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Abstract:

This study aimed to analyze the moderating role of conditional accounting conservatism in the relationship between oil and
inflationary shocks, economic volatility, and the accuracy of gross domestic product forecasting in Iran. This applied study
used a descriptive-correlational, causal, and ex post facto design. The statistical population consisted of firms listed on the
Tehran Stock Exchange and Iran’s macroeconomic data over the period 1996-2023. After applying the inclusion and exclusion
criteria, 125 firms were selected, yielding 3,500 firm-year observations. Conditional conservatism was measured using the
Khan and Watts model, economic volatility was calculated as the standard deviation of real GDP growth within a three-year
moving window, and forecast accuracy was assessed through the absolute GDP forecast error. Data were analyzed using
ordinary least squares regression, interaction-based moderation tests, and diagnostic tests. EViews 13 and Stata 17 were
used for the econometric analyses. The results indicated that conditional conservatism had a negative and statistically
significant effect on economic volatility (B=-0.214, t=-4.756, p<0.001). Conditional conservatism also had a negative and
statistically significant effect on GDP forecast error (B=-0.178, t=-4.944, p<0.001), indicating improved forecast accuracy.
Inflation and sanctions had positive and significant effects on both economic volatility and forecast error, whereas oil revenue
growth had negative and significant effects on both dependent variables. The first model explained 74.2% of the variance in
economic volatility, and the second model explained 68.5% of the variance in GDP forecast error. Conditional accounting
conservatism can function as an information-based mechanism that reduces the destabilizing effects of oil and inflationary
shocks. Strengthening conditional conservatism in financial reporting may contribute to macroeconomic stability and improve
the predictability of GDP in Iran.
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Extended Abstract

Introduction

Economic volatility in resource-dependent economies is often shaped by the interaction of macroeconomic shocks,
institutional fragility, and informational inefficiency. Iran provides a particularly relevant context for studying this issue
because its economy has long been exposed to oil revenue fluctuations, persistent inflation, exchange-rate instability,
sanctions, and uncertainty in policy implementation. Previous studies have shown that gross domestic product dynamics in
Iran are affected by multiple structural and sectoral forces, including environmental pressures, government and household
expenditures, and climate-related changes across provinces (Azari et al., 2024; Behboudi & Barzegari, 2016; Behboudi &
Barzegari Dinabad, 2016; Kalashi et al., 2016). At the same time, economic freedom, contractual instability, credit risk, and
macroeconomic shocks have been identified as important factors influencing economic fluctuations and financial system
vulnerability (Abdolshah et al., 2021; Hafezi Ghahestani et al., 2021; Rahmani et al., 2014). In such an environment, economic
stability depends not only on monetary, fiscal, or exchange-rate policies, but also on the quality of financial information
produced at the firm level and transmitted to investors, creditors, regulators, and policymakers.

Oil and inflationary shocks are among the most significant sources of macroeconomic instability in Iran. Qil cycles influence
government revenues, foreign exchange supply, public expenditure, liquidity, investment expectations, and financial stability
(Ahmad Ghazban et al., 2025). Evidence also indicates that oil price volatility affects banking stocks and sectoral financial
behavior in Iran (Naeini, 2023). Moreover, oil price movements interact with exchange-rate shocks and sanctions, thereby
affecting asset markets and increasing uncertainty in the real economy (Kamali Dehkordi, 2020). Inflation further intensifies
this uncertainty by weakening purchasing power, reducing forecasting horizons, increasing transaction costs, and
complicating the interpretation of financial statements. Under such conditions, financial reporting quality becomes a key
informational mechanism that can either reduce or intensify the effects of macroeconomic shocks.

Financial reporting quality refers to the extent to which financial reports provide relevant, reliable, timely, comparable,
and decision-useful information. High-quality financial reporting can reduce information asymmetry, improve investment
efficiency, and enhance the decision-making capacity of investors (Shah Hosseini et al., 2024). Integrated reporting quality
also improves the relevance and value-creation role of accounting information (Asadi et al., 2024), while accounting
comparability enhances financial reporting quality and supports more effective evaluation of firms (Hajiha & Chenari, 2023).
Readability of financial reports has likewise been linked to reporting quality, particularly through its relationship with
information asymmetry (Kanaani & Asadzadeh, 2025). These studies suggest that the informational environment of firms may
shape the way economic actors respond to external shocks.

Among the dimensions of financial reporting quality, conditional accounting conservatism is especially important in
uncertain economic environments. Conditional conservatism refers to the asymmetric recognition of bad news relative to
good news, whereby losses and unfavorable events are reflected in earnings more quickly than gains and favorable events.
Prior Iranian studies have documented the association between accounting disclosure, accounting quality, and conditional
and unconditional conservatism (Mashayekh & Meymentabadi, 2014), as well as the relationship between disclosure quality
and conservatism (Mollaee & Mehrabi, 2015). Conditional and unconditional conservatism have also been shown to influence
financial reporting quality (Didar et al., 2016). Furthermore, managerial ability, state ownership, managerial overconfidence,

and managerial entrenchment can affect conservatism and earnings reporting behavior (Esfandiari, 2022; Rashidian et al,,
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2014; Salehi, Daemi Gah, et al., 2021; Salehi et al., 2020). The role of auditors is also critical, as auditor conservatism, audit
adjustments, and auditor type can influence earnings quality under uncertainty (Ghorbani et al., 2022; Mohammadnezami et
al., 2025).

Recent evidence has further emphasized the importance of conservatism during periods of crisis and uncertainty.
Accounting conservatism tends to become more relevant in uncertain business environments (Hejranijamil et al., 2020), and
it has been associated with firm performance during the COVID-19 pandemic (Cui et al., 2021). Conditional conservatism and
financial flexibility may also help reduce legal claims and improve corporate resilience during crisis periods (Mahmoodi et al.,
2023; Mahmoodi et al., 2025). Other studies have linked conditional conservatism to financial flexibility, bankruptcy risk, and
financial statement comparability (Ghalibaf et al., 2015; Salehi et al., 2025; Shirayeh, 2024). These findings imply that
conservatism may serve not only as a firm-level accounting practice but also as an information-based stabilizing mechanism.

Another emerging line of research connects accounting information with macroeconomic forecasting. Accounting details
may play an allocative role in predicting macroeconomic indicators in Iran (Salehi, Ghanbari, et al., 2021). At the same time,
new forecasting approaches, such as economic news sentiment analysis, nighttime light satellite imagery, and hybrid financial
distress prediction models, have expanded the methodological tools available for predicting GDP and financial instability
(Biranvand et al., 2024; Fouladgar & Feyzi, 2023; Osoolian et al., 2024). Macroeconomic factors have also been associated
with stock price crash risk, especially where managers may withhold bad news in crisis-ridden markets (Moradi et al., 2021).
In addition, the economic performance of financial statements has been linked to higher levels of accounting conservatism
(Khalid et al., 2021). Despite this growing literature, limited evidence exists on whether conditional conservatism moderates
the relationship between oil and inflationary shocks, economic volatility, and GDP forecast accuracy in Iran. Therefore, this
study examines the moderating role of conditional accounting conservatism in the relationship between oil and inflationary
shocks, economic volatility, and the accuracy of GDP forecasting in Iran.

Methods and Materials

This applied study used a descriptive-correlational and causal ex post facto design. The statistical population consisted of
firms listed on the Tehran Stock Exchange and official macroeconomic data for Iran over the period 1996-2023. After applying
the inclusion and exclusion criteria, 125 listed firms were selected, generating 3,500 firm-year observations. Firms were
included if they had a fiscal year ending in March, continuous financial information during the study period, no trading
suspension longer than three months in each fiscal year, and no fiscal year change. Investment companies and financial
intermediaries were excluded because of the distinct nature of their operations.

The dependent variables were economic volatility and GDP forecast accuracy. Economic volatility was measured using the
standard deviation of real GDP growth within a three-year moving window. Forecast accuracy was measured through the
absolute forecast error of GDP, calculated as the absolute difference between actual GDP and the GDP forecast reported by
official planning authorities. Lower values of this variable indicated higher forecast accuracy. The main explanatory and
moderating variable was conditional conservatism, measured using the Khan and Watts firm-year conservatism model.
Annual firm-level conservatism scores were extracted and aggregated for use in the macro-level analysis. The control
variables included inflation rate, real oil revenue growth, government expenditure as a percentage of GDP, and a sanctions

dummy variable.
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Data were collected from official financial databases, the Central Bank of Iran, the Statistical Center of Iran, the Plan and
Budget Organization, the Ministry of Oil, and other recognized economic and financial information sources. Data analysis was
conducted in four stages: descriptive statistics, Pearson correlation analysis, ordinary least squares regression, and
moderation analysis using interaction terms. Diagnostic tests were performed to assess normality of residuals,
heteroscedasticity, autocorrelation, and stationarity. Robustness analyses were also conducted using lagged variables,
instrumental-variable specifications, and alternative calculation windows. The analyses were performed using EViews 13,
Stata 17, and Excel 2019.

Findings

The descriptive results showed that the mean value of economic volatility was 0.045, indicating noticeable instability in
Iran’s real GDP growth during the study period. The mean value of GDP forecast error was 0.028, suggesting a moderate level
of forecast inaccuracy in official GDP projections. Conditional conservatism had a mean value of 0.152, indicating a moderate-
to-high level of conservatism among the sampled firms. Inflation showed considerable variation over the study period, while
oil revenue growth ranged from negative to positive values, reflecting the shock-prone structure of Iran’s oil-dependent
economy.

The Pearson correlation matrix provided preliminary support for the research hypotheses. Conditional conservatism was
negatively and significantly correlated with economic volatility and GDP forecast error. Specifically, its correlation with
economic volatility was -0.587, and its correlation with forecast error was -0.521. Inflation was positively and significantly
correlated with both economic volatility and forecast error, while oil revenue growth was negatively and significantly
correlated with both dependent variables. Correlations among independent variables were below the critical threshold for
severe multicollinearity.

The first regression model examined the effect of conditional conservatism on economic volatility. The results showed
that conditional conservatism had a negative and statistically significant effect on economic volatility, with a coefficient of -
0.214, a t-statistic of -4.756, and a significance level below 0.001. Inflation had a positive and significant effect on economic
volatility, with a coefficient of 0.183, while oil revenue growth had a negative and significant effect, with a coefficient of -
0.156. Government expenditure and sanctions also had positive and significant effects on economic volatility. The model
explained 74.2% of the variance in economic volatility, and the adjusted coefficient of determination was 71.6%. The Durbin-
Watson statistic was 2.14, indicating no serious autocorrelation problem.

The second regression model examined the effect of conditional conservatism on GDP forecast error. The results showed
that conditional conservatism had a negative and statistically significant effect on forecast error, with a coefficient of -0.178,
a t-statistic of -4.944, and a significance level below 0.001. This means that higher conditional conservatism was associated
with lower GDP forecast error and, therefore, greater forecast accuracy. Inflation and sanctions had positive and significant
effects on forecast error, whereas oil revenue growth had a negative and significant effect. Government expenditure also had
a positive and significant effect. The model explained 68.5% of the variance in GDP forecast error, and the adjusted coefficient
of determination was 65.4%. The Durbin-Watson statistic was 2.08, suggesting no major autocorrelation issue.

Diagnostic tests confirmed the reliability of the regression estimates. The residuals of both models were normally
distributed. The White test indicated no heteroscedasticity problem, and the Breusch-Godfrey test showed no

autocorrelation in the residuals. The augmented Dickey-Fuller test confirmed the stationarity of all variables. Robustness
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checks using alternative model specifications, lagged variables, and instrumental-variable approaches supported the main
findings. Overall, the results confirmed that conditional conservatism reduces economic volatility and improves GDP forecast
accuracy. They also indicated that conditional conservatism moderates the effects of oil and inflationary shocks, such that
the destabilizing impact of these shocks is weaker at higher levels of conservatism.

Discussion and Conclusion

The findings demonstrate that conditional accounting conservatism has a meaningful stabilizing role in Iran’s
macroeconomic environment. The negative and significant effect of conditional conservatism on economic volatility indicates
that conservative financial reporting can reduce the instability of GDP growth. This effect can be explained by the
informational function of conservatism. By recognizing unfavorable news and potential losses more quickly, conditional
conservatism prevents excessive optimism in financial reporting, reduces delayed recognition of risks, and improves the
credibility of firm-level financial information. When such information is aggregated across firms, it can contribute to a more
realistic understanding of economic conditions and reduce the likelihood of distorted market reactions.

The negative effect of conditional conservatism on GDP forecast error further suggests that conservative accounting
information improves the predictability of macroeconomic outcomes. In an economy exposed to inflationary pressures, oil
revenue instability, sanctions, and exchange-rate fluctuations, accurate information is essential for investors, analysts, and
policymakers. Conservative reporting can enhance forecast accuracy by ensuring that risks and losses are reflected in a timely
manner. This helps reduce information gaps and allows economic actors to form expectations based on more reliable data.

The results also show that inflation and sanctions intensify volatility and reduce forecast accuracy, whereas oil revenue
growth has a stabilizing effect. These findings are consistent with the structural characteristics of the Iranian economy.
Inflation disrupts planning and weakens economic predictability, while sanctions increase uncertainty and restrict normal
economic adjustment mechanisms. Oil revenue growth may temporarily reduce instability by supporting government
revenues, foreign exchange availability, and public expenditure capacity. However, the broader dependence on oil revenue
also highlights the vulnerability of the economy to external shocks.

The moderating role of conditional conservatism is the central contribution of this study. The results indicate that higher
levels of conditional conservatism weaken the destabilizing effects of oil and inflationary shocks. This suggests that financial
reporting quality can function as a buffer between macroeconomic shocks and economic instability. In weak information
environments, external shocks are more likely to generate exaggerated, delayed, or distorted market responses. In contrast,
conservative reporting strengthens transparency, reduces information asymmetry, and supports more disciplined decision-
making.

In conclusion, conditional accounting conservatism is not merely a technical accounting attribute; it is an information-
based governance mechanism with macroeconomic implications. Strengthening conditional conservatism in financial
reporting may contribute to economic stability, improve GDP forecast accuracy, and reduce the adverse effects of oil and
inflationary shocks in Iran. The findings highlight the importance of integrating financial reporting quality indicators into
macroeconomic monitoring, forecasting models, and regulatory policy. Enhancing conservative and transparent reporting
practices can support more resilient capital markets and improve the reliability of economic decision-making in shock-prone

economies.
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