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Purpose: The purpose of this study was to investigate if the culture of countries 
influences earnings management practices. Earnings management (EM) was chosen 
as a Corporate Governance mechanism.  
Methodology: We selected the Earnings Management proxies from Leuz et al. 
(2003).  We adopted Hosftede´s cultural dimensions: power distance, individualism, 
uncertainty avoidance and long term orientation. The sample comprised companies 
listed in 2016 in the stock markets of Brazil, Argentina, Mexico, Chile, Colombia, 
Peru, and the United States. This work involved regression analysis to associate the 
dimensions of culture with the practice of EM of the firms. 
Findings: The results showed a positive relationship between EM and power 
distance and between EM and uncertainty avoidance. On the other hand, the results 
showed a negative relationship between EM and individualism and between EM and 
long term orientation. Overall, our results suggest that culture influences firms’ 
earnings management. 
Originality/value: Finance literature has had difficulty in assessing which variables 
can affect the development of CG in companies and its peculiarities in each country.  
It is also difficult to find country-level variables that are common to all countries. 
This paper breaks new ground by developing culture indicators of the countries and 
aggregating legal and firm-level variables to these indicators to advance the 
understanding of CG in the firms and nations.  
Theoretical and methodological contributions: studying culture at a multi-country 
level is important to improve the understanding of common aspects and the 
countries’ particularities that may affect the relationship between corporate 
governance and performance around the world. 
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1. Introduction 

This paper investigates how a country-level factor 
can influence an internal aspect of the organization. 
More specifically, this paper tests whether the 
culture of the countries could impact the practice of 
Earnings Management of the organizations of such 
countries. It seeks to understand the role of culture 
as a potential determinant of corporate governance 
(CG), which is an aspect that is still little explored.  

In the last decades, several studies have analyzed 
the determinants of CG at the country level and at the 
firm level. A lot of studies (Hillier et al., 2010; Klapper 
& Love, 2004; Kumar et al., 2017; Zattoni, 2013) have 
investigated countries’ perspectives and how their 
differences explain the way CG is adopted in 
companies. 

Culture is one of the aspects that differentiates 
one country from another. In recent years, some 
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studies (Griffin et al., 2014, 2017; Volonté, 2015) 
have investigated variables that could explain the 
variations in CG among countries, considering 
cultural differences of the countries. However, 
finance literature has still faced difficulties to assess 
which variables affect the development of CG in 
firms. Black et al. (2014) discussed the difficulty of 
finding country-level variables common to all 
countries, analysing the BRIKTs (Brazil, Russia, India, 
Korea and Turkey). Black et al. (2014) pointed out 
how specific country-level variables can predict firm 
value, but they highlighted how difficult it is to obtain 
elements common to all. 

Hofstede proposed a model that assigns values to 
cultural dimensions, which enabled the development 
of several quantitative studies involving countries’ 
cultural aspects. Within this scenario, the main 
purpose of this paper is to analyze whether culture 
influences EM. Licht et al. (2005) found that the 
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cultural dimensions and the legal system, especially 
in the CG context, are related. They inferred that the 
culture of a nation may influence the laws and the 
governance itself. Therefore, and according to Griffin 
et al. (2014; 2017), to introduce the culture of the 
country as a determining CG factor may be the 
differential to better adjust the existing governance 
models and to understand the behavior of financial 
markets of each country.  

Based on this perspective, this paper studies CG 
using a country-level approach, considering also the 
culture of a country and the legal factors that can 
influence governance levels, in particular, EM. 
Therefore, this study advances the literature since it 
incorporates the culture of a country as a potential 
determinant of CG. This study also contributes with 
information related to country-level variables that 
affect earnings management and with the 
consideration of new alternatives to explore and 
better understand the subject. The proxy used to 
represent CG is earnings management.  

In Brazil, we did not found any other study that 
addressed countries’ culture and its effect on the 
levels of corporate governance of those countries. 
Considering the international studies on this topic, 
we found the following: Griffin et al. (2014), and 
Griffin et al. (2017). However, the last ones use an 
index of governance quality of the countries. We used 
a measure based on earnings management to 
represent a proxy for corporate governance.  

According to the literature, corporate 
governance’s concept is multidimensional, involving 
mechanisms related to the board of directors; 
ownership structure and control; minority 
shareholders’ protection; managers’ compensation 
and information transparency. This study focuses on 
the latter one, as it represents communication with 
investors. We measured transparency through the 
model of Leuz et al. (2003), which proposes to 
measure the quality of the published information 
through measures of financial data smoothing.  

We employed a multivariate regression with firms 
located in the United States, Mexico, Brazil, Chile, 
Colombia, Peru, and Argentina to check the 
relationship between cultural and legal dimensions 
and EM practices which represents CG in this 
research. Regarding culture, this is a cross-section 
study of 2016, since it was the last year with data 
available at the time of data collection. Culture does 
not change unless events like wars, national plagues, 

or intense weather disasters happen; therefore, we 
used cultural data from previous studies and updated 
in 2010 (Hofstede, 2001). 

Regarding the results found in this study, it is 
possible to note that in more individualistic societies 
there is a lower level of EM. Furthermore, it was 
observed that in societies where individuals more 
easily accept the inequality in the distribution of 
power, there is a higher level of EM. It was also noted 
that in societies more oriented to the future, to 
economies and to persistence (long term orientation) 
there is less incidence of EM practices and that in 
societies with a high level of risk aversion, there are 
more practices of EM. In other words, it can be 
inferred from this study that the general culture of 
the countries investigated influences the level of EM 
of the firms of such countries.  

This research can offer great contributions to 
scholars, practitioners, and regulators. Readers 
would certainly appreciate these contributions, since 
earnings management has become a relevant topic in 
many studies (Bao & Lewellyn, 2017; Callen et al., 
2011; Correia et al., 2017; Desender et al., 2011; 
Zhang et al., 2013). Moreover, studying culture at a 
multi-country level is important to improve the 
understanding of common aspects and the countries’ 
particularities that may affect the relationship 
between corporate governance and performance 
around the world (Griffin et al., 2017; Han et al., 
2010; Stahl et al., 2017; Volonté, 2015). 

2. Theoretical framework 

2.1. Corporate Governance and Earnings 
Management 

Corporate Governance (CG) represents an 
essential group of mechanisms between companies 
and external investors, since it mitigates information 
asymmetry and agency conflicts. Considering the 
relevance of good practices related to CG, many 
studies addressed this topic in the past decades. 
There is an agreement, for example, that firm-level 
variables are related to CG. However, studies as those 
by La Porta et al. (1998), Licht et al. (2005), and 
Doidge et al. (2007) showed other variables, besides 
the firm-level ones, that affect how CG is defined in 
companies, demonstrating that the legal and 
economic aspect of a country influences governance 
practices. 

To minimize the impacts of agency costs pointed 
out by Jensen and Meckling (1976), CG outstands in 
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the stock market. The stock market, besides the good 
practice disseminated, fulfills the role of establishing 
rules to protect the investors and to align their 
interests within the organization (IBGC, 2015). 

As the investor is so important, several countries 
have drawn up manuals of good practice to 
guarantee the rights of those interested in investing 
in their markets and, therefore, enlarging it and 
attracting foreign investment to these markets.  Such 
concern is seen in various codes of good CG practices 
of the countries’ stock markets. United Kingdom, 
Canada, Ireland, the United States, New Zealand, and 
Australia are examples of countries with strong CG 
codes, as seen in the Governance Metrics 
International (GMI) data in 2010 and also in the CG 
manuals of each country.  

In Brazil, B3 and the Brazilian Institute of CG (IBGC) 
highlight the transparency (measured in this study by 
the EM) as an important principle that companies 
should follow. According to IBGC, transparency can 
be defined as the need to provide accurate and timely 
information to interested parties, not only those 
required by law, but also including factors beyond the 
financial performance, such as managerial strategies 
and actions, to increase organizations’ value. 

In this study, the Earnins Management (EM) 
measure proposed by Leuz et al. (2003) was used as 
a proxy for the transparency of the information 
disclosed by companies. Leuz et al. (2003) analyze the 
association between a country´s institutional 
framework to protect the rights of investors and the 
level to which firms in that region engage in EM. It is 
known that legal protection limits the expropriation 
of minority shareholders by the controlling 
shareholders, reducing the incentives for the practice 
of EM (Leuz et al., 2003).  

Schipper (1989) defined EM as an intentional 
intervention in the disclosed financial statements, 
with the purpose of obtaining some particular gain. A 
decade later, Healy and Wahlen (1999) attributed EM 
to a broader concept, referring to it as the 
discretionary act of managers to use judgment in the 
financial statements in order to induce stakeholders 
to errors regarding the performance underlying the 
company, or to influence contractual decisions that 
depend on accounting numbers. 

The definition of EM involves not only the 
accounting choices that may be reflected in the 
results disclosed in the financial reports; such 

definition also involves operational decisions, such as 
investment decisions, changes in the volume of 
production and other expenses that directly impact 
the cash flow of the organizations.  

It should be noted that the concept of EM is not 
related to fraudulent accounting, since the former 
finds support in the discretion allowed by the 
accounting standards themselves, while the latter 
violates the legal standards (Martinez, 2013). Studies 
conducted in Brazil on EM point to its negative 
relationship with the quality of CG of Brazilian 
companies (Barros et al., 2013; Holanda, 2012; Torres 
et al., 2010).  

After presenting the concept of EM and its 
relation to CG and the transparency of the disclosed 
information, the next sub-section presents how the 
dimensions of culture are defined in this study.  

2.2. Culture and its dimensions  

The word “culture” has several meanings based 
on the field of knowledge and the time period. 
However, we use a contemporary concept, based in 
the definition of one of the most cited researchers of 
“culture”: Geert Hofstede. He defines culture as a 
“the collective programming of the mind 
distinguishing the members of one group or category 
of people from others” (Hofstede Insightsi). 

To measure the country’s culture, Hofstede 
(1980) proposed a model with four basic dimensions, 
which are: Power distance, Uncertainty Avoidance, 
Individualism versus Collectivism, and Masculinity.  
Later, Hofstede (2001) added Long-term Orientation 
as a fifth dimension. In 2017, the union of Itim 
International and The Hofstede Centre gave rise to 
Hofstede InsightsI, which discriminates a sixth 
dimension, Indulgence. In this study the cultural 
dimensions that are most likely to be associated with 
EM were selected based on the works of Callen et al. 
(2011), Desender et al. (2011), Doupnik (2008) and 
Nabar and Boolert-U-Thai (2007).  

Many studies use Hofstede’s cultural dimensions. 
Ferreira et al. (2014) did a bibliometric study involving 
the top finance journals (based on impact factor), 
considering an analysis of 30 years. They found that 
Hofstede’s original study has almost 8 thousand 
quotations since its publication. Moreover, based on 
the 10,947 studies of the sample, 655 cited the 
original study of Hofstede. They conclude that 
Hofstede’s cultural dimensions are largely used in the 
context of social sciences. 
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According to Hofstede (2001) and Hofstede 
Insights, the dimensions considered in this study 
consist of: 

• Power Distance It is a degree of how much 
less powerful members of a civilization 
accept and expect unequal distribution of 
power in a society.  

• Uncertainty Avoidance:  It is the degree of 
risk perceived by the members of a culture in 
uncertain situations, that is, it reflects the 
feeling of discomfort or insecurity with risks, 
chaos, and unstructured situations.  

• Individualism versus Collectivism: It is the 
extent to which people feel they have to take 
care of themselves, of their families or 
organizations they belong to. This dimension 
indicates whether a society is a social 
network without relationship among 
individuals, in which individuals are supposed 
to take care only of themselves, or this 
society offers a tightly-knit social framework.  

• Long-term Orientation versus Short-term 
Normative Orientation: Long term involves 
future-oriented values, as savings and 
persistence; short term involves the values 
directed towards the past and the present, 
regarding tradition and compliance with 

social obligations.  
 

Hofstede quantifies a value for each dimension, 
but he also says that such measures are relative and 
only intended for comparisons, which means that 
they can promote studies that incorporate culture in 
their analysis by comparing several countries. 
Hofstede’s cultural dimensions are more widely 
known; however, other equally valid models can be 
found, as Schwartz, Trompenaars and Globe Project 
(Ferreira et al., 2014). 

According to Kirkman et al. (2006), the cultural 
classification of Hofstede represents the most 
influential national culture framework in business 
literature. Soares et al. (2007) point that Hofstede’s 
cultural framework remains one of the easiest ways 
to integrate the concept of culture into academic 
research in term of time required to collect 
information, costs and availability of data. However, 
Khlif (2016) argues that several criticisms have been 
addressed to Hofstede’s approach. Minkov (2017) 
points that Hofstede´s model of national culture has 
enjoyed enormous popularity but rests partly on 
faith. He proposes a test of the model´s coherence 

and utility, analyzing 56 countries. He found many 
limitations in the model.  

According to Khlif (2016), five critics were 
addressed to Hofstede’s cultural dimensions that 
relate to (i) outdated data, (ii) assumptions of ethnic 
homogeneity in one country, (iii) the connection of 
cultural dimensions with socio-economic data, (iv) 
IBM data is not representative for the world and (v) 
the inapplicability of the five dimensions to all 
countries. For example, we know that the survey 
conducted among IBM employees does not cover all 
countries. For instance, several countries are not yet 
included (e.g. Bolivia, Cuba, Tunisia). In addition, for 
some countries there has been a small number of 
employees surveyed compared to other and in this 
may introduce a bias into homogeneity of the sample. 

The next sub-section reports the survey of studies 
that correlate cultural dimensions of countries and 
Earnings Management. 

2.3. Studies that associate culture and Earnings 
Management 

There are several studies in the international 
literature investigating the relationship between 
culture and earnings management (EM). Guan et al. 
(2005), for example, analyzed the Hofstede´s 
dimensions in five Asia-Pacific countries. Han et al. 
(2010) investigated the same dimensions such as 
individualism and uncertainty avoidance in 32 
countries, while Zhang et al. (2013) chose to study 
Hoftede’s Individualism-versus-Collectivism 
dimensions in 41 countries. Callen et al. (2011) added 
the religion variable to test the relation between 
culture and EM. Desender et al. (2011) studied 
individualism and egalitarianism on EM. Astami et al. 
(2017) focused on accounting accruals, and Paredes 
and Wheatley (2017) investigated the impact of 
economic growth (emerging markets), country, and 
culture on real EM.   

One of the pioneering studies investigating culture 
versus earnings management is Guan et al. (2005). 
That study analyzed five Asia-Pacific countries 
(Australia, Japan, Hong Kong, Malaysia and 
Singapore), seeking to explore the impact of cultural 
differences at the country level on earnings 
management. To that end, the authors elaborated 
regression models using data from 1987 to 1995 in a 
pooled analysis. They found that there is a 
relationship between earnings management (EM) 
and Hoftede’s traditional dimensions, with the 
individualism dimension showing a positive 
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relationship with EM, while uncertainty avoidance 
and long-term orientation showed a negative 
relationship.  

Similarly, Han et al. (2010) investigated how a 
system of cultural values can influence EM, using data 
at the company level from 32 countries in the period 
from 1992 to 2003. Their main findings showed that 
individualism is positively related with earnings 
management, while the opposite is true for 
uncertainty avoidance, confirming the hypothesis 
that national culture and institutional structure are 
important factors for EM. In addition to culture, the 
authors studied the legal environment and its 
influence on EM, and realized that culture and 
institutional environment are conditional on each 
other.  

Desender et al. (2011) study the effect of 
individualism (defined as the degree to which 
individuals are integrated into groups) and 
egalitarianism (defined as a society´s cultural 
orientation with respect to intolerance for abuses of 
market and political power) on earnings 
management. Their results show that countries 
scoring high on individualism tend to have lower 
levels of earnings management. In addition, this 
study found that egalitarianism is negatively related 
to earnings management. Their findings contradict 
the study by Han et al. (2010). Desender et al. (2011) 
consider that EM measures can contribute to a better 
understanding of the cultural dimensions driving 
managers´distortionary actions on the information 
they provide.  

In order to examine the current state of studies on 
EM and Culture, Callen al. (2011) used more recent 
data than the studies mentioned previously and 
added the religion variable, focusing on testing the 
effect of culture and religion on EM. They used the 
EM proxy elaborated by Leuz et al. (2003) and worked 
with data from 31 countries. Their results confirmed 
the findings of Desender et al. (2011) and showed 
that legal variables tend to lose significance when 
culture is introduced to the model. However, the 
relationship between Religion and EM was not 
significant during the tests performed. 

Another study which sought to explore the effect 
of culture on the disclosure of financial earnings was 
Zhang et al. (2013). The authors chose Hoftede’s 
Individualism-versus-Collectivism dimension due to 
its conciseness and empirical testing, and because it 
is related to moral judgment factors regarding social 

participants. They tested earnings management as a 
dependent variable. Their findings indicate that the 
culture in the 41 countries and regions studied had 
an influence on EM; it was positively associated with 
the level of Collectivism and negatively associated 
with investor protection.  

Similarly, Astami et al. (2017) sought to investigate 
the influence of culture and audit quality on the 
managers’ decisions regarding accounting accruals. 
They analyzed companies experiencing excessive free 
cash flow, because these companies present more 
agency conflicts. To reach their goal, the authors 
studied 6,554 companies listed in Asia-Pacific 
countries in the period from 2005 to 2010, 
performing an OLS regression. Their findings 
indicated that higher uncertainty avoidance leads 
managers to use more conservative accounting 
techniques to disclose profits, which reduces the 
level of earnings management of companies.   

Khlif (2016) studies the use of Hofstede´s cultural 
dimensions in accounting research over the period 
1995-2015. He found a number of 35 published 
studies that combine culture and accounting. His 
work reveals that individualism is positively related to 
corporate reporting policy, while high levels of 
masculinity are associated with low disclosure and 
aggressive accounting manipulations.  

In a scenario of economic globalization and 
harmonization of accounting practices, Paredes and 
Wheatley (2017) applied hierarchical linear modeling 
to investigate the impact of economic growth 
(emerging markets), country, and culture on real 
earnings management in a sample of companies from 
31 countries. They used the Hofstede model to 
measure cultural dimensions. The findings of their 
study confirmed the connection between culture and 
EM, highlighting a negative association of EM with 
individualism, masculinity, and uncertainty 
avoidance, but a positive association with power 
distance.  

Based on this literature review and arguments, we 
present the following hypothesis:   
H1 – Earnings management is positively related to the 
degree of Power Distance.   
H2 – Earnings management is negatively related to 
the degree of individualism. 
H3 – Earnings management is positively related to the 
degree of uncertainty avoidance.   
H4 – Earnings management is negatively related to 
the degree of long term orientation.  
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3. Methodology 

3.1. Sample and Data Sources 
 

The sample of this study is comprised of 
companies with stocks or depositary receipts traded 
in 2016 in the stock markets of Brazil, Argentina, 
Mexico, Chile, Colombia, Peru, and the United States 
of America. Using the Economatica database, we 
identified the home country of each company in the 
sample. Those countries with less than 10 companies 
were excluded of the final sample of this study. 
Companies from countries without information of 
cultural dimensions were also excluded of the 
sample. Moreover, financial companies, investment 
funds, companies without information of assets, 
liabilities and revenues of 2015 and 2016 were 
eliminated of the sample. The final sample contains 
3,687 companies of the following countries: 
Argentina, Brazil, Canada, Chile, China, Colombia, 
France, Greece, Mexico, Peru, Taiwan, the 
Netherlands, the United Kingdom and the United 
States of America. It is important to note that the 
sample of this study does not necessarily includes a 
representative sample of each of these 14 countries, 
since we included in the sample only those 
companies with depositary receipts traded at the 
Stock Exchanges of Brazil, Argentina, Mexico, Chile, 
Colombia, Peru, and the United States of America. 

We obtained the firm-level data from the 
Economatica database. Freedom House provided the 

data on the political rights of each country. The 
information about the legal system came from the 
WGI (Worldwide Governance Indicators) website, 
and we extracted the economic data from the World 
Bank.  The financial, legal and CG data are from 2016.  
Therefore, this article used cross-sectional data of the 
year 2016, with the exception of culture, due to its 
slow change throughout the years. The cultural 
aspect will be based on data from Hofstede InsightsI. 
We obtained the firms’ data for the control variables 
and for the calculation of the earnings management 
variable on the Economatica database. We extracted 
the legal variables from Freedom Houseii and 
Worldwide Governance Indicatorsiii and the variables 
that measure cultural dimensions were presented by 
Hofstede, in his website Hofstede InsightsI .  

We selected earnings management – 
measurement of transparency – for this study among 
the mechanisms of CG due to its importance in the 
studies of Leuz et al. (2003), Fernandes and Ferreira 
(2007), Correia et al. (2011), Peixoto et al. (2014), 
Kolozsvari and Macedo (2016), which adopted similar 
variables.  

3.2. Selection of the study variables 

3.2.1. Dependent variable 

We chose the dependent variable earnings 
management to represent CG. Table 1 describes its 
equation. 

 
Table 1  
Calculation of the Dependent Variable Earnings Management 

Variable Measurement Description 

EM1 𝐸𝑀1 =  
𝜎(𝐿𝐷𝐼𝑅𝑖𝑡)

𝜎(𝐶𝐹𝑂𝑖𝑡)
 

It measures the smoothing of reported operating 
earnings using the cumulative values of each 

company.  

EM2 𝐸𝑀2 =  𝜌(∆𝐴𝐶𝐶; ∆𝐶𝐹𝑂) 
It measures the smoothing and correlation 
between accruals and operating cash flows. 

EM3 𝐸𝑀3 =  
|𝐴𝐶𝐶|

|𝐶𝐹𝑂|
 

It measures the variation of reported profits, that 
is, the accrual magnitude (ACC).  

EM-M Mean of the previous three variables  
It gives a general and more complete view about 

transparency in organizations.  

Source: Adapted from Leuz et al. (2003) and Correia et al. (2011). 
Where: PAITit= Profit after income tax of company i at time t; CFOit= Cash flow of the operations of company i at time t; 

ACC = (AC- i at time t; ACC= (AC - CASH) – (CL - SD - TP) – DEP; AC = variation of total current assets; CASH = 

variation of available cash and short-term investments; CL = variation of total current liabilities; SD = variation of short-

term debt included in the current liabilities;  TP = variation income tax payable; DEP = depreciation and amortization 
expense. 
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Table 2 
Control Variables 

Variables Source: Author 
Expected 

Ratio 

Legal Variables 

Political Rights (PR):  
Freedom 
House. 

Stulz (2005); Griffin et al. (2017) - 

Rule of Law (RL) WGI. 
La Porta et al. (1998); Leuz et. al. (2003); Pevzner et al. 

(2015) 
+ 

Firm-level Variables 

Size (SIZE)  Economatica 
Griffin et al. (2017); Leuz et al. (2003); Volonté (2015); 

Pevzner et al. (2015) 
- 

Debt (DEB) Economatica Griffin et al. (2017); Volonté (2015) + 

Sales Growth (SG) Economatica Griffin et al. (2017); Volonté (2015) - 

ADR Economatica Leuz et al. (2003); Stulz (2005); Griffin et al. (2017) + 

 
Firm-Level Variables: (a) company size: calculated 

by the natural logarithm of total assets; (b) debt, 
which is the ratio of total liabilities to total assets; (c) 
sales growth, which is the ratio of the 2016 revenue 
to the 2015 revenue; and (d) the emission of ADRs, to 
verify if the companies of the sample issue shares at 
the North-American stock markets. This variable 
considers the argument that firms in countries with 
low level of investors protection tend to implement 
better governance practices, so they can trade stocks 
in the North-American exchanges (Stulz, 2005; 
Doidge et al., 2007; Correia et al., 2011). 

3.3. Econometric model of this study 

Griffin et al. (2017) inspired the proposed model; 
however, other authors contributed with some ideas, 
such as: (1) to use the dependent variable “earnings 
management” based on Leuz et al. (2003), Peixoto et 
al. (2014), Pevzner et al. (2015), Correia et al. (2017) 
and Nezlobin et al. (2018); (2) to test Hofstede’s 
cultural dimensions based on Callen et al. (2011) and 
Desender et al. (2011);  (3) to add legal variables as 
proposed by La Porta et al. (1998) and other authors, 
proving the originality of this investigation. 

   

Where: : interceptor; HD: Independent variables regarding Hofstede’s cultural dimensions; LV: Legal control variables; 

FV: Firm-level control variables. 

 
We adjusted and reviewed these econometric 

models considering two types of analysis: (a) a 
complete model with four cultural dimensions of 

Hofstede; (b) four regression models, one for each 
variable of culture (power distance, individualism, 
uncertainty avoidance, and long term orientation).  

 

 (Model 1) 

 (Model 2) 

 (Model 3) 

 (Model 4) 
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 (Model 5) 

Where: : interceptor; HD: it includes all the variables of Hofstede’s cultural dimensions; PD: it includes Power Distance; 

IND: it considers Individualism; UA: it considers Uncertainty Avoidance; LTO: Long Term Orientation; LV: Legal control 
variables; FV: Firm-level control variables; ADR: it is a dummy variable that indicates if the companies of the sample issue 
shares at the North-American stock markets.  

4. Results 

4.1 Descriptive Statistics 

Considering a firm level, Table 3 presents the 
descriptive analysis of financial data obtained 

through Economatica database. The dependent 
variable is Earnings Management (which is the 
simple average of income management 
variables, summarized in Table 1).  The average 
for the Earnings Management in the sample of 
this study is 0.56. 

 

Table 3 
Descriptive analysis of financial data, considering a firm level 

Variable Obs Mean Std. Dev. Min Max 

EM-M 3,687 0.56782 0.12866 0.02299 0.95813 

ADRs* 3,687 0.08869 0.284334 0 1 

CompanySize 3,682 13.48194 2.187519 6.160032 19.83477 

Debt 3,682 0.66555 1.719478 -0.1659 74.35336 

SalesGrowth 3,687 0.406756 8.336214 -2.21656 376.0118 

* Dummy variable; the value indicates its percentage. 

Additionally, Table 3 indicates that only 8.87% of 
the firms issue ADRs, but this information has an 
influence of American companies, since none of the 

American companies issues such certificate, as it is 
possible to see at Table 4.  

 

Table 4 
Descriptive analysis of financial data, considering a country level 

Country Obs EM-M CompSize Debt SalesGrowth ADRs* 

Argentina 63 0.61139 12.51954 0.711431 1.04982 0.253968 

Brazil 400 0.57548 13.1825 1.218154 0.0116393 0.055 

Canada 100 0.44308 14.20855 0.502487 -0.0240425 0.8 

Chile 168 0.62296 12.84922 0.566937 0.0049338 0.077381 

China 72 0.58644 13.89844 0.469883 0.3522306 1 

Colombia 26 0.62487 13.89662 0.550491 0.1247171 0.076923 

France 10 0.40751 13.98462 0.508167 0.0800779 1 

Greece 13 0.43770 13.17314 0.629251 0.0461196 1 

Mexico 111 0.63296 13.98531 0.578097 0.1549335 0.216216 

Peru 105 0.61729 12.40106 0.449583 0.0885122 0.038095 

Taiwan 15 0.54795 15.52743 0.425824 0.0459544 1 

The Netherlands 20 0.57338 15.4933 0.634691 0.0152562 1 

The United Kingdom 36 0.49638 15.32438 0.639613 0.2083378 1 

The United States of America 2548 0.56299 13.51837 0.612698 0.5359103 0 

* Dummy variable; the value indicates its percentage. 
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Table 5 
Cultural Dimensions according Hofstede 

Country PD Indiv UncAvo LongTerm 

Argentina 49 46 86 20 

Brazil 69 38 76 44 

Canada 39 80 48 36 

Chile 63 23 86 31 

China 80 20 30 87 

Colombia 67 13 80 13 

France 68 71 86 63 

Greece 60 35 100 45 

Mexico 81 30 82 24 

Peru 64 16 87 25 

Taiwan 58 17 69 93 

The Netherlands 38 80 53 67 

The United Kingdom 35 89 35 51 

The United States of America 40 91 46 26 

Notes: PD = Power distance; Indiv = Individualism; UncAvo = Uncertainty Avoidance; LongTerm = Long-term 
Orientation. 

 

In the dimension Uncertainty Avoidance, which 
considers the concerns of the society of a given 
country in knowing the future and guarantee a stable 
structure of life, Greece is the leader, with an 
absolute value of 100, while China registered 30. On 
the other hand, for Long-Term Orientation, 
Colombia, Argentina and Mexico show the lowest 
values, and China, together with Taiwan, present the 
highest values. 

Pearson correlation was implemented to analyse 
the possible correlations between the cultural 
dimensions and EM. Results were not reported, but 
can be submitted if required. Many culture 
dimensions showed high correlations with EM. After 
this, we also found high values for correlation among 

the groups of cultural dimensions. The presence of 
significant relationship between the independent 
variables in a multivariate regression model could 
present concerns with multicollinearity.  Therefore, 
we tested a complete model with the four variables 
related to culture and four models, one for each 
dimension of culture .   

 

4.2 Multivariate Regression Analysis 
 
We adjusted the quantitative models presented in 

section 3 and ran the multivariate regression analysis 
in order to analyze the relationships among culture, 
legal system, and EM. Table 8 presents the results for 

the five models. 
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Table 6 
Results for the Multivariate Regression Analysis 

Variable UnAvoid (1) Indiv (2) LongTerm (3) PowDist (4) 4 Dimensions (5) 

Company Size 0.0078*** 0.0078*** 0.0074*** 0.0074*** 0.0078*** 

Debt -0.0018 -0.0018 -0.0017 -0.0019 -0.0014 

Sales Growth -0.0004 -0.0004 -0.0004 -0.0004 -0.0004 

ADRs -0.0831*** -0.0846*** -0.0664*** -0.0755*** -0.0711*** 

Rule of Law 0.0005* 0.0001 -0.0007*** -0.0003 0.0005 

Political Rights 0.0246*** 0.0093** 0.0129*** 0.006 0.0193* 

Uncertainty Avoidance 0.0013***    0.0000 

Individualism  -0.0008***   -0.0012*** 

Long Term Orientation   -0.0006**  -0.0012*** 

Power Distance    0.0009*** -0.0005 

Constant 0.3215*** 0.5073*** 0.5352*** 0.4490*** 0.5543*** 

N 3651 3651 3651 3651 3651 

r2 0.0543 0.0549 0.0495 0.0502 0.0595 

F 25.9753 27.2479 24.0542 23.7114 22.2647 

Rmse 0.1252 0.1252 0.1256 0.1255 0.1249 

Notes: in each regression analysis, we have employed the robust residuals of White; Significance Level: *0.10; **0.05; 
***0.01.  
 

Regarding the political rights, we found a positive 
relationship between this variable and earnings 
management (EM), which is coherent with Stulz 
(2005), who found that companies in environments 
with weak political rights should adopt a better level 
of corporate governance as a compensation. This 
suggests that countries with less political rights tend 
to present lower levels of earnings management, 
seeking a kind of compensation for potential 
investors.  

The variable Rule of Law presented a negative 
relationship with EM in Model 3, and this variable 
represents a ranking of the countries considering 
their efficacy in applying laws and rules. Therefore, a 
better position in the ranking of the countries in the 
sample (regarding Rule of Law) is associated with 
lower levels of Earnings Management, which is in line 
with the literature (Leuz et al., 2003; Pevzner et al., 
2015). In other words, the results suggest that firms 
from countries with higher levels of Rule of Law tend 
to provide greater transparency for investors, 
considering the results of Model 3. It is important to 
note that the negative relationship between Rule of 
Law and EM was not observed in the other models. 

Considering all the five regression models, there is 
a positive and significant relationship between firm’s 
size and EM, indicating that large firms tend to 
present higher levels of earnings management, which 

can affect their transparency, and this result is in line 
with Volonté (2015) and Griffin et al. (2017). 
Moreover, another result obtained in Table 6, in all 
regression models, is that companies that issue ADRs 
at the North-American stock markets tend to have a 
lower level of earnings management. Such results 
were expected and they are in line with the studies of 
Doidge et al. (2005), Lopes and Walker (2008) and 
Correia et al. (2011). The variables Debt and Sales 
Growth did not show a significant relationship with 
EM in any of the quantitative models tested. 

Regarding the study hypotheses, Model 4, that 
considers Power Distance (PD) as the independent 
variable for cultural dimension, showed a positive 
and significant relationship between PD and EM, 
which corroborates the first hypothesis (H1: Earnings 
management is positively related to the degree of 
Power Distance). This finding is in line with the studies 
of Callen et al. (2011) and Paredes and Wheatley 
(2017). In Model 5, that simultaneously considers the 
four dimensions of culture, the relationship between 
PD and EM was not significant. Based on the results 
of Table 6, specifically in Models 2 and 5, the second 
hypothesis of the study was confirmed (H2: Earnings 
management is negatively related to the degree of 
individualism), since the relationship between 
individualism and EM was negative and significant. 
This finding is in line with the studies of Callen et al. 
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(2011), Desender et al. (2011), and Paredes and 
Wheatley (2017). However, this result contradicts the 
studies of Guan et al. (2005) and Han et al. (2010), 
that found a positive relationship between 
individualism and EM. 

Model 1 of Table 6 shows a positive relationship 
between uncertainty avoidance and EM, which is in 
line with the third hypothesis of this study (H3: 
Earnings management is positively related to the 
degree of uncertainty avoidance). This result 
corroborates the study of Callen et al. (2011), but it 
contradicts the studies of Guan et al. (2005), Han et 
al. (2010), and Astami et al. (2017). The Models 3 and 
5 of Table 6 show a negative association between 
long term orientation and EM, which corroborates 
the fourth hypothesis (H4: Earnings management is 
negatively related to the degree of long term 
orientation). The result for long term orientation 
corroborates with the studies of Callen et al. (2011) 
and Guan et al. (2005). Therefore, all the hypotheses 
proposed in this study were corroborated at least in 
one of the quantitative models, and the observed 
signs for the relationships between the cultural 
dimensions of Hofstede and EM practices were in line 
with the expected directions presented in the 
descriptions of the hypotheses. Based on the global 
analysis of the five models, the results indicate that 
there is an important effect of the cultural 
dimensions on earnings management of firms located 
in the 14 countries of the sample. It is also possible to 
conclude that the legal variables were important in 
this analysis, which corroborates with the studies of 
La Porta et al. (1998), Leuz et al. (2003), Pevzner et al. 
(2015) and Stulz (2005). Finally, the variables in a firm 
level, especially the size of the companies and 
companies that issue ADRs, presented a relevant 
effect on the quantitative analysis. 

 

5. Discussion 
 

The recent economic and financial crises have led 
to a debate about the quality of earnings reported by 
firms. These crises also have raised the question on 
how to improve the quality of financial reports and 
the economic stability among countries. This study 
contributes to this debate, showing that the policies 
to reduce the EM do not involve only objective issues, 
but depend strongly on the cultural context of each 
country.  

Among other results, we observed that in 
countries that individuals accept more strongly an 

unequal distribution of power in society (Power 
Distance) there is also a higher level of earnings 
management. We also noted that in more 
individualistic societies there is less incidence of 
earnings management practices. In countries that 
suffer more with the feeling of discomfort or 
insecurity with respect to risks (uncertainty 
avoidance) there is more earnings management. It 
was observed that in countries where individuals are 
oriented towards the future, towards economies and 
persistence (long term orientation), a lower level of 
earnings management occurs. These results proved 
to be quite in line with the literature on this subject 
(Astami et al., 2017; Callen et al., 2011; Desender et 
al., 2011). Our results point to an important link 
between informal institutions and the quality of 
financial information offered to economic agents in 
each country. 

These results indicate that since culture has a 
significant impact on managers’ practices, after 
controlling for legal variables and specific 
characteristics of firms, corporate governance 
configurations that take culture into account could 
succeed. 

 

6. Final Considerations 
 

The purpose of this study was to investigate if the 
culture of countries influences the practices of EM of 
their organizations. This study broke new ground by 
selecting proxies for governance and cultural 
dimensions and by adopting a cross-section 
multivariate regression for a sample of companies in 
the stock markets of the United States, Mexico, Brazil, 
Chile, Peru, and Colombia.    

Regarding the methodology, we used the 
perspective of Leuz et al. (2003) for measuring EM 
and the perspective of Hofstede for measuring the 
cultural dimensions. Most articles (Callen et al., 2011; 
Desender et al., 2011; Doupnik, 2008) selected four 
cultural dimensions as the most important to relate 
with EM. Such dimensions were: power distance, 
individualism, uncertainty avoidance and long term 
orientation. After selecting the variables, we used 
regression models based on the literature to 
associate culture with EM.    

We noted that culture plays a strong role in the 
development of CG practices, in particular regarding 
firms’ EM, which confirms all the main hypothesis of 
this study. We can infer that certain characteristics of 
society are related to the practices of EM by 
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managers, showing that the cultural environment of 
countries has a significant influence on financial and 
accounting decision-making of the organizations. 
Therefore, we hope we have contributed to elucidate 
the role of culture, legal relationships, and 
organizational development in companies and 
countries, highlighting the importance of the culture 
of a given country to understand the reason of its 
rules, legal system, and reasons that change CG in 

companies. As a result, this study gives some hints on 
how to compare the differences between companies 
from several countries.  

For future research, we suggest to explore other 
cultural dimension, such as the Globe Project, which 
studies cultural aspects, leadership, and 
organizational practices around the world, with 
access to several companies, managers, and CEOs.  
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