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THE CASE OF IRAN’S CAPITAL MARKET USING 

GAME THEORY

The purpose of the article is to investigate the interaction between the 

behavior of managers and investors toward Iran’s capital market and the 

-

ing capital cost (manager’s utility) and return on assets (investor’s utility) 

are considered variables of interest of either party, in that Osborne’s game 

theory was used in a two-step manner. The study population consisted of the 

companies listed on the Tehran Stock Exchange and Iran Over-the-Counter 

-

ward high or low earnings management and investor’s behavior toward ac-

ceptance non-acceptance of stock. The experimental results presented in this 

investors in Iran’s capital market, particularly in the Tehran Stock Exchange. 

According to game theory, Nash’s dominant equilibrium comes to the fore 

when dealing with the manager’s low earnings management and investor’s 

*

**
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choice of strategy to accept a share in Iran’s capital market and Tehran Stock 

and the acceptance of such a company stock can maximize parties’ utilities. 

 earnings management, game theory, agency theory, trad-

ing volume

1. INTRODUCTION
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2. THEORETICAL LITERATURE AND PRESENTATION OF 

HYPOTHESES 

2.1. Theoretical literature
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1

stock market. 

1
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Hypothesis development
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H1.

H2.

H3.

H4.

3. RESEARCH METHOD 
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Earnings management variable 

As with Jones (1991), Dechow et al. (1995), and Kothari et al. (2005), discre
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Trading volume variable
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Where Voli t, i in time t, TSVi day,

i, TSVi t, -1 i in time 
th per

rd percentile down

Developing a game

Game Matrix

InvestorThe game between Management  

Vs. Investor S2)S1)
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where U
M

WACC r
b
 is 

w
e

r
e

w
d

r
d

Investor’s utility 
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R P1 is the stock price at the end 
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4. ANALYSIS 

A. Description of data

Hypo-

theses

Strat-

egy
Position Variables Obs. Mean Median

Mini- Maxi- Std. 

Dev.

First

(m1, s1)
 

interest
115 0.1314 0.0124

(m1, s2)
 

interest
112 0.1141

Second

(m2, s1)
 

interest
112 0.3320 4.7219 0.7829

(m2, s2)
 

interest
109 2.3347 0.5421

Third

(m1, s1)
 

interest
115 0.0471 0.0409 0.0000 0.0393

(m2, s1)
 

interest
112 0.0700 0.0005 0.2594 0.0433

(m1, s2)
 

interest
112 0.0729 0.0000 0.1982 0.0458

(m2, s2)
 

interest
109 0.0818 0.0723 0.0000 0.2409 0.0513
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B. Testing the research hypotheses
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Table 2. 

INFERENTIAL STATISTICS OF THE FIRST TO FOURTH HYPOTHESES  

IN IRAN CAPITAL MARKET

Hypo-

theses

Strat-

egy
Position Variables Obs. Mean

Mean 

Differ- t-test Prob.
Game 

First

(m1, s1)
 

interest
115 0.1314

0.017 0.2152 0.8298 Reject

1

(m1, s2)
 

interest
112 0.1141 1

Second

(m2, s1)
 

interest
112 0.3320

3.9903 0.0001 Accept

2

(m2, s2) interest
109 1

Third

(m1, s1)
 

interest
115 0.0471

0.0000 Accept

1

(m2, s1)
 

interest
112 0.0700 2

(m1, s2)
 

interest
112 0.0729

Reject

1

(m2, s2) interest
109 0.0818 1

t

t



M. ABBASZADEH, M. SALEHI, A. MALEKINEJAD: Earnings management and investor reaction: The case of Iran’s... 

EKONOMSKI PREGLED, 73 (4) 617-642 (2022)
631

t

t

Table 3.

GAME PROFILE

Investor
Game Manager VS. investor

(1,1)(1,1)

(1,1)(2,2)
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C. Analysis of sensitivity 

Hypothesis testing based on Tehran Stock Exchange and Iran OTC market

Examining the research hypotheses in the Tehran Stock Exchange market: 

Table 4. 

INFERENTIAL STATISTICS OF THE FIRST TO FOURTH HYPOTHESES 

IN TEHRAN STOCK EXCHANGE

Hypo-

theses

Stra-

tegy
Position Variables Obs. Mean

Mean 

Diffe- t-test Prob.
Game 

First

(m1, s1)
 

interest
101 0.1229

0.8828 Reject

1

(m1, s2)
 

interest
98 0.1099 1

Second

(m2, s1)
 

interest
98

0.0001 Accept

2

(m2, s2)
 

interest
1

Third

(m1, s1)
 

interest
101 0.0425

0.028 5.1440 0.0000 Accept

1

(m2, s1)
 

interest
98 0.0704 2

(m1, s2)
 

interest
98 0.0715

0.011 0.1020 Reject

1

(m2, s2)
 

interest
0.0822 1
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t

t

t

t

Table 5. 

GAME PROFILE

Investor
Game Manager VS. investor

(1,1)(1,1)

(1,1)(2,2)
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Examining the research hypotheses in Iran Over-the-counter market:

INFERENTIAL STATISTICS OF THE FIRST TO FOURTH HYPOTHESES  

Hypo-
theses

Stra-
tegy

Position Variables Obs. Mean
Mean 
Rank

Z-test Prob.
Game 

First

(m1, s1)
 

interest
14 0.1927

0.8542 Reject

1

(m1, s2)
 

interest
14 0.1434 14.214 1

Second

(m2, s1)
 

interest
14 0.0788

0.5935 Reject

1

(m2, s2)
 

interest
13 13.154 1

Third

(m1, s1)
 

interest
14 0.0798 14.214

0.8542 Reject

1

(m2, s1)
 

interest
14 1

(m1, s2)
 

interest
14 0.0824 15.000

Reject

1

(m2, s2)
 

interest
13 0.0785 12.923 1

z
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z

z

z

GAME PROFILE

Investor
Game Manager VS. investor

(1,1)(1,1)

(1,1)(1,1)

5. DISCUSSION AND CONCLUSION 
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UPRAVLJANJE ZARADOM I REAKCIJA INVESTITORA:  

iranskom OTC (over-the-counter


