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The role of earnings management in the relationship between shareholder attention and stock undervaluation

Abstract

Valuation of companies' shares is one of the main challenges in financial markets, especially in emerging
economies. Lack of attention to relevant valuation information can lead to undervaluation of shares, market
disruption, and reduced access to capital resources by ignoring important factors in stock valuation. In addition,
earnings management as a managerial decision can have a significant impact on shareholders’ attention and
stock valuation by manipulating financial reporting. Given this, the aim of this research is to examine the effect
of earnings management on the relationship between shareholders’ attention and stock under-valuation. This
study was conducted on a statistical population consisting of companies listed on the Tehran Stock Exchange
from Y+ )1 to Y+ YY. The sample of this research was selected using a screening method, comprising ) Y
companies (1) *+ company-years), and hypothesis testing was performed using panel data multiple regression
with fixed effects. The results of this research indicate that shareholders’ attention has a negative and significant
relationship with stock undervaluation and earnings management weakens the effect of shareholders’ attention
on stock undervaluation. Therefore, in companies with high earnings management, shareholders’ attention
decreases, and stock undervaluation becomes more likely. Based on the findings of the present research,
increasing shareholders’ attention can prevent long-term undervaluation of companies' stock values in the
capital market and lead to improved capital resources. These findings emphasize the importance of financial
reporting transparency and the need to control opportunistic earnings management to improve the efficiency of
capital allocation. Accordingly, it is recommended that regulatory agencies strengthen disclosure requirements
and employ independent audits to enhance the reliability of information, enabling investors to make decisions

based on higher-quality data.

Keywords: shareholders' attention, earnings management, stock undervaluation, disclosure, discretionary

accruals
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