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Abstract

The aim of this research is to examine the effects of optimism bias, overconfidence, and
conservatism on the qualitative characteristics of feedback value and earnings transparency
in accounting. This applied research is descriptive in nature, and the statistical population
includes companies listed on the Tehran Stock Exchange. Accordingly, 140 companies
were selected from the statistical population for the period from 2017 to 2022 by applying
certain restrictions, and the relationships between the research variables were analyzed
using panel data and logistic regression methods. The results of the hypothesis tests indicate
that management optimism has a negative and significant effect on both dependent
variables, earnings transparency and the feedback value of accounting information. This
means that with an increase in management optimism and the creation of a gap between
actual earnings and forecasted earnings, the market's reaction to earnings and its changes
(as a measure of earnings transparency) decreases, and the sensitivity of the market value of
shares to earnings also diminishes. This may be due to a decrease in market confidence in
management's forecasts and performance. The results also indicate a positive impact of
accounting conservatism on the dependent variables of the study, showing that the
implementation of conservative policies and avoidance of earnings overstatement has been
effective in gaining public trust from investors in the company and has led to a quicker
response from them to earnings and its changes. However, no significant relationship was
observed between management overconfidence and the dependent variables of the study.
Keyword: Value of Feedback- Over Confidence — Optimism- Profit Transparency -
Conservatism
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Background & Purpose: In the present research, the effects of optimism bias,
overconfidence, and conservatism on the qualitative characteristics of feedback value and
profit transparency in accounting were examined. The main question of the research is whether
there is a relationship between the behavioral aspects of optimism, overconfidence, and
conservatism with the qualitative characteristics of feedback value and profit transparency in
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accounting. The valuable position of information in economic development and investment is
agreed upon by experts in economic sciences. Financial reports are one of the informational
resources available in capital markets, which are expected to play an effective role in the
development of investment and its efficiency.

Methodology: The statistical sample of the study included 140 companies selected from
among the companies listed on the stock exchange during the period from 2017 to 2022. In this
research, to calculate the dependent variable of profit transparency, the model of Bushman et
al. (2004) was used, and to calculate feedback value, the ratio of the percentage change in
stock price to

the percentage change in profit (in the form of a dummy variable) was utilized. Additionally,
the research hypotheses were tested using two generalized least squares regression models and
logistic regression.

Finding: The goal of corporate reporting is to provide information for a wide range of users in
order to make useful economic decisions. High-quality financial information is reliable, timely,
and relevant for the decision-making of users of financial reports, better reflecting the
underlying economic fundamentals of companies (Hemmati & Amiri, 2018). Previous research
(Khodami Pour & Amiri, 2019) has shown that there is a severe information asymmetry issue
among investors in the Tehran Stock Exchange, which can result from the biased and self-
serving behaviors of managers. Furthermore, theoretically (agency theory), it can be argued
that managers' behavioral biases significantly impact the selection of strategies and policies of
the company. In fact, due to emotional factors, optimism, bounded rationality, arrogance,
narcissism, and the pursuit of short-term benefits, managers exhibit behavioral biases. These
factors can lead managers to neglect information transparency and reduce the quality of
reporting, which can severely damage the company's value in the long run. The literature on
accounting research has focused on some of the behavioral biases of managers, such as
overconfidence, short-sightedness, and narcissism.

Discussion: Overconfidence bias is one of the behavioral aspects studied in this research.
Overconfidence leads individuals to overestimate their abilities and underestimate risks,
feeling that they can control issues and events, even when this may not be the case. Sharand
and Zechman (2011) stated that managers' overconfidence in their performance will lead to
distortions in financial statements. These distortions can be intentional or unintentional,
resulting in the quality of information being affected and managers' attitudes changing. The
second behavioral aspect studied is the narcissism of managers. Narcissism causes managers to
focus on personal recognition and self-sufficiency, making their actions primarily for personal
gain, even at the expense of others. Therefore, such individuals make decisions based on their
desires rather than logic and rationality. Narcissistic managers often dominate decision-making
processes and show little willingness to consult with others (Ham et al., 2018). Thus, it is
likely that they will affect the quality of financial information or design systems that provide
them with greater flexibility to achieve their goals. Finally, conservatism bias is examined as
the third influencing factor on the qualitative characteristics of accounting information in this
research. Edwards (1968) defines conservatism bias as assigning greater weight to initial
subjective information and less weight to new information.

Considering the inverse relationship between optimism bias and profit transparency, as well as
the feedback value of information, it is necessary for investors and financial analysts to pay
attention not only to financial factors but also to the behavioral factors and personality types of
the management of the economic unit when making decisions. Additionally, shareholders of
companies are advised to consider the behavioral factors of managers, especially the CEO and
executive managers, and the impact their decisions may have on market returns and stock
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prices when selecting company managers. This oversight can enhance market sensitivity to
profits and their fluctuations and contribute to creating transparency. Given the positive role of
conservatism in improving profit transparency and the feedback value of information, it is
recommended that company management always consider conservatism in recognizing
revenues and expenses and in preparing financial reports. This approach can help build trust
among investors and other users of financial reports regarding the avoidance of profit
overstatement by the company.

Authors retain the copyright and full publishing rights.
Published by Islamic Azad University, Isfahan (Khorasgan) Branch. This article is an open access
article licensed under the Creative Commons Attribution 4.0 International (CC BY 4.0)
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