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Objective: This study aims to examine the moderating role of aggressive business
strategy in the relationship between accrual-based earnings management and
bankruptcy risk among firms listed on the Tehran Stock Exchange.

Methodology: This applied study employed a descriptive-correlational design. The
statistical population consisted of all firms listed on the Tehran Stock Exchange during
2018-2023, from which 187 firms (1,112 firm-year observations) were selected using
systematic elimination sampling. Data were extracted from the CODAL database and
analyzed using EViews 13. Accrual-based earnings management was measured using
the Modified Jones Model, and bankruptcy risk was measured by Altman’s Z-score.
Business strategy was classified as aggressive or defensive using four operational
indicators and coded as a dummy variable. Panel regression with fixed effects was
applied after correcting heteroscedasticity and serial correlation.

Findings: The first model indicated that accrual-based earnings management has a
positive and significant effect on bankruptcy risk (B = 0.432, p < 0.001). The second
model revealed a positive and significant interaction effect between earnings
management and aggressive strategy (= 0.866, p=0.001), confirming that aggressive
strategy intensifies the impact of earnings management on bankruptcy risk. The
adjusted R2 of the final model was 0.714.

Conclusion: The findings demonstrate that aggressive business strategies amplify the
destabilizing effects of earnings management on corporate financial stability and
significantly increase bankruptcy risk.

Keywords: Aggressive strategy, accrual-based earnings management, bankruptcy risk,
Tehran Stock Exchange, financial performance
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EXTENDED ABSTRACT
Introduction

Corporate bankruptcy has become one of the most critical concerns of modern financial systems
due to its wide-ranging economic, social, and institutional consequences. The collapse of firms not only
damages shareholders and creditors but also destabilizes labor markets, financial intermediaries, and
macroeconomic stability. Prior research emphasizes that financial distress rarely occurs abruptly; rather,
it emerges from an accumulation of managerial decisions, reporting behaviors, and strategic orientations
that gradually erode corporate resilience (Alifiah, 2014; Zhao, 2024). Within this framework, scholars
increasingly highlight the role of managerial behavior—particularly earnings management—as a core
driver of corporate vulnerability (Biddle et al., 2020; Tork-Zahraeni et al., 2024). Accrual-based earnings
management allows managers to manipulate reported performance by exploiting accounting discretion,
often to satisfy market expectations, debt covenants, and compensation incentives (Fattahi Nafchi &
Ramazani Boldaji, 2019; Motaki & Lotfi, 2023). While some studies argue that limited earnings management
may convey useful forward-looking information, extensive empirical evidence demonstrates that
persistent earnings manipulation undermines reporting quality, increases information asymmetry, and
accelerates the path toward financial distress (Pezhuyan et al., 2020; Salehi & Bazargar, 2015; Salehi &
Ranjbarzadeh Harandi, 2022).

Parallel to financial reporting behavior, corporate business strategy plays a decisive role in shaping
firm risk. According to the strategic typology of Miles and Snow, companies operate along a continuum
from defensive to aggressive orientations, with aggressive firms emphasizing innovation, market
expansion, and risk-taking, while defensive firms prioritize stability and efficiency (Miles & Snow, 2003).
Subsequent studies show that strategic orientation influences operational uncertainty, financing needs,
managerial incentives, and ultimately corporate survival (Navissi et al., 2017; Nikbakht et al., 2018).
Aggressive strategies, although capable of generating high growth, expose firms to elevated volatility and
financial fragility, particularly under conditions of weak governance and intense competitive pressure
(Bentley et al., 2013; Shahbaye Gharqi et al., 2019). Recent empirical work further suggests that strategic
posture interacts with managerial reporting behavior, amplifying the consequences of earnings
management for bankruptcy risk (Agustia et al., 2020; Rabiei & Fotouhi Fashtami, 2025).

Despite these advances, existing literature has rarely examined how aggressive business strategy
specifically moderates the relationship between accrual-based earnings management and bankruptcy risk,
particularly within emerging capital markets characterized by macroeconomic instability and institutional
constraints. The Iranian market presents a distinctive context where economic volatility, financing
limitations, and governance challenges intensify managerial incentives for earnings manipulation and
strategic risk-taking (Khalifeh-Soltani & Esmaeili, 2014; Mahdipoor Pichah et al., 2022; Tork-Zahraeni et al.,
2024). Prior domestic studies confirm the independent effects of earnings management and business
strategy on financial distress (Motaki & Lotfi, 2023; Pezhuyan et al., 2020; Salehi & Ranjbarzadeh Harandi,
2022), yet systematic evidence on their interactive impact remains limited. Addressing this gap, the present
study investigates whether aggressive business strategy strengthens the destabilizing effect of accrual-
based earnings management on bankruptcy risk among firms listed on the Tehran Stock Exchange.



Methods and Materials

This applied research employs a descriptive-correlational design using panel data. The statistical
population consists of all firms listed on the Tehran Stock Exchange during the period 2018-2023. After
applying systematic elimination criteria—including exclusion of financial institutions, firms with
incomplete data, and companies with non-comparable fiscal years—the final sample comprises 187 firms,
yielding 1,112 firm-year observations.

Financial data were extracted from the official CODAL database. Accrual-based earnings
management was measured using the Modified Jones Model. Bankruptcy risk was assessed through
Altman’s Z-score. Business strategy was operationalized as a dummy variable indicating aggressive or
defensive orientation, constructed from four standardized indicators: capital intensity, asset renewal,
overhead efficiency, and financial leverage. Control variables included firm size, return on assets, and
financial leverage.

Panel regression with fixed effects was employed. Diagnostic tests for stationarity,
heteroskedasticity, and serial correlation were conducted, and appropriate corrections were applied using
generalized least squares and autoregressive adjustments.

Findings

Descriptive statistics indicated substantial variation across firms in earnings management behavior
and financial stability. Approximately half of the sample firms were classified as following aggressive
business strategies.

Regression results from the first model revealed that accrual-based earnings management exerts a
positive and statistically significant effect on bankruptcy risk. Specifically, higher discretionary accruals
were associated with lower Z-scores, indicating increased financial distress.

The second model introduced business strategy and the interaction term between earnings
management and aggressive strategy. The coefficient on the interaction term was positive and highly
significant, demonstrating that aggressive strategy amplifies the impact of earnings management on
bankruptcy risk. Firms pursuing aggressive strategies experienced a much steeper increase in bankruptcy
risk when engaging in accrual-based earnings management compared to defensive firms.

Control variables behaved as expected: firm size and profitability reduced bankruptcy risk, while
leverage increased vulnerability. The models exhibited strong explanatory power with high adjusted R-
squared values and robust diagnostic performance.

Discussion and Conclusion

The findings provide compelling evidence that earnings management is not merely a reporting
issue but a significant contributor to corporate fragility. When managers manipulate earnings through
accruals, they obscure underlying financial weaknesses, distort capital allocation, and delay corrective
action, thereby intensifying the likelihood of financial collapse.

More importantly, the results demonstrate that corporate strategy fundamentally conditions this
relationship. Aggressive strategic orientation magnifies the harmful consequences of earnings
management. Such firms operate under heightened competitive pressure, invest heavily in growth
initiatives, and depend strongly on favorable market perceptions. Under these conditions, the temptation
to manipulate earnings becomes stronger, while the margin for financial error becomes narrower.
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Consequently, the interaction of aggressive strategy and earnings management forms a high-risk
configuration that accelerates the trajectory toward bankruptcy.

These insights underscore the necessity of integrating behavioral and strategic dimensions into
financial distress prediction models. Traditional bankruptcy forecasting approaches that rely solely on
financial ratios underestimate the systemic role of managerial incentives and strategic posture. Regulators,
auditors, and investors must therefore extend their analytical frameworks beyond accounting numbers to
encompass strategic context and governance quality.

In conclusion, this study establishes that aggressive business strategy significantly intensifies the
adverse impact of accrual-based earnings management on bankruptcy risk. Corporate survival depends
not only on financial performance but on the coherence between strategic ambition, reporting integrity,
and risk governance. Sustainable growth requires disciplined reporting practices and strategic choices that
balance opportunity with financial stability.
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