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The objective of this paper is to provide theoretical and methodological suggestions to guide future research on
the controversial topics of accountants' professional judgments and earnings management. Based on an evalua-
tion of prior research, this paper provides four suggestions. First, it is suggested that a focus on the influence of
personality variables is likely to provide sharper insights into judgments of individuals. Two relevant personality
variables have been selected for this paper, namely, Construal of Self and Regulatory Focus Theory. Both Construal
of Self and Regulatory Focus Theory havebeen, primarily in psychology literature, proven as valid and relevant for
judgments, decisions and behavior. Second, prior literature conducted studies on earningsmanagement and eth-
ical issues to a large extent in theUnited States, often assuming thatfindings are generalizable and transferable to
other countries. Given the importance of contextual factors and of gaining insights from global perspectives, the
examination of nations with different contextual environments and particularly of countries in which ethical is-
sues have not been rigorously examined, is suggested. Third, prior research has largely relied on simplistic unidi-
mensional ethicsmeasures that are unlikely to capture the complexity of accountants' professional judgments. It
is suggested that a combination of a unidimensionalmeasure and ‘Multidimensional EthicsMeasure’ (MEM)pro-
vides richer insights into judgments. Fourth, this paper also suggests measuring “holier-than-thou” perception
bias. “Holier-than-thou” perception bias means that individuals consider themselves as more ethical than their
peers. This bias is important because it may foster an unethical organizational culture. Some of the suggestions
included in this paper may provide useful guidance for future studies examining accountants' professional judg-
ments and earnings management.

© 2013 Published by Elsevier Ltd.
1. Introduction

Accountants' professional judgments and earnings management are
important and controversial topics in accounting, as shown by signifi-
cant recent corporate collapses, audit failures, and criticisms regarding
the quality of financial reporting during the current Global Financial
Crisis (Dechow, Myers, & Shakespeare, 2010; Jiraporn, Kim, & Mathur,
2008; Kothari & Lester, 2012; Laux & Leuz, 2009; Van Tendeloo &
Vanstraelen, 2008). However, earnings management is not only a cur-
rent but also a longstanding issue, dating back to the beginning of
accounting andhas been of serious concern to the accountingprofession
and the business world in the last decades (Ball, 2009; Elias, 2004;
Kaplan, McElroy, Ravenscroft, & Shrader, 2007; Naser & Pendlebury,
1992). Earnings management has been defined in a number of ways
and for the purpose of this paper is defined as the use of “judgment
in financial reporting and in structuring transactions to alter financial
reports to either mislead some stakeholders about the underlying
.edu.au (Ph. Heinz).
du.au (A. Hellmann).

vier Ltd.
economic performance of the company or to influence contractual out-
comes that depend on reported accounting numbers” (Healy &Wahlen,
1999, p. 368). This definition has been used extensively in previous re-
search and is relevant and useful particularly for this paper, as it relates
to professional judgments, earnings management, and ethics (Braun &
Rodriguez, 2008; Elias, 2002; Kaplan, 2001a; Niskanen, Karjalainen,
Niskanen, & Karjalainen, 2011).

Global standard-setters have moved toward the concept of ‘sub-
stance over form’ or principles-based accounting standards, which
require extensive use of professional judgments (Heidhues & Patel,
2012, p. 17). This global shift from rules-based to principles-based ac-
counting standards in combination with imprecise reporting standards
has increased the scope for exercising professional judgments which
may lead to greater earnings management (Nelson, 2003; Okamoto,
2011). As such, accountants may exercise their professional judgments
to engage in earnings management within the guidelines provided by
Generally Accepted Accounting Principles (GAAP). Indeed, previous
research provides evidence that earnings management is often related
to discretionary accruals and as such is not necessarily inconsistent
with GAAP (Ball, Kothari, & Robin, 2000; Chung, Firth, & Kim, 2002;
Ibrahim, 2009; Merchant & Rockness, 1994; Peasnell, Pope, & Young,
2005).However, earningsmanagement can also be difficult to distinguish
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adopted from Hofstede et al. (2010, p. 6)
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[2] Specific to group or category (learned) 
[3] Universal (inherited) 

Fig. 1. Hofstede's ‘three levels of uniqueness in mental programming’.
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from appropriate applications of GAAP andmay also be inconsistentwith
the objectives of GAAP (Ball, 2009; Nelson, Elliott, & Tarpley, 2002, 2003).
For example, it has been noted thatfinancial fraud is one extreme formof
earnings management, and further that a thin line separates earnings
management from fraud (Dechow & Skinner, 2000; Elias, 2002). As
such, earnings management can result from both legal and illegal
means and is therefore a highly ambiguous and controversial issue that
requires further examination.

Importantly, despite the argument that earnings management may
be within the boundaries of law, ethical issues arise because numerous
stakeholders relying on financial statements may be misled (Barua, Lin,
& Sbaraglia, 2010; Geiger et al., 2006). Therefore, earningsmanagement
provides an excellent construct throughwhich to examine ethical issues
and judgments of accountants. Prior literature provides evidence that
inappropriate application of professional judgments and ethical issues
are clearly related (Jackling, Cooper, Leung, & Dellaportas, 2007). More-
over, recent accounting scandals and the current Global Financial Crisis
have focused public attention toward issues related to ethics and
accounting (Abdolmohammadi, Fedorowicz, & Davis, 2009; Birnberg,
2011; Smith & Hume, 2005; Sweeney & Costello, 2009). As such, it is
concluded that professional judgments, earnings management and
ethical issues remain controversial and important topics.

Earningsmanagement has been examined using a number of theoret-
ical and methodological perspectives including normative approaches,
capital market research, and experiments. Additionally, some prior stud-
ies on earnings management have applied behavioral approaches, which
is the approach taken in this paper. Behavioral researchers have frequent-
ly examined the influence of national culture on earnings management,
with an extensive reliance on the theoretical dimensions developed by
Hofstede (1980) and operationalized in accounting contexts by Gray
(1988). It is acknowledged that studies relying on Hofstede and Gray
provide valuable insights into differences and similarities at national
levels. However, as argued by Heidhues and Patel (2011), such extensive
reliance on Hofstede and Gray's cultural dimensions can also be viewed
as an obsessionwith categorization, quantification, and narrowly focused
cultural dimensions in accounting research,whichoftendonot adequate-
ly capture the complex and dynamic construct of culture. To obtain
sharper insights, it is important to broaden theoretical andmethodologi-
cal perspectives by examining various factors that may influence profes-
sional judgments and earnings management. Therefore, the objective of
this paper is to provide some holistic theoretical and methodological
suggestions to enhance research on earnings management.

In particular, this paper recommends that this strand of research be
extended by examining the influence of relevant personality variables
on accountants' judgments on earnings management. Personality is
defined as “the dynamic and organized set of characteristics possessed
by a person that uniquely influences his or her cognitions, motivations,
and behaviors in various situations” (Ryckman, 2007, p. 4). While
culture has an impact on individuals and addresses how, in general, an
individual should behave in a particular role or status in a given society,
personality “speaks to differences in behaviours or responses by indi-
viduals in the same roles or statuses in a given society” (Harrison,
1993, p. 325). For example, Hofstede, Hofstede, and Minkov (2010, pp.
4–7), by comparing individuals' thinking, feeling, and potential acting
to the way that computers are programmed, distinguishes between
human nature, culture, and personality. Fig. 1 (adopted from Hofstede
et al., 2010, p. 6) shows the pyramid of ‘Three Levels of Uniqueness in
Mental Programming’ and illustrates that personality is on top of the
pyramid. Fig. 1 also shows that personality is both inherited and
learned,whichmeans that personality is shaped by both genetic and en-
vironmental influences (Triandis & Suh, 2002). Importantly, Fig. 1 high-
lights that personality is specific to individuals.

As such, national culture differences try to explain differences in
judgments across cultures, whereas personality variables provide clear-
er insights into differences among individuals (Cable & Patel, 2000). De-
spite the influence of culture on personality, personality is not merely
“culture inmicrocosm,” and studies focusing on personalitymay provide
different and sharper results than studies that focus on culture (Rohner,
1984, p. 123; Triandis & Suh, 2002). Therefore, this paper suggests that a
focus on the influence of relevant personality variables is also likely to
provide sharper insights into the judgments of individuals in the context
of earnings management.

The study of personality variables is relevant in the field of account-
ing, as it is likely to provide valuable insights into factors that may influ-
ence judgments and behaviors of accountants (Taggar & Parkinson,
2007). However, prior research has largely failed to recognize the im-
portance of personality variables in accounting research. For example,
Taggar and Parkinson (2007, p. 135) conclude that “there is a limited
amount of research published where personality is used to address
accounting issues.”Additional calls have beenmade in accounting to ac-
knowledge the importance of personality and to examine the influence
of personality variables on accountants' judgments (Andon, Chong, &
Roebuck, 2010; Heidhues & Patel, 2012, p. 162; So & Smith, 2003;
Wheeler, 2001).

This paper responds to these calls by providing suggestions to exam-
ine the influence of personality variables on accountants' judgments
related to earnings management. For this paper, two relevant personal-
ity variables have been selected, namely, Construal of Self and Regulato-
ry Focus Theory. Both Construal of Self and Regulatory Focus Theory
have been, primarily in psychology literature, proven as valid and rele-
vant for cognition, judgments, goal pursuit, decisions, and behavior
(Brockner & Higgins, 2001; Cesario, Higgins, & Scholer, 2008; Crowe &
Higgins, 1997; Gardner, Gabriel, & Lee, 1999; Higgins, 1998; Higgins &
Silberman, 1998; Leonardelli, Lakin, & Arkin, 2007; Markus & Kitayama,
1991, 2010; Singelis, 1994). Construal of Self is a relevant personality
variable because it focuses on individuals' notions of themselves
in relation to others and distinguishes between independent and
interdependent Construal of Self (Markus & Kitayama, 1991). The
second relevant personality variable selected in this paper, Regulatory
Focus Theory, distinguishes between two self-regulatory systems to
pursue specific goals or desired end-states, known as promotion-focus
and prevention-focus (Higgins, 1997, 1998). It is suggested that both
Construal of Self and Regulatory Focus Theory are likely to provide addi-
tional insights into factors that may influence judgments on earnings
management.

A further theoretical suggestion of this paper relates to the selection
of countries in which to examine accountants' judgments, earnings
management, and ethical issues. Prior literature has, to a large extent,
focused on the United States context. However, while these studies
have provided valuable insights, the findings may not be generalizable
and transferrable to other countries, as has often been presumed
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(Chand & Patel, 2011, p. viii; Psaros, Patel, & Warnakulasuriya, 2003).
The literature on earningsmanagement can be broadened by conducting
studies in countries with different contextual environments. Specifically,
it is suggested that accounting research may focus on countries in which
earningsmanagement and ethical issues have not been rigorously exam-
ined. Moreover, given the recent globalization and the need for greater
comparability of accounting information, it is important to gain insights
into factors that may influence earnings management from a global per-
spective. Examples of countries to examine include emerging countries,
members of transition economies such as China and the former Union
of Soviet Socialist Republics (USSR), and countries included in the Conti-
nental European accounting model such as France and Germany.

Additionally, measurement of professional judgments in ethical
contexts remains an important methodological issue in accounting.
For example, accounting research has largely evoked and relied on the
Defining Issues Test (DIT), which is based on Kohlberg's (1969) stage
theory of ethical development (Rest, Cooper, Coder, Masanz, &
Anderson, 1974; Rest, Narvaez, Thoma, & Bebeau, 1999b).3 Kohlberg's
theory posits that ethical judgmenthas six sequential stages, with higher
stages representing higher levels of ethical reasoning (Kohlberg, 1973).
The DIT is an instrument to measure individuals' ethical reasoning and
to assess Kohlberg's stages (Rest, Narvaez, Thoma, & Bebeau, 1999b).
However, measuring ethical reasoning using the DIT has been criticized.
Criticism includes the existence of gender bias, cultural bias, and that
context-specific instruments may be more relevant in professional
settings (Gilligan, 1982; Patel, 2006, p. 35; Welton, Lagrone, & Davis,
1994). It is therefore suggested that accounting research applies more
relevant measurement scales to accountants' judgments.

Furthermore, some prior research has at times applied unidimen-
sional ethics measures, largely by asking respondents on a single scale
whether the ethical issues embedded in scenarios are ethical or unethical
(Patel, 2007). This paper suggests that research measuring complex
constructs of accountants' judgments applies a combination of unidi-
mensional measure and ‘Multidimensional Ethics Measure’ (MEM). The
MEMwas developed byReidenbach andRobin (1990) andhas been test-
ed for reliability and validity in accounting contexts. Specifically, the
MEM is based on three philosophical dimensions, namely, moral equity,
relativism, and contractualism, and therefore provides a sharper theoret-
ical underpinning for measuring ethical issues. The application of MEM
enables researchers to address some of the limitations of Rest's DIT,
such as the criticism that the DIT may be inappropriate in professional
settings (Cohen, Pant, & Sharp, 2001; Dellaportas, Cooper, & Leung,
2006). Moreover, evidence shows that a combination of unidimensional
measure and MEM provides greater explanatory power and deeper
insights into accountants' judgments than do simplistic unidimensional
ethics measure (Patel, 2007).

An additional methodological suggestion of this paper is to measure
“holier-than-thou” perception bias of professional accountants to better
understand accountants' judgments and ethical issues in the context of
earnings management. “Holier-than-thou” perception bias means that
individuals consider themselves as far more ethical than their peers
(Tyson, 1990). Prior research has not rigorously examined and mea-
sured this important bias. The measurement of “holier-than-thou” per-
ception bias is relevant because individuals considering themselves as
more ethical than their peers may not see any pressure to improve
their own ethical behavior. Individuals may also justify their own
unethical behavior as necessary to compete with their peers and as
such, “holier-than-thou” perception bias may foster an unethical orga-
nizational culture (Patel & Millanta, 2011; Tyson, 1990). Importantly,
this perception bias is a widespread phenomenon and individuals
seem to chronically feel “holier-than-thou” (Epley & Dunning, 2000).
It is therefore likely that “holier-than-thou” perception bias is also
embedded in accounting environments and that measurement of this
3 In this paper, the terms ‘ethical’ and ‘moral’ are used synonymously.
bias will provide additional insights into factors that may influence
accountants' judgments on earnings management.

2. Kohlberg's stage theory of ethical development, the Defining
Issues Test and the Four-Component Model

This section provides a brief discussion of Kohlberg's (1969) stage
theory of ethical development, the Defining Issues Test (Rest, Narvaez,
Bebeau, & Thoma, 1999a; Rest et al., 1974) and the Four-Component
Model (Rest, 1983), all of which have been extensively evoked and ap-
plied in accounting research (Abdolmohammadi et al., 2009; Brandon,
Kerler, Killough, & Mueller, 2007; Dellaportas et al., 2006; Johnson,
Fleischman, Valentine, & Walker, 2012; Tsui, 1996; Tsui & Windsor,
2001; Welton et al., 1994). Kohlberg's (1969) stage theory of ethical
development is one of the most cited ethical judgment and decision-
making models and continues to be discussed in almost every contem-
porary developmental psychology textbook (Gibbs, Basinger, Grime, &
Snarey, 2007). Kohlberg's theory, with its sequential stages of cognitive
ethical development, may be regarded as a hierarchy of ethical develop-
ment through which individuals progress upwards. Table 1 (adopted
from Kohlberg, 1976, pp. 34–35) provides the key features of the model
and shows that the model is comprised of three levels, namely,
preconventional, conventional and post-conventional or principled.
Moreover, each level is comprised of two stages. The second and third col-
umns in Table 1 indicatewhat is considered as ethically right at each stage
and the reasons for individuals' ethical positions, respectively. The final
column of Table 1 shows the social perspectives of each stage.

Based onKohlberg's theory of ethical development, Rest et al. (1974)
developed the Defining Issues Test (DIT). The assumption of the DIT is
that ethical dilemmas are interpreted differently by people at different
development stages. Based on subjects' responses on ethical dilemmas,
a quantified index is calculated that assesses Kohlberg's stages. This
index, the P index, indicates the importance that individuals give to
Stage 5 and Stage 6 of Kohlberg's theory (Rest, 1983, p. 584). Note
that a revised version of the DIT, the DIT2, has been developed (Rest,
Narvaez, Thoma, & Bebeau, 1999b). The DIT2 has updated dilemmas
and items, a shortened test, and provides clearer instructions (Rest,
Narvaez, Thoma, & Bebeau, 1999b). Also note that Rest (1983) devel-
oped the Four-Component Model, which “continues to be used as a
means to understand and explain the construct measured by the DIT”
(Thoma, 2006, p. 72). Specifically, the Four-Component Model posits
that four major processes contribute to the ethical functioning of indi-
viduals, namely, moral sensitivity (Component I), moral judgment
(Component II),moralmotivation (Component III), andmoral character
(Component IV). As shown in Table 2 (adopted from Bebeau, Rest, &
Narvaez, 1999, p. 22),moral sensitivity is the interpretation of a specific
situation, moral judgment relates to judging which action is ethically
right or wrong, moral motivation is the prioritizing of moral values
over personal values, and moral character means to have the strength
and courage to act according to one's goals (Bebeau et al., 1999). It has
been pointed out that deficiency in any of the four components may re-
sult in ‘ethical failure’ (Bebeau, 2002; Bebeau et al., 1999). Table 2 pro-
vides additional details on the Four-Component Model (Bebeau et al.,
1999, p. 22).

To enhance the quality of research related to ethics, including
research in accounting contexts, it is important to address key criticisms
of Kohlberg's stage theory of ethical development and of Rest's DIT. Crit-
icisms of Kohlberg's ethical development stages include that it may
have a Western bias, that a seventh stage should be included that in-
volves dialogs with particular others about ethical principles, and that
the theory has a gender bias toward the male perspective (Gilligan,
1982; Habermas, 1979, p. 93; Snell, 1996). The DIT has been criticized
because it may inaccurately reflect ethical reasoning in a professional
setting and because the dilemmas are fixed and limited (Dellaportas
et al., 2006; Shawver & Sennetti, 2009).Moreover, the DIT has been crit-
icized for cultural biases (Ma& Cheung, 1996). For example, Tsui (1996)



Table 1
Kohlberg's Ethical Judgment Stages.
Adopted from Kohlberg (1976, pp. 33–34).

Content of stage

Level and stage What is ethically right Reasons for doing right Social perspective of stage

Level I: Preconventional
Stage 1: Heteronomous
morality

To avoid breaking rules backed by punishment,
obedience for its own sake, and avoiding physical
damage to persons and property.

Avoidance of punishment, and the superior
power of authorities.

Egocentric point of view. Does not consider the
interests of others or recognize that they differ
from the actor's; does not relate two points of
view. Actions are considered physically rather
than in terms of psychological interests of others.

Stage 2: Individualism,
instrumental purpose,
and exchange

Following rules only when it is to someone's
immediate interest; acting to meet one's own
interests and needs and letting others do the
same.

To serve one's own needs or interests in a world
where you have to recognize that other people
have their interests, too.

Concrete individualistic perspective. Aware that
everybody has his or her own interest to pursue
and that these conflict, so that right is relative (in
the concrete individualistic sense).

Level II: Conventional
Stage 3: Mutual
interpersonal
expectations,
relationships, and
interpersonal
conformity conscience

Living up to what is expected by people close to
you or what people generally expect of people in
your role as son, brother, friend, etc. “Being good”
is important and means having good motives,
showing concern about others.

The need to be a good person in your own eyes
and those of others. Your caring for others. Belief
in the Golden Rule.

Perspective of the individual in relationship with
other individuals. Aware of shared feelings,
agreements, and expectations which take
primacy over individual interests. Relates points
of view through the concrete Golden Rule,
putting yourself in the other person's shoes.

Stage 4: Social system and
conscience

Fulfilling the actual duties to which you have
agreed. Laws are to be upheld except in extreme
cases where they conflict with other fixed social
duties. Right is also contributing to society, the
group, or institution.

To keep the institution going as a whole, to avoid
the breakdown in the system “if everyone did it,”
or the imperative of conscience to meet one's
defined obligations.

Differentiates societal point of view from
interpersonal agreement or motives. Takes the
point of view of the system that defines roles and
rules. Considers individual relations in terms of
place in the system.

Level III: Post-conventional,
or principled
Stage 5: Social contract
or utility and individual
rights

Being aware that people hold a variety of values
and opinions, and that most values and rules are
relative to your group. These relative rules should
usually be upheld, however, in the interest of
impartiality and because they are the social
contract.

A sense of obligation to law because of one's
social contract to make and abide by laws for the
welfare of all and for the protection of all people's
rights. A feeling of contractual commitment,
freely entered upon, to family, friendship, trust,
and work obligations

Prior-to-society perspective. Perspective of a
rational individual aware of values and rights
prior to social attachments and contracts.
Integrates perspectives by formal mechanisms of
agreement, contract, objective impartiality, and
due process. Considers moral and legal points of
view; recognizes that they sometimes conflict
and finds it difficult to integrate them.

Stage 6: Universal ethical
principles

Following self-chosen ethical principles. Particu-
lar laws or social agreements are usually valid
because they rest on such principles. When laws
violate these principles, one acts in accordance
with the principle. Principles are universal prin-
ciples of justice.

The belief as a rational person in the validity of
universal moral principles, and a sense of
personal commitment to them.

Perspective of a moral point of view from which
social arrangements derive. Perspective is that of
any rational individual recognizing the nature of
morality or the fact that persons are ends in
themselves and must be treated as such.
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applied the DIT and found based on Hofstede's theory of cultural differ-
ences that auditors from Hong Kong had a lower P index than did audi-
tors from the United States. The results thus indicate that subjects from
Hong Kong possess lower ethical reasoning as compared to their coun-
terparts from the United States. However, since the DIT was developed
using the societal values of Western nations, the results of Tsui's
(1996) study “may be explained by the potentially theoretical irrele-
vance of measuring ethical reasoning with the DIT in Asian and other
developing countries” (Patel, 2006, p. 35). This paper advocates the
use of Multidimensional Ethics Measure (MEM) in accounting research
to overcome some of the limitations of the DIT.

3. Theoretical and methodological limitations of prior studies

3.1. Studies at national and group-levels

A significant number of studies have examined the influence of
national culture on earnings management, relying largely on sim-
plistic theoretical dimensions developed by Hofstede (1980) and
operationalized in accounting contexts by Gray (1988). Examples
of these studies include Braun and Rodriguez (2008), Clikeman,
Geiger, and O'Connell (2001), Doupnik (2008), Guan and Pourjalali
(2010) and Nabar and Boonlert-U-Thai (2007). For example, Braun
and Rodriguez (2008) examined the relationship between Gray's
accounting values and earnings management. Using a sample of thirty-
one countries, Gray's accounting values were quantified to examine dif-
ferences in levels of earningsmanagement between countries. In another
study, Doupnik (2008) examined the influence of national culture on
earnings management across a sample of thirty-one countries.
Specifically, Hofstede's dimensions were used as a proxy for national
culture. The findings of Doupnik's (2008) study show that earnings
smoothing, as a form of earnings management, is increasing in soci-
eties that score higher on Hofstede's dimension of Uncertainty
Avoidance.

However, Hofstede's dimensions and Gray's accounting values
have been extensively criticized. Criticisms include that Hofstede
(1980) equates nation with culture and that the data collected by
Hofstede (1980) is outdated. It has also been argued that the simplis-
tic dimensions largely fail to capture the richness and complexity of
culture and that these dimensions do not take into account relevant
insights and literature from other disciplines such as psychology and
sociology (Baskerville, 2003; Briley, Morris, & Simonson, 2000;
Heidhues & Patel, 2011; McSweeney, 2002; Patel, 2003). Moreover,
studies that uncritically apply and adopt Gray's framework, such as
the study by Braun and Rodriguez (2008), have been criticized for
“an ‘overgeneralisation’ of theoretical approaches based on assump-
tions of scientific legitimacy and respectability” (Heidhues & Patel,
2011, pp. 276–277).

It is acknowledged that prior research provides valuable contribu-
tions by focusing on the influence of national culture on earnings man-
agement, and as such examines differences at a national and group
level. However, this strand of research can be further extended by focus-
ing on relevant personality variables, which may provide sharper in-
sights into judgments at individual levels. Two relevant personality
variables, Construal of Self and Regulatory Focus Theory, will be
explained in a later section of thepaper. How these personality variables
might influence accountants' judgments on earnings management is
also demonstrated and exemplified.



Table 2
Rest's Four-Component Model.
Adopted from Bebeau et al. (1999, p. 22).

Component Definition

Component I: Moral sensitivity
(interpreting the situation)

Moral sensitivity is the awareness of how
our actions affect other people. It involves
being aware of the different possible lines
of actions and how each line of action
could affect the parties concerned
(including oneself). Moral sensitivity
involves imaginatively constructing
possible scenarios (often from limited
cues and partial information), knowing
cause-consequent chains of events in the
real world, and having empathy and role-
taking skills.Moral sensitivity is necessary
to become aware that a moral issue is
involved in a situation.

Component II: Moral judgment (judging
which action is morally right or wrong)

Once a person is aware that various lines
of action are possible, onemust askwhich
line of action is more morally justified.
Even at an early stage, people have
intuitions about what is fair and moral,
and make moral judgments about even
the most complex of human activities.

Component III: Moral motivation
(prioritizing moral values over other
personal values)

People have many values (e.g., careers,
affectional relationships, aesthetic
preferences, institutional loyalties,
hedonistic pleasure, excitement). Why
place a high priority onmoral values over
these other values? Some evil people in
the world (e.g., the professional assassin)
may be explained not in terms of
deficiencies in Components 1 and 2, but
in terms of the lowpriority given tomoral
values. We do not have to infer that the
assassin is deficient in terms of
Component 1 (i.e., that hedoesnot realize
that shooting someone affects his/her
welfare), nor do we have to infer that the
assassin is deficient in terms of
Component 2 (i.e., that he does not
understand that cooperative
arrangements have conditions of
reciprocity). Rather, we are more likely to
explain the assassin in terms of his values
(i.e., he just does not care to do the fair,
decent thing – other values are more
important to him).

Component IV: Moral character (having
the strength of your conviction, having
courage, persisting, overcoming
distractions and obstacles, having
implementing skills, having ego
strength)

A person may have the first three
components, but if he or she is lacking in
Component 4, the person will wilt under
pressure or fatigue, will not follow
through, will be distracted or
discouraged, and moral behavior will fail.
Component 4 presupposes that one has
set goals, has self-discipline and controls
impulse, and has the strength and skill to
act in accord with one's goals.
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3.2. Studies conducted in the United States

A number of prior studies, including Elias (2002), Elias (2004),
Greenfield, Norman, and Wier (2007), Johnson et al. (2012), Smith
and Rogers (2000) and Stanga and Turpen (1991), have focused on eth-
ical issues in the context of earnings management. Despite the valuable
contributions of previous studies, a limitation of these studies is that to a
large extent the United States as a member of the Anglo-American
accounting model has been examined. This includes studies conducted
within the United States, as well as cross-national studies that have
included United States data. The easy availability of relevant data for
the United States may be one reason to explain this extensive focus
(Bushman & Smith, 2001; Sarkar, Sarkar, & Sen, 2008). Researchers
often assume that findings from the United States are generalizable
and transferable to other countries, either within Anglo-American
countries or outside the Anglo-American cluster (Chand & Patel, 2011,
p. viii; Psaros et al., 2003). This paper rejects such simplistic assump-
tions and suggests that future studies examine factors that may influ-
ence accountants' judgments and earnings management in additional
countries.

Given the importance of contextual factors such as political, eco-
nomic, social, and historical influences on judgments, the literature on
earnings management is likely to be enhanced by extended coverage
of the contextual environments of diverse countries. In particular, it is
suggested that studies focus on countries in which ethical issues have
not been rigorously examined. For example, it has been shown that
German students are generally less objecting to earnings management
than are United States students, possibly because the teaching of busi-
ness ethics for accounting students is more prevalent in the United
States than in Germany (Portz, Strong, & Hoffmann, 2008). This argu-
ment is consistent with Becker and Messner (2005), who note that the
examination of ethical issues related to accounting is an underexplored
topic in Germany. As such, it is important that future studies extend
country selection to examine earnings management and ethical issues
in countries for which accounting ethics is an underexplored topic.

It has also been suggested that misapplications of United States ac-
counting standardsmay have had some role in the currentfinancial crisis
(Kothari & Lester, 2012). For example, it has been shown that ‘fair value
accounting’ can be a “convenient earnings management tool” (Dechow
et al., 2010). Importantly, the financial crisis is not constrained to
United States accounting standards and the United States, but rather is
a global phenomenon. For example, European countries such as Greece,
Spain, Ireland, and Cyprus are particularly strongly influenced by the
Global Financial Crisis, resulting in discussions about bankruptcy and ex-
clusion from theEuro-Zone (Grigoriadis, 2011). Themisapplication of ac-
counting standards and earnings management are thus crucial global
issues, further supporting the suggestion that country selection should
be extended from the United States to a global level.

3.3. Studies applying unidimensional ethics measures

A further limitation of previous ethics research in accounting is that
these studies largely relied on a unidimensional ethics scale to measure
judgments. Unidimensional scales are single item bipolar scales, fre-
quently asking subjects to indicate their judgments on a Likert scale
ranging from ethical to unethical (Patel, 2007). Examples of studies
that have measured judgments on unidimensional scales include
Cohen, Pant, and Sharp (1995), Fischer and Rosenzweig (1995),
Geiger et al. (2006), Kaplan (2001b) and Merchant and Rockness
(1994). One of the earlier studies, by Merchant and Rockness (1994),
examined judgments of managers, controllers, and internal auditors re-
garding the acceptability of various earnings management scenarios on
a unidimensional 5-point Likert-scale. Moreover, Geiger et al. (2006)
examined the influence of national culture on judgments on the accept-
ability of earningsmanagement using a simplistic unidimensional scale.

Such studies provided some valuable insights into ethical issues in
accounting contexts, however, the reliance on unidimensional mea-
sures represents a limitation. Professional judgments are complex and
multidimensional, and are unlikely to be captured by simplistic unidi-
mensional measures (Patel, 2007; Sparks & Pan, 2010). As Cohen,
Pant, and Sharp (1993) argued, asking unidimensional questions for
complex ethical constructs affects the reliability and validity of those
measures. For example, “the complex and multi-faceted dynamics of
professional judgments, particularly in relation to ethical issues in
accounting, cannot be adequately captured on unidimensional scales”
(Patel, 2007, p. 94). Further, “many of the methods employed to
operationalize ethical judgment remain troublesome, especially those
involving single-item scales” (McMahon & Harvey, 2007, p. 27). An ad-
ditional limitation of unidimensional ethicsmeasures is that they do not
allow insights intowhy individuals make specific judgments. It is there-
fore suggested that sharper and more valid and relevant measures are
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needed to complement unidimensional ethics measures. Specifically,
richer insights into the complexities of professional judgments in ethical
contexts may be gained by Multidimensional Ethics Measures (MEM).
The next sections provide some theoretical andmethodological sugges-
tions to enhance the quality of research on accountants' judgments and
earnings management.
4. Recommendations to enhance research on professional
accountants' judgments and earnings management

4.1. Importance of personality variables

Earlier sections of this paper suggested the importance of examining
relevant personality variables for studies onprofessional judgments and
earnings management. In the following sections, details on Construal of
Self and Regulatory Focus Theory as relevant personality variables are
provided. It is also shown how Construal of Self and Regulatory Focus
Theory may be used in theory development and hypotheses formula-
tion in accounting research.
4.1.1. Construal of Self
Construal of self focuses on individuals' notions of themselves in re-

lation to others and can influence cognition, emotion, relationships, and
motivation (Markus & Kitayama, 1991, 2010; Singelis, 1994). Specifical-
ly, Construal of Self distinguishes between independent Construal of Self
and interdependent Construal of Self.4 Individuals with independent
Construal of Self focus primarily on autonomy and their individualistic
characteristics. In contrast, individuals with interdependent Construal
of Self focus largely on collectivistic, group-, and relationship-oriented
characteristics (Markus & Kitayama, 1991, 2010). Note that the counter-
parts to the individual level of independent and interdependent Con-
strual of Self are individualism and collectivism on the cultural level
(Gudykunst et al., 1996; Lu & Gilmour, 2007; Singelis, Bond, Sharkey,
& Lai, 1999). As such, Construal of Self is likely to provide sharper
insights into judgments on an individual level.

Importantly, despite the focus on autonomy by individuals with
independent Construal of Self, other individuals are still important for
social comparison and self-evaluation. For example, individuals with
independent Construal of Self consider themselves as a “little fish in a
big pond” when comparing themselves to peers who performed well,
resulting in experiencing negative self-evaluation. In contrast, if they
compare themselves to peers who performed poorly, individuals with
independent Construal of Self consider themselves as a “big fish in a lit-
tle pond,” thereby experiencing positive self-evaluation (Cheng & Lam,
2007). This finding is consistent with the idea that individuals with in-
dependent Construal of Self try to distinguish themselves from others
and consider themselves as unique individuals.

In contrast, individuals with interdependent Construal of Self
perceive themselves as closely connected to others, in particular to in-
group members (Markus & Kitayama, 1991, 2010). The selection of in-
group members is highly selective and depends on the sharing of a
common fate. Examples of individuals with whom an individual with
interdependent Construal of Self may share a common fate, and as such
are in-group members, are family-members, friends, and co-workers
(Markus & Kitayama, 1991). The relationship with in-group members is
of the highest importance, as individuals with interdependent Construal
of Self largely define themselves with the group (Markus & Kitayama,
1991, 2010).
4 It is acknowledged that a categorization into independent and interdependent Con-
strual of Self may be a simplification of real-life scenarios andmay neglect contextual fac-
tors. For example, societies and individuals may have both Construal of Self within them
and the ‘activation’ of either construal may depend on current motives which disallows
an explicit categorization into one of the two categories of Construal of Self (Gardner
et al., 1999; Singelis et al., 1999).
Importantly, individuals with independent and interdependent
Construal of Self differ in their pursuit and promotion of goals. The
most important goal for individuals with interdependent Construal of
Self is harmonious interpersonal relationships (Markus & Kitayama,
1991). Individuals with interdependent Construal of Self focus on the
promotion of others' goals and rank in-group goals higher than personal
goals (Downie, Koestner, Horberg, & Haga, 2006; Markus & Kitayama,
1991). Indeed, in some cases, the pursuit of the goals of others becomes
a personal goal, in order to maintain connections with others (Downie
et al., 2006; Markus & Kitayama, 1991). In contrast, individuals with
independent Construal of Self focus on the pursuit and promotion of
personal goals (Downie et al., 2006; Markus & Kitayama, 1991, 2010).
Recall that individualswith independent Construal of Self are character-
ized by autonomy and separateness. As such, individuals with indepen-
dent Construal of Self choose goals that are likely to distinguish them
from others (van Horen, Pöhlmann, Koeppen, & Hannover, 2008).

The previous discussion of Construal of Self as a personality vari-
able suggests, for example, the following in the context of earningsman-
agement. Individuals with independent Construal of Self may try to
distinguish themselves from others by receiving a higher financial com-
pensation andbypursuing personal goals such asfinancial advancement.
This focus on personal goals and distinction from others by individuals
with independent Construal of Self may encourage them to engage in
earnings management to ensure personal benefits such as an increase
in compensation or bonuses. Indeed, one of the incentives for engaging
in earnings management is a possible increase of compensation or bo-
nuses (Burgstahler & Dichev, 1997; Doupnik, 2008; Elias, 2002). For ex-
ample, a bonus may be paid to a manager or an accountant if the
specified financial targets of the company are achieved. Note that suffi-
cient incentives, such as financial incentives, may contribute to influence
a usually ethical individual to behave unethically (Aquino & Freeman,
2009, p. 391). As such, an individual with independent Construal of Self
may be likely to engage in and accept earnings management if it results
in a direct financial benefit for the earnings manipulator.

In contrast, individuals with interdependent Construal of Self focus
on the promotion of others' goals and rank goals of in-group members,
such as colleagues, higher than personal goals (Downie et al., 2006;
Markus & Kitayama, 1991). Integration of adults into social networks
can motivate ethical conduct and can either support or undermine eth-
ical behavior (Thompson, 2009, p. 159). This suggests, in the context of
earnings management, that individuals with interdependent Construal
of Self may be likely to engage in and accept earnings management if
it results in a financial benefit for a person closely related to them,
such as a close colleague. The previous discussion shows how Construal
of Self may be used in theory development in studies examining
accountants' judgments on earningsmanagement. This theory develop-
ment may lead to hypotheses such as the following:

H1a. Professional accountants with a stronger independent Construal
of Self aremore accepting of andmore likely to engage in earningsman-
agement if it results in a personal financial benefit for the individual
engaging in earnings management.

H1b. Professional accountantswith a stronger interdependent Constru-
al of Self are more accepting of and more likely to engage in earnings
management if it results in a financial benefit for an individual closely
related to the individual engaging in earnings management.

Note that Construal of Self has been applied in accounting contexts.
For example, Patel and Psaros (2000) operationalized Construal of Self
to examine the perceptions of external auditors' independence. The
results of the study provide evidence that significant differences exist
among final year undergraduate accounting students from the United
Kingdom, Australia, India, and Malaysia. However, the study by Patel
and Psaros (2000) may be criticized for not explicitly measuring Con-
strual of Self. Heinz et al. (2013) examine the influence of Construal of
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Self on professional accountants' judgments on earnings management
and suggest that the limitation of the study by Patel and Psaros (2000)
may, for example, be overcome by measuring Construal of Self using
the Self-Construal Scale from Singelis (1994).
4.1.2. Regulatory Focus Theory
This paper also suggests the use of Regulatory Focus Theory as a

relevant personality variable to examine accountants' judgments. Regu-
latory Focus Theory distinguishes between two self-regulatory systems
to pursue specific goals or desired end-states, namely, promotion-focus
and prevention-focus (Higgins, 1997, 1998).5 Promotion-focused indi-
viduals are concerned with how they ideally would like to become,
and emphasize accomplishment and advancement. Individuals with
promotion-focus generally pursue their goals through ‘eager’ strategic
means. For example, they might try to be very inclusive, so as not to
miss anything that could allow advancement. As such, these individuals
try to eliminate “errors by omission” (Molden & Higgins, 2008). In
contrast, individuals with prevention-focus are concerned with how
they think they ought to be. They emphasize security and safety and
use ‘vigilant’ strategic means to pursue their goals (Higgins, 1997).
Prevention-focused individuals tend to be very exclusive, so as not to
do anything that might influence their security and as such, they seek
to eliminate “errors by commission” (Molden & Higgins, 2008).

Importantly, success and failure are perceived differently under
promotion-focus (gain vs. non-gain) and prevention-focus (non-loss vs.
loss). Individuals with promotion-focus perceive success in the presence
of a positive outcome (a gain) (Higgins, 1997). For example, success for
promotion-focused individualsmaybe the consumptionof fruits and veg-
etables to have optimal health (presence of positive outcome) (Latimer
et al., 2008). Failure is perceived as the absence of a positive outcome
(a non-gain) (Higgins, 1997). In contrast, individuals with prevention-
focus perceive success as the absence of a negative outcome
(a non-loss) (Higgins, 1997). An example of success for prevention-
focused individuals may be the consumption of fruits and vegetables
to avoid illness (absence of negative outcome) (Latimer et al., 2008).
Failure is perceived as the presence of a negative outcome (a loss)
(Higgins, 1997).

In short, promotion-focused individuals are concerned with gain/
non-gain situations and with the presence and absence of positive out-
comes. In contrast, prevention-focused individuals are concerned with
non-loss/loss situations and with the absence and presence of negative
outcomes. This discussion shows that individuals with a promotion-
focus and thosewith a prevention-focusmay behave similarly to achieve
specific goals. However, the reasons and motivations for that behavior
may differ because promotion-focused and prevention-focused individ-
uals perceive success differently.

In an accounting context and specifically in relation to professional
judgments on earningsmanagement, the previous discussion of Regula-
tory Focus Theory as a personality variable suggests that promotion-
focused individuals may consider earnings management resulting in
an increased profit as a success. This suggestion is in line with the idea
that promotion-focused individuals perceive success as the presence
of a positive outcome. As such, promotion-focused individuals may be
likely to engage in and accept earningsmanagement if it results in an in-
crease of net income. In contrast, prevention-focused individuals may
consider earnings management resulting in an eliminated net loss as a
success. This is in linewith the idea that prevention-focused individuals
perceive the absence of negative outcomes as a success. As such,
prevention-focused individuals may be likely to engage in and accept
5 It is acknowledged that a categorization of individuals into promotion-focused and
prevention-focused may be a simplification of real-life scenarios and may neglect contex-
tual factors. Indeed, as, “both nurturance and security are necessary for survival, each focus
is present in all people to some degree” (Cesario et al., 2008, p. 445). Regulatory focus can
differ across individuals in the form of a chronic regulatory focus, but regulatory focus can
also be present in momentary situations (Higgins, 1997).
earnings management if it results in an eliminated net loss. In this
example, an increase of net income is taken as a proxy for presence of
positive outcome and an eliminated net loss is taken as a proxy for
absence of negative outcome. The previous discussion on Regulatory
Focus Theorymay lead to relevant hypotheses for studies examining ac-
countants' judgments on earnings management such as the following:

H2a. Professional accountants with a stronger promotion-focus are
more accepting of and more likely to engage in earnings management
if it results in an increase of net income in the financial statements.

H2b. Professional accountants with a stronger prevention-focus are
more accepting of and more likely to engage in earnings management
if it results in an elimination of net loss in the financial statements.

Fig. 2 shows the relevant personality variables of Construal of Self and
Regulatory Focus Theory and their key characteristics. It also shows the
methodological suggestion of this paper to measure accountants' judg-
ments using a combination of a unidimensional ethics measure and
MEM.

Fig. 3 provides a summary of the exemplified theory development
for Construal of Self and Regulatory Focus Theory. It also demonstrates
and exemplifies how theory development can generate hypotheses for
Construal of Self and Regulatory Focus Theory for studies examining
accountants' judgments on earnings management.
4.2. Extension of country selection

As discussed earlier, one of the limitations of the current literature
examining earningsmanagement and ethical issues is that these studies
have been conducted to a large extent in the United States, a member
of the Anglo-American accounting model. This paper suggests that ac-
counting research examining earnings management could deepen the
focus on countries other than the United States as well, to gain further
insights into this topic. Given the importance of contextual factors
such as political, economic, social, and historical influences on profes-
sional accountants' judgments, the literature is likely to be enhanced
by considering different countries' contextual environments. In particu-
lar, it is suggested that future accounting research focuses on countries
in which ethical issues have not been rigorously examined.

Moreover, by extending country selection for study beyond the
United States, a global understanding of various factors related to
earnings management can be gained. The pace of globalization has
led stakeholders to seek “greater clarity, comparability and simplic-
ity in understanding organizational processes and in evaluating
firm performance,” which has also intensified discussions on the
standardization of financial reporting globally (Bhimani, 2008, p. 446).
However, despite possible global standardizations, accounting standards
generally provide substantial discretion for financial statement prepara-
tions and require extensive application of accountants' judgments (Ball,
2006; Burgstahler, Hail, & Leuz, 2006). As such, it is important to consider
various national accounting environments and differences in accoun-
tants' judgments to better understanddifferences in accounting practices
(Heidhues & Patel, 2012, p. 158). In addition, the role that accounting
played in the current financial crisis, such as through the misapplication
of accounting standards, and the global contagion of the crisis, also sug-
gests that there is a need to extend country selection to gain a deeper
global perspective on earnings management.

Examples of countries to examine include emerging countries,
members of transition economies and countries being included in the
Continental European accounting model.6 Emerging countries provide
an interesting setting in which to examine earnings management be-
cause of the various differences between emerging and developed
6 Note that the classification of countries as developed or emerging is not based on strict
criteria but has rather evolved over time (International Monetary Fund, 2011, p. 169).
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Fig. 2. Influence of personality variables on accountants' judgments.
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countries on factors related to earnings management, such as quality of
enforcement, investor protection, and ownership and control structures
(Sarkar et al., 2008). For example, legal protection of minority investors
in emerging markets is generally considered weak, resulting in greater
expropriation of minority investors (Coffee, 2005; Kim & Yi, 2006).
These factors are likely to influence accountants' judgments and earn-
ings management, and emerging markets may thus represent useful
environments for the examination of earnings management.

As for emerging markets, little is known about earnings management
in transition economies. A transition economy is characterized by amove
from a centrally planned to a market economy (The World Bank, 2002,
p. x). Members of transition economies provide specific institutional set-
tingswithinwhich to examine judgments and earningsmanagement. For
example, the transitionprocess requires the restructuring of social institu-
tions, thedevelopment of capitalmarkets, and the introduction of newac-
counting regulations (Hellström, 2006). China represents an example of a
transition economy. It is the world's second largest economy and plays a
major part in the business world (TheWorld Bank, 2012). Given the eco-
nomic development and the role China is expected to play in the future
globally, China provides an interesting setting to examine earnings man-
agement. For example, an issue that has been frequently associated with
China that may influence accountants' judgments and earnings manage-
ment is auditor independence (Chu, Du, & Jiang, 2011; DeFond, Wong,
& Li, 2000; Yang, Dunk, Kilgore, Tang, & Lin, 2003). The suggestion of
this paper to extend country selection to transition economies is consis-
tent with the calls of other researchers to examine earningsmanagement
in China and in other transition economies (Li, Selover, & Stein, 2009).

Additional countries to be examined with respect to earnings man-
agement are those included in the Continental European accounting
model. Characteristics of the Continental European accounting model
are, for example, a focus on debt financing, conservative reporting
requirements, and the close relationship between tax and financial
accounting (Doupnik & Perera, 2012, p. 41). It is important to examine
countries with different characteristics and contextual factors because
factors such as shareholder- versus stakeholder-oriented corporate gov-
ernance may influence earnings management (Geiger & van der Laan
Smith, 2010). For example, research provides evidence that motives
for earnings management for firms from France, a country classified as
a member of the Continental European accountingmodel, are generally
related to contractual debt costs and effective tax rate (Othman &
Zéghal, 2006).

A further example of a country typically classified as amember of the
Continental European accounting model is Germany. Business ethics
and ethical issues in accounting contexts such as earnings management
have not been rigorously examined in Germany (Antal, Oppen, &
Sobczak, 2009; Becker & Messner, 2005; Palazzo, 2002; Portz et al.,
2008). Indeed, it has been suggested that Continental European ac-
counting model countries generally have received little attention in
the current earnings management literature (Othman & Zéghal, 2006;
Zéghal, Chtourou, & Sellami, 2011). As such, a shift from the focus on
the United States toward members of the Continental European Ac-
counting model, emerging countries, and transition economies is likely
to provide greater and broader global insights into earnings manage-
ment and extends existing research. The next sections provide some
methodological suggestions, including advocating the use of Multidi-
mensional Ethics Measure (MEM) and measuring “holier-than-thou”
perception bias.

4.3. Multidimensional Ethics Measure (MEM)

As discussed in earlier sections, some researchers have measured
accountants' judgments using unidimensional ethics scales. This paper
criticizes this reliance on unidimensional ethics scales and suggests
includingMultidimensional Ethics Measures (MEM) in studies examin-
ing earnings management. Particularly, a combination of unidimen-
sional measure and the MEM developed by Reidenbach and Robin
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(1990) is recommended to measure accountants' ethical judgments on
earnings management.

The MEM is based on three important ethical philosophies and as
such is not constrained to the ethical philosophies of deontology and
teleology (Robin, Reidenbach, & Babin, 1997). Specifically, the MEM is
comprised of eight items based on the philosophical dimensions of
moral equity, relativism, and contractualism (Reidenbach & Robin,
1990). These three dimensions also capture the complex construct of
accountants' judgments on ethical issues (Flory, Phillips, Reidenbach,
& Robin, 1992; Patel, 2007). The first dimension, moral equity, is
concerned with individuals' perceptions of fairness and justice. Moral
equity is mainly drawn from the philosophy of justice theory. The theo-
ry of justice is largely based on Aristotle's “principle of formal justice,”
which points out that equals ought to be treated equally, and unequals
ought to be treated unequally (Reidenbach & Robin, 1990). The follow-
ing four items of the MEM comprise the moral equity dimension: fair/
unfair, just/unjust, acceptable/unacceptable to my family and morally
right/not morally right.

The second dimension, relativism, refers to the notion that ethical
rules depend on social and cultural systems. The relativism dimension
“seems to be more concerned with the guidelines, requirements, and
parameters inherent in the social/cultural system than with individual
considerations” (Reidenbach & Robin, 1990, p. 646). As all values largely
depend on culture, there are no ‘universal’ ethical rules. Therefore, busi-
ness and accounting activities may have different ethical evaluations
across cultures and subcultures. The following two items comprise the
relativism dimension of theMEM: traditionally acceptable/unacceptable
and culturally acceptable/unacceptable.

The third dimension, contractualism, is derived from the philosophy
of deontology. For deontologists, implied obligations, duties, and ethical
rules are the basis for actions. Themost prominent ethical rule, the ‘cat-
egorical imperative’, comes from Immanuel Kant. It states, “Act only
according to that maxim by which you can at the same time will that
it should become a universal law” (Kant, 1959, p. 39). Specifically, the
contractualism dimension relates to the social contracts that exist be-
tween business and society. This dimension is particularly relevant to
business and society becausemost business transactions incorporate ei-
ther implicit or explicit contracts. The contractualismdimension is com-
prised of the following two items: violates/does not violate anunspoken
promise and violates/does not violate an unwritten contract.

TheMEM has been applied previously in accounting contexts and has
been tested for validity and reliability (Cohen, Pant, & Sharp, 1996,
1998; Cruz, Shafer, & Strawser, 2000; Flory et al., 1992; Patel, 2007;
Shawver & Sennetti, 2009). Moreover, prior research provides evidence
that the explanatory power of theMEM is greater than a unidimension-
al ethics measure (Patel, 2007). This paper suggests a combination of a
unidimensional measure and the MEM to capture accountants' judg-
ments. The application of both measures is likely to provide sharper
and richer insights into judgments. Importantly, the MEM enhances
understandings of accountants' judgments by showing not only what
individuals judge about a specific situation, but also why they do so
(Reidenbach & Robin, 1990).
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4.4. “Holier-than-thou” perception bias and earnings management

Evidence shows that individuals frequently hold inaccurate self-
perceptions and make inaccurate self-reports (Balcetis, Dunning, &
Miller, 2008; Dunning, Heath, & Suls, 2004; Epley & Dunning, 2000;
Moore& Small, 2007). One formof inaccurate self-reports thatmight in-
fluence accountants' judgments is “holier-than-thou” perception bias
(Epley & Dunning, 2000; Patel, 2007; Patel & Millanta, 2011; Tyson,
1990). “Holier-than-thou” perception bias means that individuals
consider themselves as far more ethical than their peers (Patel, 2007;
Patel & Millanta, 2011; Tyson, 1990). This perception bias is a wide-
spread phenomenon and individuals seem to chronically feel “holier-
than thou” (Epley & Dunning, 2000). “Holier-than-thou” perception
bias is a relevant issue because individuals considering themselves as
more ethical than their peers may not see any pressure to improve
their own ethical behavior. Further, theymay justify their ownunethical
behavior as needed to compete with their peers (Tyson, 1990).

It is important to examine “holier-than-thou” perception bias
because its presence may affect the reliability and validity of findings
related to accountants' judgments. Moreover, this perception bias may
lead to an unethical organizational culture (Patel & Millanta, 2011;
Tyson, 1990). In the context of earningsmanagement, for example, indi-
vidualsmay bemore accepting of earningsmanagement if they perceive
that their colleagues are doing the same. Accountants under pressure
from clients may also engage in earnings management in retain those
clients and to increase their share of revenue for the accounting firm.
The revenue generated for the firm is generally a relevant criterion for
the promotion of individuals within the firm. This acceptance of or
engagement in earnings management may lead to the rationalization
by accountants that their behavior is necessary to compete with their
colleagues in the promotion process. This example clearly shows the
importance of “holier-than-thou” perception bias in organizational
accounting settings.

The “holier-than-thou” perception bias in accounting contexts is
measured by providing respondents with relevant earnings manage-
ment scenarios and asking two associated questions. The first question
asks whether the respondent would act in the same way as the individ-
ual in the scenario. The second question askswhether their peers would
act in the same way as the individual in the scenario. The difference in
the mean responses between these two questions indicates the pres-
ence of a “holier-than-thou” perception bias (Cohen et al., 1995, 1996;
Patel, 2003, 2007; Patel & Millanta, 2011; Tyson, 1992). The incorpora-
tion of this measure in research instruments can provide useful insights
into this bias. Moreover, research instruments incorporating questions
regarding this perception bias is in contrast to a large number of prior
studies on accountants' judgments and earnings management that
have asked respondents only about their own judgments.

5. Conclusions

Given the criticisms regarding the quality of financial reporting dur-
ing the current Global Financial Crisis and the importance of earnings
management for the accounting and business world, the objective of
this paper was to provide some suggestions to guide future research
on the controversial topics of accountants' professional judgments and
earningsmanagement. Limitations of prior studies on earningsmanage-
ment were evaluated and categorized into three components, namely,
studies at national and group levels, studies conducted in the United
States, and studies applying unidimensional ethics measures. Based on
this evaluation, this paper provided four theoretical andmethodological
suggestions for extending and enhancing research on accountants'
professional judgments and earnings management.

First, prior research has frequently focused on group levels, by exam-
ining the influence of national culture on earnings management and re-
lying heavily on Hofstede's (1980) dimensions and Gray's (1988)
accounting values. This paper suggests extending this strand of research
by examining the influence of personality variables on accountants'
professional judgments to provide deeper insights into judgments at
an individual level. For this paper, two relevant personality variables
were selected, namely, Construal of Self and Regulatory Focus Theory.
Both Construal of Self and Regulatory Focus Theory have been, primarily
in psychology literature, proven as valid and relevant for judgments,
decisions, and behavior. This paper outlined and exemplified how
these personality variables might be used for theory development and
hypotheses formulation for studies examining accountants' judgments
and earnings management.

Second, prior studies examining earnings management and ethical
issues have been conducted to a large extent using United States data.
It has frequently been presumed that findings for the United States con-
text are generalizable and transferable to other countries, either within
Anglo-American countries or outside the Anglo-American cluster. How-
ever, given the importance of contextual factors such as political,
economic, social, andhistorical influences, the literature on accountants'
judgments and earnings management is likely to be enhanced by
extended coverage of the contextual environments of a range of coun-
tries. In particular, it was suggested that future studies may focus on
countries in which ethical issues in accounting contexts have not been
rigorously examined. Moreover, the pace of globalization and the role
that accounting played in the current financial crisis suggests that
there is a need to extend country selection to gain global perspectives
on earnings management. Countries that future studies may examine
include emerging countries, members of transition economies such as
China and countries included in the Continental European accounting
model such as France and Germany.

Third, this paper discussed limitations of using simplistic unidimen-
sional ethics measures for topics as complex as accountants' professional
judgments and earnings management. It was suggested that researchers
may measure accountants' judgments using a combination of unidi-
mensional measure and Multidimensional Ethics Measure (MEM)
(Reidenbach & Robin, 1990). The MEM is derived from three
relevant ethical philosophies, namely, moral equity, relativism, and
contractualism, and therefore provides a sharper theoretical underpin-
ning tomeasure accountants' judgments in ethical contexts. Furthermore,
the application of a combination of a unidimensional measure and the
MEMallows not only insights intowhat individuals judge about a specific
situation, but also provides deeper insights into why individuals judge a
particular activity as ethical or unethical. An additional benefit of using
the MEM is that, for example, in contrast to Rest's Defining Issues Test,
context-specific scenarios can be developed for accounting settings.

Fourth, this paper suggested measuring “holier-than-thou” percep-
tion bias of professional accountants to broaden understandings of eth-
ical issues and accountants' judgments in the context of earnings
management. “Holier-than-thou” perception bias refers to when indi-
viduals consider themselves as far more ethical than their peers
(Tyson, 1990). This bias is important because individuals considering
themselves as more ethical than their peers may not see any pressure
to improve their own ethical behavior and they may justify their
own unethical behavior as needed to compete with their peers. As
such, “holier-than-thou” perception bias is likely to foster unethical or-
ganizational cultures. The measurement of this perception bias is also
relevant because it may influence the reliability and validity of findings
related to accountants' judgments. In conclusion, it is important that re-
searchers use holistic and richer theoretical and methodological per-
spectives to gain insights into the complex and controversial topics of
accountants' professional judgments, earningsmanagement, and ethics.
Some of the suggestions included in this papermay provide useful guid-
ance for future studies examining these topics.
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