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Abstract

Objective: Digital transformation has recently become a central driver of corporate
development and competitiveness in Iran. Many firms attempted to signal innovation and
technological advancement through digital disclosures. However, in some cases, these
disclosures were accompanied by “digital washing,” whereby firms exaggerated or
overstated their actual level of digital maturity, potentially misleading capital market
participants. The objective of this study was to examine the effect of digital washing on
accounting conservatism and to analyze the moderating roles of analyst coverage, investor
sentiment, and executive compensation in firms listed on the Tehran Stock Exchange. This
study aimed to clarify whether market monitoring mechanisms and managerial incentives
could mitigate the negative consequences of digital washing on financial reporting quality.

Methods: This research was applied in purpose and descriptive—correlational in
methodology. The statistical population consisted of all firms listed on the Tehran Stock
Exchange during the period 2013-2024. After applying the research criteria, a final sample
of 280 firms was selected. Required data were collected from financial statements, board
reports, and capital market information. Multivariate regression models were employed to
test the hypotheses, and the moderating effects of analyst coverage, investor sentiment, and
executive compensation were examined through interaction terms. The research design
enabled a comprehensive assessment of the analytical relationships between digital washing
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and accounting conservatism.

Results: The findings indicate that digital washing has a significant negative effect on
accounting conservatism and reduces the level of prudence in the recognition of profits and
losses. The results also show that analyst coverage plays a significant moderating role, such
that stronger analyst monitoring weakens the negative impact of digital washing on
accounting conservatism. Investor sentiment is found to moderate this relationship as well,
suggesting that optimistic or pessimistic market conditions influence how digital washing
affects conservative reporting practices. Furthermore, the findings reveal that higher
executive compensation is associated with greater accounting conservatism and can
partially offset the adverse effects of digital washing on financial reporting quality.

Conclusion: The results demonstrate that digital washing undermines accounting
transparency and financial reporting quality, leading to important implications for investors,
regulators, and corporate managers. The study further shows that capital market
mechanisms, including analyst coverage and investor sentiment, along with executive
compensation structures, play a crucial role in constraining the negative consequences of
digital washing. Strengthening oversight of digital disclosures and aligning managerial
incentives with long-term reporting quality can enhance accounting conservatism and
market confidence.

Innovation: The main innovation of this study lies in simultaneously examining the impact
of digital washing on accounting conservatism while incorporating the moderating roles of
capital market factors and managerial incentives. By providing empirical evidence from the
Iranian capital market, this research fills a gap in the literature on digital transformation and
financial reporting quality and offers an analytical framework for assessing the accounting
and behavioral consequences of digital disclosures.

Keywords: Digital Washing, Accounting Conservatism, Analyst Coverage, Investor
Sentiment, Executive Compensation.
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Table 3. Pedornini panel cointegration test
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Table 5. Alternative measures of accounting conservatism

1o S o
o DW
(=1.5v4)
—+ AP _cons
(= voV)
Rl el e
4 Jlo el 1




d | Caio cal S

11407 | Oiloalin sluxd

S0V | oub buwiR?

b estdims 6l o Rl St &G Jitn e L dal) 53 S 6l s sl &
OT 53 48 ol o drloes O g 8 5 0ilodl bl o Sl ke ol s s DW2 0l e
S5 Yl sl 218 53 (e 5 6l GBI b) Jlam s lacs ks 051 il 3
) Dl s o 31 sloduld Ol seas (s 5 Jlo Cull O 1 J 287 gl ie Ol J1 Codm 51y
oI DW LDW2 o Kl 5l ol gl ol ok 4 S 15 53 (0le) 5 Cxio (g0 308 Jal g |
534S sl ALl s cCl o 0313 LIS (V) O gt F 0,5 3 &Sy shailen o(F) Jke s
Jsl i b 51 Colem 5 i dwu@w,w.\ﬁ‘u T34 bl Sl sl do s ) o
el ol (S aladlone g gl s (hie dlaily (S

Sl d (230 6 oWl T 045
Table 6. Alternative measurement of digital laundering
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Table 8. PSM balance test results

Table 7. Results of PSM and Heckman model
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Table 9. Regression results with instrumental variable
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Table 10. Results of the GMM system
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Table 11. Heterogeneity test results
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