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FINANCIAL ECONOMICS | RESEARCH ARTICLE

Firm life cycle and earnings management: The 
moderating role of state ownership
Nguyen Vinh Khuong1,2*, Le Huu Tuan Anh1,2 and Nguyen Thi Hong Van2,3

Abstract:  The study examined the relationship between firm life cycle (FLC) and 
earnings management (EM) in the Vietnamese context with the moderating role 
of state ownership (SOE). We used the sample of 622 Vietnamese listed com-
panies over the period 2010–2019. To eliminate autocorrelation and heterosce-
dasticity violations, we utilized FE Robust on all models. The data show that 
accrual earnings management (AEM) behavior varies between FLC phases. The 
results revealed a U-shaped pattern, with discretionary accruals (DAs) being 
more remarkable in the introduction and decline stages and lower in the 
remaining stages. The findings on the connection between FLC and real earnings 
management (REM) varied depending on the REM technique used. The results 
support the involvement of SOE as a moderator in both the FLC—REM and the 
FLC—EM relationship. This study significantly contributed to the existing litera-
ture about FLC and EM behavior.
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1. Introduction
Based on life cycle theory, Miller and Friesen (1980) argued that each phase in developing an 
organization will have a different strategy, structure, and decision-making methodology to meet 
the firm’s objective. Therefore, analyzing firm life cycle (FLC) could help managers, investors, and 
other related parties predict firms’ operation patterns in different development stages. Recently, 
the FLC topic has attracted much attention from scholars; many aspects were found that have 
a correlation with FLC, such as corporate social responsibility (Hsu, 2018; B.-J. Park & Lee, 2020); 
dividend policy (Trihermanto & Nainggolan, 2018); financial reporting quality (Krishnan et al., 
2020); risk of bankruptcy (Durana et al., 2021); tax avoidance (Irawana & Afifb, 2020). Examine 
the development cycle in connection to research themes that researchers are interested in. During 
the stages of the development cycle, some studies consider accruals earnings management (AEM)/ 
real earnings management (REM; Durana et al., 2021; Hussain et al., 2020; Liu, 2006), business 
strategy (Jawahar & McLaughlin, 2001; Miller & Friesen, 1984; Verreynne & Meyer, 2010), corporate 
governance (Ramaswamy et al., 2007), tax avoidance (Hasan et al., 2017) and corporate social 
responsibility (Hasan & Habib, 2017a).

Despite the FLC was ascertained for its impact on the development of the organization in 
existing literature, the relationship between FLC and characteristics of earnings management 
(EM) is rarely explored by prior studies. FLC is an inherited and time-varying phenomena that 
aids in the prediction of a firm’s cash holdings, risk-return dilemma, capital structure, dividend 
payout, debt maturity structure, investment criteria, and reporting quality, among other things (M. 
Akbar et al., 2020; Deangelo et al., 2006; Hasan et al., 2017; Hasan & Habib, 2017a). Existing 
literature in the context of EM reveals that the institutional environment, cost of capital, audit 
quality, financing restrictions, diversification, and asymmetric knowledge all impact enterprises’ EM 
activities (Abad et al., 2018; Alzoubi, 2018; Habib et al., 2019; Hasan et al., 2017). Firm risk taking is 
higher (lower) throughout the introduction (growth and maturity) phase of FLC, according to Habib 
and Hasan (2017). In addition, Hasan et al. (2017) suggested a substantial link between FLC phases 
and tax avoidance tactics. They discovered that, in comparison to the shake-out stage, the 
introduction (growing and mature) stages had a favorable (negative) relationship with business 
tax avoidance strategies. Furthermore, there is a strong link between financial crisis and EM 
founded by prior studies (Jacoby et al., 2019; Li et al., 2020). The likelihood of financial distress/ 
bankruptcy varies according on the stage of FLC (A. A. Akbar et al., 2019). As a result, it’s plausible 
to assume that management EM techniques behave differently at different periods of FLC. The 
corporate life cycle has its origins in the literature of organizational science. According to studies 
Adizes (1979); Miller and Friesen (1984), firms at different stages of their life cycle have distinct 
characteristics such as ownership structure (Faff et al., 2016), financial and investment activities, 
accounting techniques (Moores & Yuen, 2001), but also earnings management characteristics such 
as the value of accruals (Chen, 2016; Kovacova et al., 2018). However, no empirical study has been 
designed to explore the possible effects of FLC stages on the EM behavior of firms in the context of 
a developing country such as Vietnam. Therefore, the prime objective of this study is to shed light 
on the influence of FLC stages on the EM in an emerging market such as Vietnam.

According to Dickinson (2011), the development cycle has five stages: introduction, growth, 
maturity, shake-out, and decline. Dickinson (2011) used the signatures of the components of the 
cash flow statement to classify the different eras. Dickinson (2011) used this metric to track 
changes in business performance (profit margin, earnings sustainability, and asset turnover) over 
the course of a company’s life cycle. The stage of the business development cycle, according to 
(Dickinson, 2011), has an impact on business performance and resource allocation. The most 
efficient way to reflect a company’s economy and market activity is through its cash flow patterns. 
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As a result, this study uses this metric to give a holistic view of the entire life cycle (Ahmed et al., 
2020; A. A. Akbar et al., 2019; M. Akbar et al., 2020; M., 2021; Habib & Hasan, 2019; K. Park, 2017; 
Wang et al., 2020).

The theory of the company’s life cycle depicts the company’s development from the start-up 
stage through maturity and decline (Mueller, 1972). The growth cycle of a firm is not the same as 
the life cycle of a product or industry. This cycle is considered as a collection of overlapping but 
different stages in the product lifecycle (Dickinson, 2011). Growth cycle analysis aims to cate-
gorize a company’s annual data into similar categories using fundamental and technical analy-
sis, and then use these categories as a framework for analysis to different degrees. In the 
company’s development cycle, there are a variety of motives, restraints, and tactics that are 
linked to business actions and performance. According to Black (1998), each stage of the 
development cycle will be more uniform in terms of the company’s financial features. 
Empirical research has confirmed the notion that EM varies over the life cycle phases and, 
thus, is more similar to this study’s method. Krishnan et al. (2020) investigate the impact of 
life cycle stages on financial reporting quality through the use of anomalous accruals and 
abnormal revenues, among other metrics. They suggest that organizations in the early stages 
have greater incentives to engage in EM strategies than mature companies, and that managers’ 
judgment and experience in estimating accruals may fluctuate throughout phases. According to 
their findings, absolute abnormal accruals and abnormal revenues are lower for mature enter-
prises and greater in the remaining phases with an inverted U-shaped pattern. Similarly, Kale 
and Almeida (2019) investigated the impact of the firm’s life cycle stages on the quality of 
accruals. The authors show that businesses in the introduction and decline (mature) phases have 
the lowest (highest) accrual quality. As a result, such relevant literature implies that the life cycle 
stages have considerable influence on AEM. In conclusion, the FLC have influence on the 
magnitude of firm’s earnings manipulation.

The nature of the interconnections between these stages may be explained by differences in 
resource reallocation and operational, investment, and financial decisions taken during the stages 
of the business growth cycle. Earnings management and operational efficiency are two important 
factors to consider. Early management science study defined distinct stages of the growth cycle as 
initiation, growth, maturity, revival, and decline (Miller & Friesen, 1984) or entrepreneurship, 
growth, maturity, shake-out, and decline (Gort & Klepper, 1982). Variations in environment, 
strategy, organization, and decision-making approach characterize each stage (Miller & Friesen, 
1984). Dickinson (2011) expands on the stages of the corporate development cycle by examining 
variances in operations, investments, and financing activities, as well as a shifting cash-to- 
operations pattern. This activity is being taken in order to better understand performance var-
iances. Throughout the development phase, cash flow, efficiency, development, hazard, and 
allocating resources all change consistently. While several stages of diversity have been recog-
nized, firm’s developments are inevitable and are influenced by product and geographic diversifi-
cation, innovation, mergers and acquisitions, structural shifts, and economic disruptions 
(Dickinson, 2011). During the global financial crisis of 2008, some organizations may have quickly 
shifted to shake-out or decline before rebounding. Furthermore, sudden fluctuations in commod-
ities prices can lead businesses to shift from growth to shake-out occasionally within the overall 
developmental phase of the growth cycle, while innovation in a particular searched pharmaceu-
tical product can drive a time of high growth.

This study significantly contributes to the existing literature about FLC and EM because of several 
reasons. First, very little study has been done in developing countries on the association between 
life cycle and EM. Most prior studies on this link were primarily conducted in developed markets 
(Durana et al., 2021; Hussain et al., 2020), so this study would shed light on the impact of FLC on 
EM in the context of Vietnamese, an emerging market. Second, prior research’ findings have not 
always been consistent, therefore investigations in varied situations will help to clarify variations 
between countries. In addition, the study also explores all five stages of the business life cycle 
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instead of only evaluating a few stages like previous studies. The findings are an outstanding 
contribution to future research. Finally, the study investigates the regulatory impact of state 
ownership (SOE) on the previously mentioned relationship. Because of national features, the 
legal structure provides little protection for investors, which is an institutional distinction and 
SOE is also typical ownership that prevails in Vietnam (Kabir & Thai, 2017).

The study then continues to an examination of the impact of the firm development life cycle on 
earnings management in both accrual and real activities, as well as the impact of SOE on the life 
cycle and EM connection. The following is how we plan to organize this paper. Section 2 examines 
the theoretical and hypothesis development. The study methodologies, models, and data are 
presented in Section 3. In part 4, we provide the study’s findings, followed by conclusions and 
some recommendations in section 5.

2. Theoretical framework and hypothesis development
The importance of the development cycle to EM has been emphasized in previous studies. Hribar 
and Yehuda (2015) show how the proportional importance of DAs on firm growth varies depending 
on the phase of the development cycle. Differences in the importance of financial reporting 
information, such as revenue growth, capital investment, earnings and book value, and earnings 
forecasting, are also explained by the company’s growth cycle (Ahmed et al., 2020; A. A. Akbar 
et al., 2019; M. Akbar et al., 2020; M., 2021; Dickinson et al., 2018; Habib & Hasan, 2019; K. Park, 
2017; Wang et al., 2020).

There are various aspects of profitability that contribute to a company’s value. First, it is the 
income stream that delivers the estimated value for profit/earnings to be useful in predicting stock 
values. According to Vorst and Yohn (2018), future forecasting at each stage of the development 
cycle leads to higher forecasting accuracy than independent industry members’ forecasts. 
Furthermore, Anthony and Ramesh (1992) argue that financial statement data provide reliable 
information regarding a condition’s earning potential and associated earnings responses at the 
growth cycle stage. As a result, organizations that have reached maturity, or are in a steady 
condition, will provide the most consistent income streams.

Because these companies make big investments that are supported by stakeholders outside the 
company, cash outflows for operations, investments, and financing activities are common at the 
start-up stage (Jensen, 1986; Jovanovic, 1982; Spence, 1977, 1979). To develop, introduce, and 
promote a new product, large investments are necessary in phases (Spence, 1979). As a result, 
investment in operating assets raises the buildup of working capital (inventory) by a large amount 
during the startup phase (Durana et al., 2021; Hussain et al., 2020). A significant investment in 
working capital, in addition to cash expenditures for business operations, leads in a bigger coeffi-
cient of variation in cash sales than in the start-up phase. Furthermore, organizations steadily 
acquire fixed assets throughout this stage, although the amount obtained and depreciation 
expense are minimal in comparison to the amounts acquired and depreciation expense during 
the growth and maturity stages (Dickinson, 2011). As a result, in terms of depreciation expense, 
the absolute value of the coefficient on PPE is likely to be lower in the start-up period than in other 
periods.

According to Jovanovic (1982), cash flows from operating and investing activities of companies 
in the start-up and growth stages are frequently negative because management optimism moti-
vates companies to invest early in order to develop. competitors’ ability to enter the market. 
Furthermore, the anticipation of high future profits generates an incentive for managers to over-
invest in the present, according to Durana et al. (2021); Hussain et al. (2020), which suggests that 
organizations are at the start-up and growth stages.

Hypothesis 1A: Introduction stage is positively related to AEM.
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Hypothesis 2A: Growth stage is mixed related to AEM.

Previous research has found that the stage of the business cycle and performance have an 
impact on earnings data. According to Burgstahler and Dichev (1997), earnings contribute more to 
value when the business’s current operating activities are successful, implying that earnings are 
more appropriate for the company during its growth and maturity stage. Basu (1997), on the other 
hand, shows that bad news spreads faster than positive news due to financial statement asym-
metry. Because the most advantageous period for a company to make a loss is during the 
introduction and decline stages. Companies in the maturation and decline stages, on the other 
hand, will cut back on investments in new assets and activities. Instead of making new invest-
ments, companies will focus on fixing current assets. As a result, managers in mature and 
declining organizations place more emphasis on the disadvantage of earnings manipulation 
because they have fewer future profits growth cycles to compensate for it (Durana et al., 2021; 
Hussain et al., 2020). In conclusion, theories and empirical research imply that companies in their 
early stages of maturity and decline are more likely to utilize AEM than enterprises in their later 
stages of maturity and decline.

Hypothesis 3A: Mature stage is mixed related to AEM.

Hypothesis 4A: Shake-out stage is negatively related to AEM.

Hypothesis 5A: Decline stage is positively related to AEM.

Previous study has attempted at the strategic decisions made by businesses at various stages of 
the growth cycle. At comparison to market share or revenue, companies on the start-up stage are 
more likely to engage extensively in role of marketing activities that generate consumer adoption 
(Bain, 1956; Scherer, 1970). Growth-stage businesses reach a particular level of market share and 
then keep investing extensively in innovation, branding, and tangible assets in order to expand 
their market share (Bain, 1956; Scherer, 1970). Maturity firms concentrate on increasing efficiency 
and creating profits for their investors (Selling & Stickney, 1989). Because of technological 
advancement (Christensen & Olsen, 2004), firms in downturn may engage in investment and 
reorganization activities (Kimberly, 1980; Miller & Friesen, 1984).

For two reasons, startups are unlikely to utilize REM. For starters, in-demand investors are more 
likely to put their money towards new activities and market branding rather than short-term gains. 
As a result, there appears to be little pressure on managers to meet their earnings targets. Studies 
back up this assertion, demonstrating that startups can operate with very little capital (Castanias & 
Helfat, 2001). In general, initial costs for innovation and marketing are critical and serve as the 
foundation for a company’s future possibilities. As a result, these businesses don’t have much 
leeway in cutting costs. The employment of REM, however, can be favorable in developing coun-
tries with benefits in terms of labor and housing expenses due to distinct institutional and 
environmental variations.

Hypothesis 1B: The introduction phase has a mixed impact on REM.

Hypothesis 2B: The growth phase has a mixed impact on REM.

To meet profit forecasts, mature companies may encounter capital market pressure (Burgstahler 
& Dichev, 1997). Furthermore, in mature organizations, managers are more inclined to stake their 
reputation and credibility on reaching earnings targets (Graham et al., 2005). These supply-side 
variables are expected to encourage mature companies to engage in REM. On the supply side, 
mature businesses may be able to finance ineffective innovation and marketing operations 
because they have a portfolio of initiatives, some of which are ineffective (Hamilton & Chow, 
1993; Hitt et al., 1996; Hoskisson & Hitt, 1994). Furthermore, mature companies may put off 
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investing in new marketing and/or innovation projects (Hitt et al., 1996). Mature organizations are 
likely to participate in REM behavior as a result of the mix of decision-making and incentives to 
accomplish profits targets.

Companies in the growth stage are likely to be between startup and mature. Investors, like 
companies in the startup stage, are unlikely to put as much emphasis on short-term profits as they 
are on innovation and branding. Companies in the expansion phase, on the other hand, require 
both external and internal finance to expand their activities (Jovanovic, 1982). Furthermore, during 
the growth phase of a business, founders are more inclined to withdraw (Amit et al., 1998; 
Granlund & Taipaleenmäki, 2005). As a result, it is an empirical question whether organizations 
in the growth phase have adequate incentive to meet earnings targets. On the supply side, growth- 
stage companies are less likely to minimize marketing and innovation investment than early-stage 
organizations, and unlike mature companies, they may not have the option of deferring marketing 
and innovation projects. Overall, organizations in the mature phase are unlikely to participate in 
EM through real transactions, aside from a larger motivation to meet profits goals in order to 
sustain a higher share price so founders can exit or raise more cash.

Companies in their early stages of development and expansion frequently have a lot of invest-
ment opportunities, which means they have a lot of projects with positive present value or 
initiatives that can generate profits in the long run. A modification in investment or inefficient 
decision making, such as when decreasing or investing in period costs, has a significant negative 
impact on the firm’s future performance expectations, particularly in companies in the start-up 
and growth stages. Costs incurred over time as a result of effective company practices, such as 
research and development investments.

Because the investment opportunity costs deriving from business decisions are suboptimal, 
managers perceive REM to be particularly expensive in this instance. Companies in the mature 
and depression stages, on the other hand, will have much less long-term investment prospects. As 
a result, because the investment opportunity cost is low, the cost of making suboptimal decisions 
might be low. The extent of AEM and REM, according to Zang (2012), is determined by the 
company’s costs. As a result of the high costs, managers of start-up and growth-stage companies 
are less likely to use REM. Organizations in the start-up and growth stages utilise less REM than 
companies in the maturity and decline stages, according to the above analysis.

Hypothesis 3B: The mature phase has a mixed impact on REM.

Hypothesis 4B: The shake-out phase has a mixed impact on REM.

Hypothesis 5B: The decline phase has a mixed impact on REM.

To explore the moderating role of SOE on the FLC-EM relationship, we utilized resource depen-
dency theory to build up hypotheses. Resource dependency theory was developed by Pfeffer and 
Salancik (1978) and was first published in the book “The External Control of Organizations: 
A Resource Dependence Perspective.” Since its emergence, resource dependency theory has 
become one of the most influential theories of strategic management and organization (Hillman 
et al., 1999). According to resource dependency theory, when companies employ external 
resources, they will meet dependencies, and detecting and responding to these dependencies is 
an important managerial responsibility (Lux et al., 2011). External relationships between both the 
business and vital sources are a survival strategy for businesses to decrease uncertainty and risk 
(Pfeffer & Salancik, 1978). As a result, government policies and regulations are viewed as 
a powerful force that cannot be found in the natural environment (Hillman et al., 1999). 
Nevertheless, when internal and external entities exchange assets and the degree of dependence 
of each, the connection between the company and this resource dependency is dependent on the 
relative power of the stakeholders (Pfeffer & Salancik, 1978). Uddin (2016) concurs, making the 
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argument that I how well the current regime, as the country’s most politically powerful body, helps 
organize its experience of dealing with other insiders in the public add; and (ii) how the corporation 
and government on the board influence policy that affects the company’s outlook forward into 
taking risks, going to lead to much more conservative reactions (willing to accept or minimizing 
risk).

Firms having a higher percentage of SOE will acquire external financing, such as financial 
support and information sooner (Faccio, 2010; Faccio et al., 2006). Another explanation is that top 
managers with more government ownership are much more likely to generate the perception that 
they are “too big to fail,” that is, improbable to go insolvent and easier to put risky investments into 
place (Najid & Rahman, 2011; Uddin, 2016). As a result, the study claims that at the introduction 
and decline stages, corporate managers will approve the use of accrual earnings manipulation 
more than at the other three stages. Because the cash flow from business activities is now 
unstable. Because of the necessity to beautify the financial statements of these significant 
resources, managers are more likely to utilize earnings manipulation if there is a large SOE. 
Managers will, on the other hand, minimize the use of earnings manipulation in the next three 
periods with stable cash flow and positive growth due to its detrimental influence on long-term 
business success. 

Hypothesis 6A: Increased SOE moderates Life cycle effects on AEM during the start-up and decline 
phases.

Hypothesis 6B: Decreased SOE moderates Life cycle effects on AEM during the last three stages.

There are consequences for managers who manipulate results based on whether the govern-
ment is a minority or majority stakeholder. This can be seen in the ease with which managers 
make judgments about whether or not to take risk in investments. However, based on the cash 
influx and outflow of the firm, the effect of growing or decreasing economic transactions to 
increase or decrease period costs and directly affect the profit of the reporting period will be 
examined by management. These transactions are used based on the manager’s current status 
and choices. 

Hypothesis 7A: The mixed effect of life cycle on REM is moderated by SOE.

From all the above statements, we propose an analytical framework (Figure 1) of the study:

LC AEM

SOE

REM

H1

H2

H3a

H3b

Control 
variables

Figure 1. Research framework.
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3. Research design
The research sample consists of companies listed on three stock exchanges (HOSE, HNX and 
UPCOM) between 2010 and 2019, as derived from publicly released audited financial statements 
of listed non-financial companies obtained from Refinitiv Eikon’s Datastream data source. The 
sample represents the whole Vietnamese stock market, with 622 listed non-financial enterprises. 
Table 1 categorizes the study’s sample, including 622 listed non-financial companies into different 
industries.

Because the research involved panel data, it was required to choose between a fixed effects 
model (FEM) and a random effect model (REM). The parameters in the models were estimated 
using both fixed and random effects models to identify suitable models. The Hausman test was 
then conducted, with the assumption that the REM model is more appropriate. The test results 
show which model is more appropriate for producing valuable regression findings. We employ the 
Modified Wald test and the F-test to investigate the phenomena. To eliminate violations, we utilize 
FE Robust on all models. Before running the estimation, the normality test is required to make sure 
the data is followed the normal distribution. However, several essential variables in this study such 
as firm life cycle proxies are dummy variable, so it is hard to follow the normal distribution. In this 
case, based on the study of Bell et al. (2019), the FE Robust estimation is still suitable, effective, 
and has less biased regression results.

We built a model based on past studies to assess the relationship between company life cycle 
and AEM/REM (Durana et al., 2021; Hussain et al., 2020): 

AEMit ¼ αþ β1� FLCit þ β2� SIZEit þ β3� INC TAXit þ β4� ROAit þ β5� LEVit þ

INDUSTRYi þ YEARi þ εit
(1)  

REMit ¼ αþ β1� FLCit þ β2� SIZEit þ β3� INC TAXit þ β4� ROAit þ β5� LEVit þ

INDUSTRYi þ YEARi þ εit
(2) 

Then, we hypothesize that SOE moderates the effect in the association between life cycle and AEM/ 
REM, the authors follow the guided steps of Baron and Kenny (1986); Pham and Tran (2020) to 
estimate the moderating effect of SOE on FLC-AEM/REM association. As a result, we construct the 
following regression model: 

Table 1. Classification of research sample based on industry
Industry 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Basic 
Materials

86 86 96 105 125 134 142 142 142 142

Consumer 
Cyclicals

75 76 82 86 89 93 95 96 96 96

Consumer 
Non-Cyclicals

49 50 52 54 58 62 65 66 66 66

Energy 39 39 39 39 43 45 45 46 46 46

Healthcare 16 16 16 16 19 20 20 20 20 20

Industrials 151 155 160 173 184 200 203 203 203 203

Technology 14 14 15 15 15 16 17 17 17 17

Utilities 23 24 24 24 29 31 32 32 32 32

Total 453 460 484 512 562 601 619 622 622 622
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AEM=REMit ¼ αþ β1� FLCit þ β2� SOEit þ β3� FLC�SOEit þ β4� SIZEit þ β5�
INC TAXit þ β6� ROAit þ β7� LEVit þ INDUSTRYi þ YEARi þ εit

(3) 

Appendix A contains detailed descriptions of the research variables.

According to the Rekon Infinitive classification, INDUSTRY is one of the industry control variables 
used to calculate the effect on the dependent variable at the industry level. YEAR is a binary 
variable with a value of 1 if it is in the current year and vice versa.

4. Results and discussion
Regarding AEM, the DAs variables (aem_jones and aem_kothari) have a mean value of 0.0001 and 
0.0001, respectively, lower than the research of Roma et al. (2020) with the US firm. Besides, the 
mean value of firm size by assets after logarithm (size) is 27.0554 and companies are suffering 
growth stage accounted for a small fraction with nearly 18.04%, much lower than the study of 
Hussain et al. (2020) with sample includes Chinese listed firms. At the same time, companies 
facing recession (decline stage) are around 10.93% higher than 3.85% (Hussain et al., 2020). The 
similarity in the number of shake-out firms in this study and Hussain et al. (2020) nearly 20% 
(Table 2).

4.1. The relationship of the firm life cycle and accrual earnings management
The results from F-test (compared FEM and OLS), Hausman test (FEM and REM) suggest that FEM 
robust is the appropriate method for this study. Through aem_jones and aem_kothari proxies, 
variable lc_intro has coefficient = 0.181; 0.1778 with p-value < 0.01; 0.01 (Table 3) and the same 
tendency is found with variable lc_decline (coefficient = 0.1471; 0.1471 with p-value < 0.01; 0.01 
(Table 3)). The findings suggest that in the introduction and decline stage, the manipulation 
earnings through DAs are increased. These results are consistent with Durana et al. (2021), 
Hussain et al. (2020), and Roma et al. (2020). In these stages, firms distort their financial 
information from creditors to obtain loans without strict debt covenants (Durana et al., 2021). 
Because in the introduction phase, firms need more capital with higher information asymmetry 
leading to pursue more in AEM practices (Hussain et al., 2020). Besides, in the decline stage, 
companies require higher financing, and executives are under pressure to provide a strong finan-
cial condition to stakeholders. Because of lacking the understanding of the market, firms were not 

Table 2. Descriptive statistics of variables
Variable Obs Mean Std. Dev. Min Max
aem_jones 4,892 0.0001 0.1895 −4.903 2.828

aem_kothari 4,892 0.0001 0.1878 −4.918 2.832

r_cfo 4,916 −0.0002 0.1961 −2.581 5.162

r_prod 4,240 0.0001 0.1713 −1.014 1.730

r_disx 4,921 −0.0001 0.1000 −0.342 2.089

lc_intro 5,554 0.1746 0.3797 0.000 1.000

lc_grow 5,554 0.1804 0.3846 0.000 1.000

lc_mature 5,554 0.3369 0.4727 0.000 1.000

lc_decline 5,554 0.1093 0.3120 0.000 1.000

lc_shakeout 5,554 0.1988 0.3991 0.000 1.000

SOE 5,242 21.5860 25.8135 0.000 98.110

size 5,550 27.0554 1.5143 22.995 32.254

inc_tax 5,536 2.81E+10 1.31E+11 −1.57E+07 4.26E+12

roa 5,529 0.0635 0.0756 −0.297 0.784

lev 5,501 0.2337 0.1925 0.000 0.825
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pursuing any strategy (Miller & Friesen, 2016), or they may get into trouble with operating 
activities, leading to bad financial information. Thus, managers apply AEM practices for “window 
dressing” to hide the companies’ actual financial performance.

Results illustrate that variable lc_growth has a negative significant association with AEM (coeffi-
cient = −0.063; −0.065 with p-value < 0.01; 0.01 (Table 3)). It describes that the degree of DAs 
reduces in the growth phase, and the study’s findings are consistent with Durana et al. (2021); 
Roma et al. (2020) and contrast to Hussain et al. (2020). In the growth stage, AEM techniques are 
undesirable to managers because of the reduced asymmetric information problem, more analyst 
coverage, the ability to acquire loans at lower rates, and higher responsibility and transparency of 
growing and mature businesses (Hussain et al., 2020). Besides, Can et al. (2020) also shows the 
positive link between the growth stage and financial reporting quality. However, the main point is 
that mentioned studies were conducted in big economies such as the USA (Can et al., 2020) or 
China (Hussain et al., 2020), which is different in emerging markets or developing countries. The 
findings of Durana et al. (2021); Roma et al. (2020) align with this paper, and they explained that 
the growth stage is a significant step that helps firms leap and find a sustainable position in the 
market. Although the dramatic increase in sales leads to positive cash flow, the investment is still 
not enough for the expanding demand of companies. Furthermore, the disparity between investors 
in developed and developing countries, along with the incomplete legal framework in the 
Vietnamese context, contributes to the negative relationship between EM and the growth stage.

The EM practices have the negative relationship with mature stage and shake-out stage (vari-
able lc_mature with coefficient = −0.114, −0.1125 (p-value < 0.01) in Table 3; and variable 
lc_shakeout with coefficient = −0.034; −0.0313 (p-value < 0.01) in Table 3). The results are 
inconsistent with Hussain et al. (2020). Because profits add more to value when the firm’s present 
operational activities are effective, earnings during the maturity stage are more suited for the 
company (Burgstahler & Dichev, 1997). Furthermore, in this stage, companies have a sustainable 
position in the market. The investments from potential projects are fewer, instead of investment 
managers focusing on more efficient operating. So AEM are not attractive to managers because 
they have fewer future profits growth cycles to compensate for it (Durana et al., 2021; Hussain 
et al., 2020). When considering the shake-out stage, several scenarios may happen. Weak firms 
are forced to close because they cannot keep up with the industry’s growth or are still losing 
money. So, they try to choose any option to escape from that situation which means that more 
DAs practices would be done to make the financial information beautiful. However, abusing earn-
ing manipulations would lead to a harmful effect on the long-term financial performance because 
the fact is that managers can not change the actual financial situation of the company. So, the 
negative relationship between AEM and the shake-out stage is found.

The accounting processes for accruals creation can differ depending on the stage of 
a company’s development. Companies at various stages of development have varying manufac-
turing capacity, capital investments, and hazards (Yonpae & Chen, 2006). Consider a corporation 
that is at two different stages of development (one in the growth stage and the other in the 
decline stage). Assume these companies are identical in every way except production capability. 
Because the corporation has the potential to progressively raise production capacity, the growth 
firm can generate DAs in response to any sales shock (exceptional increase in consumer demand). 
Nevertheless, because it is generally liquidating assets and does not have enough production 
capacity to meet the slowdown, a declining company cannot earn as much DAs as a growing 
organization.

4.2. The relationship of the firm life cycle and real earnings management
AEM is an earnings manipulation approach that has no effect on cash flow from operations or 
economic activities. Managers in start-up and growth firms are less likely to adopt EM through 
information depending on the characteristics of the start-up stage, where the company is gen-
erally focused on investment activities. In the short term, real shifts are needed to enhance 
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earnings. Furthermore, organizations in the early stages of development and expansion are 
projected to see significant asset growth and enhanced long—term growth prospects. As 
a result, the impact of future DAs is less of a priority for these organizations’ executives. This is 
because managers expect future earnings growth to compensate for the negative effects of 
accrual earnings management in the future. This is corroborated by a poll of interviews conducted 
by Graham et al. (2005), in which the majority of CFOs claimed that executives who are expanding 
the company anticipate future earnings growth to compensate for the disadvantage caused by 
past accounting earnings manipulation.

The results from F-test (compared FEM and OLS), Hausman test (FEM and REM) suggest that FEM 
robust is the appropriate method for this study. Table 4 presents the relationship between FLC and 
REM. In terms of the first proxy of the REM approach, variable r_cfo represents actual activities 
affecting the cash flow from operations. It confirms that managers have a negative attitude 
toward the manipulation of REM in the introduction and decline stage. These results contrast 
with Hussain et al. (2020), Hasan and Habib (2017b), and Doukas and Kan (2004). They suggest 
that firms confront poorer profitability, greater asymmetric information, increased idiosyncratic 
volatility, and cash-flow uncertainty during the introduction period, which motivates managers to 
engage in REM activities (Doukas & Kan, 2004; Hasan & Habib, 2017b). In the introduction stage, in- 
demand investors are more inclined to invest in new ventures and market branding than short- 
term gains. Consequently, management appears to be under minimal pressure to fulfill their profit 
objectives, so they do not need to manipulate earnings through real activities. Hussain et al. (2020) 
imply that managers abuse REM practices to provide an efficient firm performance or hide the 
company’s loss to shareholders, other related parties in the decline stage. However, they finally 
realized that the manipulation of earnings through cash flow operations can not compensate 
actual operating status of the business in the long term. So, in the Vietnamese context, REM 
practices impact operating cash flow rarely used in the introduction and decline stage. In the 
growth and mature stage, the study’s results contrast to Hussain et al. (2020). The different 
research contexts can explain this contradiction, Hussain et al. (2020) conducted their studies in 
China, where the legal framework in protecting the investors is complete (Leuz, 2010) compared to 
the incomplete legal framework in Vietnam. To conclude, managers of companies in developing 
countries such as Vietnam tend to participate in real activities affecting operation cash flow in the 
mature and growth phase. The shake-out phase has the same trend as the mature stage and 
growth stage. Because after the mature stage, many companies could have poor financial perfor-
mance. So, managers choose REM by accelerating sales or easing credits terms to create unreal 
cash flow and hide the loss or poor economic performance. This is a temporary solution to help 
managers deal with shareholders before they find a way to enhance their financial position.

When considering REM practices through changing the production cost, in the introduction and 
decline stage the positive relationship between REM and FLC is found. Because in the introduction 
stage, companies have the advantage of cutting-edge machines, so managers can create more 
items than necessary to fulfill projected demand. Fixed overhead expenses are distributed over 
a larger number of units at higher production volumes, decreasing fixed costs per unit. On the 
other hand, the sales will decrease dramatically when firms step into the decline stage. At this 
time, managers may choose many risky selections to help the company overcome this situation, 
and if the choice of managers success, firms can step in to a new life cycle. In particular, despite 
the decline in sales company will reduce the product’s price combine with the overproduction of 
new items to compensate for the loss of marginal profit because of lowering the selling price. In 
the decline stage, manipulating earnings by reducing production costs is a risky choice. If compa-
nies fail with this strategy, they can easily go bankrupt and be gotten away from the market. In the 
growth and mature stages, the negative relationship between FLC and REM practices through 
reducing production costs was found. The results contrast with Hussain et al. (2020), which 
explained that because maturity firms have fewer investment opportunities in the mature stage. 
So instead of searching for potential projects that can make certainty profits, managers focus on 
improving the effectiveness and efficiency of the operational process (Jawahar & McLaughlin, 
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Table 6. FE Robust regression results of SOE on the relationship between LC and REM for 
operational cash flow

Variables
1 2 3 4 5

r_cfo r_cfo r_cfo r_cfo r_cfo
lc_intro −0.169***

[−11.76]

SOE_INTRO −0.0004*

[−0.21]

lc_grow 0.096***

[7.54]

SOE_GROW 0.001**

[2.43]

lc_mature 0.108***

[11.94]

SOE_MATURE 0.004*

[0.70]

lc_decline −0.165***

[−9.13]

SOE_DECLINE −0.001*

[−1.55]

lc_shakeout 0.025***

[2.75]

SOE_SHAKEOUT 0.0006*

[1.16]

SOE −0.0004 0.0003 −0.0002 −0.0003 −0.0001

[−0.56] [0.38] [−0.06] [−0.68] [−0.27]

size 0.01 −0.005 0.013 0.002 0.007

[0.57] [−0.25] [0.66] [0.10] [0.39]

inc_tax −0.0000 0.0001 0.0002 0.0003 −0.0001

[−0.33] [0.32] [0.26] [0.24] [−0.14]

roa 0.382*** 0.386*** 0.367*** 0.406*** 0.397***

[3.96] [3.96] [3.81] [4.47] [4.09]

lev −0.176*** −0.323*** −0.231*** −0.286*** −0.295***

[−3.29] [−6.09] [−4.40] [−5.72] [−5.56]

Constant −0.225 0.185 −0.331 0.034 −0.141

[−0.46] [0.38] [−0.64] [0.07] [−0.28]

Industry Yes Yes Yes Yes Yes

Year Yes Yes Yes Yes Yes

Hausman test 0.0000 0.0000 0.0000 0.0000 0.0000

F-Test 0.0000 0.0000 0.0000 0.0000 0.0000

Modified Wald 
Test

0.0000 0.0000 0.0000 0.0000 0.0000

Observations 4253 4253 4253 4253 4253

R-squared 0.17 0.081 0.133 0.121 0.067

Number of 
unit_id

607 607 607 607 607

Robust in brackets 
*** p < 0.01, ** p < 0.05, * p < 0.1 
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Table 7. FE Robust regression results of SOE on the relationship between LC and REM for 
production costs

Variables
1 2 3 4 5

r_prod r_prod r_prod r_prod r_prod
lc_intro 0.065***

[6.97]

SOE_INTRO 0.0007***

[0.0002]

lc_grow −0.032***

[−4.56]

SOE_GROW −0.0002

[0.01]

lc_mature −0.035***

[−6.51]

SOE_MATURE −0.0002**

[0.01]

lc_decline 0.046***

[4.61]

SOE_DECLINE 0.0002

[0.00]

lc_shakeout −0.008

[−1.06]

SOE_SHAKEOUT 0.00

[0.56]

SOE 0.0005 0.0005 0.0005 0.0001 0.0003

[1.53] [0.74] [0.39] [1.51] [0.91]

size 0.035** 0.041*** 0.036** 0.039** 0.037**

[2.27] [2.71] [2.28] [2.49] [2.36]

inc_tax 0.0004 0.0003 0.0002 0.0003 0.0001

[0.31] [0.09] [0.05] [0.08] [0.17]

roa −0.670*** −0.671*** −0.666*** −0.679*** −0.674***

[−8.31] [−8.29] [−8.27] [−8.57] [−8.29]

lev 0.01 0.058 0.028 0.045 0.05

[0.25] [1.47] [0.70] [1.14] [1.26]

Constant −0.946** −1.109*** −0.938** −1.052** −0.986**

[−2.25] [−2.69] [−2.23] [−2.49] [−2.34]

Industry Yes Yes Yes Yes Yes

Year Yes Yes Yes Yes Yes

Hausman test 0.0000 0.0000 0.0000 0.0000 0.0000

F-Test 0.0000 0.0000 0.0000 0.0000 0.0000

Modified Wald 
Test

0.0000 0.0000 0.0000 0.0000 0.0000

Observations 3752 3752 3752 3752 3752

R-squared 0.121 0.101 0.107 0.104 0.095

Number of 
unit_id

601 601 601 601 601

Robust in brackets 
*** p < 0.01, ** p < 0.05, * p < 0.1 
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Table 8. FE Robust regression results of SOE on the relationship between LC and REM for 
discretionary expenses

Variables
1 2 3 4 5

r_disx r_disx r_disx r_disx r_disx
lc_intro 0.179***

[11.31]

SOE_INTRO 0.0001*

[0.0001]

lc_grow −0.078***

[−6.43]

SOE_GROW 0.0001*

[0.0035]

lc_mature −0.121***

[−13.71]

SOE_MATURE −0.0001

[0.0015]

lc_decline 0.159***

[8.97]

SOE_DECLINE −0.0001

[0.0005]

lc_shakeout −0.031***

[−3.48]

SOE_SHAKEOUT −0.0001

[0.0009]

SOE 0.0001 0.0003 0.0004 0.0002 0.0001

[0.42] [−0.39] [−0.17] [0.50] [0.19]

size 0.007 0.021 0.005 0.016 0.01

[0.44] [1.24] [0.28] [0.98] [0.59]

inc_tax 0.0004 −0.0005 −0.0002 −0.0003 0.0001

[0.26] [−0.42] [−0.49] [−0.40] [0.09]

roa 0.844*** 0.840*** 0.864*** 0.822*** 0.828***

[11.20] [10.81] [11.67] [11.32] [10.69]

lev 0.161*** 0.311*** 0.213*** 0.277*** 0.283***

[3.12] [6.04] [4.30] [5.76] [5.57]

Constant −0.336 −0.705 −0.216 −0.604 −0.415

[−0.77] [−1.57] [−0.47] [−1.38] [−0.91]

Industry Yes Yes Yes Yes Yes

Year Yes Yes Yes Yes Yes

Hausman test 0.0000 0.0000 0.0000 0.0000 0.0000

F-Test 0.0000 0.0000 0.0000 0.0000 0.0000

Modified Wald 
Test

0.0002 0.0002 0.0002 0.0003 0.0001

Observations 4273 4273 4273 4273 4273

R-squared 0.013 0.015 0.012 0.011 0.013

Number of 
unit_id

607 607 607 607 607

Robust in brackets 
*** p < 0.01, ** p < 0.05, * p < 0.1 
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2001; Miller & Friesen, 1984). Furthermore, when financial performance reaches its peak, busi-
nesses have a higher ranking in governance activities and are considerably more accountable 
(O’Connor & Byrne, 2015). Thus, REM practices by declining productions costs are unnecessary. In 
the growth phase, firms find investors to build up substantial initial funds (Jawahar & McLaughlin, 
2001). So, the relationship between FLC and REM should be positive in the growth stage. However, 
the result shows a negative relationship between REM and the growth stage. The explanations can 
base on the Vietnamese context that managers prefer applying REM practices through impact on 
operating cash flow or period costs. Furthermore, suppose managers want to impact production 
costs. In that case, they must consider carrying out complex activities with the production process 
and the supply side to decrease the fixed cost per unit and ultimately the unit cost and the cost of 
sales. In addition, firms have a high demand for capital and money to expand in this stage, and 
managers prefer to seek potential projects to build sustainable long-term profit. So, manipulating 
through affecting on productions cost rarely happen in the growth stage.

4.3. SOE’s moderating role in life cycle and accrual earnings management
In Table 5 we test the impact of SOE on the role of moderation factor in the relationship between 
FLC and AEM. In terms of AEM practices represented by variables aem_jones and aem_kothari, the 
study’s findings suggest that firms with a high proportion of state ownership increase EM behavior 
in the introduction and decline stage (SOE_INTRO = 0.0034; 0.0033; SOE_DECLINE = 0.0025; 
0.0025 (Table 5)). Moreover, managers of these companies tend to reduce the EM practices in 
the remaining stages (SOE_GROW = −0.0008; −0.0009; SOE_MATURE = −0.0016; −0.0016; 
SOE_SHAKEOUT = −0.0006; −0.0005 (Table 5)).

The findings are consistent with Najid and Rahman (2011). In the introduction stage, managers 
of firms with a high percentage of SOE believe that the Government would support them or have 
“too big to fail” perception, so they tend to invest in more risky projects leading to the high risk of 
suffering loss from the failure. As a result, managers rise to manipulate earnings through AEM 
practices to beautify the financial statements. Regarding the decline stage, companies get into 
trouble with liquidity and solvency problems caused by failed projects. Leading to corporate 
managers of companies with a high rate of state ownership choose AEM for “window dressing” 
financial statements. However, unlike usual companies, SOE firms can find financial support from 
the public or the Government to help them overcome the recession and step into a new life cycle. 
In other words, in the decline stage, Government would allocate more resources and provide 
financial aid for rescuing purposes and preventing companies from bankruptcy. In terms of the 
remaining stages, firms with stable cash flow and optimistic growth will minimize earnings 
manipulation to prevent detrimental effects on long-term business success. Unlike the growth 
and mature stage, the shake-out stage was defined as the number of producers starts to dwindle 
(Gort & Klepper, 1982). However, SOEs firm are usually “too big to fall”. Hence, managers engage in 
M&A strategies with other rivals to become the predominant player in the industry, which helps 
companies enhance their financial performance.

4.4. SOE’s moderating role in life cycle and real earnings management
In Tables 6, 7, 8 we test the impact of SOE on the role of moderation factor in the relationship 
between FLC and REM. Through proxy r_cfo, firms with a high rate of state ownership tend to 
reduce REM practices in the introduction and decline stage, and managers approve more REM in 
the remaining stages. Managers can perceive the enormous size of firms and the financial support 
from the Government, so they do not take too much pressure to gain profits in the bird stage. As 
a result, they have various investment choices without caring about the risk factors. Besides, in the 
decline stage, non-SOE firms tend to reduce the REM practices. Because corporate managers know 
that manipulation earnings through cash flow operations can not compensate actual operating 
status of the business in the long term. Although the same result was found in SOE firms, the 
reason may be different. These enterprises are usually too big to fail, and they also have more 
support from the Government to help them overcome the recession and start a new life cycle. The 
same tendency when high percentage state ownership firm apply more REM in the growth, mature 
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and decline stage. In the mature stage, the SOE firms increase the REM practice to earn more 
profits to backup for the M&A strategies in the following stages. Stepping into the shake-out stage, 
companies might face many problems creating profits or competing with other rivalries. As 
investors become more aware of the firm’s potential for collapse, the firm’s capacity to fund 
new development initiatives by issuing shares will be constrained (Black, 1998). Therefore, 
Managers use REM to produce fake cash flow and cover losses or bad economic performance by 
accelerating sales or relaxing lending terms. This is a short-term option to assist management in 
dealing with shareholders while looking for a method to improve their financial situation.

When considering REM practices by changing the production cost, the relationship between FLC 
and REM in the introduction and mature stages are positive and negative, respectively. The 
remaining stages show the insignificant relation between FLC and REM. These correlations prove 
that companies with a high proportion of state ownership incentivize using REM in the beginning 
phase and decline in the mature stage. SOE firms are usually large and have a sustainable financial 
budget from many internal and external resources. In addition, these companies are also equipped 
with cutting-edge technology, so they easily improve production processes or overproduction to 
minimize manufacturing costs. Besides, with a strong financial budget, managers boldly invest in 
many high-risk projects, leading to a high likelihood of failure. As a result, manipulating earnings to 
compensate for the loss through REM activities is inevitable. However, in the mature stage, 
although companies would focus on enhancing effectiveness and efficiency. After a long operating 
time, the firm’s equipment and machines are depreciated, outdated, etc., so it is hard to improve 
the production process. The insignificant relationship between REM practices and FLC through 
production cost confirms the difficulty of changing the manufacturing process. Thus, reducing 
production costs to conduct REM activities is rarely chosen by managers of SOE firms.

In terms of the final typical REM proxy is r_disx, the findings suggest that companies with high 
state ownership rates prefer to apply REM practice in the introduction and mature growth stage. 
However, this relationship becomes insignificantly in the remaining period of FLC. Showing the 
same pattern with r_pro and r_cfo, managers of SOE companies tend to manipulate earnings to 
miss the target or compensate for the loss from failure projects. Study of Roychowdhury (2006) 
indicated that declines the discretionary expense can have an impact on earnings. So, decreasing 
these period costs is the way to conduct earnings manipulations. The growth stage is an essential 
step to help firms leap and find a sustainable position in the market. To build up long-term strong 
financial performance, managers try to do many things to create an advantage over other 
competitors in the future, such as investing in CSR activities or finding more potential projects. 
Besides, this stage demands the rapid development of organizations, so they need a certain 
providing of resources from their suppliers to do it (Jawahar & McLaughlin, 2001).

Furthermore, a massive fraction of resources will be allocated for expansion in this stage (Anker, 
2016). With the government’s support, firms will easily conduct the expansion strategy and 
achieve long-term sustainable financial ability in the future. However, over-investing can lead to 
failure. Hence, managers try to reduce period costs to create good financial information for 
investors and be competitive with other competitors. After that, the profit from expansion and 
other potential projects can compensate for the current manipulation regardless of harmful effects 
in the future. To conclude, this study’s findings of the relationship between FLC and REM with the 
moderating role of SOE are mixed results. The earnings manipulation behavior could be different 
depending on the categories of REM practices and different stages in FLC. In the future, other 
studies can compare this study’s results with their findings based on the same or the difference in 
research background.

5. Conclusions
While much prior research were conducted about EM behavior and FLC, this is the first study 
exploring the relationship between FLC and EM using the Dickinson (2011) classification of FLC. 
Furthermore, earlier studies have devoted close attention to EM through DAs (Abdul Rahman et al., 
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2006; Beneish, 2001). This implies that the EM literature has focused on AEM. The authors 
measured EM behavior through both AEM and REM approaches to provide a more detailed view 
of manipulating companies’ earnings.

We used a sample of 622 Vietnamese non-financial enterprises listed on the HOSE, HNX, and 
UPCOM stock exchange from 2010 to 2019 and Fixed effects along with OLS robust models to 
estimate regression models. The findings reveal that AEM behavior is not the same across FLC 
stages in terms of the AEM and FLC relationship. A U-shaped pattern was found where DAs tend to 
be higher in the introduction and decline stage and lower for the remaining stages. The same 
U-shaped pattern was found when considering the impact of state ownership on the correlation 
between AEM and FLC. Managers tend to increase manipulating earnings through abnormal 
accruals and abnormal revenues in the introduction and decline stage, whereas AEM is negatively 
related to the remaining stages.

With the relationship between FLC and REM, the results differ depending on the REM method. When 
managers apply REM through operating cash flow, they have a negative attitude toward manipulat-
ing REM in the introduction and decline stage, while a positive relationship between REM and the 
remaining stages was found. Besides, suppose managers use the approach to change production 
costs. In that case, the results prove that executives incentivize using REM at FLC’s beginning and final 
stages. In the growth and mature stage, a negative relationship between FLC and REM practices was 
found. Regarding the REM approach through reducing period costs, managers tend to manipulate 
earnings in the introduction and growth stage, while maturity and shake-out firms reduce distorting 
their profits. When state ownership influences the relationship between FLC and REM, the FLC-REM 
relationship remains unchanged when using the r_cfo proxy. Whereas this correlation is various when 
applying the r_prod and r_disx proxies. The study’s results confirm the moderating role of SOE in the 
FLC—REM relationship in particular and FLC—EM in general.

5.1. Recommendation
This study has important implications for policymaker, investors, managers, shareholders, and 
other related parties:

First, CEOs should enhance the real-time link between current revenues and current expendi-
tures to avoid a mismatch between expenses and current revenues. Adopting accounting rules and 
predicting more accurate accruals to encourage better matching might improve this development.

Second, the government should enhance the legal environment to emphasize safeguarding 
investors to prevent high-profit businesses’ earnings manipulation. Similarly, creditors must con-
sider the stage of the firm’s life cycle before giving loans. Last but not least, if readers of 
accounting reports see that managers have free cash flow, they should have higher expectations 
when it comes to lending money to businesses.

Third, to combat EM practices, financial analysts should pay close attention to the financial data 
of companies on the stock market. Dickinson et al. (2018) claimed that for growth and mature 
stage organizations, investors and creditors prefer to depend only on analyst coverage, however 
for introduction and decline stage firms, value-relevance of accounting information becomes more 
important. As a result of this study, we advise investors to be cautious when investing in early and 
late-stage companies.

5.2. Limitation
There are several restrictions of this study, which provides new possible avenues for future 
research. Firstly, these study samples are restricted in Viet Nam, therefore future research should 
take into accounts firms from areas having the difference in economies. Secondly, the study 
sample size needs to be improved in terms of the number of enterprises as well as the length of 
the research period. Thirdly, we merely use distinct AEM and REM proxies to quantify the 
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managers’ opportunistic behavior. Future study might build on this work by looking at how top 
management factors including executive background, gender, age, and qualification mediate the 
relationship between EM and FLC. Finally, we recommend that future studies should be expanded 
to a larger range of nations, particularly emerging economies with poorer investor protection/ 
corporate governance procedures.
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Appendix A: Describe the variables in the research model

Variable Definition Description Source
FLC Proxies variable according to 

Dickinson’s (2011)
Start-up: OCF < 0, ICF < 0, FCF > 0; 
Growth: OCF > 0, ICF < 0, FCF > 0; 
Mature: OCF > 0, ICF < 0, FCF < 0; 
Shake-out: OCF < 0, ICF < 0, FCF < 0 
or OCF > 0, ICF > 0, FCF > 0 or OCF > 
0, ICF > 0, FCF < 0; 
Decline: OCF < 0, ICF > 0, FCF > 0 or 
OCF < 0, ICF > 0, FCF < 0.

Dickinson (2011)

AEM Proxies variables according to 
Jones (1991) and Kothari et al. 
(2005) models

TACi;t
Ai;t� 1
¼ β1

1
Ai;t� 1
þ β2

ΔREVi;t
Ai;t� 1  

þβ3
PPEi;t
Ai;t� 1  

þεi;t TACi;tAi;t� 1  
¼ β1

1
Ai;t� 1
þ β2

Δ REVi;t � ARi;tð Þ
Ai;t� 1  

þβ3
PPEi;t
Ai;t� 1
þ β4ROAi;t þ εi;t

(Jones, 1991; Kothari et al., 2005)

REM Proxies variables according to 
Roychowdhury model

CFOi;t
Ai;t� 1
¼ β1

1
Ai;t� 1
þ β2

REVi;t
Ai;t� 1  

þβ3
ΔREVi;t
Ai;t� 1
þ εi;tð4  PRODi;t

Ai;t� 1¼β1
1

Ai;t� 1  

þβ2
REVi;t
Ai;t� 1
þ β3

ΔREVi;t
Ai;t� 1  

þβ4
ΔREVi;t� 1
Ai;t� 1  

þεi;t 5ð Þ DISCEXPi;tAi;t� 1  

¼ β1
1

Ai;t� 1
þ β2

REVi;t� 1
Ai;t� 1

þ εi;tð

Roychowdhury (2006)

SOE State ownership State ownership rate in enterprises Pham and Tran (2020)

SIZE Firm size The natural logarithm of total 
assets;

Durana et al. (2021); Hussain et al. 
(2020)

LEV Firm leverage The ratio of total liabilities to total 
assets;

ROA Return on asset The ratio between profit after tax 
and total assets;

Inc_Tax Corporate income tax The amount of current-year 
business income tax that must be 
paid
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