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1. INTRODUCTION
In financial markets, investors' decisions are heavily influenced by the quality, transparency, and ethical integrity of financial information. However, asymmetric information, unethical managerial behavior, and opportunistic earnings management can distort investors’ perceptions and lead to divergent reactions. These divergences occur when investors interpret the same financial reports in differing ways, often due to a lack of trust, uncertainty, or hidden manipulation within the reports. Divergence in investor behavior, driven by heterogeneous beliefs, is a well-established concept in behavioral finance and has been shown to contribute to anomalies such as stock mispricing and excess volatility.
This study explores how unethical behavioral biases in management, such as earnings smoothing and financial statement fraud, influence investors’ divergent behavior. Furthermore, it investigates whether financial statement readability and comparability act as moderators, reducing or amplifying these effects. By focusing on ethical aspects of financial decision-making, the research adds an important layer to our understanding of how investors interact with disclosed financial information in real-world settings.

2. MATERIALS AND METHODS
The research adopts a quantitative, applied-correlational design. The statistical population consists of 134 companies listed on the Tehran Stock Exchange during the period 2013–2022, selected using a systematic sampling method and based on the availability of relevant financial data.
Key Variables and Their Measurement:
· Investor Divergence Behavior: Measured using the turnover ratio volatility and volume-based dispersion indexes, following models proposed by Hegers (2021) and Desai et al. (2020).
· Unethical Managerial Behavior Biases:
· Earnings Smoothing: Identified through abnormal discretionary accruals using the modified Jones model.
· Fraudulent Reporting: Captured via Benford's Law and indicators of financial statement manipulation.
· Opportunistic Motivations: Proxied through mismatch in expected and actual managerial compensation sensitivity to reported earnings.
· Moderators:
· Readability of Financial Statements: Measured by textual analysis techniques (e.g., Fog Index).
· Comparability of Financial Statements: Calculated using comparability metrics derived from De Franco et al. (2011), based on earnings-to-cash flow mapping.
Data was analyzed using panel data regression models with moderation effects tested via interaction terms. Robustness checks were performed using sensitivity analysis and alternative variable definitions to validate the consistency of the findings.

3. RESULTS AND DISCUSSION
Main Findings:
1. Unethical Managerial Behavior Positively Affects Investor Divergence:
· Results show a statistically significant and positive relationship between earnings smoothing, fraudulent reporting, and the extent of investor divergence.
· This supports the theory that unethical practices obscure the informational clarity of financial statements, leading to varied interpretations by market participants.
· Investors’ heterogeneity in interpreting earnings quality intensifies with the presence of opportunistic financial behaviors.
2. Readability and Comparability of Financial Statements Reduce Divergence:
· High readability is associated with lower levels of investor divergence.
· Similarly, greater comparability in financial reports across time and between firms contributes to more consistent investor responses.
· These results are consistent with prior studies emphasizing the value relevance of transparent and comparable disclosures (e.g., Rennekamp, 2012; Li, 2008).
3. Moderation Effects:
· Readability and comparability moderate the relationship between unethical behavior and investor divergence.
· In companies with high readability and comparability, the impact of unethical behaviors (e.g., smoothing, fraud) on investor divergence is significantly weaker.
· Conversely, in companies with poor readability and low comparability, the intensification of divergence is more pronounced.
Interpretation:
These findings suggest that informational transparency—achieved through clearer and more standardized reporting—can act as a behavioral stabilizer in financial markets. Investors are more aligned in their reactions when they can easily process and compare financial statements, reducing the scope for divergent behaviors arising from mistrust or misinterpretation.
Ethical Implications:
The study highlights the ethical dimensions of financial reporting. Unethical behaviors, even when technically compliant with standards, may erode investor confidence and lead to adverse market outcomes. Enhancing financial statement readability and comparability is not only a technical goal but also an ethical obligation.

4. CONCLUSION
This research provides empirical evidence that unethical behavior biases in management—especially those related to earnings manipulation and financial fraud—significantly contribute to divergent investor behavior. These effects are mitigated by improved readability and comparability of financial statements.
Key Contributions:
· The study enriches the behavioral finance literature by integrating ethical reporting practices with investor behavior.
· It provides practical insights for regulators and firms aiming to enhance financial reporting quality and investor trust.
· Highlights the importance of ethical integrity in managerial financial behavior as a determinant of market stability.
Policy Recommendations:
1. Regulatory Action:
· Standard-setters should require firms to adhere to reporting formats that maximize comparability and enforce rules that encourage plain-language financial disclosures.
2. Corporate Governance:
· Boards should oversee financial reporting processes to ensure they reflect the ethical values of transparency and accuracy.
3. Investor Education:
· Enhancing investors’ financial literacy can further reduce divergence in the presence of high-quality disclosures.
Future Research Directions:
· Explore the role of culture, institutional ownership, and audit quality in moderating these relationships.
· Conduct cross-country comparisons to generalize findings beyond the Iranian capital market.
· Investigate other cognitive and affective factors (e.g., investor sentiment, overconfidence) in mediating the effects of unethical reporting

