of the effect of such structural change on the rate of quality and earning management of 

firms can be mentioned as a basic question here. In fact, by observing the competitive status in most of the stock 

industries, this question comes to mind that whether the concentration degree in stock industries leads to 

development of the competitive space in these industries and effectiveness on the quality of firms' earning or 

not?  

Given the mentioned matters and since behaviors of earning management might put the interests of 

beneficiaries at risk and also by considering the importance of the issue of competition in various stock 

industries, in this research, we will review the effect of power of product market and industry's structure on the 

rate of earning management in the accepted firms in Tehran's stock exchange.  

 

1. Significance and Necessity of Research: 

Healy and Wahlen (1999) believe that earning management happens when the manager uses his/her 

personal judgment for financial reporting and he/she does this with the purpose of misleading some shareholders 

about the actual performance or for affecting the results of those contracts that depend on the reported 

accounting numbers. Scott (1997) refers to earning management as the firm's authority in choosing accounting 

policies in order to achieve some of manager's particular purposes. Kellog et al (1991) define two main 

incentives for earning management: encouraging investors to buy firm's share and increasing value of firm's 

market. Dye (1988) expresses that earning management is usually caused by manager's use of advantages of 

information asymmetry and has mentioned two important issues. Firstly, in order to increase managers' award 

which is provided by investors, earning is manipulated and secondly, investors potentially want the market to 

have better perception than firm's value. Therefore, transmission of potential wealth from new investors to old 

ones occurs which creates an internal demand for earning management. Also in Wild, Bernstein & 

Subramanyam's opinion (2001), earning management refers to the public intervention of management in the 

process of determination and measurement of the earning which is often in the respect of management's 

desirable purposes. With the increase of sources that the manager has in hand, the amount of beneficiaries 

associated with the firm increases as well and the consequence of such conditions is the occurrence of conflict 

of interests. Therefore, conflict of interests is not only about the interests of shareholders; but it is rather about 

the interest of all beneficiaries including creditors, employees, society and etc. Healy and Jones (1992), believe 

that since managers' decisions directly affects all beneficiary group; thus, the manager shall be looked at as the 

representatives of all beneficiaries not only the representative of a particular group.  

Albrecht & Richardson (1990), according to the available literature, consider three approaches for earning 

management which are (quoted by Modarres and Aflatooni, 2009, 55-56): 1. Traditional approach; according 

to this approach, study of earning management includes the review of the relationship between choosing a 

variable for manipulation and its impact on the reported earnings. 2. Approach of earnings changeability; 

Imhoff (1997) is the first researcher that has attempted to separate artificial leveling of management from its 

actual leveling. He believes that each firm's sales income shows the actual economic performance of it. 3. 

Sectional approach; this approach is based on the bisectional economic thought (core and margin sections). 

Firms of the core section have so much earning and exploitation and they also use so many capitals and vice 

versa, margin industries have lower size, earning, exploitation and salary. Core firms face less ambiguity and 

lack of reliability and therefore, they have less earning management. By considering various definitions and 

views associated with the issue of earning management and also the issue of competition in the product market 

and various industries and since the managers might manipulate the quality of information including the 

reported earning in order to increase the competition in the market and durability in the mentioned market; in 

this research, the effect of power of product market and industry's structure on the rate of earning management 

will be reviewed in the accepted firms in Tehran's stock exchange.  

 

Research Background: 

Kellog and Kellog (1991) define two main incentives for earning management: encouraging investors to 

buy firm's share and increasing the value of firm's market. 
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Forsyth (1992) believes that individuals with idealistic ideology tend to deal with earning management less, 

because in their opinion this might put other's interests at risk.  

During the past few decades, several empirical studies have been done about the issue that managers try 

earning management by using different techniques and for various purposes. The most important one of them is 

the studies of Altamuro et al (2005) about the method of early recognition of income, Thomas et al (2004) 

referred to earning management by using interactions with dependent persons, Defond and Park (1997) referred 

to earning management for increasing job safety.  

Allen and Gale (2002) concluded that competition between firms is an effective disciplinary mechanism 

which is even more efficient than internal governmental mechanisms and also external control mechanisms of 

the firm including the market.  

Yoon and Miller (2002) have considered cashes obtained from operational activities as the main index of 

business units' performance and concluded that business units that have faced weak performances have had 

stronger motivation for increasing their reported earnings through the process of earning management and vice 

versa, in business units that have had a good performance, the probability of using methods of increasing 

earning artificially through management has been lower.  

Pagano and Volpin (2005) express that managers of the firm might use the activities associated with social 

responsibility as a tool in order to prevent seizing ownership by the capital market and that is how they satisfy 

the shareholders. Thus, we can assume that managers, who behave opportunistic earning management with the 

purpose of achieving personal interests and misleading others, shall have high social responsibility in order to 

cover their actions and satisfy firm's beneficiary groups.  

Graham et al (2005), in a navigational research and interview with 401 financial managers, concluded that 

78% of those who answered prefer leveling earning through actual economic activities; Whereas, only 7.9% of 

those who answered showed interest in managing earning through deviation of hypotheses and accounting 

principles (accruals).  

Charitoun and Lenos (2007) believe that except for some cases which are caused by conflict of interests 

between managers and shareholders, there might be some incentive for misrepresentation of firm's performance 

through earning management. 

Belski et al (2008) reviewed the relationship between morals and earning management and found out that 

purpose and incentive of earning management is very important. In other words, they concluded that managers, 

whose purpose of earning management is opportunistic, have more antisocial behaviors and in contrast, 

managers who manage earning with the purpose of increasing firm's value have less antisocial behaviors.  

De Mooij (2010), claims that managers of the firms which are in high male-oriented societies, try to report 

high earnings to maintain themselves in the competition. According to this, it is expected that relationship 

between male-orientation and management of earning is positive. Also according to the hypothesis-orientation, 

given that countries with male-orientation are more flexible and conservative, they have less transparency and 

professionalism; therefore, they use the policy which reduces earning. Han et al (2010), in a research with the 

title of comparative review of the effects of national culture on earning management among various countries, 

concluded that among cultural values, avoiding lack of reliability of future and individualism, has a strong 

explanation power to justify the behaviors of earning management between countries; also in this study, national 

culture and organizational structure are important factors that justify earning management behaviors.  

Giroud and Mueller (2011) believe that competition of product market leads to creation of some incentives 

in managers that aligns them with the shareholders' interests more.  

Datta et al (2013), by reviewing 6019 American firms between the years 1987 to 2009, concluded that there 

is a positive and significant relationship between power of product market and also industry competitiveness 

with earning management.  

Cheng et al (2013), in a research with the title of "impact of competition product market on quality of 

earning" based on a sample of American productive firms during the time period between 1996 and 2005, 

concluded that there is a positive relationship between product market and quality of earning. The results also 

indicate that there is a positive relationship between product market and accuracy of confidential and public 

information in the hands of investors and analyzers.  

Jiang, Zhu & Huang (2013), in a research with the title of "financial experience of CEO and earning 

management" in China, concluded that CEOs who have financial experience manage earning less based on 

actual events; whereas, there is not a relationship between financial experience of the CEO and earning 

management based on optional accruals. According to their findings, they concluded that CEOs with financial 

experience provide more accurate earning information and financial statement with higher quality.  

Aerts et al (2013), in a research called justification of earning management and earning management under 

various institutional regimes with reviewing 162 firms from four countries, England, Australia, America and 

Canada, concluded that type of explanation significantly affects explanations of performance and management 

of accruals and this impact is more lasting under obligatory institutional regimes in which commitment and legal 

costs are expected more.  
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In a research, Poor Heydari and Hemmati (2004) reviewed the effect of debt contracts, political costs and 

projects of award and ownership on earning management in stock firms and concluded that in average, there is 

not a significant relationship between the ratio of dept to shareholders' alary and manipulation of earning and by 

increasing the size of firm, firm‟s management has more incentive to increase the earning in order to present a 

better image of their performance to the shareholders. In addition, firms, that have more employees, are under 

more political pressures; therefore, the managers of such firms attempt to reduce the earning in order to reduce 

the pressures. The result of testing the hypotheses of variables of award and ownership indicated that there is not 

a significant relationship between the above variables and earning manipulation.  

Mashayekhi et al (2004), in a research with the title of "rile of optional accruals in managing the earning of 

productive firms", concluded that there is a significant and diverse relationship between optional accruals and 

cashes obtained from the operation. In other words, management at the time of reduction of cashes earned from 

the operation are indicative of the weak performance of the business unit, in order to make up for this matter, 

they attempt to increase the earning through increasing optional accruals.  

Jabarzadeh Kangarlooyi et al (2010), in a research called "review of the relationship between earning 

management of firms of group (consolidated) and return of the share of the main firms which are accepted in 

Tehran stock exchange", concluded that there is a diverse weak (-0.291) but significant relationship between 

earning management and return of the share of the main firms. 

Khajavi et al (2011), in a research with the title of "review of the relationship between earning management 

and social responsibility of firms accepted in Tehran's stock exchange", concluded that there is a negative 

relationship between firm's social responsibility and earning management. Also firm's financial performance has 

a positive relationship with earning management and negative and diverse one with social responsibility, but 

firm's social responsibility besides earning management has led to reduction of the diverse effect of firm's social 

responsibility on financial performance which is improvement of financial performance. Ultimately, 

organizational commitments have a negative relationship with firm's financia; performance and earning 

management.  

Khajavi and Ebrahimi (2012), in a research with the title of "review of effect of product market's power on 

liquidity of the share of firms accepted in Tehran's stock exchange" by reviewing 89 firms during 2004 to 2009, 

concluded that there is a significant and positive relationship between the Lerner index and share's liquidity; 

whereas, the relationship between Herfindahl -Hirschman index and share's liquidity is positive but not 

significant. In total, by increasing the power of product market, share's liquidity becomes more.  

In a research, Aghayi and Nazemi Arkani (2012) reviewed the effect of the quality of auditory on earning 

management in firms accepted in Tehran's stock exchange. In the mentioned research, in order to measure the 

quality of auditory, the index of auditor's specialty in the industry and in order to measure the earning 

management, optional accruals was used. In order to test this relationship, 117 firms accepted in Tehran's stock 

exchange were reviewed during 2005 to 2009. In this research, the absolute value of optional accruals in firms 

which audited by industry specialized auditor were compared with other firms in order to test earning 

management. Also the approach of market share was used for determining the industry specialized auditor. The 

results of this review showed that firms, which have industry specialized auditor, have lower level of optional 

accruals management.  

Poor Heydari and ghafarloo (2012), in a research called "review of the connection between competitive 

structures of products and conditional accounting conservatism", reviewed the connection between the five 

dimensions of conditional conservatism and competition in the form of five specific hypotheses. Then by using 

these dimensions, a combined variable was obtained for testing competition and in the form of the general 

hypothesis, the connection between competition and conditional accounting conservatism was reviewed. Testing 

the specific hypotheses indicates this point that despite the expectation, there is a significant and diverse 

connection between ability to be replaced and conditional conservatism. The connection between the volume of 

demand and number of firms which are a member of industries with the expected conditional conservatism is 

positive and significant. Also, the connection between barriers of entry and expected conditional conservatism is 

diverse and significant. Ultimately, a diverse but weak connection was observed between the ratio of 

concentration and conditional conservatism based on predictions. Testing the general hypothesis also showed 

that there is a significant and positive connection between competitive structures of products and conditional 

conservatism in financial reporting.  

Moradi and Hosseini (2012) believe that one of the times that incentives of earning management arises is 

the interval in which the senior management of the firms changes. In a research by studying a sample of firms 

accepted in Tehran's stock exchange during 2002 to 2012, they reviewed the earning management in the last 

year of CEO's presence. The results showed that in the last year of CEO's presence, there was no increasing 

earning management. Also by using regression analysis, no type of significant positive relationship was found 

between the change of CEO and earning management; and this relationship is not intensified with the 

simultaneous change of CEO with the head of the board or at least one of the non-responsible members of the 

board.  
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Namazi and Ebrahimi (2012), in a research with the title of "review of the connection between competitive 

structure of product market and share's return", by using the Herfindahl -Hirschman index, Lerner index and 

adjusted Lerner index in 78 firms accepted in Tehran's stock exchange during 2002 to 2009, concluded that 

there is a negative relationship between the Herfindahl -Hirschman index and share's return but it is not 

significant; whereas, there is a significant negative relationship between the Lerner index and adjusted Lerner 

index and share's return. This finding means that more the competition among the industries is, the share's return 

will also be more. In other words, firms which are in competitive industries achieve more return which is in 

compliance with the prediction of creative destruction hypothesis and barriers of entry hypothesis. 

Biglary et al (2013), in a research with the title of "review of effect of the information of share's supply and 

demand on earning management of firms accepted in Tehran's stock market", concluded that firms which have 

shares with higher rate of supply, do much increasingly earning management less and they are more about to 

developing accounting savings. Firms which have shares with higher demand, increasingly manage earning 

more so that they would show the reported earning equal to or slightly more than the predicted earning. 

Therefore, managers are affected by information of share's supply and demand for earning management.  

Khodamipoor and Bazrayi (2013), in a research with the title of "review of competition of product market 

with the structure of the board and quality of exposure" by using the Herfindahl -Hirschman index and barriers 

of entry index in 105 firms accepted in Tehran's stock exchange during 2004 to 2011, concluded that there is a 

negative and significant relationship between Herfindahl -Hirschman index and barriers of entry index with the 

quality of exposure which indicates that there is a positive relationship between competition and quality of 

exposure (confirmation of the effect of strategy of product market's competition). Also the results show that -

Hirschman index and barriers of entry index do not have a significant impact on the relationship between the 

board's independency and quality of exposure (lack of confirmation of the product market's competitive 

governmental effect).  

 

Research Hypotheses: 

According to the results of the research of Rothenberg and Sharf Austin (1990) and Shliefer (2004), there is 

a positive relationship between competition and earning management. Their findings is in the same respect as 

this view that job concerns of the managers caused by being active in a sharply competitive environment force 

them to manage earning. Their finding is not in compliance with this view that competition, as a disciplinary 

mechanism, leads to informational transparency. By considering this issue, the relationship between earning 

management and competition in product market can be both positive (aligned with the view of job concerns of 

the managers caused by being active in a sharply competitive environment) and negative (aligned with the view 

of competition, as a disciplinary mechanism, leads to informational transparency).  

By considering the above introduction, this research has 4 main hypotheses which are as follows: 

1- There is a significant relationship between product market's power (moderate based on the industry) 

and firms' earning management in various industries.  

2- There is a significant relationship between industry competitiveness and firms earning management. 

3- There is a significant relationship between number of firms in the industry and firms earning 

management. 

4- There is a significant relationship between concentration in the industry and firms earning 

management. 

 

Statistical Population and Sample: 

This research's statistical population consists all of the firms which have been accepted in Tehran's stock 

exchange during 2002 to 2012 (a 10-year period) and the screening method has been used in order to determine 

the statistical sample and by considering the required conditions, 167 firms were chosen as samples.  

 

Method of Data Analysis 

In this research, in order to test the hypotheses of the research – review of the relationship between product 

market's power and industry competitiveness with the earning management – four regression models in the 

combined consolidated mode have been estimated as follows:  

 

 
That in the above model, we have: 

= the rate of product market's power and industry competitiveness at the end of the financial period t 

for the firm i; for calculating this 4 criteria are used and the way they are calculated has been explained in the 

section of research's variables. 

= rate of the firm i's earning management at the end of the financial year t 
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= Volatility of the firm i's sales at the end of the financial year t 

= size of the firm i at the end of the financial year t 

 

= market's value per official value of the firm i at the end of the financial year t 

= growth of the firm i at the end of the financial year t 

= financial lever of the firm i at the end of the financial year t 

 

Variables of the Research: 

 

a. Independent variable: 

Independent variable n this research is product market power. The following criteria are used for testing it 

(Datta et al, 2013): 

 

Industry-Adjusted Market Power (IAMP): 

In order to test this criterion, first the Lerner index (product market power – special to the firm) is 

calculated as follows: 

 

 
In which, we have: 

= Lerner index for the firm i at the end of the financial year t (product market power – special for the 

firm) 

Total sales of the firm i at the end of the financial year t 

= total of final costs of the sold goods of the firm i at the end of the financial year t 

Total of operational costs of the firm i at the end of the financial year t 

Then the above index is adjusted and calculated based on the amount of share of each firm's sales in the 

industry as follows, so that the industry-adjusted product market power would be obtained for each firm: 

 
In which we have: 

= the industry-adjusted product market power for the firm i at the end of the financial year t 

= Lerner index the firm i at the end of the financial year t (product market power – special for the 

firm) 

= sales share of the firm i at the end of the financial year t 

= the number of each industry's firms at the end of the financial year t 

The fact that Lerner index is larger in one industry indicates that in that industry competition is less and 

competitiveness is more and easier. 

  

1-  Industry Competitiveness (INDCOM): 

this variable is a made up variable (planar). The value of this variable is equal to 1, if the Lerner index in 

one year for a specific firm in each industry was less than the medium of Lerner index for firms in that industry, 

otherwise it is assumed to be 0. If the Lerner index was higher in one industry indicates that in that industry 

competition is less and competitiveness is more and easier. 

  

2- Number of firms in the industry (NFIND): 

in order to use this criterion for testing the competition in the industry, the reverse of the number of firms in 

that industry is used. The less is the number of firms in an industry, the more and easier competitiveness is and 

the less competition is. 

 

 

 



77                                                                        Mohammad Nazaripour, 2015 

Advances in Natural and Applied Sciences, 9(4) April 2015, Pages: 71-89 

 

3- Industry Concentration (INDCON): 

 in order to calculate the concentration in an industry the Herfindahl-Hirschman Index (HHI)is used as 

follows: 

 

= shows sales of the firm j 

i = shows type of industry 

The more this criterion is, the more concentration in industry will be and the more and easier 

competitiveness is and therefore it has less competition. 

  

b. Dependent variable: 

Dependent variable of this research is earning management. In order to test this variable the adjusted 

model Jones (provided by Kootari et al, 2005 and Rinen and Yaari, 2008) will be used, because this model is 

able to solve the issue of the present research. In addition, adjusted Jones method is a more proper and stronger 

test for reviewing the earning management. This model is as follows: 

 
In which we have: 

= total of accruals (operational earning minus operational cash flows) of the firm i at the end of the 

financial year t 

= total of assets of the firm i at the end of the financial year t-1 

=changes of the income of the firm i at the end of the financial year t-1 

= changes of received documents and accounts of the firm i at the end of the financial year t to t-1 

= the impure amount of properties, machineries and equipment‟s of the firm i at the end of the 

financial year t 

= pure earning of the firm i at the end of the financial year t 

= total of regression error, it is assumed that they are correlated in some sections and have a normal 

distribution with the mean of zero.  

Then these evaluation coefficients which are obtained from the regression of the firms studied for 

evaluating the amount of managed accruals for each sample firm through subtracting the unmanaged accruals 

from the total of accruals is obtained as follows: 

 
In which we have: 

= managed components of accruals of the firm i at the end of the financial year t which is equal to the 

total of optional accruals and equal to earning management. 

 

c. Control Variables: 

Control variables, as other effective factors on earning management, are: 

1. Sale Volatility (SV): this variable is calculated through standard deviation of sale of past three years 

on assets of past years. 

2. Size: natural logarithm of all assets is used for testing this variable. 

3. Ration of market value to official value of the firm: this variable is determined as follows: 

 
in which we have: 

= ratio of market value to the official value of the firm i at the end of the financial year t  

= total of market value of the firm i at the end of the financial year t  

= total of official value of the firm i at the end of the financial year t 
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4. Financial lever: this variable is determined as follows: 

 
in which we have: 

= financial lever of the firm i at the end of the financial year t 

= all of the long-term debts of the firm i at the end of the financial year t-1 

= all of the assets of the firm i at the end of the financial year t 

5. Growth: this variable is determined based on the change of all assets on assets of previous years. 

 

Test of the Hypotheses: 

Before testing the hypotheses of the research, stasis (stability), descriptive statistics and correlations were 

reviewed among variables of the research and then the F-Limer test and Hausman test have been done in order 

to determine the most suitable regression model in the consolidated/combined mode for testing the research's 

hypotheses.  

 

Review of stasis of the Variables of the research: 

The results of stasis of the variables of the research the level of all firms have been provided in table 1. In 

order to determine the stasis of research's variables, the Levin, Lin and Chu tests have been used. The results of 

this test indicate that independent, dependent and control variables have been static at the level during research; 

because the P-value has been less than 5% for the above test. Stasis means that the mean and variance of 

variables during the time and covariance of the variable during various years have been stable. Doing stasis test 

for the virtual variable competitiveness in industry is meaningless and thus, presentation of is has been avoided.  

 
Table 1: stasis test of researches variables 

                                                           variable 

 

type of test 

Value of Levin, Lu and Chu statistics Probability of Levin, Lu and Chu 

statistics 

Earning management EM -28.61 0.0000 

IAMP -23.6 0.0000 

INDCOM ---- ---- 

NFIND -5.16 0.0000 

HHI -191.12 0.0000 

SV -33.93 0.0000 

SIZE -11.91 0.0000 

MTB -39.20 0.0000 

LEV (long-term) -27.32 0.0000 

GROWTH -26.47 0.0000 

 

d. Review of descriptive statistics of variables at the level of all firms: 

Descriptive statistics of variables of the research at the level of all firms have been provided in table 2.  

 
Table 2: Descriptive statistics of variables of the research at the level of all firms 

criteria 
 

 

variable 

Number Mean Medium  Maximum Minimum Standard 
deviation 

Coefficient 
of changes 

Statistics 
of jarque-

bera 

Probability 
of jarque-

bera 

EM 13.36 1.55 
--- 

1.62 
--- 

5.16 7.12 2.59 1.67 3.403 0.182 

IAMP 1336 0.17 0.13 0.94 0.53 0.19 1.12 1373 0.0000 

INDCOM 1336 0.44 0 1 0 0.50 1.14 222.9 0.0000 

NFIND 1336 0.16 0.08 1 0.04 0.24 1.5 5000 0.0000 

HHI 13.36 0.09 0.003 1 0 0.26 2.89 5407 0.0000 

SV 1336 0.15 .11 0.87 0.01 0.12 0.8 7433 0.0000 

SIZE 13.36 13.40 13.26 19.62 9.80 1.37 0.10 130.7 0.0000 

MTB 1336 1.96 1.51 12.25 1.79 

--- 

2.10 1.07 3567 0.0000 

LEV (long-
term) 

1336 0.08 0.05 0.79 0.02 0.09 1.13 1372 0.0000 

GROWTH 1336 0.16 0.12 1.31 0.87 

--- 

0.26 2.25 1138 0.0000 

 

e. Review of correlation between variables at the level of all firms: 

Correlation of the variables of the research has been provided in table 3. 

Correlation of the variables of the research in table 3 shows that during the period of research, there has 

been a significant correlation between earning management and various criteria of product market power except 
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for the reverse of number of firms in the industry. The positive and significant relationship 0.12 between the 

reverse criterion of competition which is industry concentration and earning management and also the positive 

and significant relationship 0.10 between the reverse criterion of competition which is industry-adjusted market 

power and earning management on one hand and the negative and significant relationship -0.06 between the 

direct criterion of competition which is competitiveness in industry an earning management, on the other hand, 

all indicate that by increasing the rate of competition in the product market, the rate of earning management 

significantly reduces. In other words, competition as a disciplinary mechanism leads to the increase of 

informational transparency in the capital market. 

Positive and significant correlation between earning management and control variables of sale volatility, 

size of the firm, ratio of market value to official value and firm's growth indicate that in firms with more sale 

volatility, the ratio of market value to official value is higher and also in larger firms with more growth of assets, 

the rate of earning management is higher.  

Other important results of correlation indicate that there is a positive and significant correlation between 

control variables of the size of the firm, the ratio of market value to official value and firm's growth with reverse 

criteria of competition which is industry-adjusted market power and industry concentration. This is indicative of 

the low power of competition in large stock firms and also in firms that have higher market value than official 

value and growth of assets. 

Negative and significant correlation of variables sale volatility and the ratio of market value to official value 

with financial lever (long-term) also indicate that firms which have a high ratio of long-term debt in capital 

structure are risky.  

Other results of correlation have been provided in table 3.  

 
Table 3: correlation between variables of the research 
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Variables 

***0.26 0.01 ***0.
12 

***0.
08 

***0.09 ***0.12 -
0.00003 

**-0.06 ***0.1 1 EM 

***0.24 *-0.05 ***0.

28 

***0.

12 

-0.04 ***-0.19 ***-

0.25 

***-0.39 1  IAMP 

*** -0.13 -0.001 **-
0.07 

-0.02 0.03 ***-0.18 ***-
0.15 

1   INDCOM 

-0.03 ***0.13 0.02 ***-

0.15 

***-

0.16 

***0.61 1    NFIND 

***0.09 0.01 ***0.
10 

***0.
38 

-0.02 1     HHI 

***0.17 ***-

0.18 

***0.

20 

*-0.05 1      SV 

***0.16 ***0.17 ***-
0.18 

1       SIZE 

***0.21 ***-

0.08 

1        MTB 

***0.16 1         LEV 

1          GROWTH 

* Significant in the 90% confidence level 

** Significant in the 95% confidence level 

*** Significant in the 99% confidence level 

 

f. Test of the first hypothesis of the research: 

1. There is a significant relationship between product market power (industry-adjusted) and earning 

management of firms in various industries: 

Before testing the above hypothesis, we have chosen a proper pattern for the regression model. First, by 

using the F-limer test, we have chosen the model of consolidated data against the model of combined data. The 

result of the f-limer test has been provided in table 4. The rate of probability of the statistics f-limer in table 4 is 

less than the significance level of 5%; thus, for testing the first hypothesis, using the method of consolidated 

data is cancelled.  

 
Table 4: choosing consolidated data against combined data 

Model  
 

Type 

of test 

Value of test statistic Freedom degree Probability of test statistic 

f-

limer 

1.39 (116 and 1163) 0.0015 
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Due to the lack of choosing model of consolidated data against model of combined data, we have done the 

Hausman test in order to choose the pattern of fixed effects against the pattern of random effects. The result of 

the Hausman test has been provided in table 5. The value of probability of Hausman statistic in table 5 is less 

than 5% significance level; thus, we don't have enough reasons to reject the pattern of fixed effect and use it for 

testing the first hypothesis.  

 
Table 5: choosing the pattern of fixed effects against the pattern of random effects 

Model  
 

Type of 

test 

Value of chi-square statistic chi-square Freedom degree Probability of test statistic 

Hausman 53.38 6 0.0000 

 

Combined regression model of fixed effects of industry-adjusted market power on earning management at 

the level of all firms have been provided in table 6. It shall be noted that industry-adjusted market power is a 

reverse criterion of testing competition in product market.  

The obtained results in table 6 show that the effect of industry-adjusted market power on earning 

management is positive (2.53) and significant by considering the probability of t-value. This shows that by 

increasing industry-adjusted market power and therefore reducing the competition in product market, rate of 

earning management significantly increases. In other words, by increasing competition in product market, rate 

of earning management considerably reduces. This result is aligned with this view that competition as a 

regulatory mechanism can lead to the increase of informational transparency, reduction of informational 

asymmetry and the most efficiency of the capital market. 

The results also show that the effect of growth and ratio of market value to official value on the rate of 

earning management is positive and significant and the impact of sale volatility in the earning management is 

negative and significant. This indicates that by increasing the growth of assets and also reducing firm's sale 

volatility, the rate of earning management dramatically increases; whereas, in firms with the high ratio of market 

value, earning management also becomes more.  

The results associated with the F-Value also show that the model is significant in general and by 

considering the Durbin-Watson statistic, it lacks the problem of autocorrelation.  

In addition, the results associated with the adjusted determination coefficient show that during all of the 

period of research about 19.4% of changes of earning management at the level of all firms have been affected by 

the industry-adjusted market power and control specially firm's growth, the ratio of market value to the official 

value and sale volatility. 

The values of regression residuals of the above model have jarque-bera statistic is 2.563 and probability of 

jarque-bera statistic is 0.278 which indicates that regression residuals are normal.  

By considering the significance of the effect of the industry-adjusted market power on earning 

management, the first hypothesis of the research at the level of all firms is confirmed.  

 
Table 6: impact of industry-adjusted market power on earning management 

                                                                                  criteria 

 
 

variable 

Regression 

coefficients 

Value of t-statistic Probability of t-statistic 

Fixed value -4.49 -1.73 0.0842 

IAMP 2.53 3.38 0.0008 

SV -2.11 -2.74 0.0062 

SIZE 0.17 0.89 0.3729 

MTB 0.09 2.22 0.0268 

LEV (long-term) 1.16 0.99 0.3194 

GROWTH 1.50 4.74 0.0000 

Determination 

coefficient 

Adjusted 

determination 

coefficient 

Value of 

jarque-bera 

statistic of 

residuals 

Probability of 

jarque-bera 

statistic of 

residuals 

Probability of F-

Value 

Durbin-Watson statistic 

0.211 0.194 2.563 0.278 0.0000 2.150 

 

g. Testing the second hypothesis of the research: 

2. There is a significant relationship between industry competitiveness and earning management of the firms: 

Before testing the above hypothesis, we have chosen a proper pattern for the regression model. First, by 

using the F-limer test, we have chosen the model of consolidated data against the model of combined data. The 

result of the f-limer test has been provided in table 7. The rate of probability of the statistics f-limer in table 7 is 

less than the significance level of 5%; thus, for testing the second hypothesis, using the method of consolidated 

data is cancelled as well.  
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Table 7: choosing consolidated data against combined data 

Model  
 

Type of test Value of test statistic Freedom degree Probability of test statistic 

f-limer 1.34 (116 and 1163) 0.0048 

 

Due to the lack of choosing model of consolidated data against model of combined data, we have done the 

Hausman test in order to choose the pattern of fixed effects against the pattern of random effects. The result of 

the Hausman test has been provided in table 8. The value of probability of Hausman statistic in table 8 is less 

than 5% significance level; thus, we don't have enough reasons to reject the pattern of fixed effect and use it for 

testing the second hypothesis as well.  

 
Table 8: choosing the pattern of fixed effects against the pattern of random effects 

Model  
 

Type of test Value of chi-square statistic chi-square Freedom degree Probability of test statistic 

Hausman 42.62 6 0.0000 

 

Combined regression model of fixed effects of industry competitiveness on earning management at the 

level of all firms have been provided in table 9. It shall be noted that industry-adjusted market power is a direct 

criterion of testing competition in product market.  

The obtained results in table 9 show that the effect of industry competitiveness on earning management is 

negative (-0.42) and significant by considering the probability of t-value. This shows that by increasing industry 

competitiveness and therefore increasing the competition in product market, rate of earning management 

significantly decreases. In other words, by increasing competition in product market, rate of earning 

management considerably reduces. This result is aligned with this view that competition as a regulatory 

mechanism can lead to the increase of informational transparency, reduction of informational asymmetry and 

the most efficiency of the capital market. 

The results also show that the effect of growth and ratio of market value to official value on the rate of 

earning management is positive and significant and the impact of sale volatility in the earning management is 

negative and significant. This indicates that by increasing the growth of assets and also reducing firm's sale 

volatility, the rate of earning management dramatically increases; whereas, in firms with the high ratio of market 

value, earning management also becomes more.  

The results associated with the F-Value also show that the model is significant in general and by 

considering the Durbin-Watson statistic, it lacks the problem of autocorrelation.  

In addition, the results associated with the adjusted determination coefficient show that during all of the 

period of research about 18.9% of changes of earning management at the level of all firms have been affected by 

the industry-adjusted market power and control, specially firm's growth, the ratio of market value to the official 

value and sale volatility. 

 
Table 6: impact of industry competitiveness on earning management 

criteria 

 
 

variable 

Regression 

coefficients 

Value of t-statistic Probability of t-

statistic 

Fixed value -3.76 -1.44 0.1497 

INDCOM -0.42 -2.11 0.0348 

SV -2.09 -2.71 0.0069 

SIZE 0.16 0.83 0.4095 

MTB 0.11 2.57 0.0103 

LEV (long-term) 1.14 0.98 0.3275 

GROWTH 1.64 5.25 0.0000 

Determination 
coefficient 

Adjusted 
determination 

coefficient 

Value of 
jarque-bera 

statistic of 

residuals 

Probability of 
jarque-bera 

statistic of 

residuals 

Probability of F-
Value 

Durbin-Watson 
statistic 

0.206 0.189 2.112 0.348 0.0000 2.155 

 

The values of regression residuals of the above model have jarque-bera statistic is 2.112 and probability of 

jarque-bera statistic is 0.348 which indicates that regression residuals are normal.  
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By considering the significance of the effect of the industry competitiveness on earning management, the 

second hypothesis of the research at the level of all firms is also confirmed.  

 

h. Testing the third hypothesis of the research: 

3. There is a significant relationship between the number of firms in the industry and earning management of 

the firms: 

Before testing the above hypothesis, we have chosen a proper pattern for the regression model. First, by 

using the F-limer test, we have chosen the model of consolidated data against the model of combined data. The 

result of the f-limer test has been provided in table 10. The rate of probability of the statistics f-limer in table 10 

is less than the significance level of 5%; thus, for testing the third hypothesis, using the method of consolidated 

data is cancelled as well.  

 
Table 10: choosing consolidated data against combined data 

Model  
 

Type 
of test 

Value of test statistic Freedom degree Probability of test statistic 

f-limer 1.32 (116 and 1163) 0.0062 

 

Due to the lack of choosing model of consolidated data against model of combined data, we have done the 

Hausman test in order to choose the pattern of fixed effects against the pattern of random effects. The result of 

the Hausman test has been provided in table 11. The value of probability of Hausman statistic in table 8 is less 

than 5% significance level; thus, we don't have enough reasons to reject the pattern of fixed effect and use it for 

testing the third hypothesis as well.  

 
Table 11: choosing the pattern of fixed effects against the pattern of random effects 

Model  
 

Type of test Value of chi-square statistic chi-square Freedom degree Probability of test statistic 

Hausman 40.97 6 0.0000 

 

Combined regression model of fixed effects of the number of firms in the industry on earning management 

at the level of all firms have been provided in table 9. It shall be noted that the reverse of the number of firms in 

the industry is a reverse criterion of testing competition in product market.  

The obtained results in table 12 show that the effect of the number of firms in the industry on earning 

management is negative (-66.86) and is not significant by considering the probability of t-value (0.2078). This 

shows that the number of the firms in the industry does not affect the earning management.  

The results also show that the effect of growth and ratio of market value to official value on the rate of 

earning management is positive and significant and the impact of sale volatility in the earning management is 

negative and significant. This indicates that by increasing the growth of assets and also reducing firm's sale 

volatility, the rate of earning management dramatically increases; whereas, in firms with the high ratio of market 

value, earning management also becomes more.  

The results associated with the F-Value also show that the model is significant in general and by 

considering the Durbin-Watson statistic, it lacks the problem of autocorrelation.  

In addition, the results associated with the adjusted determination coefficient show that during all of the 

period of research about 18.7% of changes of earning management at the level of all firms have been affected by 

the number of firms in the industry and control, specially firm's growth, the ratio of market value to the official 

value and sale volatility. 

 
Table 6: impact of the number of firms in the industry on earning management 

                                                                                     criteria 

 

 
variable 

Regression 

coefficients 

Value of t-statistic Probability of t-statistic 

Fixed value 6.85 0.76 0.4479 

NFIND -66.86 -1.26 0.2078 

SV -2.09 -2.71 0.0069 

SIZE 0.16 0.83 0.4070 

MTB 0.11 2.61 0.0093 

LEV (long-term) 1.23 1.05 0.2940 

GROWTH 1.73 5.56 0.0000 

Determination 

coefficient 

Adjusted 

determination 
coefficient 

Value of 

jarque-bera 
statistic of 

residuals 

Probability of 

jarque-bera 
statistic of 

residuals 

Probability of F-

Value 

Durbin-Watson statistic 

0.204 0.187 1.834 0.400 0.0000 2.163 
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The values of regression residuals of the above model have jarque-bera statistic is 1.834 and probability of 

jarque-bera statistic is 0.400 which indicates that regression residuals are normal.  

By considering the lack of significance of the effect of the number of firms in the industry on earning 

management, the third hypothesis of the research at the level of all firms is not confirmed.  

 

i. Test of the fourth hypothesis of the research: 

4. There is a significant relationship between industry concentration and earning management of firms in 

various industries: 

 Before testing the above hypothesis, we have chosen a proper pattern for the regression model. Fourth, by 

using the F-limer test, we have chosen the model of consolidated data against the model of combined data. The 

result of the f-limer test has been provided in table 13. The rate of probability of the statistics f-limer in table 13 

is less than the significance level of 5%; thus, for testing the fourth hypothesis, using the method of consolidated 

data is also cancelled.  

 
Table 13: choosing consolidated data against combined data 

Model  
 

Type 

of test 

Value of test statistic Freedom degree Probability of test statistic 

f-
limer 

1.36 (116 and 1163) 0.0029 

 

Due to the lack of choosing model of consolidated data against model of combined data, we have done the 

Hausman test in order to choose the pattern of fixed effects against the pattern of random effects. The result of 

the Hausman test has been provided in table 14. The value of probability of Hausman statistic in table 14 is less 

than 5% significance level; thus, we don't have enough reasons to reject the pattern of fixed effect and use it for 

testing the fourth hypothesis as well.  

 
Table 14: choosing the pattern of fixed effects against the pattern of random effects 

Model  
 

Type of 

test 

Value of chi-square statistic chi-square Freedom degree Probability of test statistic 

Hausman 46.43 6 0.0000 

 

Combined regression model of fixed effects of industry concentration on earning management at the level 

of all firms have been provided in table 15. It shall be noted that industry concentration is a reverse criterion of 

testing competition in product market.  

The obtained results in table 15 show that the effect of industry concentration on earning management is 

positive (10.86) and significant by considering the probability of t-value. This shows that by increasing industry 

concentration and therefore reducing the competition in product market, rate of earning management 

significantly increases. In other words, by increasing competition in product market, rate of earning 

management considerably reduces. This result is aligned with this view that competition as a regulatory 

mechanism can lead to the increase of informational transparency, reduction of informational asymmetry and 

the most efficiency of the capital market. 

The results also show that the effect of growth and ratio of market value to official value on the rate of 

earning management is positive and significant and the impact of sale volatility in the earning management is 

negative and significant. This indicates that by increasing the growth of assets and also reducing firm's sale 

volatility, the rate of earning management dramatically increases; whereas, in firms with the high ratio of market 

value, earning management also becomes more.  

The results associated with the F-Value also show that the model is significant in general and by 

considering the Durbin-Watson statistic, it lacks the problem of autocorrelation.  

In addition, the results associated with the adjusted determination coefficient show that during all of the 

period of research about 19.1% of changes of earning management at the level of all firms have been affected by 

the industry concentration and control specially firm's growth, the ratio of market value to the official value and 

sale volatility. 

The values of regression residuals of the above model have jarque-bera statistic is 2.163 and probability of 

jarque-bera statistic is 0.339 which indicates that regression residuals are normal.  

By considering the significance of the effect of the industry concentration on earning management, the 

fourth hypothesis of the research at the level of all firms is confirmed.  
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Table 15: impact of industry concentration on earning management 

criteria 

 

 

variable 

Regression 

coefficients 

Value of t-statistic Probability of t-statistic 

Fixed value -4.42 -1.69 0.0904 

HHI 10.86 2.65 0.0082 

SV -2.19 -2.84 0.0046 

SIZE 0.12 0.61 0.5431 

MTB 0.11 2.66 0.0078 

LEV (long-term) 1.15 0.99 0.3239 

GROWTH 1.71 5.52 0.0000 

Determination 

coefficient 

Adjusted 

determination 

coefficient 

Value of 

jarque-bera 

statistic of 
residuals 

Probability of 

jarque-bera 

statistic of 
residuals 

Probability of F-

Value 

Durbin-Watson statistic 

0.208 0.191 2.163 0.339 0.0000 2.145 

 

2. Conclusion and Recommendations of the Research: 

a. Discussion and conclusion obtained from the first hypothesis of this research: 

The first hypothesis of this research is seeking to review this issue that whether the power of industry-

adjusted market (as a reverse criterion of testing competitions in product market) affects the rate of earning 

management of the firms in various industries or not? 

The results of this hypothesis, in association with the positive impact of industry-adjusted market power on 

earning management or in other words, the negative and reverse impact of competition in the product market on 

the rate of earning management is in compliance with the results of the previous research of Chang et al (2013) 

and it is to some extent in compliance with the results of previous researches of Allen and Gale (2002), Khajavi 

and Ebrahimi (2012), Poor Heydari and Ghafarloo (2012) and Khodami poor and Bazrayi (2013) and it is not 

compatible with the results of the previous researches of Rothenburg and Sharf Austin (1990), Russ (2003), 

Shliefer (2004)and Datta et al (2013).  

Results associated with the positive impact of growth and ratio of market value to official value on the rate 

of earning management are in compliance with the results of the previous research of Datta et al (2013).  

Results associated with the negative impact of sale volatility on earning management are in compliance 

with the results of the previous research of Datta et al (2013).  

The results of this hypothesis indicate that competition is efficient and has a preventive and disciplinary role 

in the rate of earning management in the firms accepted in Tehran's stock exchange. In other words, by 

increasing competition in the product market, the rate of earning management considerably reduces. This result 

is aligned with this view that a regulatory mechanism can lead to the increase of informational transparency, 

reduction of informational asymmetry and the most efficiency of the capital market. 

 

b. Discussion and conclusion obtained from the second hypothesis of this research: 

The second hypothesis of this research is seeking to review this issue that whether the industry 

competitiveness (as a direct criterion of testing competitions in product market) affects the rate of earning 

management of the firms or not? 

In the firms with high ratio of market value, the rate of earning management is also more.  

The results of this hypothesis, in association with the negative impact of industry competitiveness on 

earning management or in other words, the negative and reverse impact of competition in the product market on 

the rate of earning management is in compliance with the results of the previous research of Chang et al (2013) 

and it is to some extent in compliance with the results of previous researches of Allen and Gale (2002), Khajavi 

and Ebrahimi (2012), Poor Heydari and Ghafarloo (2012) and Khodami poor and Bazrayi (2013) and it is not 

compatible with the results of the previous researches of Rothenburg and Sharf Austin (1990), Russ (2003), 

Shliefer (2004)and Datta et al (2013).  

Results associated with the positive impact of growth and ratio of market value to official value on the rate 

of earning management are in compliance with the results of the previous research of Datta et al (2013).  

Results associated with the negative impact of sale volatility on earning management are in compliance 

with the results of the previous research of Datta et al (2013).  

The results of this hypothesis also indicate that competition is efficient and has a preventive and 

disciplinary role in the rate of earning management in the firms accepted in Tehran's stock exchange. In other 

words, by increasing competition in the product market, the rate of earning management considerably reduces. 

This result is aligned with this view that a regulatory mechanism can lead to the increase of informational 

transparency, reduction of informational asymmetry and the most efficiency of the capital market. 
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c. Discussion and conclusion obtained from the third hypothesis of this research: 

The third hypothesis of this research is seeking to review this issue that whether the reverse number of firms 

in the industry (as a direct criterion of testing competitions in product market) affects the rate of earning 

management of the firms or not? 

The results of this hypothesis, in association with the lack of impact of the number of firms in the industry 

on earning management is not compatible with the results of the previous researches of Rothenburg and Sharf 

Austin (1990), Russ (2003), Shliefer (2004), Chang et al (2013) and Datta et al (2013).  

Results associated with the positive impact of growth and ratio of market value to official value on the rate 

of earning management are in compliance with the results of the previous research of Datta et al (2013).  

Results associated with the negative impact of sale volatility on earning management are in compliance 

with the results of the previous research of Datta et al (2013).  

The results of this hypothesis indicate that the criterion of the number of firms is not efficient in the 

industry in determining the rate of earning management in the firms accepted in Tehran's stock exchange. In 

other words, by increasing the number of firms in the industry, the rate of earning management is not 

considerably affected. 

 

d. Discussion and conclusion obtained from the fourth hypothesis of this research: 

The fourth hypothesis of this research is seeking to review this issue that whether the industry concentration 

(as a reverse criterion of testing competitions in product market) affects the rate of earning management of the 

firms in various industries or not? 

The results of this hypothesis, in association with the positive impact of industry concentration on earning 

management or in other words, the negative and reverse impact of competition in the product market on the rate 

of earning management is in compliance with the results of the previous research of Chang et al (2013) and it is 

to some extent in compliance with the results of previous researches of Allen and Gale (2002), Khajavi and 

Ebrahimi (2012), Poor Heydari and Ghafarloo (2012) and Khodami poor and Bazrayi (2013) and it is not 

compatible with the results of the previous researches of Rothenburg and Sharf Austin (1990), Russ (2003), 

Shliefer (2004)and Datta et al (2013).  

Results associated with the positive impact of growth and ratio of market value to official value on the rate 

of earning management are in compliance with the results of the previous research of Datta et al (2013).  

Results associated with the negative impact of sale volatility on earning management are in compliance 

with the results of the previous research of Datta et al (2013).  

The results of this hypothesis indicate that competition is efficient and has a preventive and disciplinary role 

in the rate of earning management in the firms accepted in Tehran's stock exchange. In other words, by 

increasing competition in the product market, the rate of earning management considerably reduces. This result 

is aligned with this view that a regulatory mechanism can lead to the increase of informational transparency, 

reduction of informational asymmetry and the most efficiency of the capital market. 

 

3. Recommendations Caused by the Findings of the research: 

1. By considering the negative and reverse impact of different criteria in the product market, including 

industry-adjusted market power, industry competitiveness and industry concentration on the rate of earning 

management, it seems that competition has a relatively high ability in recognizing and preventing earning 

management of stock firms in the product market. Thus, we recommend to analyzers and other participants in 

Tehran's stock exchange, including shareholders and creditors to pay special attention to the issue of 

competition in the industry and product market of the firms in order to recognize and evaluate firms' earning 

management.  

2. By considering the direct impact of the ratio of market value to the official value and the growth of the 

assets of the firms on the rate of earning management, it seems that firms, which have high ratio of the growth 

of assets and also high ratio of market value, have higher rate of earning management and manipulation. Thus, 

we recommend to the users of the financial information of the firms accepted in Tehran's stock exchange and 

especially potential shareholders and creditors not to consider only the market value and growth of the firm the 

criterion for their decision making in order to evaluate the quality of firms' earning better.  

3. By considering the reverse impact of sale volatility on the earning management, it seems that firms 

with high risk of sale have lower rate of earning management and manipulation. Thus, we recommend to the 

users of the financial information of the firms accepted in Tehran's stock exchange and especially potential 

shareholders and creditors not to consider only the market value and the firm's sale volatility as the criterion for 

their decision making in order to evaluate the quality of firms' earning better.  

4. By considering the negative and reverse impact of different criteria of competition in the product 

market, it seems that competition as a disciplinary mechanism leads to the increase of informational 

transparency in the capital market. Therefore, we recommend to Tehran's Securities and Exchange Organization 
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to provide the proper conditions and more equipments and facilities for easily entering stock applicant firms in 

the respect of achieving the most efficiency through increasing competition in this market. 

 

4. Some Recommendations for Future Researches: 

We recommend that, in order to use the results of the research more and also help recognize the earning 

management and the factors that affect it including competition in the product market better, in the future pay 

more attention to the following issues: 

1- Reviewing the effect of economic conditions including presence of inflation and exchange rate 

fluctuations on the relationship between competition in the product market and firms' earning management. 

2- Reviewing the relationship between competitions in the product market and earning management in 

harmful firms compared to the profitable firms. 

3- Repeating this research at the level of various industries. 

4- Given the relatively high fluctuations in economic, cultural and political factors ruling the firms in our 

country, it is suggest to use a non-linear regression design in the future researches for determining the 

relationship between competition in the product market and earning management of the firms.  

 

5. Limitations of the research: 

1. By considering the fact that the statistical population is limited to the firms accepted in Tehran's stock 

exchange and that their financial year ends in Esfand (March), extending the results to other firms shall be done 

cautiously.  

2. The data extracted from financial statements was associated with the years 2002 to 2012. In this 

interval, accounting standards that were used went through so many changes. Therefore, the extracted numbers 

might not be homogeneous and the variables of the research are affected, including growth of assets.  

3. There is not a general agreement in defining the firms' earning management and also competition in the 

product market; thus, according to various views, there are different methods for measuring them. Therefore, 

using different methods might affect the results of the research.  

4. If the hypotheses were reviewed at the level of industries, the results' reliability and generalization 

would be more.  
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