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FOREWORD 

1. The necessity of the research 

Earnings management (EM) is often associated with a certain 

motive of managers such as: increasing bonuses for individual 

managers, minimizing political attention, increasing stock prices, 

avoiding company losses or reduced earnings, ... From a financial 

perspective, it can be said that EM to avoid earnings decreases or 

losses is a permanent motive in managers' minds. Managers are always 

under enormous pressure from the number of earnings that businesses 

will announce to the market. 

In the world, there are some specific studies on EM to avoid 

earnings decreases or losses such as the studies of Burgstahler and 

Dichev (1997), Holland and Ramsay (2003), Suda and Shuto (2005), 

Schøler (2005), Degiannakis et al (2019), ... In Vietnam, there is 

hardly any specific study to prove the existence of EM to avoid 

earnings decreases or losses on an accrual basis. 

Earnings information is extremely important information, it has a 

great impact on other financial indexes of the unit and has a direct 

effect on the stock price and the stock returns. In Vietnam, the 

shareholders of Vien Dong Pharmaceutical JSC almost lost their 

money after this company went bankrupt. Therefore, EM to avoid 

earnings decreases or losses is often aimed at increasing the stock 

returns. In the world, there are a few studies on the effects of EM on 

the stock returns such as: Cotten (2005), Nuryaman (2013), Sayari et 

al. (2013), Oduma (2015), ... In Vietnam, Duong Nguyen Hung (2017) 

also analyzed the impact of EM on the stock returns of food companies 

listed on the Vietnam’s stock market. However, at present, there are 
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no studies to analyze the effects of EM to avoid earnings decreases or 

losses on the stock returns. 

Stems from the importance of EM to avoid earnings decreases or 

losses as well as the effects of this behavior on stock returns. After a 

period of research, the author chose the topic: “Earnings management 

to avoid earnings decreases or losses of companies listed on Vietnam’s 

stock market” as my doctoral thesis. 

2. Research objective 

This study is conducted to clarify EM to avoid earnings decreases 

or losses and the effects of this issue in the context of listed companies 

in Vietnam. From there, it is possible to draw policy implications and 

useful suggestions for relevant actors in the economy. To accomplish 

this objective, the thesis aims to implement specific research 

objectives as follows: 

Firstly, proving the existence of EM to avoid earnings decreases or 

losses of companies listed on Vietnam's stock market. 

Secondly, analyzing the factors affecting EM to avoid earnings 

decreases or losses of companies listed on Vietnam's stock market. 

Thirdly, analyzing the impact of EM to avoid earnings decreases or 

losses on the stock returns of companies listed on Vietnam's stock 

market. 

3. Research subject and scope 

3.1. Research subject 

The research object of the thesis is EM to avoid earnings decreases 

or losses of companies listed on the Vietnam stock market, factors 

affecting the level of EM to avoid earnings decreases or losses and the 
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impact of EM to avoid earnings decreases or losses on the stock 

returns of companies listed on Vietnam's stock market. 

3.2 Research scope 

- In terms of space: The scope of the study in terms of space is that 

companies listed on the Vietnam stock market perform EM to avoid 

earnings decreases or losses. 

- In terms of time: The scope of the study in terms of time is the 

data collected in the period from 2006 to 2016. 

- In terms of content: The scope of the research content of the thesis 

includes how to identify EM to avoid earnings decreases or losses, 

factors affecting EM to avoid losses and the effect of EM to avoid 

losses on the stock returns. 

4. Research methodology 

The main research method of the thesis is the quantitative method, 

in which two focus methods are Empirical Distribution Approach 

(EDA) and Discretionary Accruals Approach (DAA). EDA is used to 

demonstrate the existence of EM to avoid earnings decreases or losses 

and the effect of discretionary accruals (DA) on EM to avoid earnings 

decreases or losses by plotting the empirical distribution of the 

variables and assessing the continuity of the chart, especially at the 

intervals around the zero value of the variables. DAA is used in 

conjunction with the panel data regression models to analyze the 

factors affecting EM to avoid earnings decreases or losses as well as 

analyze the effects of EM to avoid earnings decreases or losses to 

stock returns.  

5. Research contribution  
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The academic contributions: (1), the thesis has proven in Vietnam 

that there exists EM to avoid losses, but no EM to avoid earnings 

decreases and DA that affect EM to avoid losses. At the same time, 

EM to avoid losses of managers will increase stock returns; (2), The 

thesis focuses on profit management analysis of companies to avoid 

losses; (3) In Vietnam, there are two main motives, the signal motive 

and the capital market motive; (4); the positive accounting theory and 

agency theory can explain EM to avoid losses of companies listed on 

Vietnam's stock market. Signal theory can explain the effect of EM to 

avoid losses on stock returns.  

Practical contributions: (1), Legislative bodies, policy makers must 

have a vision when building a system of legal documents; (2), Subjects 

with direct related interests should objectively evaluate the listed 

companies' capabilities, strengthen their internal strengths; (3) The 

listed company itself should focus on perfecting the management 

apparatus of the unit, applying advanced governance models, 

improving competitiveness, and applying technological achievements. 

6. Thesis structure 

The structure of the thesis includes: Foreword; Chapter 1: 

Theoretical basis of EM; Chapter 2: Literature of EM and research 

orientation of the thesis; Chapter 3: Identifying EM to avoid earnings 

decreases or losses of companies listed on the Vietnam’s stock market; 

Chapter 4: Factors affecting EM to avoid losses of companies listed 

on Vietnam's stock market; Chapter 5: Impact of EM to avoid losses 

on stock returns of companies listed on Vietnam’s stock market; 

Chapter 6: Policy implications and Recommendations. 
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CHAPTER 1: THEORETICAL BASIS OF EARNINGS 

MANAGEMENT  

1.1. The definition of earnings management 

According to Davidson et al (1987), managing earnings is “the 

process of taking deliberate steps within the constraints of generally 

accepted accounting principles to bring about a desired level of 

reported earnings.”. 

Schipper (1989) defined managing earnings is “a purposeful 

intervention in the external financial reporting process, with the intent 

of obtaining some private gain (as opposed to say, merely facilitating 

the neutral operation of the process).” ... “A minor extension of this 

definition would encompass “real” EM, accomplished by timing 

investment or financing decisions to alter reported earnings or some 

subset of it.”. 

According to Healy and Wahlen (1999): “Earnings management 

occurs when managers use judgment in financial reporting and in 

structuring transactions to alter financial reports to either mislead 

some stakeholders about the underlying economic performance of the 

company or to influence contractual outcomes that depend on reported 

accounting numbers.”. 

And EM has been defined by Dechow and Skinner (2000) as 

follows: “the intentional, deliberate, misstatement or omission of 

material facts, or accounting data, which is misleading, and when 

considered with all the information made available, would cause the 

reader to change or alter his or her judgment or decision”. 

The thesis would like to define EM to avoid earnings decreases or 

losses as follows: “Earnings management to avoid earnings decreases 
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or losses is the behavior that occurs when managers change their 

accounting policies and estimates and influence actual transactions to 

increase earnings in excess of losses will have to report for the current 

year or exceed reported earnings for the previous year.”. 

1.2. The motive of earnings management 

The EM motives are frequently studied by different researchers, 

mainly Healy and Wahlen (1999). In that study (Healy and Wahlen, 

1999), they mainly give four incentives for managers to perform EM: 

capital market, contract, compliance with government regulations and 

signal motives. 

1.3. The ways managers perform earnings management 

1.3.1. Managing earnings through the application of accounting 

methods 

There exist many different forms and techniques to implement EM 

which have been known as: the technique of "income smoothing", the 

technique of "take a big bath" (or "big bath". accounting), the 

technique of the recognition of revenue, the “cookie jar reserves” 

technique, and the change in accounting policies and estimates in the 

unit. 

1.3.2. Managing earnings through intervention in real transactions 

Managers will use the following three ways to perform real EM: 

First, increase revenue by offering discounts or loosening credit lines 

and payment deadlines for customer; Second, cut down on 

discretionary costs such as research and development costs, selling 

costs, business management,…; Third, perform overproduction to 

reduce the cost per unit of product, thereby reducing costs and 

increasing earnings. 
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1.4. Theories related to earnings management 

1.4.1. Positive accounting theory 

The positive accounting theory was developed by Watts and 

Zimmerman (1986), trying to explain and predict accounting practice. 

The positive accounting theory includes three important hypotheses: 

the bonus plan hypothesis, the debt to equity hypothesis and the 

political cost hypothesis. These three hypotheses are used to explain 

and predict whether an organization supports or opposes a particular 

accounting method. 

1.4.2. Agency theory 

Agency theory was developed by Jensen and Meckling in 1976 and 

applied by academics in the fields of finance, accounting,... 

Accordingly, in economic organizations, there exist relationships as 

well as conflicts between managers and owners (shareholders); 

between owners (shareholders) and lenders (creditors) because each 

party always expects to maximize its benefits. The agency theory 

holds that administrators will act opportunistically to maximize their 

interests. Therefore, the interests of shareholders are at odds with the 

interests of managers. Therefore, organizations will try to put in place 

mechanisms to reconcile the interests of managers and shareholders. 

1.4.3. Signal theory 

Signal theory holds that firm managers always use financial or non-

financial information as a useful tool to fire signals to markets and 

investors (Ross, 1977). Signal theory is often tied to a manager's signal 

motive when doing EM. Subramanyam (1996) argues that the 

company always wants to present better financial position in its 

financial statements or in the financial information disclosure tables. 
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1.4.4. Asymmetric information theory 

This theory says that information asymmetry is a state where there 

is no balance in information holding between the parties to the 

transaction. And normally, business managers always have more 

information, especially internal information compared to other 

subjects participating in the market such as shareholders, investors, ... 

And therefore, managers will have an incentive to implement EM to 

achieve a certain goal in each specific context. Those purposes may 

be to avoid earnings decreases or losses, bonuses, stock price 

adjustment (usually in the direction of upward adjustment), attracting 

investors, ... 

1.4.5. Transaction cost theory 

According to this theory, firms are a specific form of organization 

to manage, exchange or "transact" between one party and another 

(Coase, 1993). According to Bowen et al. (1995), this theory assumes 

that firms with lower profits face higher costs in transactions with 

related parties and thus an incentive exists for firms report higher 

earnings to avoid earnings decreases or losses. 

1.4.6. Prospect theory 

Prospect theory was developed by Kahneman and Tversky (1979). 

This theory holds that managers always make their decisions based on 

a certain reference point instead of an absolute earnings margin. The 

expectation theory holds that the greatest benefit occurs when moving 

from an absolute or relative loss to a gain. 

1.5. Theoretical basis of the relationship between earnings and 

stock returns 
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Based on the theoretical basis of the relationship between earnings 

and stock returns to explain why managers use earnings management 

to affect stock returns. 

CHAPTER 2: LITERATURE OF EARNINGS MANAGEMENT 

2.1. Studies on the identity of earnings management 

2.1.1. Studies on the model of earnings management identity 

Table 2.1: Summary of discretionary accruals models to identify 

earnings management 

Models 

Model of Healy (1985) 

NDAit =
TAit

𝐴it−1
 

Model of DeAngelo (1986) 

DAit =
(TAit − TAit−1)

𝐴it−1
 

Model of Jones (1991) 

 
TAit

𝐴it−1
= a1 (

1

𝐴it−1
) + a2 (

∆REVit

𝐴it−1
) + a3 (

𝑃𝑃𝐸it

𝐴it−1
) + εit 

Model of Dechow et al. (1995) 

TAit

𝐴it−1
= a1 (

1

𝐴it−1
) + a2 (

∆REVit − ∆RECit

𝐴it−1
) + a3 (

𝑃𝑃𝐸it

𝐴it−1
) + εit 

Model of Dechow and Dichev (2002) 

∆WCit = β0 + β1CFOit – 1 + β2CFOit + β3CFOit + 1 + εit 
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Model of Kothari et al. (2005) 

TAit

𝐴it−1
= a1 (

1

𝐴it−1
) + a2 (

∆REVit − ∆RECit

𝐴it−1
) + a3 (

𝑃𝑃𝐸it

𝐴it−1
)

+ a4 (
ROAit

𝐴it−1
) + εit 

2.1.2. Studies on the identity of earnings management to avoid 

earnings decreases or losses 

Pioneering the research on EM to avoid earnings decreases or 

losses are two authors Burgstahler and Dichev (1997). The authors 

observed an unusually low frequency of earnings margins and small 

losses, and an unusually high frequency of marginal gains and small 

positive earnings (small earnings). Studies in other markets such as 

Australia's Holland and Ramsay (2003), Malaysia of Saleh et al. 

(2005), Denmark of ShØler (2005), ... all show similar results. 

Suda and Shuto (2005) studied EM to avoid earnings decreases or 

losses in Japan by more than 20,000 observations in the period from 

1990 to 2,000. In this study, the authors provide a model of the 

discreationary accruals (DA). The study has provided evidence that 

regulators manipulate DA to manage earnings in an upward direction 

when the pre-manipulated earnings is either a loss or a decrease.  

Degiannakis et al. (2019) excluded DA from the earnings and 

change in earnings and build new empirical distribution charts. The 

results show that, after excluding DA from earnings and the change in 

earnings, the distribution charts no longer (or minimize) disruptions at 

zero earnings or zero change in earnings, ie the graphs are relatively 

smoothing. From there, the authors conclude that DA influences EM 

to avoid earnings decreases or losses. 

2.2. Researches on factors affecting earnings management 
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2.2.1. Firm size  

In the US, Yang and Krishnan (2005) showed a negative influence 

of firm size on the level of EM when studying the effects of audit 

committee on EM of 250 companies listed from COMPUSTAT data. 

Most studies in different economies such as Park and Shin (2004, Liu 

and Lu (2007), Zahn and Tower (2004), Saleh et al. (2007), Bui Van 

Duong and Ngo Hoang Diep (2017), ... also have similar conclusions. 

A few studies show a positive influence between firm size and EM 

such as Jeong and Rho (2004), Soliman and Ragab (2013), Roodposhti 

and Chashmi (2010), ... 

2.2.2. Financial leverage 

According to the positive accounting theory, Watts and 

Zimmerman (1990) argue that the higher the debt-to-equity ratio, the 

more likely a manager will use accounting methods that increase 

earnings. Park and Shin (2004) concluded that financial leverage has 

a negative effect on DA. Some studies also show similar results as 

Jeong and Rho (2004), Soliman and Ragab (2013), Ayemere and 

Elijah (2015), Bui Van Duong and Ngo Hoang Diep (2017), ... 

2.2.3. Profitability 

In accordance with transaction cost theory and prospect theory, 

Gulzar and Wang (2011) when analyzing companies in China showed 

that the variable profitability has a negative effect on the variable DA 

and is the variable with a strong impact strongest. In Vietnam, Bui Van 

Duong and Ngo Hoang Diep (2017) concluded that the ROA has an 

opposite effect on DA and is also the variable with the strongest 

impact (coefficient β = - 0.68). 
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In contrast, González and Meca (2014), when analyzing Latin 

American companies, conclude about the positive influence of ROA 

on DA. Research by Rahman and Ali (2006) in Malaysia and Waweru 

and Riro (2013) in Kenya did not show the effect of ROA on EM. 

2.2.4. Board size 

According to agency theory, the influence of board size on EM will 

be in the opposite direction. In the US, Xie et al. (2003) and Ghosh et 

al. (2010) concluded that the size of the BOD negatively affects the 

degree of EM of the entity. This result is like the studies of Peasnell et 

al. (2005), Soliman and Ragab (2013), ... Some studies show the 

opposite results such as González and Meca (2014), Kao and Chen 

(2004), Jaggi and Leung (2007), Bui Van Duong and Ngo Hoang Diep 

(2017). 

2.2.5. The independence of the board of directors 

According to the agency theory, the more independent members in 

the BOD, the more cautious managers will be in operating the 

company. In other words, the higher the number of independent 

members of the BOD, the smaller the EM level. Xie et al. (2003) 

analyzing 282 observations over the three years 1992, 1994, and 1996 

showed that the higher the independence of the board, the lower the 

EM. Lin and Hwang (2010) in a study synthesizing the factors 

affecting EM of 48 previous studies also showed that the 

independence of the BOD has an inverse relationship with the 

manager's EM. Many other studies also show similar results as Kao 

and Chen (2004), Benkel et al (2006), Ghosh et al (2010), Liu and Lu 

(2007), Metawee (2013), ... 

2.2.6. Duality 
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Agency theory is that, when there is a concurrent role between the 

chairman of the board of directors and the CEO, it will increase EM. 

Soliman and Ragab (2013) have shown that the higher the concurrent 

chairman of the board and the CEO, the more EM is encouraged. 

Gulzar and Wang (2011) used the Dechow et al. (1995) model to 

estimate DA when analyzing 1009 observations in China and showed 

a positive relationship between the degree of concurrentness between 

the chairman of the board of directors and CEO to DA. Studies in the 

Indonesian market by Murhadi (2011) and in India by Rajpal (2012) 

also showed similar results. 

2.2.7. Concentration ownership 

Agency theory holds that when company ownership is less 

centralized (i.e. low representativeness) there can be a greater 

incentive for managers to manipulate financial figures for their own 

personal gain to receive additional bonuses based on earnings. 

Therefore, the impact of concentration ownership on DA is in the 

opposite direction. Consistent with this argument, Klassen (1997) 

reports evidence that firms with a high concentration ownership are 

less interested in reporting lower earnings than firms with a low 

concentration ownership. Roodposhti and Chashmi (2010), Murhadi 

(2011), González and Meca (2014) also showed similar results. The 

studies of Waweru and Riro (2013), Ngamchom (2015), Jeong and 

Rho (2004) showed opposite results. 

2.2.8. Auditing 

Because the quality of the audited financial statements is related to 

the expertise of the independent auditor. Zahn and Tower (2004) in 

their research showed that companies audited by the Big Five reduce 
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EM more than other companies. The results of this study are consistent 

with the studies of Swastika (2013), Soliman and Ragab (2014) and 

González and Meca (2014). 

2.3. Researches on the effects of earnings management 

2.3.1. Researches on the effects of earnings management on stock 

prices, and stock returns 

Sayari et al. (2013) measured the effect of DA on stock returns. 

The results show a positive effect of DA on stock returns. The studies 

by Oduma (2015), Birjandi et al. (2015) and Duong Nguyen Hung 

(2017) also showed similar results. Some other studies such as Cotten 

(2005), Nuryaman (2013) show the opposite results between DA and 

stock returns. 

2.3.2. Other studies on the effects of earnings management 

Meng (2012) concludes that EM influences conservatism earnings 

and that firms engaged in EM that reduce earnings are more 

conservative than firms engage in EM to increase earnings. 

Bazrafshan et al. (2016) conclude that when the effects of EM are 

removed from firm performance estimates, the relationship between 

performance and disclosure becomes nonlinear, that implies that the 

optimal disclosure is always lower than the maximum. 

2.4. Researches on earnings management in Vietnam 

In Vietnam, the topic of EM has had many quantitative studies. 

Nguyen Cong Phuong and Nguyen Thi Phuong Uyen (2014) showed 

that 50 out of 75 companies (2/3 of companies) surveyed had DA 

variable greater than 0 of the fiscal year preceding the year of issuance 

of additional shares. In this study the authors also conclude that the 

adjustment to increase earnings is proportional to the firm size. Bui 
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Thi Mai Hoai and Nguyen Thi Tuyet Hoa (2015) conclude that when 

enterprises enjoy preferential corporate income tax policy in the year, 

profit adjustment will increase corporate income tax payable in the 

incentives period to enjoy the most tax incentives. Dang Ngoc Hung's 

study (2015) has similar results. Nguyen Anh Hien and Pham Thanh 

Trung (2015) showed that the Kothari et al. (2005) model is the most 

suitable model to study EM in Vietnam. Ngo Hoang Diep (2018) 

shows that companies listed on the Vietnamese stock market perform 

EM based on accrual as well as real EM and the level of EM is high 

than some regional countries. 

2.5. Evaluate research gaps, research orientation and research 

process of the thesis 

2.5.1. Evaluate research gaps  

Firstly, in Vietnam, there is no thorough research on EM to avoid 

earnings decreases or losses. 

Secondly, up to now, there has been no research focusing on the 

factors affecting EM to avoid earnings decreases or losses of listed 

companies. 

Third, there is no specific study on the effects of EM to avoid 

earnings decreases or losses on the stock returns. 

2.5.2. Research orientation of the thesis 

The research orientation is as follows: (1), Prove the existence of 

EM to avoid earnings decreases or losses of companies listed on the 

stock market of Vietnam; (2) Analysis of factors affecting EM to avoid 

earnings decreases or losses of companies listed on the stock market 

of Vietnam; (3), Consider the effect of EM to avoid earnings decreases 
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or losses on the stock returns of companies listed on the stock market 

of Vietnam. 

2.5.3. The research process of the thesis 

Step 1: The thesis analyzes and synthesizes the research on EM, 

EM to avoid earnings decreases or losses, and EM in Vietnam to 

identify research gaps. 

Step 2: Prove the existence of EM to avoid earnings decreases or 

losses of companies listed on Vietnam's stock market. 

Step 3: Building a research model of factors affecting EM to avoid 

losses of companies listed on the stock market of Vietnam. 

Step 4: Building a model to study the effects of EM to avoid lossse 

on stock returns of companies listed on the Vietnamese stock market. 

Step 5: The thesis proposes recommendations as well as 

implications for policies. 

CHAPTER 3: IDENTIFYING EARNINGS MANAGEMENT 

TO AVOID EARNINGS DECREASES OR LOSSES OF 

COMPANIES LISTED ON THE VIETNAM’S STOCK 

MARKET 

3.1 The research hypothesis 

Ha: There exists EM to avoid earnings decreases of companies 

listed on the stock market of Vietnam. 

Hb: There exists EM to avoid losses of companies listed on the 

Vietnamese stock market. 

Hc: DA affect EM to avoid earnings decrease of companies listed 

on the Vietnamese stock market (if hypothesis Ha is accepted). 

Hd: DA affect EM to avoid losses of companies listed on the 

Vietnamese stock market (if hypothesis Hb is accepted). 
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3.2. Research model and hypothesis proof method 

Fig 3.1: The model to study the existence of earnings 

management to avoid earnings decreases or losses 

3.3. Measure the variables in the research model 

Table 3.1: Measure the variables 

Name of variables Measure 

Scale in Earnings SE𝑖𝑡 =
𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠it

∑ TAit−1
 

Scale Change in Earnings SCEit =
(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠it − 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠it−1)

∑ TAit−2
 

Pre-Managed in Earnings PMEit = SEit − DAit 



18 

 
Pre-Managed Change in 

Earnings 
PM∆Eit = SCEit − DAit 

3.4. Research sample 

The study sample includes 2,655 observations for SCE and 2,950 

observations for SE and 1,946 observations for PME. 

3.5. Research results 

(1) The thesis has proven that there is EM to avoid losses of 

companies listed on the stock market and the level of EM to avoid 

losses in Vietnam is common.  

(2) The thesis proves that there is no EM to avoid earnings 

decreases of companies listed on the stock market of Vietnam. 

(3) The thesis has proven that DA has effect on EM to avoid losses 

of companies listed on the stock market. 

 

CHAPTER 4: FACTORS AFFECTING EARNINGS 

MANAGEMENT TO AVOID LOSSES OF COMPANIES 

LISTED ON VIETNAM'S STOCK MARKET 

4.1. The research hypothesis 

H1: The larger companies that avoid losses, the greater the level of 

EM. 

H2: Companies that avoid losses have higher financial leverage, the 

greater the level of EM. 

H3: Companies that avoid losses have lower profitability, the 

higher level of EM. 

H4: Companies that avoid losses have the larger board size, the 

smaller the level of EM. 
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H5: Companies that avoid losses have the higher independence of 

the BOD, the lower the level of EM. 

H6: The companies to avoid losses exist the model of duality that 

will increase EM. 

H7: Companies that avoid losses have a higher concentration 

ownership, the greater the level of EM. 

H8: The Big Four audited loss avoidance firms are lower than the 

loss avoidance firms audited by other auditing firms. 

4.2. Research methods 

4.2.1. Research models 

DAit = α + β1CONit-1 + β2LEVit-1 + β3ROAit-1 + β4BOARD_SIZEit + 

β5BOARD_INit + β6DUALit + β7FIRM_SIZEit-1 + β8AUDITit + εit. (1) 

4.2.2. Measure the variables 

DA variable is measured by Kothari et al. (2005). 

Table 4.1: Measurement of independent variables 

Variables Measure 

CON 

Ratio of the number of shares of the major 

shareholder (holding ≥5% of the shares) to the 

total number of common shares 

ROA 
The ratio of profit before tax to total assets at 

the end of the year 

BOARD_SIZE Number of board members 

BOARD_IN 

The ratio of the number of independent non-

executive members of the BOD to the total 

number of members of the BOD 

DUAL 
Dummy variables: 

1 – If there exists a model of duality 
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0 – If not 

FIRM_SIZE Logarithm of total assets at the end of the year 

LEV 
The ratio of total liabilities at year end to total 

assets at year end 

AUDIT 

Dummy variables: 

1 – If the company is audited by Big Four 

0 – If not 

4.2.3. Research sample 

The sample includes 356 EM observations to avoid losses of 

companies listed on the Vietnamese stock market. 

4.2.4. Method of estimating research model 

The research data is panel data, so the thesis has conducted 

verification steps to choose the appropriate regression method 

between Pooled OLS, FEM and REM. 

4.3. Research results 

The research results show that there are 5 out of 8 factors that affect 

EM to avoid losses, in which: FIRM_SIZE, BOARD_IN, AUDIT 

have opposite effects on DA; LEV and DUAL have a positive 

influence on DA. 

CHAPTER 5: IMPACT OF EARNINGS MANAGEMENT TO 

AVOID LOSSES ON STOCK RETURNS OF COMPANIES 

LISTED ON VIETNAM’S STOCK MARKET 

5.1. The research hypothesis 

H9: Companies avoid losses to a greater extent, the higher the stock 

returns. 

H10: The larger the size of the loss avoidance firms, the higher the 

stock returns. 
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H11: The higher the M/B ratio of the firms that avoids losses, the 

higher the stock returns. 

5.2. Research methods 

5.2.1. Research models 

SRit = α + β9DAit + β10SIZEit + β11MBit + εit.  (2) 

5.2.2. Measure the variables 

Stock returns is measured by the following formula: 

𝑆𝑅 =
(𝑃1 − 𝑃0) + 𝐷1

𝑃0
 

Table 5.1: Measurement of independent variables 

Variables Measure 

DA Estimation according to Kothari et al. (2005) 

SIZE Logarithm of total assets at the end of the year 

MB 𝑀𝐵 =
𝑛 × 𝑃

𝑇𝐴
 

5.2.3. Research sample  

The sample includes 346 EM observations to avoid losses of 

companies listed on the Vietnamese stock market. 

5.2.4. Method of estimating research model  

The research data is panel data, so the thesis has conducted 

verification steps to choose the appropriate regression method 

between Pooled OLS, FEM and REM. 

5.3. Research results 

The research results show that EM to avoid losses increases the 

stock returns of companies listed on the Vietnamese stock market. In 

addition, the MB ratio also has a positive impact and is the factor that 

has the strongest impact on the stock returns of companies listed on 
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the Vietnamese stock market. In addition, research results show that 

firm size does not affect stock returns. 

CHAPTER 6: POLICY IMPLICATIONS AND 

RECOMMENDATIONS 

6.1. Policy implications 

For earnings management to avoid earnings decreases or losses 

When considering the overall economy, the existence of EM to 

avoid losses partly shows that the economy is not operating really 

effectively, so there are many companies and company managers who 

want to solve temporary difficulties, so they must make adjustments 

to increase earnings to avoid losses. Therefore, to increase “real” 

earnings, listed companies should focus on increasing sales by 

improving product quality, expanding markets, adopting new 

technologies, and cutting down on unnecessary expenses. The object 

most affected by EM to avoid losses is investors. However, most of 

them are unprofessional investors. Therefore, to protect themselves, 

investors themselves need to equip themselves with knowledge of 

financial expertise, skills to analyze financial statements. 

For factors affecting earnings management to avoid earnings 

decreases or losses 

Firstly, listed companies should apply advanced governance 

models for long-term sustainable development. 

Secondly, listed companies should choose reputable auditing firms. 

Thirdly, managers of listed companies should carefully review and 

evaluate loans in which case they are absolutely necessary, what assets 

should they invest in, and develop a plan to pay interest and original 

match. 
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For the impact of earnings management to avoid losses on stock 

returns 

First, investors should analyze a long-term portfolio, not rely on 

temporary fluctuations to evaluate the stock value of that enterprise. 

Second, investors need to stay away from public psychology. 

6.2. Recommendations 

6.2.1. For the Ministry of Finance and state agencies 

The first, continue to improve the legal framework for the 

Vietnamese Accounting System. 

The second, perfecting regulations on information disclosure on the 

stock market, especially voluntary information disclosure. 

The third, it is necessary to promulgate the Law on Investor 

Protection. 

The fourth, there should be sanctioning regulations in case the 

financial statements before and after the audit have large differences, 

especially the change between earnings and loss. 

The fifth, enhancing the control of the independent audit company, 

increasing sanctions for violations in the audit field. 

6.2.2. For independent audit firms 

Firstly, to improve the quality of the auditors. 

Secondly, attaching much importance to professional ethics and 

corporate reputation. 

6.2.3. For credit institutions 

In order for banks and credit institutions to operate more efficiently 

and minimize bad debts, when evaluating the credit of customers to 

finance capital, banks and credit institutions should not only focus on 

financial statements that need to combine many sources of 
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information, especially non-financial information such as: plans for 

using loans, reputation of businesses, rate of capital turnover of the 

industry, market demand, ... 

6.3. The limitations of the thesis and the research orientation in the 

future 

The thesis still has the following limitations: 

Firstly, the data collection time of the thesis is only until 2016. 

Secondly, the thesis has not yet analyzed the impact of business 

lines on EM to avoid losses. 

The future research orientation of the thesis is as follows: 

First, analyzing the impact of the business industry on EM to avoid 

losses; 

Second, EM analysis aims to avoid losses on the basis of real EM; 

Third, analysis of EM to avoid losses for state-owned enterprises; 


