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Abstract
We investigate whether variations in earnings management in the Asia-Pacific 
region countries can be explained by the extent of IFRS adoption having regard to 
the diversity of cultures across countries in the region and the degree of accounting 
standards enforcement. Across 17 key countries in the region, we find that IFRS 
convergence is associated with reduced levels of earnings management, particularly 
in recent years when IFRS has been increasingly adopted by publicly listed firms in 
the region. Nevertheless, the influence of cultural values and the degree of account-
ing standards enforcement remain significant and persistent institutional factors 
explaining international differences in earnings management.

Keywords  IFRS · Cultural values · Asia-Pacific · Earnings management · 
Institutional factors · Accounting standards enforcement

1  Introduction

We examine the significance of institutional factors influencing earnings manage-
ment behaviour in the Asia-Pacific region, with specific reference to 17 key coun-
tries/jurisdictions, that is, Australia, Chile, China, Hong Kong (China), Indonesia, 
India, Japan, Korea Republic, Malaysia, New Zealand, Pakistan, Peru, Philippines, 
Russia, Singapore, Thailand, and Chinese Taipei. While International Financial 
Reporting Standards (IFRS) have been widely implemented in Europe, there has 
been a much slower and less widespread process of adoption in the Asia-Pacific. 
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Hence, our interest is in explaining the effects of IFRS adoption and the key influ-
ential factors operating in the region over time. Our research is conducted in the 
context of the ongoing convergence of national accounting standards (NAS) towards 
IFRS. IFRS are claimed to be high quality accounting standards (IFRS-Foundation 
2018). Under IFRS principles-based accounting standards, many allowable account-
ing alternatives have been removed and accounting measurements that better reflect 
a firm’s economic position and performance are now required (Barth et al. 2008). 
Accordingly, their use is expected to restrict earnings management behaviour and 
promote high-quality financial reporting. The purpose of our paper is to assess the 
extent to which IFRS adoption has made a difference in this respect and to examine 
whether cultural values and the degree of accounting standards enforcement remain 
significant and persistent institutional factors explaining international differences in 
earnings management behaviour.

Earnings management is likely to vary across major countries in the Asia-Pacific 
for a number of reasons. First, countries in the Asia-Pacific exhibit a wide diver-
sity of institutional settings (Guan et al. 2005) and quality of corporate governance 
(ACGA 2018). This diversity is likely to influence earnings management practice 
(e.g., García-Meca and Sánchez-Ballesta 2009; Leuz et  al. 2003) and, therefore, 
the convergence of accounting standards and the quality of financial reporting 
accordingly.

Second, the extent of IFRS adoption differs widely among countries in the Asia-
Pacific and thus likely affects earnings management differently. For example, the 
use of IFRS as issued by the IASB is still not permitted in some countries, such as 
Indonesia, India, and Thailand (Deloitte 2018; IFRS 2018), despite many countries’ 
leaders having emphasised the implementation of IFRS as a desirable set of global 
accounting standards. Given that a number of studies have documented that finan-
cial information under IFRS is of better quality than under NAS (Barth et al. 2008; 
Byard et al. 2011; Landsman et al. 2012), we expect the earnings management of 
firms in the Asia-Pacific to vary across countries according to the status of IFRS 
adoption over time. Firms in countries that mandatorily require IFRS, or are more 
highly converged with IFRS, are thus expected to have a lower degree of earnings 
management relative to those that do not permit the use of IFRS or have a lower 
degree of convergence with IFRS.

Our research also examines whether national culture explains variations in earn-
ings management in the Asia-Pacific region. To date, the studies of earnings man-
agement under IFRS have focused largely on accounting standards and other formal 
institutional factors that likely affect the quality of financial information (e.g., Ball 
et al. 2000, 2003; Byard et al. 2011; Houqe et al. 2012, 2014; Landsman et al. 2012; 
Sun et  al. 2011) or on regions other than the Asia-Pacific (e.g., Gray et  al. 2015; 
Houqe et  al. 2016). Extending these prior studies, our research examines whether 
informal institutional factors, such as culturally derived accounting values, signifi-
cantly affect the earnings management behaviour of listed firms in the Asia-Pacific 
region. Given that prior studies have documented the relationship between cultural 
values and earnings management (e.g., Braun and Rodriguez 2008; Desender et al. 
2011; Guan et al. 2005; Han et al. 2010), we expect that the variation in earnings 
management behaviour across the Asia-Pacific can be explained to some extent by 
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cultural values. In addition, the Asia-Pacific countries appear to have a high varia-
tion in their degrees of accounting standards enforcement (Brown et al. 2014) and a 
much slower and less widespread process of IFRS adoption. Accordingly, we expect 
that the variability of earnings management in the Asia-Pacific countries can also be 
explained to some extent by the degree of accounting standards enforcement.

To investigate whether earnings management varies with the extent of IFRS 
adoption, we calculate firms’ accrual earnings management behaviour and collect 
firm level data about IFRS adoption during the period 2001–2016 for 17 major 
countries/jurisdictions across the Asia-Pacific. The year 2001 represents the base 
level of accounting standards convergence. The year 2016 represents a more cur-
rent level of achievement toward the convergence of accounting standards after more 
than a decade of activity. Multivariate analyses are employed to investigate whether 
IFRS adoption, cultural values, and the degree of accounting standards enforcement 
explain variations in the earnings management behaviour of firms across the Asia-
Pacific countries as would be expected.

The empirical results of our study make an important contribution to the ques-
tion as to whether IFRS convergence and adoption is making an impact relative to 
ongoing cultural influences and the degree of accounting standards enforcement in 
the Asia-Pacific countries. After more than a decade of the global convergence pro-
cess taking place, the impact of IFRS adoption is to restrict earnings management 
behavior. This is consistent with our expectations. Further, the empirical results 
demonstrate the influence of cultural values and the degree of accounting standards 
enforcement on international differences in earnings management.

Our study contributes to the policy debate among standard setters concerning 
the effectiveness of the convergence process towards IFRS. Convergence is a very 
important issue for Asia-Pacific countries as they must trade-off the potential of an 
economic integrated market against national autonomy (Apergis and Cooray 2014). 
Literature that has investigated the impact of IFRS and institutional factors on earn-
ings management in the context of the Asia-Pacific region is very limited. We con-
tribute to this literature by updating the measures used in the culturally derived 
accounting value of conservatism (Gray 1988). By including the more recent Hofst-
ede culture dimensions of long-term orientation and indulgence in our definition of 
conservatism, we introduce an updated measure that represents conservatism more 
effectively than those used in previous studies (e.g., Hope et al. 2008; Salter et al. 
2013). In particular, long-term orientation is incorporated because this dimension 
was set based on recognition of its relevance to Asia (Hofstede and Bond 1988). 
While the Hofstede dimensions have been criticised by some for their use in cultural 
studies (Baskerville 2003), they have been widely used and accepted, especially 
in respect of Asia, in the international business literature (Beugelsdijk et al. 2017; 
Ronen and Shenkar 2013).

The rest of our paper is organised as follows. In Sect. 2, we present the litera-
ture review and hypotheses development. Section 3 demonstrates how the data, sam-
ple, and research methodology will be used to investigate the hypotheses. Section 4 
presents the empirical results. In Sect.  5, we present a summary and conclusions, 
including limitations of the study and suggestions for future research.
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2 � Literature Review and Hypotheses Development

2.1 � Global Convergence of Accounting Standards in the Asia‑Pacific

The global convergence of accounting standards has reduced the multiplicity of 
national accounting standards. Prior studies have documented that IFRS restricts 
earnings management, improves accounting earnings quality, and is useful for 
investors in making their investment decisions (Barth et  al. 2008; Houqe et  al. 
2012; Landsman et  al. 2012). Financial information under IFRS is affected by 
institutional factors (e.g., Ball et al. 2000) and reporting incentives (e.g., Byard 
et al. 2011; Christensen et al. 2015). In addition, IFRS is claimed to offer a single 
set of high quality accounting standards (e.g., Gordon et  al. 2008; IFRS-Foun-
dation 2018; SEC 2007). Therefore, their use in the market is expected to not 
only facilitate comparability, but also provide high quality financial reporting to 
investors. Theoretically, the higher the quality of financial information the lower 
the information risk, and hence the lower the cost of equity capital (Easley and 
O’Hara 2004). Thus, high quality IFRS financial statements encourage capital 
flows across nations, increase capital market efficiency, and reduce the cost of 
capital (e.g., Daske et al. 2008; Hail and Leuz 2006).

Given that IFRS is claimed to be high quality, a number of studies have exam-
ined earnings management behaviour and the quality of financial reporting under 
IFRS (Barth 2008; Barth et  al. 2008; Houqe et  al. 2014; Soderstrom and Sun 
2007). The quality of financial reporting under IFRS appears to be higher than 
that under NAS (Barth et  al. 2008; Houqe et  al. 2012; Landsman et  al. 2012), 
as indicated by less earnings management, timelier loss recognition, and greater 
value relevance of earnings (Barth et al. 2008). The underlying argument is that 
high quality IFRS accounting standards are characterised by fewer alternative 
accounting choices and higher quality accounting measurements. Consequently, 
IFRS is expected to help managers to more effectively report earnings persis-
tence, to make fewer errors such as in bad debt provisions, and to make higher 
quality accrual estimations.

As part of ensuring a better quality of financial reporting, IFRS accounting 
standards have been required (e.g., Australia, South Korea, Hong Kong, New 
Zealand, and Philippines) or permitted (e.g., Japan) for the preparation of finan-
cial statements by some Asia-Pacific countries/jurisdictions, but have not been 
fully adopted and are not permitted for domestic firms by some other countries 
(e.g., Indonesia, India, and Thailand). Both Indonesia and India have not adopted 
IFRS Standards for reporting by domestic companies and have not yet formally 
committed to adopting IFRS Standards. In Thailand, accounting standards are 
substantially converged with IFRS Standards, but the financial instruments stand-
ards that are part of IFRS Standards have not yet been adopted. Thai Accounting 
Standards also include several national financial instruments standards that differ 
from IFRS Standards (Deloitte 2018; IFRS 2018). Although the major economies 
in the Asia-Pacific region have agreed to promote IFRS as a single set of global 
accounting standards, the level of adoption or the degree of convergence varies 
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across countries. Given that the variation in Asia-Pacific compliance with IFRS is 
high, the different levels of use of IFRS by Asia-Pacific firms is likely to lead to a 
higher variation in earnings management. Thus, we expect that the earnings man-
agement of these firms varies and will be associated negatively with the degree of 
convergence towards IFRS.

Hypothesis 1: Earnings management in the Asia-Pacific region is likely to be 
negatively associated with the degree of convergence with IFRS.

2.2 � Cultural Influences

Guan et  al. (2005) examine the impact of cross-country differences in culture on 
accrual accounting decisions in five Asia-Pacific countries: Australia, Japan, Hong 
Kong, Malaysia, and Singapore. They find that cultural variables, as defined by 
Gray (1988), notably ‘conservatism’ and ‘secrecy’ based on the cultural dimensions 
identified by Hofstede (1980), can explain accounting accruals choices in differ-
ent countries in their study’s sample. However, Guan et al. (2005) used samples in 
the period prior to the 2002 formal process of convergence of accounting standards 
toward IFRS. In more recent studies, focusing on European countries, Gray et  al. 
(2015) and Houqe et al. (2016) find that cultural factors remain influential post-IFRS 
in explaining differences in the magnitude of earnings management behaviour and 
earnings quality.

We expect that culture, as an important informal institutional factor (Gray et al. 
2015), will continue to influence earnings quality in the context of the current glo-
balisation of accounting standards environment in the Asia-Pacific region. The Asia-
Pacific countries have a high degree of cultural diversity relative to other regions 
such as Europe (e.g., Guan et  al. 2005), but at the same time many of them have 
committed to support IFRS as a single set of global accounting standards (Deloitte 
2018). We capture these tendencies in our measure of conservatism versus opti-
mism in a way that draws on a number of cultural dimensions and is thus multi-
dimensional. We thereby ensure that our measure is also sensitive to the priorities 
of firms (including those of ‘family’ firms) across countries in the region that may 
range from a more conservative focus on the safety of business assets to a more 
optimistic orientation associated with raising funds in equity capital markets. We 
do not assume, however, that firms in the Asia-Pacific region are necessarily more 
conservative. Calculations based on Hofstede (2015), show that countries such as 
Australia, New Zealand, Philippines, Malaysia, India, and Singapore are likely to be 
less conservative relative to European countries such as France, Germany, Portugal, 
and Spain. The Asia-Pacific region presents an interesting and important setting to 
examine the extent to which IFRS convergence can make a difference in a situation 
where culture has been shown to be an important influence.

A significant number of studies on the association between earnings management 
and culture has been documented (e.g., Callen et  al. 2011; Desender et  al. 2011; 
Geiger and Smith 2010; Gray et al. 2015; Guan et al. 2005; Han et al. 2010; Nabar 
and Boonlert-U-Thai 2007). The underlying argument for the link between cultural 
dimensions and earnings management from these prior studies can be summarised 
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as follows. A negative association between uncertainty avoidance and earnings man-
agement is expected because firms tend to manage their earnings by using aggres-
sive accounting techniques. Gray (1988) suggests that strong uncertainty avoidance 
leads to a preference for conservative measurement practices. Nonetheless, Nabar 
and Boonlert-U-Thai (2007) argue that strong uncertainty avoidance can give rise 
to earnings smoothing and earnings signalling when there are pressures for earn-
ings consistency. The association between individualism and earnings management 
is positive because high individualism societies tend to be self-orientated, autono-
mous, have low-context communication, and emphasise individual achievement 
(Hofstede 1983; Nabar and Boonlert-U-Thai 2007). The relationship between power 
distance and earnings management is positive because information sharing is low in 
high power distance societies (Gray 1988). In high power distance societies decision 
structures are centralised and authority held by the top managers (Hofstede 1983). 
The relationship between masculinity and earnings management is likely to be posi-
tive because such societies place a high emphasis on performance. Managers that 
have ambitious career aspirations and wish to earn high salaries will thus tend to 
engage in earnings management.

Gray and Vint (1995) present empirical results of the relationship between cul-
ture and accounting disclosures across 27 countries. Specifically, they find that this 
association is more significant for uncertainty avoidance and individualism than for 
power distance and masculinity. Similarly, based on data from 29 countries, Salter 
and Niswander (1995) finds that Gray’s (1988) model is statistically significant in 
explaining actual financial reporting practices but is relatively weak in explain-
ing extant professional and regulatory structures from a cultural base. Their study 
further finds that the development of financial markets enhances the explanations 
offered by Gray (1988).

Of course, earnings management has much in common with earnings quality and 
a number of studies agree that highly managed earnings imply low quality of earn-
ings (e.g., Dechow et al. 2010; DeFond et al. 2007; Kanagaretnam et al. 2011). We 
focus here on Gray’s accounting value of conservatism, which he defines as “a pref-
erence for a cautious approach to measurement so as to cope with the uncertainty of 
future events as opposed to a more optimistic, laissez-faire, risk-taking approach” 
(Gray 1988, p. 8). Accordingly, we hypothesise that earnings management is likely 
to be associated with the culturally derived accounting value of conservatism (opti-
mism). As the direction of the impact of conservatism in the context of overall earn-
ings management remains unclear, for the purposes of our hypothesis we leave the 
direction of the association unspecified.

Hypothesis 2: Earnings management in the Asia-Pacific region is likely to be 
associated with the accounting value of conservatism.

2.3 � Degree of Accounting Standards Enforcement

Differences in accounting standards among countries create differences in the finan-
cial information reported, thereby increasing barriers to capital investment. The need 
to protect shareholders by ensuring better financial reporting processes is driven 
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by the potential behaviour of insiders (managers and controlling shareholders) to 
use a firm’s profits to benefit themselves at the expense of the suppliers of capi-
tal (creditors, minority shareholders) (Fama 1980; Fama and Jensen 1983; Jensen 
and Meckling 1976). Regulations, including accounting standards and their enforce-
ment, ensure a more effective financial reporting process by limiting insiders’ ability 
to manipulate reported firm performance and reduces the information asymmetry 
between insiders and outsiders (Healy et al. 1999; Healy and Palepu 2001; La Porta 
et al. 2000).

Prior earnings literature that has examined international effects provides evidence 
that besides accounting standards, features of the financial reporting system, such as 
legal system, shareholder protection, regulatory enforcement, the legal environment, 
and managerial incentives, also explain the variation in earnings management across 
countries (e.g., Ball et  al. 2003; Barth 2008; Christensen et  al. 2016). Ball et  al. 
(2003) provide evidence that for the East Asian countries, which are considered to 
have high quality common law, accounting standards show lower quality of financial 
reporting compared to code law countries. The authors argue that institutional struc-
tures in those countries give preparers incentives to provide financial reports that 
are of low quality. Importantly, Leuz et al. (2003), Lang et al. (2006), DeFond et al. 
(2007), and Houqe et al. (2012) have documented that earnings management varies 
according to the level of investor protection.

Using anti-director rights and law enforcement measures as per La Porta et  al. 
(1998) to capture the variation in investor protection across countries, prior studies 
find that variations in the level of investor protection across countries are associated 
with earnings management (DeFond et al. 2007; Lang et al. 2006; Leuz et al. 2003). 
These studies provide consistent evidence that stronger investor protection countries 
have less earnings management and more informative earnings than weaker inves-
tor protection countries. The variation in institutional factors is also reflected in the 
degree of accounting standards enforcement in the Asia-Pacific countries (Brown 
et  al. 2014). For example, in the context of the Asia-Pacific countries, Australia, 
Hong Kong, Malaysia, Singapore, and New Zealand are likely to have greater inves-
tor protection relative to the rest of the Asia-Pacific countries such as Indonesia, 
Japan, Korea Republic, and Pakistan (Brown et al. 2014). Consistent with the prior 
literature, if earnings management across countries varies according to the level 
of institutional factors, then we expect that the earnings management in the Asia-
Pacific region will vary according to the degree of enforcement.

Hypothesis 3: Earnings management in the Asia-Pacific is likely to be nega-
tively associated with the degree of accounting standards enforcement.

3 � Methodology and Data

3.1 � Sample and Data

The period from 2001 to 2016 is considered appropriate for our study to examine 
the extent to which the convergence of accounting standards towards IFRS, in the 



314	 S. Wijayana, S. J. Gray 

1 3

context of culturally derived accounting values and varying degrees of enforcement, 
has contributed to the quality of financial information. We chose 2001 as it is one 
year before accounting standards began to converge in 2002, as formalised by the 
IASB and accepted by the European Union. The year 2016 represents recent data 
availability and current evidence of achievement towards the global convergence 
of accounting standards. We divide the sample into two periods (2001‒2008 and 
2009‒2016). By examining the effect of convergence of accounting standards and 
other factors on earnings management during these two periods, we can observe 
more clearly whether factors influencing earnings management have changed during 
more than a decade (2001‒2016) of the convergence process taking place.

The sample for our study consists of listed firms in Australia, Chile, China, Hong 
Kong (China), Indonesia, India, Japan, Korea Republic, Malaysia, New Zealand, 
Pakistan, Peru, Philippines, Russia, Singapore, Thailand, and Chinese Taipei. These 
17 countries/jurisdictions are economically significant in the Asia-Pacific region. 
They have been involved in the agreement on the globalisation of accounting stand-
ards as a response to the global economic crisis in 2008‒2009 and a commitment 
to promote global financial stability. Following the 2009 G20 countries’ agreement 
on the globalisation of accounting standards, the seven G20 countries in the Asia-
Pacific region (Australia, China, India, Indonesia, Japan, Russia, and South Korea) 
committed to eliminate material differences between their NAS and IFRS. The other 
countries/jurisdictions in the region (Hong Kong (China), Malaysia, New Zealand, 
Pakistan, Philippines, Singapore, South Korea, and Chinese Taipei) have required 
the use of IFRS either fully or partially for their publicly listed firms (Deloitte 
2018). Thus, they are expected to have made some progress in converging their NAS 
to IFRS in recent times.

The sample is selected based on the following criteria: (1) firms are publicly 
listed in the years 2001 and 2016; (2) data to determine country level variables, 
that is, culture and degree of accounting standards enforcement (auditors’ working 
environment and the degree of accounting enforcement activity) (Brown et al. 2014) 
must be available; (3) data to calculate earnings quality must be available; (4) data 
to calculate control variables must be available; (5) all variables (except for dummy 
and country level institutional variables) are winsorised at the first and 99th percen-
tiles to mitigate the effects of outliers. Table 1 presents the outcomes of applying the 
sample selection criteria, reported by country and firm year. Among 46 countries/
jurisdictions in the Asia-Pacific region (DKIAPCSS 2018), the Hofstede culture 
dimensions are available for 19 countries. Among these 19, the degree of accounting 
enforcement data are not available for two countries (i.e., Bangladesh and Vietnam). 
Thus, we use 17 countries, as presented in the first column of Table 1, for our analy-
ses. The bottom row indicates that the total number of publicly listed firms per year 
ranges from 7628 in 2001 to 15,464 in 2016. The total number of publicly listed 
firms per country, presented in the last column, ranges from 1473 for New Zealand 
to 42,090 for Japan. A large quantity of data is not available for calculating Chi-
nese Taipei’s earnings management in 2001 and 2002 and South Korea’s earnings 
management in 2011. From a total of 1044 Chinese Taipei firms in 2002, the data 
are reduced to 225 after five sample selection criteria are applied, much lower com-
pared to the following years. From a total of 1080 Korean firms in 2011, the data are 
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reduced to 577 after five sample selection criteria are applied, much lower compared 
to the following years. The total number of observations from these 17 countries/
jurisdictions and 16 year sample are 198,433.

We rely on the Compustat Global data from the WRDS database to source earn-
ings management data and other firm’s specific variables. Data for cultural values 
are obtained from Hofstede’s cultural dimensions from their website. For the for-
mal institutional factors variable, we employ the degree of audit and accounting 
standards enforcement as presented by Brown et  al. (2014). Market Capitalisation 
per Gross Domestic Product data is obtained from the website of the World Devel-
opment Indicators and the Federal Reserve Bank of St. Louis. Data  for Corporate 
Governance Quality used in the additional analyses are obtained from the ACGA 
website (ACGA 2018). The measurement of the key variables is further explained in 
the next section.

3.2 � Testing Hypotheses and Variables Measurement

3.2.1 � Model

To investigate our hypotheses, an Ordinary Least Square regression with industry 
and time fixed effects model is employed. The model is presented in Eq.  (1). The 
dependent variable is earnings management (EMj,t) as measured by three indica-
tors of accrual earnings management (EM1j,t, EM2j,t, EM3j,t). The test variables in 
the model are firm-level IFRS adoption (IFRSj,t), new conservatism (NCON,t) using 
updated indicators, and degree of accounting standards enforcement (ENFORCN,t). 
Firm size (SIZEj,t), leverage (LEVj,t), growth (GWTHj,t), liquidity risk (LRj,t), busi-
ness risk (BRj,t), debt issuance (DISSUEj,t), sales turnover (TURNj,t), market capitali-
sation (MCN,t), and dual listing (DLj,t) are included in the model as control variables. 
All of these variables are firm-specific measures, except for culture (NCON,t), degree 
of enforcement (ENFORCN,t), and market capitalisation (MCN,t).

To accept the first hypothesis, the coefficient estimate of IFRS adoption (α1) from 
Eq. (1) must be significantly negative. Regarding the second hypothesis NCON,t, the 
sign of the cultural value coefficient estimate (α2) must be significantly positive or 
negative. Lastly, to accept the third hypothesis ENFORCN,t, coefficient estimate (α3) 
must be significantly negative.

3.2.2 � Measurement of Earnings Management

We use discretionary (abnormal) accruals to measure the extent of earnings manage-
ment (Dechow et al. 1995; DeFond 2010; Jones 1991; Lo 2008). Because earnings 
management can use income-increasing or income-decreasing accruals, we adopt 

(1)

EMj,t = �0 + �1IFRSj,t + �2NCON,t + �3ENFORCN,t + �4SIZEj,t + �5LEVj,t + �6GWTHj,t

+ �7LRj,t + �8BRj,t + �9DISSUEj,t + �10TURNj,t + �11MCN,t + �12DLj,t

+ industryfixedeffect + yearfixedeffect + ej,t.
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the magnitude of absolute discretionary accruals as the proxy of earnings discretion 
behaviour (e.g., Gray et al. 2015; Wang 2006). A higher magnitude of absolute dis-
cretionary accruals indicates a greater level of earnings discretion, or lower earnings 
quality. Discretionary accruals are defined as total accruals minus estimated normal 
accruals. Following prior studies, we use the performance-matched modified Jones 
model to estimate normal accruals (e.g., Gray et al. 2015; Kim et al. 2017; Kothari 
et al. 2005), as presented in Eq. (2).

TAj,t is total accruals scaled by lagged total assets for firm j in year t, and total 
accruals is the difference between income before extraordinary items and operating 
cash flows. Assetsj,t−1 is the year-end total assets for firm j in year t − 1. ∆REVj,t is the 
change in sales from year t − 1 to year t, scaled by Assetsj,t−1. PPEj,t is gross prop-
erty, plant, and equipment, scaled by Assetsj,t−1. ROAj,t−1 is return on assets for firm 
j in year t − 1.

We estimate coefficients from cross-sectional industry regressions by country 
groups for each year. Following Gray et  al. (2015), we require a minimum of 20 
observations for each country-year group. To improve the robustness of our results, 
we also use another two specifications of the performance-matched modified Jones 
model to estimate normal accruals by considering change in accounts receivable 
(Eq. 3) and using ROA year t − 1 (Eq. 4):

1.	 EM2 is calculated by total accruals minus estimated normal accruals from Eq. 3: 

2.	 EM3 is calculated by total accruals minus estimated normal accruals from Eq. 4: 

∆RECj,t is the change in accounts receivable from year t − 1 to year t, scaled by 
Assetsj,t−1.

3.2.3 � Measurement of Degree of Convergence with IFRS

Prior studies have used different methods and sources of data to measure the con-
vergence of accounting standards (Chen et al. 2014; Ding et al. 2005, 2007; Fontes 
et al. 2005; Qu and Zhang 2010). They investigate convergence of accounting stand-
ards using a single country over time (Fontes et  al. 2005) or a worldwide sample 
(Chen et  al. 2014; Ding et  al. 2005, 2007). In cross-country studies, Ding et  al. 
(2005, 2007), and Chen et  al. (2014) employ the measurement of absence and 
divergence to determine the convergence of accounting standards in 52 countries 
(Ding et al. 2005) and in 30 countries (Chen et al. 2014; Ding et al. 2007). Different 
from the measurement approach used in these prior studies, our study applies the 

(2)TAj,t = �0+�1

(

1∕Assetsj,t−1
)

+ �2ΔREVj,t + �3PPEj,t + �4ROAj,t−1 + ej,t.

(3)
TAj,t = �0 + �1

(

1∕Assetsj,t−1
)

+ �2

(

ΔREVj,t − ΔRECj,t

)

+ �3PPEj,t + �4ROAj,t + ej,t.

(4)

TAj,t = �0 + �1

(

1∕Assetsj, t−1
)

+ �2

(

ΔREVj,t − ΔRECj,t

)

+ �3PPEj,t + �4ROAj, t−1 + eit.



318	 S. Wijayana, S. J. Gray 

1 3

adoption of IFRS at the firm level. We use a dummy variable, one for firms that have 
fully adopted IFRS and zero for firms that have not fully adopted IFRS. We consider 
that this firm-level dummy is a better fit for our study because we apply a firm-level 
model and because earnings management measured as in our study is also measured 
at the firm level.

3.2.4 � Measurement of Cultural Values

A large number of prior studies have employed Hofstede’s cultural dimensions 
and documented that such measures can explain accounting systems and financial 
reporting behaviour (e.g., Braun and Rodriguez 2008; Desender et  al. 2011; Gray 
et al. 2015; Guan et al. 2005; Han et al. 2010). While the Hofstede dimensions have 
been criticised by some for their use in cultural studies (Baskerville 2003), they have 
been widely used and accepted in the international business literature (Beugelsdijk 
et  al. 2017; Ronen and Shenkar 2013). Since the accounting values identified by 
Gray (1988) have been empirically shown to have a relationship with Hofstede’s 
culture dimensions, we employ the quantitative accounting value measures based 
on the calculations used by Hope et al. (2008) and Salter et al. (2013). Hope et al. 
(2008) and Salter et al. (2013) define and calculate Conservatism‒Optimism (CO) as 
the uncertainty avoidance score minus the sum of the individualism and masculinity 
scores. For our test purposes, however, we update the definition of CO by includ-
ing the recent Hofstede culture dimensions of long-term orientation and indulgence. 
Thus, our new CO measure (NCO) is more multi-dimensional, and calculated as 
uncertainty avoidance plus long-term orientation score minus the sum of the indi-
vidualism, masculinity, and indulgence scores. Long-term orientation can be seen to 
reinforce uncertainty avoidance while indulgence can be associated with individu-
alism and masculinity (Hofstede 2015). Long-term orientation is also incorporated 
because this dimension was set based on recognition of its relevance to Asia (Hofst-
ede and Bond 1988). Further, Beugelsdijk et al. (2017) suggest that integrating and 
adding updated cultural dimensions to existing frameworks can further strengthen 
Hofstede-inspired research.

3.2.5 � Measurement of Degree of Accounting Standards Enforcement

Brown et  al. (2014) recommend the use of indices that measure the degree of 
enforcement of financial reporting practices. Following Brown et  al. (2014)’s rec-
ommendation, we employ measures of the quality of the audit working environ-
ment and the degree of accounting standards enforcement activity as proxies for the 
degree of accounting standards enforcement. These indices capture country differ-
ences in the environment in which auditors perform their role and the activities of 
national enforcement bodies in relation to promoting compliance with accounting 
standards (Brown et al. 2014). The indices comprise:

(a)	 an audit index being an aggregate of the following nine components: (1) licence; 
(2) additional requirements; (3) professional development; (4) quality assurance 
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program; (5) oversight body; (6) sanctions; (7) rotation; (8) level audit fees; and 
9) level litigation risk, with index score maximum is 32;

(b)	 an enforcement index being an aggregate of the following six components: (1) 
regulatory body; (2) sets standards; (3) reviews financial statements; (4) reports 
surveillance program; (5) taken enforcement action; and (6) level of resourc-
ing, with an index score at a maximum of 24. Combined audit and enforcement 
indices have the maximum score of 56.

3.2.6 � Control Variables

Prior studies document that larger firms are more likely to disclose more infor-
mation than smaller firms because information disclosed by a small firm is worth 
more than that disclosed by a large firm (Atiase 1985; Bamber 1987). We therefore 
include firm size as a control variable that affects earnings quality. Higher leverage 
indicates a firm is closer to a debt covenant restriction. Managers in more highly lev-
eraged firms could be increasing income or manipulating the financial statements to 
avoid violating a covenant (Watts and Zimmerman 1986). Leverage is measured by 
the debt to equity ratio (total debt to total assets). A negative relationship between 
growth and earnings quality is suggested by some researchers (Dechow and Ge 
2006; Dechow et al. 2010; McVay et al. 2006; Richardson et al. 2005). Nissim and 
Penman (2001) and Lee et al. (2006) have documented that in terms of sales growth 
or net operating asset growth, high growth firms have lower earnings persistence. 
Our study also includes two elements of risk disclosure information (e.g., Hodder 
et al. 2001; Lipe 1998) as control variables. They are liquidity risk as measured by 
the liquidity ratio and business risk as measured by operating cash flow (Houqe 
et al. 2012). Following prior studies, Debt issuance (DISSUEj,t), Turnover (TURNj,t,) 
(e.g., Christensen et al. 2015), market capitalisation (MCN,t), and dual listing firms 
(DLj,t,) are also included.

Table 2 presents a summary of the variable definitions and measurements used in 
our study.

4 � Empirical Results

4.1 � Descriptive Statistics

Table  3 presents descriptive statistics for all variables employed for investigat-
ing hypotheses 1–3. A total of 198,433 firms-years observations during 2001 to 
2016 are employed to test the hypotheses. It shows that the minimum value, 10th 
and 25th percentile of all three proxies of earnings management (EM1, EM2, and 
EM3) are the same. The maximum, mean, median, standard deviation, and the 
remaining percentile) are slightly different, suggesting that they are consistent 
with and comparable to prior studies (e.g., Gray et  al. 2015). About 23.9% of 
198,433 observations have fully adopted IFRS. There is less IFRS adoption in 
the earlier years than in later, as indicated by the median value of 0.000. As docu-
mented in prior research (e.g., Guan et  al. 2005), countries in the Asia-Pacific 
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Table 2   Summary of variables definitions and measurements

Variables Measurement

Three Measure of Earnings Management 
(EM1j,t,EM2j,t,EM3j,t)

Magnitude of absolute discretionary accruals, where the 
discretionary accruals defined as total accruals minus esti-
mated normal accruals from the following performance-
matched modified Jones model for EM1j,t, EM2j,t, and 
EM3j,t, respectively:

 TAjt= α1(1/Assetsjt‒1)+ α2 ∆REVjt+ α3PPEjt+ α4ROAj t‒1 + ejt
 TAjt= α1(1/Assetsj t‒1)+ α2 (∆REVjt − ∆RECjt)+ α3PPEjt+ α4

ROAjt+ ejt
TAjt= α1(1/Assetsj t−1)+ α2 (∆REVjt  − ∆RECjt)+ α3PPEjt+ α4

ROAj t‒1+ ejt
where TAjt is total accruals scaled by lagged total assets for 

firm j in year t, and total accruals is the difference between 
income before extraordinary items and operating cash 
flows; Assetsj t−1 is the year-end total assets for firm j in 
year t − 1; ∆REVjt is the change in sales from year t − 1 to 
year t, scaled by assetsj t−1; PPEjt is gross property, plant, 
and equipment, scaled by assetsj t−1; ROAjt1 is return on 
assets for firm j in year t − 1

High level of values represent a higher earnings manage-
ment

Test variables
 IFRS Adoption (IFRSj,t) The dummy variable (IFRSs) is set to one for firms that have 

adopted IFRSs and zero for firms that have not adopted 
IFRSs

 Conservatism (NCON,t) Conservatism of country N for period t. It is calculated as 
the uncertainty avoidance plus long-term orientation score 
minus the sum of the individualism, masculinity, and 
indulgence scores

 Degree of Accounting Standards  
Enforcement (ENFORCN,t)

Audit and enforcement index of country N for period t—an 
index that captures country differences in the environment 
in which auditors perform their role and the activities 
of national enforcement bodies in relation to promoting 
compliance with accounting standards (Brown et al. 2014). 
Combined audit and enforcement index has the maximum 
score of 56

Control variables
 Firm Size (SIZEj,t) The natural logarithm of total assets of firm j for period t
 Leverage (LEVj,t) The leverage as measured by the debt to equity ratio (total 

debt to total assets) of firm j for period t
 Growth (GWTHj,t) The percentage change in sales of firm j for period t
 Liquidity Risk (LRj−t) The liquidity risk as measured by the average liquidity ratio 

of firms j for period t
 Business Risk (BRj,t) The annual net cash flow from operating activities of firm j 

for period t, deflated by end-of-year total assets
 Debt Issuance (DISSUEj,t) The percentage change in total liabilities of firm j for period 

t
 Turnover (TURNj,t) The sales of firm j for period t, deflated by the end-of-year 

total assets
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exhibit a wide diversity of institutional settings. In our study, NCO in the Asia-
Pacific region also shows a wide variation, ranging from − 1.500 to 0.990. Simi-
larly, the Asia-Pacific region has a wide range of accounting standards enforce-
ment with a minimum score of 6 and maximum score of 52, given that the 
maximum score in Brown et al. (2014) of the ENFORC index is 56. Overall, the 
firm specific variables indicate higher variation, particularly for size, leverage, 
liquidity risk, and market capitalisation.

The Pearson correlations among independent variables in the models of Eq. (1) 
are presented in Table 4, which shows that most of the variables of interest are sig-
nificantly correlated at the 1% level. However, they also have low correlations and 
thus face no potential problems to influence our results. NCO is positively correlated 
with SIZE, LEV, BR, and TURN and negatively correlated with all other variables 
at the 1% level of significance. Interestingly, the negative correlation between NCO 
and ENFORC suggests that firms from countries with lower conservatism values are 
likely to have a stronger degree of accounting standards enforcement. This relation-
ship has also been found to apply in the European region context (Gray et al. 2015). 
Table 4 also shows that the IFRS variable is significantly correlated but has low cor-
relations with all other variables. They are significantly correlated at the 1% level of 
significance with a positive sign for ENFORC, LR, DISSUE, MC, and DL and with a 
negative sign for all other variables. For the remaining (control) variables, except for 
LEV and GWTH, there are low and significant correlations among variables consist-
ent with the literature.

Table 2   (continued)

Variables Measurement

 Market Capitalisation (MCN,t) Market capitalisation of listed domestic companies divided 
by GDP of country N for period t. It is the share price 
times the number of shares outstanding (including their 
several classes) for listed domestic companies. Investment 
funds, unit trusts, and companies whose only business goal 
is to hold shares of other listed companies are excluded. 
Data are end of year values (Worldbank 2017)

 Dual Listing (DLj,t) A dummy variable, one for firms that are cross-listed in the 
US market and zero otherwise

 Corporate Governance Quality (CGQN,t) A country level corporate governance quality measure devel-
oped by ACGA (2018). ACGA computes country scores 
based on evaluating country performance using its survey 
(evaluation of Asian markets on CG norms) based on the 
following components: (1) CG rules and practices; (2) 
enforcement; (3) political and regulatory environment; (4) 
International Generally Accepted Accounting Principles 
(IGAAP) (accounting and auditing); and (5) corporate 
governance culture. The survey is conducted and reported 
for the years 2003, 2004, 2005, 2007, 2010, 2012, 2014, 
and 2016. The questions used in the survey are refined 
and slightly change over time. We collected data from the 
reports beginning in 2009 and apply the subsequent year’s 
data for the years that are unavailable
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4.2 � Main Results

We examine whether variations in earnings management in the major countries in 
the Asia-Pacific region can be explained by the extent of IFRS adoption (IFRS) hav-
ing regard to the diversity of cultures (NCO) across countries in the region and the 
degree of accounting standards enforcement (ENFORC) over the years 2001–2016. 
In particular, our interest is to provide empirical evidence of the impact of conver-
gence towards IFRS and of other key influential factors. The multiple regression 
results are presented in Table 5.

4.2.1 � The Effect of Accounting Standards Convergence on Earnings Management

Our study’s first hypothesis focuses on examining the association between IFRS 
and EM. Given that in the earlier years of our study period there were not many 
companies using IFRS (still applying NAS) and the NAS of the seven G20 Asia-
Pacific countries had not yet converged to IFRS, no association, or a positive asso-
ciation, between IFRS and EM is expected because a lower quality of accounting 
standards is likely to open up greater opportunities to manage accruals and smooth 
earnings (higher earnings management). Prior studies suggest that financial report-
ing under IFRS is likely to result in higher accounting quality compared to firms 
applying NAS (Barth 2008; Barth et al. 2008; Soderstrom and Sun 2007) and also to 
improvements in the financial analyst information environment (Byard et al. 2011). 
Correspondingly, we expect a negative and significant association between IFRS 
and EM from the regression results using the sample that includes firms that have 
adopted IFRS in more recent years. In fact, many firms in the Asia-Pacific countries 
have fully adopted IFRS, especially in respect of Australia, New Zealand, Singa-
pore, Philippines, Malaysia, and South Korea.

Table 5 presents the regression results for the association between IFRS and EMs 
(EM1, EM2, and EM3). Panels A and B present the results using the sample period 
2001‒2008 with 83,688 observations and 2009‒2016 with 114,745 observations, 
respectively. We note that the number of firms that have adopted IFRS increased 
sharply from 2009 onwards. By separating this sample, we expect that IFRS will be 
negatively associated with EM in the sample period after 2009 but will have no asso-
ciation or a negative association in the sample period before 2009. As expected, for 
the sample period 2001‒2008, the results show no significant association between 
IFRS and EM. This result reflects the early period of the convergence of account-
ing standards where more firms still use NAS. The regression results presented in 
Table 5, panel B confirm our expectation of a negative association between IFRS 
and EM for the sample period 2009‒2016, which is at the 1% level of significance. 
The significant negative association can be interpreted as meaning that a higher level 
of convergence to IFRS is associated with restricted or lower earnings management. 
These results support H1 that IFRS has a significant negative association with EM in 
the context of the Asia-Pacific region. We interpret these results as an indication that 
IFRS convergence has made a major difference over the period 2009‒2016. These 
results complement prior studies in the context of the European region (Gray et al. 
2015; Houqe et al. 2016) and cross-listed firms (Sun et al. 2011).
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4.2.2 � The Effect of Culture on Earnings Management

We expect that conservatism, a preference for a more cautious approach to earn-
ings measurement so as to account for the uncertainty of future events, is associ-
ated with earnings management (Braun and Rodriguez 2008; Gray 1988). As pre-
sented in Table 5, panel A, the regression results indicate that NCO is negatively 
associated with accrual earnings management (EM1, EM2, and EM3) at the 1% 
level of significance, that is, higher levels of conservatism are associated with lower 
levels of earnings management. This significant negative association is consistent 
across the regression results using the subsample 2001‒2008 (Table 5, panel A) and 
2009‒2016 (Table 5, panel B). Despite the same direction of negative association 
between NCO and earnings management, the coefficient parameters in the sample 
period 2009‒2016 (EM1, EM2, and EM3 = − 0.004) are greater than those in the 
sample period 2001‒2008 (EM1, EM2, and EM3 = − 0.001). These results imply 
that the ability of the cultural accounting value of conservatism to explain variations 
in earnings management is greater during the period 2009‒2016 than during the ear-
lier period 2001‒2008.

Gray (1988) suggests that a country that places a high value on conservatism will 
have a higher uncertainty avoidance score and lower individualism and masculinity 
scores using Hofstede’s cultural values. Further, prior research suggest that Hofst-
ede’s cultural values of uncertainty avoidance, individualism, and masculinity are 
related to earnings management (e.g., Nabar and Boonlert-U-Thai 2007). Given that 
Hofstede’s cultural values are related to conservatism and earnings management 
(e.g., Braun and Rodriguez 2008), it is plausible that over time a change in one of 
these cultural values is reflected in the shifting association between conservatism 
and earnings management. However, our results show that NCO is consistently and 
negatively associated with EM. Higher uncertainty avoidance leads to a preference 
for more conservative accounting (Gray 1988). Accordingly, higher uncertainty 
avoidance managers are more likely to follow regulations and traditional practices 
and make less room for professional judgment, promoting lower levels of earnings 
management.

4.2.3 � The Effect of Degree of Accounting Standards Enforcement on Earnings 
Management

Table  5 shows that the degree of accounting standards enforcement (ENFORC) 
is negatively associated with earnings management (EM1, EM2, EM3) at the 1% 
level of significance. The effect of ENFORC on earnings management remains 
similar over time, as shown in the results of regression using our 2001‒2008 and 
2009‒2016 subsample as shown in Table 5. The coefficient parameter is similar for 
the 2001‒2008 subsample (− 0.030) and for the subsample 2009‒2014 (= 0.035). 
These results imply that the current convergence of accounting standards in the 
Asia-Pacific does not change the way the degree of enforcement affects earnings 
management. We find consistently similar results that ENFORC is negatively associ-
ated with EM at the 1% level of significance for both sub-samples. These results sup-
port H3, suggesting that the variability of earnings management in the Asia-Pacific 
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countries can be explained by the degree of accounting standards enforcement both 
before and after the sharply increasing use of IFRS taking place from 2009. The 
role of ENFORC in explaining the variation in earnings management of firms in 
the Asia-Pacific region has not changed much following the adoption of IFRS by 
publicly listed firms and the convergence of NAS and IFRS. The higher the degree 
of accounting standards enforcement, the lower the earnings management. These 
results are consistent with prior studies in Europe (e.g., Armstrong et al. 2010; Gray 
et al. 2009, 2015; Henry et al. 2009), firms cross-listed across countries (Lang et al. 
2006; Sun et  al. 2011), and in other countries around the world (e.g., Braun and 
Rodriguez 2008; Desender et al. 2011; Han et al. 2010; Hope 2003).

4.3 � Additional Analyses

Prior studies suggest that earnings management is associated with the quality of cor-
porate governance (CGQ) (García-Meca and Sánchez-Ballesta 2009). To control for 
this variable, we include the variable CGQ in the model for the period 2009‒2016 so 
as to assess the effect of more recent developments. Data for CGQ is obtained from 
survey reports produced by the Asian Corporate Governance Association (ACGA 
2018) assessing the quality of corporate governance in the Asian region. Unfortu-
nately, the available data is limited to data for ten countries/jurisdictions (China, 
Hong Kong (China), India, Indonesia, Korea, Malaysia, Philippines, Singapore, Thai-
land, and Chinese Taipei). The data has been collected periodically since 2003 but 
bi-annually since 2010 by ACGA from a survey of its member country associations. 
ACGA computes country scores based on evaluating country performance using its 
survey. Table 6 shows the regression results using the model that includes the control 
variable of CGQ as reported by ACGA (ACGA 2018). The results indicate that CGQ 
is positively associated with earnings management as opposed to our expectation of 
a negative association between the two variables. A plausible interpretation of these 
results is that the CGQ measure represents the perceived overall level of commit-
ment to corporate governance norms rather than specific factors relating to earnings 
management, that is, adoption of IFRS and strong accounting standards enforcement, 
which our findings show are key factors limiting earnings management practices 
along with a more conservative culture. Higher quality corporate governance norms 
in themselves seem unlikely to impact earnings management behaviour.

5 � Conclusions

We investigated whether variations in earnings management in the Asia-Pacific 
region countries can be explained by the extent of IFRS adoption having regard 
to the diversity of cultures and the degree of accounting standards enforcement 
across countries in the Asia-Pacific region. We developed hypotheses relating to 
the impact of IFRS adoption on earnings management, as well as the persistence 
of culture on accounting behaviour and the impact of accounting standards enforce-
ment at national level. In order to test our hypotheses, we calculated firms’ earnings 



329

1 3

Institutional Factors and Earnings Management in the Asia-Pacific…

management behaviour based on the accrual earnings management literature, IFRS 
adoption at the firm level, updated accounting values relating to conservatism, and 
the degree of accounting standards enforcement in each country of the Asia-Pacific 
region in our sample. We sampled firms listed on the capital markets in Asia-Pacific 
countries during the sample period of 2001–2016. After applying the necessary 
information availability criteria, the number of observations was reduced to 198,433.

Multivariate analyses were employed to assess whether IFRS adoption has made 
a difference as would be expected and included the application of variables repre-
senting cultural values and the degree of accounting standards enforcement. Firm 
and country level variables that have been documented by prior studies to have an 
impact on earnings management were also used as control variables including firm 
size, leverage, growth, liquidity risk, business risk, debt issuance, sales turnover, 
market capitalisation, and dual listing. In additional analyses, we also included an 
indicator of country level corporate governance as another institutional level control.

The empirical results of our study contribute to the question as to whether 
IFRS adoption in the Asia-Pacific region has made a difference over time given 

Table 6   IFRS, institutional factors, and earnings management: including quality of corporate governance 
variable for ten countries (sample period 2009–2016)

***, ** denote significance at 1% and 5% level respectively. Refer to Table 2 for the definition and meas-
urement of variables

Variables EM1 EM2 EM3

Coef.
(t-value)

VIF Coef.
(t-value)

VIF Coef.
(t-value)

VIF

Intercept − 1.116*** 
(− 16.34)

0.000 − 1.113*** 
(− 16.13)

0.000 − 1.111*** 
(− 16.28)

0.000

IFRS − 0.090*** (− 8.49) 1.971 − 0.091*** (− 8.51) 1.971 − 0.090*** (− 8.52) 1.971
NCO − 0.001*** (− 5.50) 3.130 − 0.001*** (− 5.07) 3.130 − 0.001*** (− 5.59) 3.130
ENFORC − 0.004*** (− 5.62) 3.816 − 0.004*** (− 5.34) 3.816 − 0.004*** (− 5.59) 3.816
CGQ 1.612*** (18.46) 2.936 1.629*** (18.47) 2.936 1.616*** (18.53) 2.936
SIZE − 0.003 (− 1.30) 1.946 − 0.005** (− 2.08) 1.946 − 0.003 (− 1.37) 1.946
LEV − 0.018*** (− 6.44) 1.212 − 0.014*** (− 4.85) 1.212 − 0.018*** (− 6.45) 1.212
GWTH − 0.033*** (− 3.89) 1.130 − 0.010 (− 1.15) 1.130 − 0.040*** (− 4.71) 1.130
LR − 0.012*** (− 8.57) 1.178 − 0.013*** (− 9.06) 1.178 − 0.012*** (− 8.37) 1.178
BR − 0.207*** (− 5.22) 1.089 − 0.151*** (− 3.77) 1.089 − 0.227*** (− 5.74) 1.089
DISSUE 0.051*** (6.96) 1.127 0.029*** (3.86) 1.127 0.052*** (7.04) 1.127
TURN 0.069*** (9.73) 1.153 0.072*** (10.12) 1.153 0.065*** (9.24) 1.153
MC 0.000** (− 2.51) 4.214 0.000*** (− 2.99) 4.214 0.000*** (− 2.74) 4.214
DL 0.109*** (3.11) 1.048 0.102*** (2.88) 1.048 0.110*** (3.14) 1.048
Industry and 

year fixed 
effect

Yes Yes Yes

N 82,020 82,020 82,020
F-value 564.4*** 558.1*** 564.3***
Adj R2 0.166 0.165 0.166
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the context of key institutional differences relating to cultural influences and the 
degree of accounting standards enforcement. After more than a decade of the 
global convergence process taking place in the Asia-Pacific region, the impact of 
IFRS convergence on earnings management has been stronger in recent years in 
terms of restricting earnings management, which is consistent with our expecta-
tions. Our results also indicate a significant negative association between earnings 
management and the cultural value of conservatism during the entire period from 
2001 to 2016, indicating the persistent influence of cultural values on account-
ing practice. Overall, these results thus provide support for our study’s first and 
second hypotheses. Regarding accounting standards enforcement, our study finds 
consistently similar results that ENFORC is negatively associated with earn-
ings management. These results support our third hypothesis that the variability 
of earnings management in the Asia-Pacific countries can be explained by the 
degree of accounting standards enforcement both before and after the substantial 
adoption of IFRS.

Countries in the Asia-Pacific region are economically significant and are 
important for promoting global financial stability. Seven countries in the Asia-
Pacific region (Australia, China, India, Indonesia, Japan, Russia, and South 
Korea) are part of the G20 group of countries and involve agreement on the glo-
balisation of accounting standards. They are committed to eliminate material dif-
ferences between their NAS and IFRS. The other countries (Hong Kong (China), 
Malaysia, New Zealand, Pakistan, Philippines, Singapore, South Korea, and Chi-
nese Taipei) have required the use of IFRS either fully or partially for their pub-
licly listed firms (Deloitte 2018). IFRSs are still not permitted in some countries, 
such as Indonesia, India, and Thailand (Deloitte 2018; IFRS 2018). Given these 
important roles of the Asia-Pacific countries in promoting global financial stabil-
ity but still having variation in progress toward converging NAS to IFRS, our 
findings present significant implications for regulators and investors in the region. 
Our study’s findings also complement and extend prior studies in the context of 
the European region (Gray et al. 2015; Houqe et al. 2016)

Our study contributes most importantly to the policy debate among standard 
setters concerning the effectiveness of the global convergence process towards 
IFRS. While IFRS is making a difference in the Asia-Pacific, it is crucial to 
note that the role of cultural values, specifically conservatism, and the degree of 
accounting standards enforcement remain significant and persistent institutional 
factors influencing international differences in earnings quality. Our findings sug-
gest that traditional accounting approaches tend to continue to be significant in 
the Asia-Pacific region despite the growing internationalisation of capital mar-
kets. While the scope of our study is limited to key countries in the Asia-Pacific 
region, further research could usefully explore other regions of the world beyond 
Europe, especially the differing standard setting contexts of countries in, for 
example, the regions of Africa and Latin America.
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