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ABSTRACT 

The primary objective of the present study is to determine the relationship between earnings management, institutional ownership, and firms’ 

investment efficiency. To achieve this objective, three hypotheses were developed and tested using three multiple linear regression models 

estimated through the Generalized Least Squares (GLS) method and Quantile Regression analysis. For hypothesis testing, a sample of 195 

companies was selected from firms listed on the Tehran Stock Exchange over a five-year period from 2018 to 2022 using a purposive 

elimination sampling method. The research data were collected using a panel data approach and statistically analyzed using Excel 2016 and 

EViews 13 software packages. The findings indicate that institutional ownership has a positive and statistically significant effect on investment 

efficiency. Furthermore, the results of the quantile regression analysis reveal that the effect of institutional ownership on investment efficiency 

is positive and significant in the first quartile. Another set of findings demonstrates that accrual-based earnings management has a negative 

and statistically significant effect on investment efficiency, and according to the quantile regression analysis, the impact of accrual-based 

earnings management on investment efficiency is negative and significant in the first quartile. Finally, additional results from the quantile 

regression analysis indicate a negative and statistically significant effect of institutional ownership on the relationship between accrual-based 

earnings management and investment efficiency in the second and third quartiles. 

Keywords: Investment Efficiency, Institutional Ownership, Earnings Management. 

 

Introduction 

Investment efficiency is one of the central concerns of corporate finance and accounting research because it 

reflects the extent to which firms allocate financial resources to projects with positive net present value while 

avoiding both underinvestment and overinvestment. In capital markets, efficient investment is not only a firm-level 

performance issue but also a mechanism through which scarce financial resources are directed toward productive 

economic activities. When investment decisions are distorted by agency conflicts, information asymmetry, weak 

monitoring, or opportunistic financial reporting, firms may either reject valuable investment opportunities or allocate 

capital to inefficient projects. This problem is particularly important in emerging markets, where ownership 

concentration, institutional monitoring, regulatory quality, and information transparency may differ substantially from 
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developed markets. Recent evidence shows that information asymmetry has a direct bearing on investment 

efficiency and that blockholders can play an important role in reducing such inefficiencies by improving monitoring 

and constraining managerial discretion (1). Accordingly, understanding the factors that shape investment efficiency 

requires simultaneous attention to both financial reporting behavior and ownership structure. 

Earnings management is one of the most important channels through which managerial opportunism can affect 

investment decisions. In accounting and corporate governance literature, earnings management generally refers to 

the deliberate use of accounting discretion or real operating decisions to alter reported earnings, often within the 

boundaries of accounting standards but in a manner that distorts the economic reality of the firm. The literature 

distinguishes between accrual-based earnings management and real earnings management; the former relies on 

accounting estimates and accrual choices, whereas the latter involves changes in actual business activities. A broad 

review of the literature indicates that earnings management is a persistent concern across institutional settings 

because it affects earnings quality, financial transparency, contracting, valuation, and stakeholders’ trust in financial 

statements (2). When reported earnings become less informative, investors and creditors face greater uncertainty 

in evaluating firms’ investment opportunities, and managers may gain wider discretion to pursue inefficient 

investment policies. 

Accrual-based earnings management is especially relevant to investment efficiency because accruals are 

directly connected to the timing and recognition of revenues, expenses, assets, and liabilities. When accruals are 

manipulated, accounting numbers may no longer provide a reliable signal of operating performance and future cash 

flows. Studies on capital structure and earnings management show that firms may use accrual-based manipulation 

under financing pressures, debt constraints, and market expectations, suggesting that earnings management can 

be closely linked to external financing needs and investment behavior (3, 4). Evidence from Asian banking also 

indicates that managerial misbehavior can be reflected in discretionary accounting choices, such as loan loss 

provisions, further confirming that accounting discretion may be used strategically in environments where 

managerial incentives and monitoring mechanisms are imperfect (5). Therefore, earnings management may reduce 

investment efficiency by weakening the informational role of accounting reports and increasing agency costs. 

The relationship between earnings quality and investment decisions is grounded in the broader idea that high-

quality financial reporting reduces information asymmetry between managers and external capital providers. When 

financial statements faithfully represent firm performance, investors can better assess risk and expected returns, 

and managers face stronger external discipline. In contrast, low earnings quality increases the cost of equity capital 

and reduces the credibility of accounting information (6). External monitoring and ESG-related mechanisms may 

also alter the informational content of discretionary accruals, showing that accrual quality is not merely a technical 

accounting issue but is embedded in governance and market-monitoring systems (7). In this regard, financial 

reporting integrity becomes a necessary precondition for efficient investment, because investment decisions 

depend on the availability of credible information about firm resources, constraints, and opportunities. 

Ownership structure is another major determinant of corporate decision-making and investment efficiency. 

Institutional ownership, blockholder ownership, foreign ownership, insider ownership, employee ownership, and 

common ownership may each create different monitoring incentives and agency outcomes. Institutional investors 

are generally expected to improve governance because they possess expertise, resources, and incentives to 

monitor managerial decisions. However, the monitoring role of institutional owners is not uniform. Some institutional 

investors are active monitors, while others may be passive, distracted, short-term oriented, or aligned with 
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controlling shareholders. Studies on institutional investor distraction show that when institutional investors are less 

attentive, managers may engage more extensively in earnings management, suggesting that the effectiveness of 

institutional monitoring depends on investors’ attention and incentives (8). Similarly, research on pension fund 

monitoring demonstrates that institutional investors can influence corporate debt policy and managerial decisions 

when they have sufficient monitoring capacity (9). 

Blockholders and large shareholders represent another important dimension of ownership structure. Multiple 

large shareholders can improve financial reporting quality by preventing excessive managerial discretion and by 

limiting the dominance of a single controlling shareholder (10). Evidence from Korea shows that blockholder 

dispersion may affect the informativeness of earnings, indicating that the distribution of ownership power among 

large shareholders can influence the quality of financial information available to investors (11). Similarly, 

blockholdings may shape dividend policy, stock returns, and return volatility, suggesting that concentrated 

ownership can influence both internal governance and market outcomes (12). Director blockholders may also affect 

abnormal accruals and inventory-related decisions, showing that ownership power held by board members can 

influence accounting behavior and operational choices (13). These findings imply that ownership concentration can 

either enhance monitoring or create new agency conflicts, depending on the identity, incentives, and governance 

role of shareholders. 

Institutional ownership is closely related to earnings management because institutional investors may either 

constrain opportunistic reporting or tolerate it when their incentives are misaligned. Evidence from India indicates 

that institutional investors are associated with earnings quality and corporate cash holdings, suggesting that 

institutional ownership can affect managerial policies through monitoring and resource-allocation channels (14). In 

East African listed firms, board gender diversity and institutional ownership have been examined as governance 

mechanisms affecting earnings management, reflecting the growing importance of ownership structure in improving 

financial reporting quality in emerging markets (15). Comparative evidence from Chinese stocks in the U.S. cross-

listing market further shows that institutional investors differ in their ability to monitor earnings management, and 

that the origin and characteristics of institutional investors matter for governance effectiveness (16). These studies 

support the argument that institutional ownership may reduce earnings management, but its effect is contingent on 

institutional context and investor characteristics. 

Foreign institutional investors are also important because they may bring stronger governance practices, 

international monitoring experience, and pressure for higher disclosure quality. In Japan, the threat of exit by foreign 

institutional investors has been shown to influence income smoothing, suggesting that even non-blockholder foreign 

investors may discipline managerial reporting behavior through potential market exit (17). In Vietnam, foreign 

investor ownership has been associated with earnings manipulation, indicating that foreign ownership may affect 

the quality of financial reporting in emerging capital markets (18). However, the role of ownership structures can be 

complex in family businesses, where CEO overpower and real earnings manipulation may depend on the interaction 

between managerial dominance and ownership concentration (19). These findings highlight the need to examine 

ownership not merely as a percentage of shares but as a governance mechanism whose effectiveness depends on 

firm type, ownership identity, and institutional environment. 

The literature also suggests that ownership structure affects broader corporate policies beyond earnings 

management. Common institutional ownership has been shown to influence corporate tax planning, indicating that 

institutional investors who hold shares across multiple firms may shape managerial decisions in areas beyond 
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financial reporting (20). Common ownership may also affect the value of cash holdings, suggesting that ownership 

links across firms can influence liquidity preferences and corporate financial policies (21). Furthermore, institutional 

investors may facilitate reporting comparability, which can improve the decision usefulness of accounting 

information for investors and analysts (22). These studies show that institutional ownership may improve the 

financial information environment, thereby indirectly supporting more efficient investment decisions. 

At the same time, ownership mechanisms are not always beneficial. Insider ownership may create incentives for 

real earnings management when managers or insiders benefit from short-term performance manipulation (23). Non-

executive employee ownership can influence financial reporting quality, indicating that broader employee 

participation in ownership may alter internal incentives and reporting behavior (24). Corporate restructuring is also 

affected by ownership structure, suggesting that ownership arrangements can influence strategic decisions during 

periods of organizational change (25). In addition, blockholders and debtholders may exert pressure on earnings 

management, especially in settings where firms face financing constraints or debt-related incentives (26). Therefore, 

the governance effect of ownership depends on whether ownership creates effective oversight, private benefits, 

pressure for short-term results, or conflicts among stakeholders. 

The interaction between institutional ownership and earnings management is particularly important for 

investment efficiency. If institutional investors effectively monitor managers, they may weaken the negative effect 

of earnings management on investment decisions by reducing opportunistic discretion and improving reporting 

quality. However, if institutional owners are passive, distracted, or aligned with controlling insiders, they may fail to 

prevent earnings manipulation and inefficient investment. Research on ownership structure and earnings 

management in Vietnam shows that ownership composition can significantly affect earnings management practices, 

confirming that governance mechanisms are highly context-dependent (27). Evidence from Pakistan and the FTSE-

350 also indicates that ownership structure is associated with earnings management, demonstrating that this 

relationship is observed across both emerging and developed markets (28). Moreover, studies from unstable 

economic and political environments show that corporate governance may constrain earnings management, 

although the effectiveness of governance mechanisms can be weakened by institutional instability (29). 

The informational environment of the firm also shapes the relationship among ownership, earnings management, 

and investment efficiency. Stock liquidity and the tone of press releases affect how information is transmitted to the 

market, indicating that disclosure quality and market communication influence investors’ interpretation of firm value 

(30). Common owners may even use the media strategically as an invisible governance tool, suggesting that 

ownership influence can extend beyond formal voting and monitoring channels into public information environments 

(31). Private in-house meetings between blockholder mutual funds and firms further show that institutional investors 

may obtain or influence information through direct engagement with management (32). These mechanisms can 

either improve monitoring and reduce information asymmetry or create unequal access to information, depending 

on regulatory safeguards and market transparency. 

Corporate governance research has increasingly emphasized that ownership structure must be examined 

alongside financial reporting quality, distress risk, and capital-market outcomes. Corporate governance topics have 

expanded considerably in recent literature, reflecting the multidimensional role of governance in shaping 

transparency, accountability, and firm performance (33). Financial distress prediction may also be enhanced by 

governance variables, implying that ownership and governance structures can provide signals about firm risk and 

managerial behavior (34). In addition, contracts between firms and shareholders may create direct governance 
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mechanisms that influence disclosure, managerial accountability, and shareholder rights (35). These studies 

indicate that ownership is not merely a structural characteristic but a contractual and monitoring framework that can 

affect investment efficiency through multiple channels. 

In emerging markets such as Iran, the relationship between earnings management, institutional ownership, and 

investment efficiency is especially significant because capital markets often face higher information asymmetry, 

concentrated ownership, limited analyst coverage, and varying levels of regulatory enforcement. In such contexts, 

accrual-based earnings management may have stronger consequences for resource allocation, while institutional 

ownership may either improve governance or reinforce concentrated control. Evidence from Egypt shows that real 

earnings management may vary by industry, suggesting that sectoral conditions and institutional settings can shape 

managerial manipulation practices (36). Similarly, evidence from Egypt on ownership structure and financial 

reporting integrity highlights the moderating role of earnings quality, supporting the view that ownership and 

reporting quality should be studied jointly rather than separately (37). These insights are highly relevant for Tehran 

Stock Exchange-listed firms, where governance mechanisms and reporting incentives may interact in distinctive 

ways. 

Despite the growing literature on earnings management, institutional ownership, and governance, several gaps 

remain. First, many studies focus on the direct effect of ownership structure on earnings management or financial 

reporting quality, while fewer studies examine how these factors jointly affect investment efficiency. Second, the 

evidence from emerging markets remains mixed, especially regarding whether institutional ownership consistently 

improves monitoring. Third, traditional mean-based regressions may obscure heterogeneous effects across firms 

with different levels of investment efficiency. Quantile regression is therefore useful because it examines whether 

the effects of institutional ownership and accrual-based earnings management differ across the distribution of 

investment efficiency, rather than assuming a uniform average effect. This is important because firms with low, 

moderate, and high investment efficiency may respond differently to ownership monitoring and earnings 

manipulation. 

Accordingly, building on the literature on earnings management, institutional ownership, financial reporting 

quality, and investment efficiency, the present study aims to examine the effect of institutional ownership and 

accrual-based earnings management on the investment efficiency of companies listed on the Tehran Stock 

Exchange and to determine whether institutional ownership moderates the relationship between accrual-based 

earnings management and investment efficiency during 2018–2022. 

Methods and Materials 

In terms of purpose, this study is classified as applied research, and in terms of research method, it is a 

descriptive study. Since the collected data relate to events that occurred in the past, the study is considered 

retrospective and ex post facto from a temporal perspective. Furthermore, due to the use of quantitative data, it falls 

within the category of quantitative research. 

The research method employed in this study is correlational. Correlational research is one of the descriptive 

(non-experimental) research methods and refers to studies aimed at discovering or clarifying relationships among 

variables through the use of correlation analysis. 

The theoretical foundations and literature review were compiled using the library research method. In addition, 

documentary analysis was employed to collect the required data. Financial information and research data were 
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obtained from companies’ financial statements, the website of the Securities and Exchange Organization (CODAL), 

the website of the Research, Development, and Islamic Studies Management Center of the Securities and 

Exchange Organization, and financial databases such as Rahavard Novin. 

The statistical population of this study consisted of companies listed on the Tehran Stock Exchange during the 

period 2018–2022. Due to the heterogeneity among some members of the population, purposive elimination 

(systematic) sampling was employed. The following criteria were considered for selecting the sample firms: 

1. The company must have been listed on the Tehran Stock Exchange before the beginning of 2017.  

2. The company’s fiscal year-end must be March 20 (end of the Iranian fiscal year) and must not have changed 

during the study period.  

3. Financial information for the entire study period (2018–2022) must be available.  

4. The company's shares must not have experienced a trading suspension exceeding three months in any 

year during the study period.  

5. The company must not belong to the financial intermediation sector, including investment companies, 

leasing companies, holding companies, banks, and insurance firms.  

After applying the above criteria to the statistical population, 195 companies were selected as the final sample. 

Furthermore, given that panel data (cross-sectional and time-series data) were collected for 195 companies over a 

five-year period, the final sample size consisted of 975 firm-year observations. 

To test the first research hypothesis regarding the positive effect of institutional ownership on investment 

efficiency, the following multiple linear regression model was estimated using Quantile Regression: 

Regression Model (1) 

𝐼𝑁𝐸𝑖,𝑡 = 𝛼 + 𝛽1𝐼𝑁𝑆𝑇𝑖,𝑡 + 𝛽2𝐴𝐺𝐸𝑖,𝑡 + 𝛽3𝐹𝑆𝑖,𝑡 + 𝛽4𝑂𝐶𝐹𝑖,𝑡 + 𝛽5𝐿𝑂𝑆𝑆𝑖,𝑡 + 𝛽6𝐿𝐸𝑉𝑖,𝑡 + 𝛽7𝑇𝐴𝑁𝐺𝑖,𝑡 + 𝛽8𝑍𝑆𝐶𝑖,𝑡 + 𝜀𝑖,𝑡 

 

Where: 

𝐼𝑁𝐸𝑖,𝑡 

 

= Investment efficiency of firm 𝑖in year 𝑡 

𝐼𝑁𝑆𝑇𝑖,𝑡 

 

= Institutional ownership of firm 𝑖in year 𝑡 

𝐴𝐺𝐸𝑖,𝑡 

 

= Age of firm 𝑖in year 𝑡 

𝐹𝑆𝑖,𝑡 

 

= Firm size of firm 𝑖in year 𝑡 

𝑂𝐶𝐹𝑖,𝑡 

 

= Operating cash flow of firm 𝑖in year 𝑡 

𝐿𝑂𝑆𝑆𝑖,𝑡 
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= Loss indicator of firm 𝑖in year 𝑡 

𝐿𝐸𝑉𝑖,𝑡 

 

= Financial leverage of firm 𝑖in year 𝑡 

𝑇𝐴𝑁𝐺𝑖,𝑡 

 

= Tangible assets of firm 𝑖in year 𝑡 

𝑍𝑆𝐶𝑖,𝑡 

 

= Bankruptcy risk of firm 𝑖in year 𝑡 

To test the second research hypothesis regarding the negative effect of accrual-based earnings management 

on investment efficiency, the following multiple linear regression model was estimated using Quantile Regression: 

Regression Model (2) 

𝐼𝑁𝐸𝑖,𝑡 = 𝛼 + 𝛽1𝐸𝑀𝑖,𝑡 + 𝛽2𝐴𝐺𝐸𝑖,𝑡 + 𝛽3𝐹𝑆𝑖,𝑡 + 𝛽4𝑂𝐶𝐹𝑖,𝑡 + 𝛽5𝐿𝑂𝑆𝑆𝑖,𝑡 + 𝛽6𝐿𝐸𝑉𝑖,𝑡 + 𝛽7𝑇𝐴𝑁𝐺𝑖,𝑡 + 𝛽8𝑍𝑆𝐶𝑖,𝑡 + 𝜀𝑖,𝑡 

 

Where: 

𝐸𝑀𝑖,𝑡 

 

= Accrual-based earnings management of firm 𝑖in year 𝑡 

To test the third research hypothesis regarding the negative effect of institutional ownership on the relationship 

between accrual-based earnings management and investment efficiency, the following multiple linear regression 

model was estimated using Quantile Regression: 

Regression Model (3) 

𝐼𝑁𝐸𝑖,𝑡 = 𝛼 + 𝛽1𝐸𝑀𝑖,𝑡 + 𝛽2𝐼𝑁𝑆𝑇𝑖,𝑡 + 𝛽3(𝐸𝑀𝑖,𝑡 × 𝐼𝑁𝑆𝑇𝑖,𝑡) + 𝛽4𝐴𝐺𝐸𝑖,𝑡 + 𝛽5𝐹𝑆𝑖,𝑡 + 𝛽6𝑂𝐶𝐹𝑖,𝑡 + 𝛽7𝐿𝑂𝑆𝑆𝑖,𝑡 + 𝛽8𝐿𝐸𝑉𝑖,𝑡

+ 𝛽9𝑇𝐴𝑁𝐺𝑖,𝑡 + 𝛽10𝑍𝑆𝐶𝑖,𝑡 + 𝜀𝑖,𝑡 

 

In general, data used in empirical research can be classified into three categories. Time-series data are collected 

over a specific period and may be recorded at daily, weekly, monthly, quarterly, or annual intervals. Cross-sectional 

data are collected for one or more variables at a specific point in time. In most recent studies, panel data have been 

employed for analysis. Under this approach, multiple entities such as firms, households, or countries are examined 

over time. Panel data analysis provides a rich informational environment that facilitates the development of 

estimation techniques and generates more informative analytical results. In many cases, researchers rely on panel 

data when phenomena cannot be adequately examined using either purely time-series or purely cross-sectional 

data. To perform the required calculations, prepare the data, and conduct the statistical analyses, Microsoft Excel 

2016 and EViews 13 software were utilized. 
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Findings and Results 

Before analyzing the raw data, the descriptive statistics of the research data were first calculated. Table 1 

presents the descriptive statistics of the continuous variables of the study. According to Table 1, the mean of the 

investment efficiency variable is 2.838, reaching a maximum of 4.610 and a minimum of -0.450. Its median is also 

equal to 3.000. The large distance between the median and the mean indicates that the distribution of this variable 

is not close to a normal distribution. Moreover, dispersion parameters are criteria for determining the extent to which 

data are dispersed from one another or from the mean. One of the most important dispersion parameters is the 

standard deviation. Among the research variables, bankruptcy risk (ZSC) has the highest standard deviation, while 

earnings management (EM) has the lowest standard deviation. The Jarque–Bera test statistic also indicates that, 

except for firm age (AGE), none of the continuous variables of the study follows a normal distribution. 

Table 1. Descriptive Statistics of the Continuous Research Variables 

Variable Investment 
Efficiency 

Earnings 
Management 

Institutional 
Ownership 

Firm Age Firm 
Size 

Operating 
Cash Flow 

Financial 
Leverage 

Tangible 
Assets 

Bankruptcy 
Risk 

Symbol INE EM INST AGE FS OCF LEV TANG ZSC 

Mean 2.838769 0.095764 0.681128 9.024062 15.65417 0.117241 0.489897 0.244246 4.620492 

Median 3.000000 0.080000 0.710000 9.040000 15.43000 0.090000 0.490000 0.200000 4.130000 

Maximum 4.610000 1.320000 0.990000 9.910000 21.57000 0.730000 1.510000 0.970000 47.78000 

Minimum -0.450000 0.000000 0.000000 7.900000 11.41000 -1.310000 0.010000 0.000000 -2.070000 

Standard 
Deviation 

1.025398 0.089039 0.198371 0.358961 1.600728 0.157146 0.221808 0.193048 3.472925 

Skewness 
Coefficient 

-0.728350 3.900648 -1.229491 0.121108 0.793950 -0.272002 0.306493 0.969215 4.924493 

Kurtosis 
Coefficient 

4.000620 41.77509 4.618674 3.296023 3.925514 10.47660 3.316560 3.456199 53.33087 

Jarque–Bera 
Statistic 

126.8807 63552.44 352.0844 5.943373 137.2313 2282.942 19.33594 161.1037 106851.8 

Probability 0.000000 0.000000 0.000000 0.051217 0.000000 0.000000 0.000063 0.000000 0.000000 

Sum 2767.800 93.37000 664.1000 8798.460 15262.82 114.3100 477.6500 238.1400 4504.980 

Sum of 

Squared 
Deviations 

1024.105 7.721806 38.32776 125.5027 2495.710 24.05268 47.91959 36.29862 11747.61 

Number of 
Observations 

975 975 975 975 975 975 975 975 975 

 

The results obtained from the correlation coefficient test among the research variables at the 95% confidence 

level are presented in Table 2. Significant correlation coefficients are highlighted in the following table. 

Table 2. Correlation Coefficients of the Research Variables 

Variable INE EM INST AGE FS OCF LOSS LEV TANG ZSC 

INE 1.000000          

t-statistic -----          

Probability -----          

EM -0.040212 1.000000         

t-statistic -3.955335 -----         

Probability 0.0000 -----         

INST 0.043284 0.053574 1.000000        

t-statistic 4.351425 1.673535 -----        

Probability 0.0000 0.0945 -----        

AGE -0.051847 0.023381 -0.165315 1.000000       

t-statistic -1.619445 0.729534 -5.228604 -----       

Probability 0.1057 0.4659 0.0000 -----       

FS -0.055132 -0.055386 0.157913 -0.156887 1.000000      

t-statistic -1.722345 -1.730308 4.988346 -4.955123 -----      

Probability 0.0853 0.0839 0.0000 0.0000 -----      

OCF -0.022932 -0.117696 0.176663 -0.091897 0.039201 1.000000     

t-statistic -0.715504 -3.696981 5.598692 -2.878734 1.223736 -----     

Probability 0.4745 0.0002 0.0000 0.0041 0.2213 -----     
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LOSS -0.016116 -0.048939 -0.044801 -0.023613 0.087766 -0.117937 1.000000    

t-statistic -0.502784 -1.528373 -1.398876 -0.736771 2.748279 -3.704663 -----    

Probability 0.6152 0.1267 0.1622 0.4614 0.0061 0.0002 -----    

LEV 0.206800 -0.068082 0.080621 -0.112515 0.009264 -0.179979 0.316858 1.000000   

t-statistic 6.593223 -2.128608 2.523024 -3.532115 0.288994 -5.707283 10.42067 -----   

Probability 0.0000 0.0335 0.0118 0.0004 0.7726 0.0000 0.0000 -----   

TANG -0.367436 -0.037670 -0.042056 -0.021486 0.011387 0.074585 0.102968 -0.086377 1.000000  

t-statistic -12.32347 -1.175866 -1.313019 -0.670374 0.355230 2.333015 3.229049 -2.704469 -----  

Probability 0.0000 0.2399 0.1895 0.5028 0.7225 0.0199 0.0013 0.0070 -----  

ZSC 0.098562 0.170142 0.018497 0.074851 -0.294758 0.169876 -0.231476 -0.286975 -0.194640 1.000000 

t-statistic 3.089493 5.385769 0.577085 2.341379 -9.621841 5.377096 -7.422001 -9.344663 -6.189784 ----- 

Probability 0.0021 0.0000 0.5640 0.0194 0.0000 0.0000 0.0000 0.0000 0.0000 ----- 

 

In this study, the Levin, Lin, and Chu stationarity test and the Phillips–Perron stationarity test were used to 

examine the stationarity of the research variables. The results are presented in Table 3. Based on the results of the 

Levin, Lin, and Chu stationarity test and the Phillips–Perron stationarity test in Table 3, since the probability value 

of the test statistic for all research variables is less than 0.05, the research variables were stationary at level during 

the study period. Therefore, the mean and variance of the variables over time and the covariance of the variables 

across different years were constant. Consequently, using these variables in the model does not lead to spurious 

regression. 

Table 3. Results of the Stationarity Tests for the Research Variables 

Variable Symbol Levin, Lin, 
and Chu 
Statistic 

Levin, Lin, and 
Chu Probability 

Phillips–
Perron 
Statistic 

Phillips–
Perron 
Probability 

Test Result Stationarity 
Status 

Order of 
Integration 

Investment 
Efficiency 

INE -36.5411 0.0000 848.133 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Earnings 
Management 

EM -40.7266 0.0000 688.302 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Institutional 
Ownership 

INST -31.7703 0.0000 511.928 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Firm Age AGE -32.3485 0.0000 835.986 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Firm Size FS -33.5576 0.0000 742.503 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Operating 
Cash Flow 

OCF -111.696 0.0000 734.819 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Loss LOSS -5.79942 0.0000 20.9351 0.0073 Rejection of the 
null hypothesis 

Stationary I(0) 

Financial 
Leverage 

LEV -70.6484 0.0000 604.302 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Tangible 
Assets 

TANG -28.1873 0.0000 570.899 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

Bankruptcy 
Risk 

ZSC -27.6493 0.0000 706.885 0.0000 Rejection of the 
null hypothesis 

Stationary I(0) 

 

In estimating a model whose data are of the panel-data type, the type of estimation pattern must first be 

determined, namely whether the model under investigation falls into the category of pooled data or panel data. The 

results of the F-Limer (Chow) test are shown in Table 4. As observed in Table 4, the significance level (p-value) of 

the F-Limer (Chow) test for all research models is less than 0.05. Therefore, the null hypothesis of the F-Limer 

(Chow) test, which indicates equality of intercepts across all cross-sections, is rejected, and the panel-data method 

is used to estimate the research models. 

Table 4. Results of the F-Limer (Chow) Test 

Model F-statistic Significance Level p-value Test Result 

First 1.525314 0.0001 p < 0.05 Panel data 

Second 1.527787 0.0000 p < 0.05 Panel data 

Third 1.539724 0.0000 p < 0.05 Panel data 
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If, based on the results of the F-Limer (Chow) test for each model, the use of the panel-data method is confirmed, 

the Hausman test is used to determine which method, fixed effects or random effects, is more appropriate for 

estimation, that is, to diagnose whether the differences among cross-sectional units are fixed or random. The 

Hausman test examines the following null and alternative hypotheses. The results of the Hausman test are 

presented in Table 5. As shown in Table 5, the significance level (p-value) of the Hausman test for the research 

models is less than 0.05. Therefore, the null hypothesis of the Hausman test is rejected, and the appropriate model 

for estimating the research models is the fixed-effects model. 

Table 5. Results of the Hausman Test 

Model F-statistic Significance Level p-value Test Result 

First 31.145572 0.0001 p < 0.05 Fixed-effects model 

Second 31.405528 0.0001 p < 0.05 Fixed-effects model 

Third 33.390998 0.0002 p < 0.05 Fixed-effects model 

 

To test the first research hypothesis regarding the effect of institutional ownership on investment efficiency, 

multiple linear regression model (1), estimated using quantile regression, was employed. The results of estimating 

Model 1 using Generalized Least Squares (GLS) on the mean of the dependent variable are presented in Table 6. 

Based on the results obtained from estimating regression Model 1, as shown in Table 6, the F-statistic, which 

indicates the overall significance of the regression, is 9.583499, and its corresponding p-value is 0.000000. This 

indicates that the model is significant at the 95% confidence level. The adjusted coefficient of determination is 

0.640307, indicating that approximately 64% of the changes in the dependent variable can be explained by the 

independent variables of the model. Furthermore, the Durbin–Watson statistic is 2.33, which falls between 1.5 and 

2.5, indicating the absence of first-order autocorrelation among the residuals of the model. In addition, as shown in 

Table 6, the coefficient of the institutional ownership variable (INST), namely β₁, is 0.266849, and its significance 

level (Prob.) is 0.0355. Based on the t-statistic and the p-value associated with this variable, the results indicate 

that this coefficient is significant at the 5% error level. In other words, institutional ownership (INST) has a positive 

and significant effect on investment efficiency (INE). Therefore, the first hypothesis is confirmed at the 95% 

confidence level. 

Table 6. Results of Estimating Model 1 Using Generalized Least Squares (GLS) 

Dependent Variable: Investment Efficiency (INE) 

Variable Coefficient Symbol Coefficient Standard Error t-statistic p-value Result 

Intercept C / β₀ 17.39471 2.254102 7.716912 0.0000 Significant 

Institutional Ownership INST / β₁ 0.266849 0.126686 2.106386 0.0355 Significant 

Firm Age AGE / β₂ -1.441634 0.283791 -5.079915 0.0000 Significant 

Firm Size FS / β₃ -0.098779 0.027808 -3.552135 0.0004 Significant 

Operating Cash Flow OCF / β₄ -0.004434 0.107208 -0.041363 0.9670 Not significant 

Loss LOSS / β₅ 0.018899 0.092202 0.204976 0.8376 Not significant 

Financial Leverage LEV / β₆ 1.263827 0.100469 12.57926 0.0000 Significant 

Tangible Assets TANG / β₇ -2.484952 0.178714 -13.90459 0.0000 Significant 

Bankruptcy Risk ZSC / β₈ 0.011427 0.005401 2.115763 0.0347 Significant 

Durbin–Watson Statistic  2.336346 F-statistic 9.583499   

Adjusted R-squared  0.640307 Prob(F-statistic) 0.000000   

 

The results of the Wald test for testing whether the coefficients obtained from the estimation of regression Model 

1 are equal to zero are presented in Table 7. According to Table 7, the Wald test results indicate the validity and 

significance of all estimated coefficients of Model 1. Therefore, the null hypothesis of the Wald test, which states 

that all coefficients of Model 1 are equal to zero, is rejected at the 0.05 significance level. 



Volume 5, Issue 6 

11 

 

Table 7. Results of the Wald Test for Model 1 

F-statistic Probability Result 

13179.92 0.0000 Coefficients are not zero 

 

To test the stability of the estimated coefficients of Model 1, recursive residual correlation models were used. 

Recursive models are conducted in two forms: the Cumulative Sum of Recursive Residuals (CUSUM) test and the 

Cumulative Sum of Squares of Recursive Residuals (CUSUMSQ) test. The results of the CUSUM test for examining 

the stability of the estimated coefficients of Model 1 over time are presented in Figure 1. In the CUSUM test, the 

statistics fall within the 95% confidence intervals; therefore, the null hypothesis of coefficient stability is not rejected, 

and at the 95% confidence level, the results obtained from estimating the following model are reliable and valid. 
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Figure 1. Cumulative Sum of Recursive Residuals (CUSUM) for Model 1 

On the other hand, in econometrics, depending on the type of research and the data used, there are various 

methods for using panel data. To conduct further analysis, this study also examines the effect of institutional 

ownership (INST) on investment efficiency (INE) at different quartiles using the Quantile Regression (QR) method. 

Unlike Ordinary Least Squares (OLS) or Generalized Least Squares (GLS) regression, Quantile Regression (QR) 

examines the marginal effect of explanatory variables on the dependent variable at different points of the 

distribution, not merely at the mean. Quantile Regression (QR) has several advantages over Ordinary Least 

Squares (OLS), including lower sensitivity to outliers. Its estimates are also robust to non-normality and remain 

robust in the presence of heteroskedasticity. The results of estimating Research Model 1 using Quantile Regression 

(QR) are presented in Table 8. 

Table 8. Results of Estimating Model 1 Using Quantile Regression (QR) 

Dependent Variable: Investment Efficiency (INE) 

Variable Quartile Coefficient Standard Error t-statistic Probability Result 

INST 0.250 0.372269 0.143068 2.602050 0.0094 Significant 

INST 0.500 0.015202 0.192885 0.078815 0.9372 Not significant 

INST 0.750 0.203188 0.218228 0.931081 0.3521 Not significant 

 

As shown in Table 8, the coefficient of the institutional ownership variable (INST) is not significant in the second 

and third quartiles of investment efficiency (INE). The results of estimating Model 1 across different deciles of 

investment efficiency (INE) are presented in Figure 2. 
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Figure 2. Estimation of Model 1 Across Different Deciles 

To test the second research hypothesis regarding the effect of accrual-based earnings management on 

investment efficiency, multiple linear regression model (2), estimated using quantile regression, was employed. The 

results of estimating Model 2 using Generalized Least Squares (GLS) on the mean of the dependent variable are 

presented in Table 9. Based on the results obtained from estimating regression Model 2, as shown in Table 9, the 

F-statistic, which indicates the overall significance of the regression, is 9.991395, and its corresponding p-value is 

0.000000. This indicates that the model is significant at the 95% confidence level. The adjusted coefficient of 

determination is 0.650929, indicating that approximately 65% of the changes in the dependent variable can be 

explained by the independent variables of the model. Furthermore, the Durbin–Watson statistic is 2.31, which falls 

between 1.5 and 2.5, indicating the absence of first-order autocorrelation among the residuals of the model. 

In addition, as shown in Table 9, the coefficient of the accrual-based earnings management variable (EM), 

namely β₁, is -0.455633, and its significance level (Prob.) is 0.0020. Based on the t-statistic and the p-value 

associated with this variable, the results indicate that this coefficient is significant at the 5% error level. In other 

words, accrual-based earnings management (EM) has a negative and significant effect on investment efficiency 

(INE). Therefore, the second hypothesis is confirmed at the 95% confidence level. 

Table 9. Results of Estimating Model 2 

Dependent Variable: Investment Efficiency (INE) 

Variable Coefficient Symbol Coefficient Standard Error t-statistic p-value Result 

Intercept C / β₀ 11.95305 2.073820 5.763783 0.0000 Significant 

Accrual-Based Earnings Management EM / β₁ -0.455633 0.147081 -3.097845 0.0020 Significant 

Firm Age AGE / β₂ -0.803226 0.268916 -2.986899 0.0029 Significant 

Firm Size FS / β₃ -0.125271 0.028845 -4.342861 0.0000 Significant 

Operating Cash Flow OCF / β₄ -0.137258 0.095558 -1.436375 0.1513 Not significant 

Loss LOSS / β₅ -0.010701 0.085156 -0.125661 0.9000 Not significant 

Financial Leverage LEV / β₆ 1.418785 0.099744 14.22432 0.0000 Significant 

Tangible Assets TANG / β₇ -2.414695 0.169926 -14.21031 0.0000 Significant 

Bankruptcy Risk ZSC / β₈ 0.010851 0.005493 1.975554 0.0486 Significant 

Durbin–Watson Statistic  2.315840 F-statistic 9.991395   

Adjusted R-squared  0.650929 Prob(F-statistic) 0.000000   

 

The results of the Wald test for testing whether the coefficients obtained from the estimation of regression Model 

2 are equal to zero are presented in Table 10. According to Table 10, the Wald test results indicate the validity and 

significance of all estimated coefficients of Model 2. Therefore, the null hypothesis of the Wald test, which states 

that all coefficients of Model 2 are equal to zero, is rejected at the 0.05 significance level. 
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Table 10. Results of the Wald Test for Model 2 

F-statistic Probability Result 

12806.62 0.0000 Coefficients are not zero 

 

The results of the Cumulative Sum of Recursive Residuals (CUSUM) test for examining the stability of the 

estimated coefficients of Model 2 over time are presented in Figure 3. In the CUSUM test, the statistics fall within 

the 95% confidence intervals; therefore, the null hypothesis of coefficient stability is not rejected, and at the 95% 

confidence level, the results obtained from estimating the following model are reliable and valid. 
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Figure 3. Cumulative Sum of Recursive Residuals (CUSUM) for Model 2 

On the other hand, the results of estimating Research Model 2 using Quantile Regression (QR) are presented in 

Table 11. 

Table 11. Results of Estimating Model 2 Using Quantile Regression (QR) 

Dependent Variable: Investment Efficiency (INE) 

Variable Quartile Coefficient Standard Error t-statistic Probability Result 

EM 0.250 -0.639823 0.309191 -2.069349 0.0388 Significant 

EM 0.500 -0.276724 0.293046 -0.944301 0.3453 Not significant 

EM 0.750 -0.051058 0.329268 -0.155066 0.8768 Not significant 

 

As shown in Table 11, the coefficient of the earnings management variable (EM) is not significant in the second 

and third quartiles of investment efficiency (INE). The results of estimating Model 2 across different deciles of 

investment efficiency (INE) are presented in Figure 4. 
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Figure 4. Estimation of Model 2 Across Different Deciles 

To test the third research hypothesis regarding the effect of institutional ownership on the relationship between 

accrual-based earnings management and investment efficiency, multiple linear regression model (3), estimated 

using quantile regression, was employed. The results of estimating Model 3 using Generalized Least Squares (GLS) 

on the mean of the dependent variable are presented in Table 12. Based on the results obtained from estimating 

regression Model 3, as shown in Table 12, the F-statistic, which indicates the overall significance of the regression, 

is 9.467262, and its corresponding p-value is 0.000000. This indicates that the model is significant at the 95% 

confidence level. The adjusted coefficient of determination is 0.639436, indicating that approximately 64% of the 

changes in the dependent variable can be explained by the independent variables of the model. Furthermore, the 

Durbin–Watson statistic is 2.32, which falls between 1.5 and 2.5, indicating the absence of first-order autocorrelation 

among the residuals of the model. 

In addition, as shown in Table 12, the coefficient of the interaction term between accrual-based earnings 

management and institutional ownership (EM × INST), namely β₃, is -0.282863, and its significance level (Prob.) is 

0.7312. Based on the t-statistic and the p-value associated with this variable, the results indicate that this coefficient 

is not significant at the 5% error level. In other words, institutional ownership (INST) does not have a significant 

effect on the relationship between accrual-based earnings management (EM) and investment efficiency (INE). 

Therefore, the third hypothesis is not confirmed at the 95% confidence level. 

Table 12. Results of Estimating Model 3 

Dependent Variable: Investment Efficiency (INE) 

Variable Coefficient 
Symbol 

Coefficient Standard 
Error 

t-statistic p-
value 

Result 

Intercept C / β₀ 13.99636 2.538144 5.514407 0.0000 Significant 

Accrual-Based Earnings Management EM / β₁ -0.490154 0.257248 -
1.905373 

0.0571 Not 
significant 

Institutional Ownership INST / β₂ 0.250225 0.142378 1.757470 0.0792 Not 
significant 

Interaction between Accrual-Based Earnings 
Management and Institutional Ownership 

EM × INST / β₃ -0.282863 0.823046 -
0.343678 

0.7312 Not 
significant 

Firm Age AGE / β₄ -1.015778 0.320855 -
3.165842 

0.0016 Significant 

Firm Size FS / β₅ -0.127611 0.030781 -
4.145698 

0.0000 Significant 

Operating Cash Flow OCF / β₆ -0.156063 0.106364 -
1.467257 

0.1427 Not 
significant 

Loss LOSS / β₇ -0.008196 0.095618 -
0.085719 

0.9317 Not 
significant 

Financial Leverage LEV / β₈ 1.373836 0.101919 13.47970 0.0000 Significant 
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Tangible Assets TANG / β₉ -2.465807 0.172060 -
14.33109 

0.0000 Significant 

Bankruptcy Risk ZSC / β₁₀ 0.012164 0.005612 2.167439 0.0305 Significant 

Durbin–Watson Statistic  2.326283 F-statistic 9.467262   

Adjusted R-squared  0.639436 Prob(F-
statistic) 

0.000000   

 

The results of the Wald test for testing whether the coefficients obtained from the estimation of regression Model 

3 are equal to zero are presented in Table 13. According to Table 13, the Wald test results indicate the validity and 

significance of all estimated coefficients of Model 3. Therefore, the null hypothesis of the Wald test, which states 

that all coefficients of Model 3 are equal to zero, is rejected at the 0.05 significance level. 

Table 13. Results of the Wald Test for Model 3 

F-statistic Probability Result 

10300.80 0.0000 Coefficients are not zero 

 

The results of the Cumulative Sum of Recursive Residuals (CUSUM) test for examining the stability of the 

estimated coefficients of Model 3 over time are presented in Figure 5. In the CUSUM test, the statistics fall within 

the 95% confidence intervals; therefore, the null hypothesis of coefficient stability is not rejected, and at the 95% 

confidence level, the results obtained from estimating the following model are reliable and valid. 
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Figure 5. Cumulative Sum of Recursive Residuals (CUSUM) for Model 3 

On the other hand, the results of estimating Research Model 3 using Quantile Regression (QR) are presented in 

Table 14. 

Table 14. Results of Estimating Model 3 Using Quantile Regression (QR) 

Dependent Variable: Investment Efficiency (INE) 

Variable Quartile Coefficient Standard Error t-statistic Probability Result 

EM × INST 0.250 -2.459499 1.826855 -1.346303 0.1785 Not significant 

EM × INST 0.500 -6.544391 2.471679 -2.647751 0.0082 Significant 

EM × INST 0.750 -4.567705 2.215444 -2.061756 0.0395 Significant 

 

As shown in Table 14, the coefficient of the interaction term between accrual-based earnings management and 

institutional ownership (EM × INST) is not significant in the first quartile of investment efficiency (INE). Furthermore, 
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the effect of institutional ownership (INST) on the relationship between accrual-based earnings management (EM) 

and investment efficiency (INE) is decreasing in the second and third quartiles. The results of estimating Model 3 

across different deciles of investment efficiency (INE) are presented in Figure 6. 
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Figure 6. Estimation of Model 3 Across Different Deciles 

Discussion and Conclusion 

The findings of the present study provide important evidence regarding the relationship between institutional 

ownership, accrual-based earnings management, and investment efficiency among companies listed on the Tehran 

Stock Exchange. The first hypothesis proposed that institutional ownership has a positive effect on investment 

efficiency. The empirical results obtained from the generalized least squares (GLS) estimation confirmed this 

hypothesis, indicating that institutional ownership significantly enhances investment efficiency. Furthermore, the 

quantile regression results revealed that the positive effect of institutional ownership is particularly significant in the 

first quartile of investment efficiency, while the relationship loses significance in the higher quartiles. This finding 

suggests that institutional investors play a more influential monitoring role in firms characterized by lower levels of 

investment efficiency. In such firms, institutional owners appear to reduce agency conflicts, improve oversight over 

managerial decisions, and encourage the allocation of resources toward value-creating projects. The result is 

consistent with the theoretical perspective that institutional investors possess superior monitoring capabilities and 

can mitigate information asymmetry between managers and shareholders. These findings align with studies 

demonstrating that institutional investors improve governance quality and corporate decision-making through active 

monitoring and oversight mechanisms (9, 14, 16). They are also consistent with evidence indicating that 

blockholders and large institutional shareholders contribute to more effective corporate governance and better 

allocation of corporate resources (1, 10, 12). Moreover, the positive role of institutional ownership in improving the 

information environment and enhancing reporting comparability may facilitate more efficient investment decisions 

by reducing uncertainty surrounding corporate performance (22). The findings also support the argument that 

institutional ownership acts as an external governance mechanism capable of constraining managerial opportunism 

and encouraging long-term value creation (20, 21). 

The stronger effect of institutional ownership in the lower quantile of investment efficiency deserves particular 

attention. Firms with weak investment efficiency are generally more vulnerable to agency problems, managerial 
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discretion, and informational opacity. Under such conditions, institutional investors may have greater opportunities 

to create value through monitoring activities. As firms become more efficient, the marginal contribution of 

institutional ownership declines because governance systems are already functioning more effectively. This 

explanation is consistent with studies suggesting that institutional investors are especially valuable in settings 

characterized by greater governance deficiencies and information asymmetry (6, 7). Similarly, research on 

institutional investor distraction demonstrates that when institutional monitoring is weakened, managerial 

opportunism increases, implying that the presence of attentive institutional investors is particularly important for 

firms facing governance challenges (8). Therefore, the quantile regression findings suggest that institutional 

ownership contributes most strongly where monitoring needs are greatest. 

The second hypothesis proposed that accrual-based earnings management negatively affects investment 

efficiency. The results strongly support this hypothesis. The GLS estimation showed a significant negative 

relationship between earnings management and investment efficiency, while the quantile regression analysis 

indicated that this effect is significant primarily in the first quartile of investment efficiency. These findings imply that 

managerial manipulation of accounting accruals reduces the quality of information available to investors and other 

stakeholders, leading to inefficient investment decisions. When earnings are manipulated, managers may conceal 

poor investment opportunities, exaggerate expected returns, or obscure operational inefficiencies. As a result, 

capital may be allocated to projects that do not maximize shareholder value. This interpretation is highly consistent 

with the information asymmetry perspective, which argues that distorted financial reporting weakens the ability of 

capital markets to allocate resources efficiently. 

The negative association between accrual-based earnings management and investment efficiency is supported 

by a substantial body of prior research. Previous studies have documented that earnings management diminishes 

earnings quality, reduces reporting credibility, and increases uncertainty for investors and creditors (2, 6). Research 

conducted in Pakistan and Vietnam has shown that accrual-based earnings management is frequently associated 

with financing pressures, agency conflicts, and distortions in corporate decision-making processes (3, 4). Likewise, 

evidence from Egypt indicates that earnings manipulation alters managerial behavior and influences resource 

allocation decisions across industries (36). Studies examining managerial misconduct through accounting choices 

have similarly demonstrated that earnings manipulation reflects opportunistic behavior that can weaken corporate 

performance and reduce stakeholder confidence (5). The present findings therefore reinforce the argument that 

high-quality financial reporting is an essential prerequisite for efficient investment decision-making. 

The quantile regression results also provide additional insights regarding the heterogeneous effects of earnings 

management. The fact that the negative impact is concentrated in the lowest investment-efficiency quartile suggests 

that firms already experiencing inefficient investment are more susceptible to the harmful consequences of earnings 

manipulation. In highly efficient firms, internal governance systems, analyst coverage, and monitoring mechanisms 

may partially offset the adverse effects of earnings management. In contrast, firms operating with lower investment 

efficiency may lack such safeguards, making them particularly vulnerable to informational distortions. This 

interpretation is consistent with studies emphasizing the importance of governance quality, monitoring intensity, and 

ownership structure in determining the consequences of earnings management (29, 34, 37). Consequently, the 

findings suggest that the detrimental effects of earnings management are not uniform across firms but depend on 

the broader governance environment in which firms operate. 
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The third hypothesis examined whether institutional ownership moderates the relationship between accrual-

based earnings management and investment efficiency. The GLS results did not provide support for this hypothesis 

when the average effect across all firms was considered. The interaction term between institutional ownership and 

earnings management was not statistically significant in the mean regression model. However, the quantile 

regression analysis revealed a more nuanced pattern. Specifically, institutional ownership exerted a significant 

negative moderating effect on the relationship between earnings management and investment efficiency in the 

second and third quartiles of investment efficiency. This finding indicates that institutional ownership weakens the 

adverse impact of earnings management on investment efficiency among firms with moderate and relatively high 

levels of investment efficiency. 

The divergence between the GLS and quantile regression results highlights the importance of considering 

heterogeneity across firms. Traditional mean-based models assume that relationships are constant throughout the 

distribution of the dependent variable, whereas quantile regression allows the effects to vary across different levels 

of investment efficiency. The present findings suggest that institutional ownership does not uniformly moderate the 

consequences of earnings management across all firms. Instead, its monitoring effectiveness becomes more 

pronounced among firms operating at moderate and higher efficiency levels. One possible explanation is that 

institutional investors require a minimum level of organizational transparency, governance quality, and managerial 

responsiveness before their monitoring activities can effectively constrain opportunistic reporting behavior. In firms 

characterized by extremely low efficiency, governance weaknesses may be so substantial that institutional 

ownership alone cannot offset the adverse effects of earnings manipulation. 

These results are generally consistent with prior studies emphasizing the monitoring role of institutional investors 

in limiting opportunistic financial reporting. Research conducted in China, India, and East Africa has shown that 

institutional investors can reduce earnings management through active monitoring and governance engagement 

(14-16). Evidence regarding foreign institutional investors also suggests that institutional ownership can influence 

reporting behavior and improve financial reporting quality (17, 18). Similarly, studies examining ownership structures 

have found that ownership concentration and monitoring by large shareholders can reduce abnormal accruals and 

improve reporting quality (10, 13). The current findings extend this literature by demonstrating that institutional 

ownership not only influences earnings management directly but also alters the extent to which earnings 

management affects investment outcomes. 

At a broader theoretical level, the findings support agency theory and information asymmetry theory. Agency 

theory suggests that conflicts between managers and shareholders create incentives for managers to pursue 

personal interests at the expense of shareholder wealth. Institutional ownership mitigates these conflicts through 

enhanced monitoring, while earnings management exacerbates them by reducing transparency. The positive effect 

of institutional ownership and the negative effect of earnings management observed in this study are fully consistent 

with these theoretical expectations. Information asymmetry theory similarly predicts that inefficient investment 

arises when market participants lack reliable information about firm performance. Earnings management increases 

information asymmetry, whereas institutional ownership can reduce it through oversight, monitoring, and pressure 

for higher-quality disclosure. Consequently, the observed relationships provide empirical support for both theoretical 

frameworks. 

The findings also contribute to the growing literature on ownership structure and financial reporting quality. 

Several studies have shown that ownership arrangements influence reporting integrity, governance effectiveness, 
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and managerial decision-making (24, 25, 28). Research on blockholder influence, shareholder contracts, and 

common ownership similarly emphasizes the importance of ownership mechanisms in shaping corporate outcomes 

(31, 32, 35). The present study extends this body of knowledge by linking ownership structure not only to reporting 

behavior but also to investment efficiency, thereby demonstrating how governance mechanisms ultimately affect 

the allocation of corporate resources. 

Overall, the evidence indicates that institutional ownership serves as an effective governance mechanism 

capable of enhancing investment efficiency, while accrual-based earnings management undermines efficient 

resource allocation. Moreover, institutional ownership can partially mitigate the adverse consequences of earnings 

management under specific conditions, particularly among firms operating at moderate and higher levels of 

investment efficiency. These findings underscore the importance of strengthening institutional monitoring and 

improving financial reporting quality in order to promote efficient investment and sustainable corporate performance. 

One limitation of this study is that it focuses exclusively on companies listed on the Tehran Stock Exchange, 

which may limit the generalizability of the findings to other institutional and regulatory environments. In addition, the 

study measures earnings management primarily through accrual-based indicators and does not explicitly consider 

real earnings management practices. Furthermore, institutional ownership is treated as a relatively homogeneous 

category, although different types of institutional investors may possess different objectives, monitoring incentives, 

and governance capabilities. The study period is also limited to five years, which may not fully capture long-term 

changes in ownership structures and investment behavior. 

Future research could examine the role of different categories of institutional investors, such as pension funds, 

mutual funds, governmental institutions, and foreign investors, in influencing investment efficiency. Researchers 

may also investigate the interaction between real earnings management and accrual-based earnings management 

to determine whether their effects on investment efficiency differ. Additional studies could employ longer time 

horizons, compare multiple capital markets, or incorporate corporate governance characteristics such as board 

independence, audit quality, and ownership concentration. The use of advanced econometric techniques and 

dynamic panel models may also provide deeper insights into the causal relationships among ownership structure, 

earnings management, and investment efficiency. 

From a practical perspective, regulators should continue strengthening disclosure requirements and financial 

reporting standards to reduce opportunities for earnings manipulation. Corporate boards should encourage greater 

participation by active institutional investors and enhance governance mechanisms that improve transparency and 

accountability. Investors may benefit from evaluating both ownership structure and earnings quality when assessing 

firms’ investment prospects. Finally, corporate managers should recognize that transparent financial reporting and 

effective governance systems contribute not only to regulatory compliance but also to more efficient investment 

decisions and long-term value creation. 
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