' Quarterly Scientific Journal of Technical and Vocational University
Special Issue 2023, Vol. 20, p. 715-737

Journal homepage: ht karafan.tvu.ac.ir/?lang=en TVU

o 1:10.48301/KSSA.2023.340435.2107

E-ISSN: 2538-4430

®%¥ Original Research ISSN: 2382-9796

Investigating the Relationship between the Abnormal
Returns of the First Earnings Announcement and the Last
Earnings Announcement with the Mediation of Product
Market Competition

Seyed Mahmoud Mosavi Shirit®”, Ehsan Ghadrdan?*, Farzaneh Rahmani3'”,
Maryam Lalehmazhin#4

1Associate Prof. of Accounting Payame Noor University, Iran

24Faculty Member, Department of Accounting, Technical and Vocational University (TVU),

Tehran, Iran.

3MSc, Department of Accounting, Islamic Azad University Mashhad Branch, Mashhad, Iran.

ARTICLE INFO

ABSTRACT

Received: 06.19.2022
Revised: 11.24.2022
Accepted: 01.10.2023

Keyword:

Earnings announcement
Abnormal returns

Product market competition
Product replacement

*Corresponding Author:
Ehsan Ghadrdan
Email: e gh.tvu@gmail.com

The current research sought to determine the impact of market
competition and product substitution on the relationship between the
abnormal return of the first earnings announcement and the last earnings
announcement (as a basis of the information content of the earnings
announcement). The research method was applied and the statistical
method used included the multivariate regression model. To test the
hypotheses of the research, the financial data of a statistical sample
including 112 companies admitted to the Tehran Stock Exchange from
2013 to 2016 were collected. The results of the hypothesis test showed that
there was no significant relationship between the abnormal return of the
first profit announcement and the abnormal return of the last profit
announcement; in addition, the product market competition, product
substitution, the difference in the direction of the abnormal return of the
firstand the abnormal return of the last profit announcement, and the loss
report could not explain the relationship between the abnormal return of
the first profit announcement and the impact of the abnormal return of the
last profit announcement. It appears that the delay in the announcement of
profits and imitation of the latest profit forecast could be reasons for
rejecting the research hypotheses. In addition, the inefficiency of the
Tehran Stock Exchange market could be considered a reason for the lack of
information content in the announcement of profits, and the abnormal
returns were caused by other factors. In other words, the lack of
effectiveness of abnormal returns can indicate that the competition of the
product market does not have the necessary regulatory efficiency and the
Iranian stock market tends towards monopoly or multilateral monopoly.
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EXTENDED ABSTRACT

Introduction

Profit forecast and profit announcement are among the most important criteria for
evaluating companies by investors. Company earnings announcements provide
information to market analysts to evaluate the performance of companies. If the company's
profit announcement has informational content, it can affect the behavior of actual and
potential investors and cause the market to react and create abnormal returns. In addition,
in a competitive environment, due to incorrect market pricing in information transmission,
profit announcements from the company can cause different positive and negative
reactions to good and bad news at the market level. Because investors are not able to
recognize news related to product market competition, they mistakenly identify news as
news related to the industry. Company-specific news is less transparent than general
industry news and is difficult to identify. Therefore, in a competitive environment, investors
may ignore part of the news of competitive changes in the product market and overreact to
the release of information, including profit announcements. Therefore, it can be concluded
that the competition of the product market can also cause an excessive reaction to the
information announced by the companies and obtain abnormal returns. Therefore, the
current research seeks to determine the impact of market competition and product
substitution on the relationship between the abnormal return of the first earnings
announcement and the last earnings announcement (as a basis of the information content
of the earnings announcement).

Methodology

The current research method was applied according to its purpose and its design was
quasi-experimental; descriptive and correlational research methods were used. To test
research hypotheses and analyze data, multivariate regression, coefficient of determination
and multiple linear regression model was used. The statistical population comrised all
companies admitted to the Tehran Stock Exchange. Statistical information and data of 112
companies for the period 2014-2020 (seven-year period) were considered. Furthermore,
data collection method was through mining and library documents, using financial
statements and accompanying notes. For this purpose, the latest software was used in
addition to internet research (the official website of Tehran Stock Exchange and other
related sites). The necessary calculations for the final analysis of the data were carried out
using Excel and Eviews9 software.

Results and discussion

In the first hypothesis, the relationship between the company's abnormal return on the
last profit announcement and the company's abnormal return on the first profit
announcement was tested. The results showed that there was no significant relationship
between the abnormal return of the first profit announcement and the abnormal return of
the last profit announcement. The results of the analysis of the second hypothesis also
showed that the product market competition could not affect the relationship between the
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abnormal return of the first profit announcement and the abnormal return of the last profit
announcement. Moreover, in the analysis of the third hypothesis, no significant relationship
was found regarding the effect of product substitution on the relationship between the
abnormal return of the first profit announcement and the abnormal return of the last profit
announcement. In the analysis of the fourth hypothesis, it was also concluded that the
difference between the abnormal return of the first profit announcement and the abnormal
return of the last profit announcement could not be effective in the relationship between
the abnormal return of the first profit announcement and the abnormal return of the last
profit announcement; finally, in the fifth hypothesis, it was found that the loss report in the
first profit announcement did not impact the relationship between the abnormal return of
the first profit announcement and the abnormal return of the last profit announcement.

Conclusion

It appears that the delay in the announcement of profits and the imitation of the latest
profit forecast could be among the reasons for rejecting the research hypotheses. Moreover,
the inefficiency of the Tehran Stock Exchange market can be considered a reason for the
lack of information content in the announcement of profits and the abnormal returns
caused by other factors. In other words, the lack of influence of abnormal returns could
indicate that the competition of the product market did not have the necessary regulatory
efficiency and the Iranian stock market tends towards monopoly or multilateral monopoly.
In fact, the companies admitted to the Tehran Stock Exchange operate in an imperfect
competitive product market, and the companies' investment creates a strategic advantage
in the product market. Increased investment leads to production with low production cost
margins and the company is encouraged to produce more in the product market. And with
more production, the company can earn more profit and gain more influence in the market,
and under this investment theory, it leads to more efficiency and profitability. According to
the findings of the research, it is recommended that the Tehran Stock Exchange
Organization and the legislators should try to make the product market more competitive
and introduce necessary laws and effective solutions in this field to prevent monopoly and
incomplete markets, and create competition to reduce agency costs. Based on this, it is
recommended that the Tehran Stock Exchange organization obliges companies to disclose
more information on the market status of their products. Based on the obtained results,
investors are advised not to limit their decisions only to the profitability of companies and
pay attention to the position of the company in the relevant industry, market share and
competitive power in the product market and competitors.
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