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Past, present, and future of earnings management research

Thu Hien Bui

Department of Financial Management and Statistics Analysis, Faculty of Business Administration, Foreign Trade University,
Hanoi, Vietnam

ABSTRACT

Earnings management has been a subject of extensive research, experiencing substantial
growth recently and anticipated to continue in the years ahead. This paper employs
bibliometric analysis, examining the Scopus database of publications from 1993 to
2021, to enhance our understanding of earnings management. There is a remarkable
growth in earnings management research, with 54% of publications emerging from
2016 to 2021, peaking at 226 papers in 2021. Kim Y. and Alahada M. are leading
contributors with ten publications each, while Kim J.-B. stands out with an impressive
1,056 citations across eight documents. Active contributors to earnings research are
from the US, China, the UK, and Australia. In addition, this paper discusses four distinct
themes within earnings management, including the motives and characteristics of
earnings management activities, real and accrual-based earnings management, the
relationship between corporate governance and earnings management, and earnings
management and market performance. More importantly, it highlights future research
opportunities, emphasizing the need to explore real earnings management as an
alternative measurement and addressing topics like gender diversity, family firms, and
leverage in understanding the magnitude of earnings management. Notably, the study’s
findings provide insights to develop the research on earnings management, especially
in the emerging market finance context.
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Introduction

Over the past decades, earnings management (EM) has received the considerable attention of many
scholars, practitioners, and regulators since it could result in less confidence and transparency in the
financial market (Nguyen et al., 2021). The study of Hepworth was the first to introduce earnings man-
agement in 1953 (Hepworth, 1953). Following that, Healy’s research (1985) is crucial as it was the first to
measure EM based on discretionary accruals- the unobserved part of total accruals. The studies of
DeAngelo (1986), Jones (1991), Dechow and Sloan (1991), Friedlan (1994), etc. continued to make signif-
icant progress to develop models detecting EM behaviors more effectively. The latest knowledge working
on this area has been paying much attention to real activities as an alternative measurement of EM
(Cohen & Zarowin, 2010; Roychowdhury, 2006; Zang, 2012).

Numerous studies have also explained different motives that led managers to manipulate earnings.
Burgstahler and Dichev (1997), Roychowdhury (2006), Prevost et al. (2008), and Tran and Duong (2020)
found evidence that managers inflate earnings to avoid reporting profit losses and decreases. Other
scholars demonstrated that managers involved in EM behaviors due to different reasons such as avoiding
the degree of corporate tax (Pipatnarapong, 2020), adapting to market analysts’ forecasts (Athanasakou
et al, 2009; Mindak et al., 2016; Nelson et al., 2002; Porter & Kraut, 2013), increasing the stock prices
(Nelson et al.,, 2002; Das et al., 2011; Putman et al, 2009) or meeting investors’ expectations (Hong &
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Linh, 2020; Peek, 2004). In addition, it is also evident that the level of compensation and remuneration
scheme is one of the most important motivations for managers to adjust profits (Bergstresser & Philippon,
2006; Cornett et al., 2009; Dye, 1988; Dechow & Sloan, 1991). Managers tend to practice earnings to gain
more benefits or maximize their renewal salaries and bonuses, especially in the final year of their con-
tracts. Recently, Assenso-Okofo et al. (2021) suggested that executive bonus increases in relation to EM,
and therefore, managers may become involved in EM to increase their compensation.

In the existing literature, EM is a complex phenomenon presenting both positive and negative effects.
Schipper (1989), Healy and Wahlen (1999) stated that EM is the alteration of firms’ reported economic
performance by insiders to either ‘mislead some stakeholders’ or to ‘influence contractual outcomes. For
instance, insiders can use their discretion in financial reporting to overstate the true level of earnings
and hide unfavorable earnings realizations (e.g. earnings losses or decreases) that would prompt outsid-
ers to act against insiders. In extensive EM, financial reports inaccurately reflect firm performance and
weaken outsiders’ ability to govern the firm (Leuz et al., 2003) or diminish investors confidence, resulting
in a decline in trading volume (Le et al., 2023). However, EM has a significant effect in some situations,
especially when firms encounter crises. Lisboa and Kacharava (2018) confirmed that CEOs could disclose
financial reports with optimistic earnings to reassure investors about their ongoing concerns during
financial turbulence. Managers may record upward earnings to maintain the relationship with stakehold-
ers such as banks and creditors to avoid bankruptcy. Inversely, they can manage earnings downward to
reduce taxes or avoid stricter regulations and supervision during the crisis periods (Hamza & Zaatir,
2021). In addition, firms that engage in EM tactics tend to promote CSR activities and reporting as an
entrenchment strategy to deliberately divert stakeholders’ attention to and promote higher prospects of
the firm’s performance (Jian et al., 2023; Prior et al., 2008; Palacios-Manzano et al., 2021).

Therefore, | use bibliometric analysis of 1981 Scopus-indexed publications between 1993 and 2021 to
fulfill the lack of systematic review on this topic. The following research questions (RQ) address:

RQ1. What is the total volume and growth trajectory of research on EM?

RQ2. Who are the key authors in the EM literature?

RQ3. Which are the most influential papers, leading countries and institutions in the EM area?

RQ4. What are the main schools of thought in EM research?

RQ5. What are the latest topics in EM research that have received the greatest attention in the literature?

This review takes on profound significance as it not only enriches understanding but also facilitates
the development of EM theory, offers a comprehensive overview of existing studies, and extends new
directions for further research. What makes my paper different from previous bibliometric publications is
the Scopus database and the different time range (from 1993 to 2021) to explain clearer different schools
of thought, and represent research gaps that shed light on further research. The results demonstrate the
emerging trend of research on EM, particularly from 2017 to 2021. Based on the number of documents,
number of citations, and the average of citations, this paper outlines the most productive authors, lead-
ing countries and institutions, and the research cluster network. Notably, this review calls the future
directions of EM in terms of ‘real earnings management, ‘gender diversity, ‘family firms, ‘leverage’ and
different dimensions of EM in emerging markets.

The rest of this paper is structured as follows: Section “Conceptual framework’ explores the conceptual
framework of EM. Research methodology is detailed in Section “Research methodology ” while Section
“Research results and discussions” demonstrates the results of an extensive bibliometric review and key-
word analysis. Finally, in Section“Conclusions and limitations”, | unveil empirical findings and discuss fur-
ther research directions from my analyses.

Conceptual framework
Earnings management definitions

Healy and Wahlen (1999) stated ‘Earnings management occurs when management uses judgment in
financial reporting and in structuring transactions to alter financial reports to either mislead some
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stakeholders about the underlying economic performance of the company or to influence contractual
outcomes that depend on reported accounting numbers’ Other scholars defined EM as the flexible
application of accounting policies to reach a target profit. For example, a firm can accelerate the rec-
ognition of sales income through credit sales or postpone loss recognition by postponing the creation
of loss reserves (Teoh et al., 1998a); or they can change shipment timetables and defer spending for
research and development (R&D) and maintenance to manage earnings (Dechow & Skinner, 2000;
Fudenberg & Tirole, 1995). Ronen and Yaari (2008) classify EM into three distinct groups: White EM
(which enhances the transparency of financial reports); gray EM (which could be either opportunistic
or efficiency-enhancing) and black EM (which involves absolute misrepresentation or reduces transpar-
ency in financial statements). According to Cohen and Zarowin (2010), EM is divided into two basic
categories: EM through accrual accounting variables and EM through the mediation of actual transac-
tions. In short, it should be noted that the term ‘earnings management’ has broad definitions, includ-
ing many different motives, measures and techniques firm managers perform to achieve
management goals.

Accrual-based earnings management and real earnings management

Accrual-based indicators are the primary proxies of earnings management used in most research. Healy
(1985) tests EM by comparing the mean total accruals across the EM division variable (measured by the
lagged value of the company’s total assets). In 1991, Jones offered a model that departs from the
assumption of continuous nondiscretionary accruals. This method aims to take into consideration how
nondiscretionary accruals are affected by shifting economic conditions. Dechow et al. (1995) compared
various accrual-based models to examine EM behavior. They concluded that more research on the topic
was necessary to develop better models that provide more effective tests to identify earning manage-
ment that are more precisely defined. Then, Dechow et al. (1995) modified the Jones Model (1991) to
eliminate the conjectured tendency of the Jones Model to overestimate discretionary accruals when dis-
cretion is used to determine revenues. In addition, managers can alter real activities to accrual processes
to control earnings. Real activity manipulation, as Roychowdhury (2006) describes it, is when managers
deviate from standard operating procedures in an effort to deceive at least a few stakeholders into
thinking that specific financial reporting objectives have been achieved naturally. Graham et al. (2005)
showed that real activity manipulation lowers business value since actions done now to boost profitabil-
ity may hurt cash flows in the future.

Financial executives are more likely to influence earnings through real actions rather than accruals
(Bruns & Merchant, 1990; Graham et al., 2005). There are at minimum two reasons why this can be the
case. Firstly, accounting fraud is more likely to be investigated by auditors or regulators than actual pric-
ing and production decisions. Secondly, there is a danger involved in only depending on accrual manip-
ulation. Although real EM may diminish a company’s future worth (Bhojraj et al., 2009; Cohen & Zarowin,
2010), neither regulators nor auditors have the authority to stop a company from using real EM. Since
real EM is subject to less scrutiny from regulators and auditors than accrual-based management, its costs
are lower (Francis, 2011). According to Enomoto et al. (2015), managers favor real EM over accrual-based
EM in nations with higher investor protection. However, accrual-based EM would become quite attractive
if the legal responsibilities of directors and officers were shifted (Chang & Chen, 2018). In addition,
whether real earnings management is efficient or opportunistic is a question of many controversies
(Gunny, 2010; Habib et al., 2022). Therefore, the choice of different means of EM should be further exam-
ined (Table 1).

Table 1. Basic differences between accruals-based earnings management and real earnings management.

Accruals-based earnings management Real earnings management
Implementation via Accounting principles Operational decisions
Exploitation Financial statements Operational decisions relating to operating,
investing, and financing activities
Direct/indirect impact on cash flow Indirect Direct

Source: Strakova (2020).
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Measurement of earnings management

The very first measure of accrual- based earnings management is proposed by Healy (1985). The model
was build on the assumption that nondiscretionary accruals are constant and discretionary one mean
value is zero across the estimation period. The model calculated total accruals, taking into account CEO
salaries and bonuses as factors influencing the earnings manipulation by the following equation:

ACC, =—DEP, — XI,D, + AAR. + AIVT, — AAP. —(ATP. +D,)D,

where

DEP, depreciation in year t; X/, extraordinary items in year t; AAR, change in accounts receivables in
year t; AIVT, change in inventory in year t; AAP, change in accounts payables in year t; D, dummy vari-
ables =1(0) if bonus plan defined after (before) extraordinary items; D, dummy variables =1(0) if bonus
plan defined after (before) income taxes.

Following, Jones (1991) employed lagged value to estimate the discretionary accruals. Then, the resid-
uals of the model were determined by taking the actual minus the estimated values.

ACC, 1 ASales, PPE,
=0 +ao, - +a

it=1

where:
ACC, Total accruals equal change in current assets minus change in current liabilities minus depreci-
ation of firm i in year t; TA, , Total assets of firm i in year t — 1; ASales, Change in sales of firm i in year
t; PPE, Property, plant, and equipment of firm i in year t

Jones (1991) proposed the most influential measure of accrual- based earnings management. After
that, many scholars such as Dechow et al. (1995) modified the Jones model to estimate discretionary and
nondiscretionary accruals. Rather than exploiting accruals, real earnings management aims to beautiful
firm performance by structuring real activities. Roychowdhury (2006) was received much attention as he
defined REM based on three equations, including the abnormal discretionary expenses, the abnormal
production costs, and the abnormal cash flows from operations, are adopted to examine the level of real
earnings management.

Equation (1) derives the abnormal discretionary expenses (REM_DISEXP) from the following formula:

DISEXP, 1 SALES, ,
— =g, —ta,— =+
A A A

it—1

&, (M
it—1

Where:

DISEXPit: The sum of research and development expense, selling expense, general and administration
expense of firm | in year t; research and development expense equals zero if not found; Ait-1: Total
assets of firm i in year t-1; Salesit-1: Sales of firm i in year t-1; €it: disturbance term; a1, a2 are regression
parameters.

Equation (2) estimates the abnormal production costs (REM_PROD) according to the formula below:

PROD, 1 SALES,  ASALES,
=a,—+a, +a, +a
A A A

it=1 it=1

ASALES, ,

A Eie )

it=1 it=1 it=1

Where:

PRODit: The sum of the cost of goods sold and change in inventory of firm i in year t; Ait-1: Total
assets of firm i in year t-1; Salesit: Sales of firm i in year t; ASalesit: Sales of firm i in year t less sales of
firm i in year t-1; ASalesit-1: Sales of firm i in year t-1 less sales of firm i in year t-2; €it: disturbance term;
al, a2, a3, a4 are regression parameters.

Equation (3) calculates the abnormal cash flows from operations (REM_CFO) as follows:

CFO

X 1 SALES,
A

—+ta
1A. 2 A

it—1 it—1

ASALES,
3 + git
A

it=1

it—1



COGENT BUSINESS & MANAGEMENT . 5

Where:

CFOit: Cash flows from operations of firm i in period t; Ait-1: Total assets of firm i in year t-1; Salesit:
Sales of firm i in year t; ASalesit: Sales of firm i in year t less sales of firm i in year t-1; €it: disturbance
term; al, a2, a3 are regression parameters.

Finally, the two proxies are employed to quantify the level of real earnings management as follows:

REMN, =—REM_DISEXP, + REM _PROD,

REM2,, = —REM_DISEXP, —REM _CFO,

Fundamental theories relating to earnings management

Positive accounting theory

This theory delves into how organizational management selects accounting policies from various alternatives
to comply with standards. The positive approach, pioneered by Watts and Zimmerman (1986), focuses on
explaining accounting practices undertaken by management and accountants without prescribing a specific
subsequent practice for the company. The Positive theory provide three assumptions to clarify earnings man-
agement: (i) Compensation plans drive opportunistic behavior by using accounting methods to boost earn-
ings and manager rewards; (i) Debt contracts encourage managers to adopt policies enhancing income,
facilitating favorable financing terms; (i) The political process: This assumption anticipates that companies are
more inclined to employ accounting options that decrease reported earnings, particularly larger companies.

Agency theory

Agency theory insists that the inclination to distort firm performance through accruals-based earnings
management arises from opportunistic behavior among insiders (Haw et al., 2004; Shleifer & Vishny,
1997). In pursuit of self-interest, agents may employ tactics like inflating earnings to hide true corporate
performance from principles (Leuz et al.,, 2003). Notably, Kim et al. (2016) suggest that managers are less
likely to conceal unfavorable news when financial statements exhibit higher comparability, limiting their
room for earnings management. Enhanced comparability enables stakeholders to assess a firm's true
performance more accurately, diminishing the appeal of earnings manipulation, as transparent and com-
parable information increase the likelihood of detection (Gong et al,, 2013; Engelberg et al., 2018).

Signaling theory

This theory argues that the presence of information asymmetry could also be why ethical corporations
use financial information to send market signals (Ross, 1977). Information disclosed to the market by
regulators serves as a positive signal by reducing information asymmetry. Despite market efficiency
assumptions, the information gap between owners and management prompts managers to strategically
choose accounting methods, potentially obscuring the true company value. According to Chevis et al.
(2007), managers might manipulate earnings to convey favorable or unfavorable information about the
company’s future prospects to capital markets. In more details, manipulating earnings can act as a signal
to investors, suggesting the likelihood of improved future earnings and cash flows. In the context of
market information asymmetry, companies use their financial reporting to communicate favorable infor-
mation to investors. Managers, driven by incentives to attract both existing and potential investors and
enhance the overall positive perception of the corporation, may choose to voluntarily disclose extra
accounting information, especially when involved in earnings management (Sun et al., 2010).

Previous bibliometric research on earnings management

There has been a limited review paper that used bibliometric methods to discuss EM. Vagner et al. (2021)
reviewed of 1547 publications on EM collected through the Web of Science (WoS) database. The paper
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showed the dramatic development and changes in EM research in different sub-periods: 1988-1997,
1998-2007, 2008-2017, and 2018 to the present. Their results also revealed the global financial crisis as
an interesting factor influencing the rapid increase in EM research. Then, further studies should focus on
the changes of EM behavior in the context of the deep recession caused by the COVID-19 pandemic. In
addition, Teixeira and Rodrigues (2022) also employed 4343 journals available in the WoS database
between 1900 and 2020 to understand the emerging trends, the most influential authors, the most pro-
ductive countries and journals in this area. The results of their bibliometric study highlighted the strong
relationship between EM and corporate governance and information quality. Furthermore, this study pro-
posed future research focusing on EM, measured by real activities.

So far, the bibliometric method has been utilized in some publications with a specific focus on
Kumar et al. (2023) and Sofian et al. (2022) analyzed trends and outcomes of EM and corporate social
responsibility (CSR) disclosure research. The study of Kumar et al. (2023) emphasized the relationship
between EM and CSR in three major aspects: reducing information asymmetry, meeting stakeholders’
expectations, and the role of corporate governance and other institutional factors. Sofian et al. (2022)
visualized the past, present, and future research for EM and CSR reporting based on the Scopus
database. They shed light on future research directions on different EM and CSR approaches. In addi-
tion, Potharla and Dissanayake (2022) conducted a bibliometric review of corporate governance,
institutional ownership and EM. The study used keyword analysis to highlight the topical trends in
this area.

Apart from prior bibliometric studies, my paper uses the Scopus database and a unique time frame
(1993-2021). Then, | provide a systematic review of the literature on EM, offering clearer insights into
different schools of thought and highlighting research gaps that indicate directions for future studies.

Research methodology
Data selection

The Scopus database was chosen in this research for several reasons. First, it provides wide coverage of
high-quality journals and publications (Sofian et al, 2022; Zakaria et al., 2021). Second, it has more
advanced capabilities to export data which is helpful for bibliometric analysis (Hallinger & Nguyen, 2020).
Last, Norris and Oppenheim (2007) stated that the Scopus database is one of the most expansive and
diverse academic journal databases available.

Based on the Scopus database, a systematic search with the keywords ‘earnings management’ was
identified with the title, abstract and keywords of publications. My query string is presented as follows:
TITLE (EARNINGS MANAGEMENT) AND (LIMIT-TO (DOCTYPE, ‘ar’)) OR LIMIT-TO
(DOCTYPE, cp’) OR LIMIT-TO (DOCTYPE, ‘ch’) OR LIMIT-TO (DOCTYPE, bk’) AND
(LIMIT-TO (SUBJAREA, ‘SOCT’)) AND (LIMIT-TO (LANGUAGE, ‘English’))

PRISMA screening

Based on the Preferred Reporting Items for Systematic Reviews and Meta- Analyses (PRISMA) guidelines
(Liberati et al.,, 2009), the author implemented the search and screening process as shown in Figure 1.
Initially, a Scopus search produced 3995 documents. Among these, 1692 documents were excluded after
the screening process because they did not meet the search criteria. In the next step, | reviewed the
titles and abstracts to assess the topical relevance of each document. An additional 322 documents were
removed from the Scopus list. As a result, 1981 Scopus-indexed publications of mixed types including
articles, conference papers, books and book chapters were filtered and analyzed.

Bibliometric method and data analysis

The bibliometric method was defined by Pritchard (1969, p. 349) as ‘the use of mathematical and statis-
tical tools to articles and other forms of communication’ | utilize bibliometric analysis to capture the
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Figure 1. Processing of document eligibility based on the PRISMA guideline. Source: Created by the author from https://
doi.org/10.7910/DVN/IAILP1.

literature on EM. This method is very popular for scholars to discover the status and growth of scientific
publications in the review areas (De Bakker et al., 2005; Lee & Hew, 2017; Kumar et al.,, 2020). In addition,
it is widely used as a quantitative tool to provide descriptive results and a global picture of a specific
topic in recent years (Merigo et al., 2015; Zarczyriska, 2012; Bui et al., 2023).

With the advent of VOSViewer developed by Van Eck and Waltman (2010), | examine the similari-
ties between different topics such as authors, countries, institutions, keywords and other bibliometric
information. Van Eck and Waltman (2014) confirmed ‘The number of co-occurrences of two keywords
is the number of publications in which both keywords occur together in the title, abstract, or key-
word list! Then, | expect to visualize the map and explain the EM topic more clearly.

Descriptive analysis and citation analysis are used in this review paper to provide the following bib-
liometric information: (1) The growth trajectory of publications; (2) Key authors; (3) Most cited papers,
Leading countries and institutions; (4) Keywords co-occurrence network analysis. In addition, this research
focuses on the fractional counting methodology instead of the ordinary full counting methodology as it
is recommended by Van Eck and Waltman (2014). In the case of the fractional counting methodology,
highly cited publications play a less important role in constructing a bibliographic coupling network. In
the same way, publications with a long reference list (e.g. review articles) play a less important role in
the construction of a co-citation network.
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Research results and discussions
RQ1. The total volume and growth trajectory of research on earnings management

The 1981 Scopus-indexed publications spanning the past 28years (1993-2021) show increasing knowl-
edge of EM, particularly from 2017 to 2021. During 1993-2006, the EM study trend was relatively new,
with a stagnant record of documents over the years, varying from 3 to 32 per year. Starting from 2006,
the number of publications on EM grew quickly, with 45 documents in 2007, then the pace rose steadily,
reaching 155 articles in 2016. Except for 2017, when there was a drop of published documents to 116
(compared to 155 in 2016), interest in the study of EM remained essentially steady from 2007 to 2021
(14years, a total of 1083), averaging 120 documents each year. Between 1993 and 2006, there were 149
papers published. From 2007 to 2016, there were 327 articles published, while from 2016 to 2021, the
number grew to 1,083. This rapidly developing period is evidenced by the fact that 54% of the literature
in 28years was produced in the 5 most recent years alone, between 2016 and 2021 (see Figure 2).

RQ2. The key authors in the earnings management literature

The list of most eminent authors is shown in Table 2 after the threshold was set with the minimum
number of documents of an author at 5 and the minimum number of citations of an author at 2. Based
on the document number, the authors with the most articles are Kim Y. (10 documents, 365 citations),
Alahadad M. (10, 180), Zhang H. (9, 529), Li L. (9, 166), Jarboui A. (9, 92). In terms of citations, the most

Figure 2. Number of publications related to earnings management during 1993-2021. Source: Created by the author.

Table 2. Key authors by citations and numbers of publications.

Authors No. of Documents No. of Citations Avg. Citations
Kim J.-B 8 1056 132.0
Cheng Q. 5 874 174.8
Lobo G. J. 5 554 110.8
Zhang H. 9 529 58.8
Wang Y. 8 412 51.5
Prencipe A. 6 410 68.3
Liu Q. 5 383 76.6
Leung S. 5 370 74.0
Kim Y. 10 365 36.5
Jiraporn P. 8 316 395

Source: Extracted from VOSViewer.
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cited author Kim J.-B. (1056) has published 8 documents. Meanwhile, Wang Y. and lJiraporn P, with the
same number of documents published — have 412 and 316 citations each. Despite having the most
documents (10 each) — Kim Y. and Alahadad M. only received 365 and 180 citations, respectively. Notably,
for the same number of 5 publications, Cheng Q. and Lobo G.J. each received 874 and 554 citations,
respectively.

RQ3. Most influential papers, leading countries and institutions

Based on the top citations number, ‘Earnings management and investor protection: An international
comparison’ (Leuz et al., 2003), ‘Audit committee, board of director characteristics, and earnings manage-
ment’ (Klein, 2002) and ‘Earnings management through real activities manipulation’ (Roychowdhury, 2006)
are the most influential papers in EM research. Leuz et al. (2003) investigated systematic variations in
earnings management among 31 nations, with conclusions confirming the relationship between corpo-
rate governance and reported earnings quality. Meanwhile, the second most influential paper of Klein
(2002) looked at the features of the audit committee and board about how the company manages its
earnings. The study found negative relationships between abnormal accruals and the independence of
the audit committee, and between abnormal accruals and board independence. The third most cited
paper by Roychowdhury (2006) proved that managers manipulate real activity to omit annual losses in
financial reports. The author also found proof that real operations have been manipulated to fit yearly
analyst projections. This is an important paper providing the measuring model for real EM that has been
used in 1813 articles (Table 3).

The United States (582 publications), China (180), the United Kingdom (124), Australia (123), Taiwan
(115), Malaysia (114), Indonesia (111), South Korea (104), Canada (88) and Spain (67) are among the top
10 leading nations as shown in Table 4. In terms of both documents and citations, papers from the
United States have the leading number of citations at 41,123 articles with 582 publications. According
to the number of publications, the other most significant writers are connected to China, the United
Kingdom, Australia, Taiwan, Malaysia, Indonesia, South Korea, Canada, Spain, India, Hong Kong, Tunisia
and Jordan, with at least 50 publications and 351 citations. Despite having the top number of publica-
tions, papers from Indonesia and India received a relatively small number of citations at 720 and 351,

Table 3. Most influential papers by citations.

Authors Title Year Source Title Cited by
Leuz C,, Nanda D., Wysocki PD. Earnings management and investor 2003 Journal of Financial 2462
protection: An international Economics
comparison
Klein A. Audit committee, board of director 2002 Journal of Accounting and 2130
characteristics, and earnings Economics
management
Roychowdhury S. Earnings management through real 2006 Journal of Accounting and 1813
activities manipulation Economics
Burgstahler D., Dichev I. Earnings management to avoid 1997 Journal of Accounting and 1680
earnings decreases and losses Economics
Becker C. L., Defond M. L., The effect of audit quality on 1998 Contemporary Accounting 1573
Jiambalvo J., Subramanyam earnings management Research
K.R.
Cohen D.A,, Dey A, Lys T.Z. Real and accrual-based earnings 2008 Accounting Review 1277

management in the pre- and
post-sarbanes-oxley periods

Xie B., Davidson Ill W.N., Dadalt Earnings management and 2003 Journal of Corporate Finance 1247
P.J. corporate governance: The role
of the board and the audit
committee
Degeorge F., Patel J., Earnings management to exceed 1999 Journal of Business 1156
Zeckhauser R. thresholds
Teoh S. H., Welch I, Wong T.J.  Earnings management and the 1998 Journal of Finance 1088

long-run market performance of
initial public offerings
Teoh S. H., Welch I, Wong T. J.  Earnings management and the 1998 Journal of Financial 977
underperformance of seasoned Economics
equity offerings
Source: Extracted from VOSViewer with data from https://doi.org/10.7910/DVN/IA9LP1.
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Table 4. Leading countries by documents and citations.

Country No. of Documents No. of Citations Avg. Citations
United States 582 41,123 70.7
China 180 3339 18.6
United Kingdom 124 2673 216
Australia 123 2945 239
Taiwan 115 2269 19.7
Malaysia 114 2018 17.7
Indonesia m 720 6.5
South Korea 104 1531 14.7
Canada 88 3630 413
Spain 67 2203 329
India 66 351 53
Hong Kong 65 7036 108.2
Tunisia 65 1456 224
Jordan 50 546 10.9
Iran 43 128 3.0
Italy 38 1624 42.7
Vietnam 38 190 5.0
France 37 1171 31.6
Brazil 33 373 1.3
Greece 32 969 30.3

Source: Extracted from VOSViewer.

Table 5. The top 10 contributing institutions by citations.

Organization No. of Documents No. of Citations Avg. Citations

Hong Kong University of Science and 4 1277 319.3
Technology, Hong Kong

University of Notre Dame, United 4 454 1135
States

University of Houston, United States 5 448 89.6

Stanford University, United States 3 423 141.0

Hong Kong Polytechnic University, 4 413 103.3
Hong Kong

University of California, Irvine, United 5 405 81.0
States

University of lowa, United States 5 382 76.4

The Hong Kong Polytechnic 4 343 85.8
University, Hong Kong

University of Hong Kong, Hong Kong 3 331 110.3

School of Accounting and Finance, 3 309 103.0

The Hong Kong Polytechnic
University, Hong Kong

Source: Extracted from VOSViewer.

respectively. Meanwhile, at the 12th ranking, Hong Kong — with only 65 publications - has the second
highest number of citations after the United States, at 7036.

Ranked by citation number, the top leading institutions publishing research on EM come from Hong
Kong (5 institutions) and the United States (5 institutions), as shown in Table 5. The number of docu-
ments for each organization ranges from 3 to 5. Regarding publication number, the University of Houston,
the University of California, Irvine, and the University of lowa (United States) have a leading record with
5 documents each. Most notably, the Hong Kong University of Science and Technology has a leading
number of citations at 1277 with 4 publications.

RQ4. Four approaches to earnings management

With a threshold of 50 minimum citations per document, the bibliographic coupling of documents
results presented 264 documents grouped into 8 Clusters: Cluster 1 (50 documents), Cluster 2 (48),
Cluster 3 (44), Cluster 4 (40), Cluster 5 (23), Cluster 6 (23), Cluster 7 (21), Cluster 8(15). Therefore, it can
be recognized that earnings management literature focuses on four main conceptual themes (Figure 3).

The first and largest cluster (red) showed the motives and characteristics of earnings management activ-
ities. Leading authors related to this school of thought include Roychowdhury (2006) - 1813 citations,
Burgstahler and Dichev (1997) — 1680 citations, Cohen et al. (2008) — 1277 citations, Degeorge et al.
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Figure 3. Science mapping of documents related to earnings management based on bibliographic coupling analysis
between 1993 and 2021.Source: Extracted from VOSViewer with data from https://doi.org/10.7910/DVN/IASLP1.

(1999) — 1156 citations and Bergstresser and Philippon (2006) — 976 citations. These scholars found evi-
dence that managers use various earnings management tools: price discounts to boost sales in the cur-
rent period, overproducing to decrease the cost of goods sold expense (Roychowdhury, 2006; Gunny,
2010), reducing research and development, selling, general, and administrative expenses to increase
income (Gunny, 2010), bank loan loss provisions (Beatty et al., 2002; Kanagaretnam et al., 2010) or using
derivatives and discretionary (or abnormal) accruals (Barton, 2001; Bergstresser & Philippon, 2006).

Numerous studies, including those by Schipper (1989), Nia et al. (2015) shed light on the two driving
forces behind earnings management. The first stemmed from management’s opportunistic incentive to
pursue a personal interest, while the second involved an efficiency incentive to enhance the company’s
image and attract external stakeholders. These motivations could be explained by positive accounting
theory and agency theory. Nevertheless, Healy and Wahlen (1999) further classified managers’ motiva-
tions for engaging in earnings management into three distinct categories: Capital market motivation,
Contracting motivations and Regulatory Motivations. Since then, Degeorge et al. (1999), Das and Zhang
(2003) reported that firms manipulate earnings to meet analysts’ forecasts, disclose positive profits and
maintain recent performance. Other authors focused on different issues and perspectives of EM. For
example, the issuance of new regulations had a critical influence on firms' level of earning management.
Cohen et al. (2008) documented that firms switched from an accrual-based approach to real earnings
management methods after the passage of the Sarbanes-Oxley Act (SOX) in 2002. Using a sample of 91
EU-listed commercial banks over 10years, Leventis et al. (2011) also concluded that earnings manage-
ment decreased after applying IFRS. In addition, EM is usually pronounced at firms where the CEO’s
compensation is paid based on the market value of the shares and option holdings (Bergstresser &
Philippon, 2006; Cornett et al., 2009).

The second largest (green) cluster focuses on real and accrual-based earnings management. Cohen
and Zarowin (2010) - 915 citations, the most frequently cited article, show firms’ choices of real versus
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accrual-based EM activities. They indicated that real EM is more difficult to detect than accrual EM. The
next article, Zang (2012) - 871 citations, found that trade-off EM methods based on their relative cost
and the degree of accruals-based EM are driven by the actual level of real activities manipulation real-
ized. Enomoto et al. (2015) examined the two methods from the investor protection perspective. They
revealed that managers tend to engage in real EM instead of accrual-based EM in countries with stron-
ger investor protection. Other articles investigated the trade-off between real and accrual-based EM in
different contexts, such as political connections (Braam et al., 2015), split share structure reform (Kuo
et al., 2014), or firms with high audit quality (Burnett et al., 2012). However, many scholars used both
measurements to detect earnings management (Veganzones et al.,, 2023). Nevertheless, the ongoing
debate surrounding whether real earnings management is driven by efficiency or opportunism persists
(Gunny, 2010; Habib et al., 2022). Hence, a more thorough exploration is needed to scrutinize the selec-
tion of alternative earnings management approaches.

The third largest (blue) cluster represents the relationship between corporate governance and earnings
management. The most highly cited article is by Klein (2002) - 2130 citations, who concluded that board
or audit committee independence related negatively to abnormal accruals. Other scholars revealed that
the role of backgrounds of board and audit committee members (Xie et al., 2003), the financial and
governance expertise of audit committee members (Bédard et al.,, 2004), the size of the board of direc-
tors (Rahman & Mohamed Ali, 2006) affected the level of earnings management. In addition, ownership
structure, especially institutional ownership significantly impacted on firms’ earnings manipulations
(Chung et al,, 2002; Koh, 2003; Cornett et al., 2008). Corporate governance is critical in addressing the
agency problem and minimizing agency costs to enhance business performance and maximize share-
holder wealth (Shleifer & Vishny, 1997; Duchin et al., 2010). Specially, Badolato et al. (2014) and Nguyen
et al. (2024) proposed the advantages arising from better internal governance mechanism in lowering
earnings management. Agency theory is useful to explain the association between corporate governance
and earnings management.

The fourth cluster (yellow) focuses on earnings management and market performance. Teoh et al.
(1998a) - 1088 citations, the most highly cited article in this cluster, found that initial public offerings
(IPOs) issuers with higher discretionary accruals had poorer stock return performance in the three years
after that. Other highly cited articles are Teoh et al. (1998b) - 977 citations, and Rangan (1998) - 492
citations, which revealed this relationship before and after seasoned equity offerings (SEOs). In addition
to analyzing the time of stock offers, scholars also demonstrate the impact of earnings management on
stock prices in specific contexts such as financial distress (Beneish, 1997; Jaggi & Lee, 2002), stock swap
announcements (Louis, 2004) and market repurchases (Gong et al., 2008). Managers engaging in earnings
management to present better-than-expected financial results may use earnings manipulation as a signal
to investors. This can create a positive perception in the short term, leading to an increase in stock prices
as investors react favorably to apparent strong performance. On the other hand, consistent or severe
earnings management may be interpreted as a negative signal. Investors may question the authenticity
of reported financials, leading to a long-term erosion of trust. In this situation, stock prices may be
adversely affected over time as investors become skeptical about the company’s financial health.

RQ5. Topical trends in earnings management literature

Figure 4 illustrates the network visualization map of the co-occurrence of keywords. The most recurring
keywords are ‘earnings management’ (1270 occurrences), and ‘corporate governance’ (269 occurrences).
These two ‘hot topics’ (big nodes) were mainly published from 2012 to 2016 and coincided with the first
and third themes mentioned above. The lighter-shaded nodes present the latest topic trend and also
address the research gaps by highlighting the frequency of occurrence of ‘real earnings management,
‘gender diversity; ‘family firms, ‘leverage; Jordan; ‘India; ‘Indonesia’ and ‘Vietnam!’

Based on the co-occurrence network of keywords, this paper has successfully identified several gaps
within the existing literature on earnings management. Firstly, the most frequent occurrence of the key-
word ‘real earnings management’ reveals that we should consider different measurements of EM to mit-
igate earnings manipulation. The relationship between real and accrual-based EM is still a topic that
draws much attention from scholars. While many studies such as Chang and Chen (2018) documented a
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Figure 4. Keyword co-occurrence network map of various keywords. Source: Extracted from VOSViewer.

trade-off relationship, Li (2019) indicated that firms may employ both EM strategies concurrently.
Therefore, developing new models to detect EM techniques, for example, real EM to protect investors
from financial risks due to distorted information is crucial. Secondly, due to the risk-averse nature of
women, female managers are more cautious; therefore, gender diversity in supervisory boards and exec-
utives tends to curb real EM and improve earnings quality (Gull et al., 2018; Ghaleb et al., 2021; Li et al,,
2021; Orazalin, 2020). However, further comprehensive research should be conducted on the impact of
women’s involvement in management boards on real EM within various contexts, as these current stud-
ies have not yielded conclusive results (Li et al., 2021). Thirdly, family firms are playing an increasingly
crucial role in the current global economy, and whether family firms are more or less likely to use real
EM remains controversial. Eng et al. (2019) highlighted that the levels of real EM differ between family
and non-family firms, between the countries, and between crisis and non-crisis periods. While investiga-
tions into family firms have gained popularity in recent years, the role of EM, particularly real EM remains
a mystery within the context of family firms (Al-Duais et al., 2019; Alhebri et al., 2021). Fourthly, although
some studies have discussed the potential effects of EM on the leverage of the firms, there remains
limited empirical evidence on this issue. Ajay and Madhumathi (2015), An et al. (2016), Dang et al. (2021)
observed a correlation between increased EM activities and higher firm leverage ratios. In addition,
Anagnostopoulou and Tsekrekos (2017) contributed to the literature by providing evidence that leverage
and changes in leverage have a significantly positive impact on upward real EM as opposed to
accrual-based EM. Nevertheless, Khalil and Ozkan (2016) opposed that highly leveraged firms are unlikely
to manipulate earnings to avoid high default risks. Consequently, the limited number of studies investi-
gating this matter offer further research about EM and corporate debt levels. Last but not least, previous
EM research has largely been focused on developed countries; however, recent studies have investigated
more in ‘emerging markets; such as Jordan, Vietnam, India, and Indonesia. It may improve understanding
and guide most of the world deemed ‘developing: Kliestik et al. (2021) stated that each country’s cultural,
social, and legal circumstances significantly impact the perception of EM. Furthermore, research on



14 (&) BT.HIEN

emerging markets has gained significant importance over the last two decades (Kumar et al., 2020),
therefore, EM should be investigated and compared in emerging countries to help understand the dif-
ferent dimensions.

Conclusions and limitations
Concluding remarks

This research presents a structured review of the existing literature investigating the past, present
and future of earnings management research. However, what set my paper apart from previous bib-
liometric research such as Vagner et al. (2021), Teixeira and Rodrigues (2022) is the 1981 Scopus-
indexed publications and a unique time frame from 1993 to 2021. My database reveals quick growth
in earning management research, indicating that 54% of the publications emerged during the last
five years from 2016 to 2021, with a peak of 226 papers in 2021. Kim and Alahada were the two
prominent contributors to EM research with 10 publications. The highest cited authors were Kim with
1056 times and 8 documents. Researchers from The United States, China, the United Kingdom and
Australia frequently contribute to the journals. The most influential institution was Hong Kong
University of Science and Technology measured by a leading number of citations at 1277 with 4
publications.

With a broader database from Scopus (1993-2021), my paper explores the four distinct themes of
earnings management, each shedding light on more different facets of this complex phenomenon than
the previous studies such as Vagner et al. (2021), Teixeira and Rodrigues (2022), Kumar et al. (2023) and
Sofian et al. (2022). The largest cluster (red) focuses on the motives and characteristics of earnings man-
agement activities. Many scholars, including Burgstahler and Dichev (1997), Degeorge et al. (1999), Cohen
et al. (2008), Roychowdhury (2006), and Bergstresser and Philippon (2006), have contributed significantly
to this school of thought. Their research highlights evidence of managers utilizing various earnings man-
agement tools, such as price discounts, overproduction, and expense adjustments, to manipulate reported
financial results. The second cluster (green) delves into real and accrual-based earnings management,
with Cohen and Zarowin (2010) being the most cited. This cluster explores the challenges of detecting
real earnings management compared to accrual-based methods and investigates the trade-offs between
the two. The third cluster (blue) examines the relationship between corporate governance and earnings
management, emphasizing the critical role governance plays in mitigating agency problems. Klein (2002)
leads this cluster, indicating a negative association between board or audit committee independence
and abnormal accruals. The fourth cluster (yellow) centers on earnings management and market perfor-
mance, revealing how discretionary accruals impact stock return performance, especially in IPOs and
seasoned equity offerings. Understanding these clusters contributes to comprehending the multifaceted
dynamics of earnings management. In addition, these findings could provide insights for regulators, pol-
icymakers, investors, and practitioners in their decisions. Regulators and policymakers may continue to
contemplate, govern and legalize suitable guidelines to assist companies in providing high-quality finan-
cial reporting.

My findings contribute to a state-of-the-art overview of EM and address the research gaps for the
coming years. The topics of ‘real earnings management, ‘gender diversity, ‘family firms, ‘leverage’ and
different dimensions of EM in emerging markets could offer new insights. Firstly, the widespread use of
‘real earnings management’ emphasizes the need for different ways to measure EM and prevent manip-
ulation. The complex relationship between real and accrual-based EM is a central theme, with some
studies suggesting a trade-off and others indicating simultaneous use. Developing models to identify EM
techniques, especially real EM, is crucial to protect investors from misleading information. Secondly, hav-
ing more women in leadership roles seems to reduce real EM due to their cautious approach. However,
we still need more conclusive research on the specific impact of women in curbing real EM. Thirdly, the
role of family-owned businesses in EM, especially real EM, remains unclear. Further exploration of how
EM affects a company’s borrowing levels, particularly in emerging markets, is needed for a comprehen-
sive understanding. Therefore, this study might be useful for researchers to fill the existing knowledge
gaps, and increase the quality of EM research shortly.
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Limitations of the research

While this review provides valuable insights, it's important to acknowledge its limitations. Firstly, the
reliance on the Scopus database may mean that some relevant studies outside of this database were
missed. The choice of using ‘earnings management’ as the sole keyword might overlook specific aspects
covered by other keywords. Another limitation is the focus solely on ‘articles, potentially excluding
insights from different types of publications. Lastly, bibliometric studies, like this one, may not capture
the full qualitative context of the research. Researchers are encouraged to complement these findings
with other research methods, like qualitative studies or meta-analyses, for a more thorough understand-
ing of this interesting topic. Awareness of and addressing these limitations will contribute to a more
comprehensive exploration of earnings management in the broader academic context.
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