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ABSTRACT. This study investigates how real earnings management (REM) and accruals-based earnings management
(AEM) as proxies for financial reporting quality are affected by eXtensible business reporting language (XBRL). It seeks
to integrate Institutional Theory within the theoretical framework, instead of Agency Theory, the principal theory of
management opportunism. It is possible to think of XBRL as the external regulations that influence management's
practice toward financial reporting. This study tests the set of suggested hypotheses using regression analysis on a
special dataset from Thailand. The results demonstrate a considerable decrease in the practice of earnings management
following the deployment of XBRL. Support is given to the notion of Institutional Theory, which holds that an
individual's behavior is influenced by their surroundings. Furthermore, this study clarifies the continuing discussion
about whether XBRL enhances the quality of financial reporting. Regulators should find this information useful. In
particular, the findings complement prior literature in the way that XBRL is beneficial for financial reporting. It sheds

lights on the ongoing debate whether XBRL is beneficial for improving the quality of financial reports.

1. Introduction
The development of technology in accounting plays a crucial role in improving financial
reporting. Recently, many countries around the globe have implemented the eXtensible Business
Reporting Language (XBRL) as a standard computer language for preparing financial reports.
However, there are still non-XBRL mandated countries such as New Zealand and Tanzania [1].
Implicitly, it's supposed advantages and unintended consequences remain uncertain. This
technology was expected to enhance the accuracy, timeliness, and comparability of financial

information with less cost [2]. As such, financial users are expected to find greater value in
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financial statements in this electronic format, and information asymmetry should become less of
an issue following XBRL implementation. The empirical evidence published by [3] demonstrated
that, when compared to financial information presented in conventional format, information
presented in the electronic XBRL format is more pertinent, understandable, and comparable to
non-professional investors. Stated differently, XBRL improves, from the standpoint of the user,
the qualitative aspects of the financial data given in financial reports. Similarly, accruals-based
earnings management (AEM), which happens when managers purposefully manipulate earnings
by using improper accounting judgments and estimates in accordance with Generally Accepted
Accounting Principles (GAAP), is also unlikely following the implementation of XBRL. This is
because AEM is prone to being detected by auditors or regulators [4,5,6]. Although there have
been no modifications to accounting standards, managers' incentives to participate in AEM may
be reduced by the timely, comparable, and easily accessible financial information provided by
the electronic XBRL format [2]. Such evidence emphasizes the advantages of implementing this
technology.

On the other hand, some suggest that XBRL implementation can result in some
unintended consequences [7,8]. For example, this technology can encourage managers to engage
more in real earnings management (REM), which is one of the earnings management options
open to them [8]. REM is defined as a deviation from standard practices by distorting operating
activities, such as sales manipulation by providing additional discounts, expenditure
manipulation by deferring discretionary expenses, and production manipulation by
overproducing inventories to reduce costs [9]. In this approach, REM varies from AEM in that
AEM is carried out using discretionary accruals permitted by accounting policies, but REM is
carried out through operating policies. As a result, REM effects cash flow from operations,
whereas AEM does not. Consequently, REM poses a higher risk to firm performance than AEM.
However, AEM is easily recognized from irregular discretionary accruals recorded on financial
statements, but REM is more difficult to explore [4,10]. Accordingly, the repercussions of XBRL
implementation remain uncertain, particularly its actual impact on financial reporting quality
and business performance [11,12].

Drawing on the ongoing debate about the effects of XBRL adoption, this study intends to
investigate the influence of XBRL implementation on financial reporting quality using data from
Thailand. The Department of Business Development (DBD) of the Ministry of Commerce has
supported XBRL implementation in Thailand since 2015. This technology has been claimed to
help businesses prepare and submit financial reports more easily. Although XBRL has been
introduced, empirical study into its impact on the quality of financial reporting in Thailand is
limited. From one perspective, XBRL is useful; nonetheless, its unexpected sequences remain

contentious. Regulators must therefore take attention of this study, particularly in nations where
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XBRL is not yet required or is currently under consideration. According to [13, 14], Thailand
represents important structures in emerging countries where ownership concentration and
inadequate institutional environments are prominent. Due to inadequate institutions, there is
higher information asymmetry and minority expropriation in such a scenario. The quality of
financial information has also been questioned in such contexts [15]. XBRL can be viewed as one
of the institutional pillars supporting the dissemination of financial information. Therefore,
another goal of this research is to broaden the theoretical perspective used for explaining the
quality of financial reports as judged by AEM and REM. In general, Agency Theory describes
these activities as ones in which self-interest dominates earnings management. However, some
suggest that the reporting environment has a significant impact on earnings management
decisions [16,17]. This highlights an Institutional Theory viewpoint in which individual players
are shaped by institutional features, such as XBRL regulation in this example. The outcomes of
this study should contribute to the expanding literature on XBRL implementation and its

repercussions.

2. Literature Review and Hypothesis Development

Theoretical Framework

The effect of XBRL implementation on financial reporting quality can be explained by
Institutional Theory in the sense that the external environment such as regulations, norms, and
culture can shape the behavior of organization actors [18,19]. This theory originated in sociology
and has been mainly applied in political studies, where social behavior is a research focus [20].
Essentially, the institutional view proposes that the behavior of social actors is shaped by
institutional aspects such as regulative, normative, and cognitive [18]. XBRL adoption is a part of
regulations that business organizations need to follow. It has set a transparent atmosphere for
financial reporting and such an environment would influence management’s motivation to
engage or not engage in earnings management [16]. Eventually, the increase (decrease) of
earnings management would erode (strengthen) the quality of financial reporting. Thus,
Institutional Theory provides a broader view to explain earnings management in comparison to
traditional Agency Theory, where the motivation of earnings management is driven by
individual self-interest [21]. [21] argued that agency conflicts such as conflict of interest between
principals and agents can be exacerbated or diminished by institutional configurations. This
argument calls for the extension of theoretical understanding over earnings management by
considering the institutional significance. The influence of country-level institutions significantly
shapes manager incentives towards financial reporting practice [16]. Therefore, the quality of
financial reporting relies not only on the preparer’s incentive but it is also subjected to

institutional settings [22].
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Likewise, [23] introduce a conceptual framework to explain management motivation for
accounts manipulation where external regulations mandated by regulators can increase or
decrease accounts manipulation. Generally, managers have a low incentive to manipulate
accounts in contexts where external regulations set a transparent atmosphere for financial
reporting. The practice of earnings management risks detection and punishment in such contexts.
Hence, this research applies the institutional lens to explain the effect of XBRL implementation
on financial reporting quality measured by earnings management. As mentioned earlier, there
are three institutional pillars; regulations, norms, and cultural cognitive under Institutional
Theory and these comprise the primary pillars at the country level. XBRL, as the new
technological regulation, is likely to control managerial opportunism proposed by Agency
Theory. Theoretically, this research responds to the need of theoretical extension from an agency
view to an institutional lens [21]. Empirically, additional research is still needed to understand
the effect of newly invented technological regulations such as XBRL.

Hypothesis Development

XBRL has been mentioned as a modern technology that sets a new environment for
financial reporting and disclosure [11]. Initial jurisdictions that implemented XBRL for financial
reporting were the United States and European countries. Recently, this technology has been
adopted by many countries around the globe [3]. [24] mentioned that the issue of financial
transparency was questionable after the big financial crisis in 2007-2008. The lack of standardized
financial information reported in financial reports diminishes its usefulness. This issue leads to
the requirement of e-filling where financial data can be systematically prepared and reported by
employing a computer language. Such standardized financial information is more
understandable and comparable for financial users. As a result, financial transparency can be
improved [24]. Considering prior studies, it is argued that the implementation of XBRL
technology significantly improves the usefulness of financial information presented in financial
reports. [3] revealed that accounting information presented in XBRL format enhances the
qualitative characteristics of financial information regarding comparability, relevance, and
understandability. In particular, the financial reports with XBRL format offer an interactive form
of information and support its usefulness for decision making in terms of future-profit predicting
to non-professional users.

Similarly, prior evidence documented by [11] supports the implementation of XBRL
technology by revealing that the domestic institutional investors” bias was reduced after the
period of XBRL adoption in the US. [11] mentioned that XBRL technology encourages more
information disclosure, decreases the cost of information processing, and supports analytical
coverage. Overall, this technology of financial reporting is likely to reduce information

asymmetry in capital markets. Also, this technology is likely to reduce management



Int. J. Anal. Appl. (2025), 23:244 5

opportunism. The study by [2] uncovered that the practice of accrual-based earnings
management measured by the magnitude of abnormally discretionary accruals significantly
decreases in the post-XBRL compulsory period. The abovementioned evidence highlights the
notion documented in the literature that the implementation of XBRL for financial reporting is
beneficial. It improves the reporting environment [25], and then the reporting environment
significantly influences management opportunism [16]. Although [8] revealed that the practice of
REM had increased after the period of XBRL implementation in China, their sample was
comprised of suspect firms. Management in such firms is likely to have a strong incentive for
manipulating reported earnings.

It has been documented in the literature that REM is more difficult to detect in comparison
to AEM. However, financial reporting in XBRL format allows machine-readable and tracking
functions [26]. According to these features, REM can be simply detected as well as AEM. This is
because auditors or regulators are able to compare and track individual accounting items
reported in financial reports for a specific firm with its peers that operate in the same industry.
For example, when a specific firm has an abnormal growth in sales compared to others reported
in its historical data while cash flow from operations were abnormally low, such a firm can be
suspected of sales manipulation. Hence, XBRL technology supports the comparability and
transparency of financial data [3,24]. Building upon Institutional Theory where management’s
behavior can be shaped by regulations, this research proposes that XBRL technology sets a
transparent environment; thus, the practice of earnings management in both AEM and REM
would be reduced. As a result, the quality of financial reporting would be better. The set of
testable hypotheses is presented as follows.

Hypothesis 1. The practice of AEM decreases after the implementation of XBRL
technology.

Hypothesis 2. The practice of REM decreases after the implementation of XBRL
technology.

3. Research Methodology

Sample and Data Collection

This research focuses on Thailand which has adopted XBRL since 2015. However, the
empirical evidence regarding the effect of XBRL implementation on the quality of financial
reports is almost negligible and regulators should be informed about its consequences. Therefore,
the context of Thailand allows this research to test the proposed hypotheses. The periods of study
were 2013-2016 which allow this research to test the practice of AEM and REM in pre and post
XBRL implementation at the beginning phase. The population consisted of companies listed on

The Stock Exchange of Thailand (SET). Nevertheless, the observations from the financial industry
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were excluded from the sample due to the industry’s specific regulations as recommended in the
literature [5,27,28]. In particular, counting such an industry into the sample may complicate the
interpretation. The initial sample was about 2,830 firm-year observations. However, a lack of
necessary variables such as financial variables to calculate AEM and REM or control variables
necessitated a reduced the sample size from 2,830 to 1,276 firm-year observations with 1,175
observations for almost model specifications. The archival databases, namely, the S&P Capital IQ
were primary sources of data. More specifically, financial data for calculating the earnings
management model was mainly retrieved from that database. However, the missing data was
complemented by hand collecting, if possible, and the sources of data were financial reports.
Continuous variables are winsorized 1% at the top and bottom to address the outliers in dataset
following prior literature [28,29]. The winsorizing will mitigate the effect of outliers in regression
analysis while the sample size is not reduced.

Variable Measures

Dependent Variable

Financial reporting quality is the phenomenon that was studied as the consequence of
XBRL implementation in this research. Judged by prior literature, the practice of earnings
management can indicate the quality of financial reporting and earnings management can be
proxied by AEM and REM [4,30,31,32,33]. Thus, this research applied the magnitude of earnings
management captured by AEM and REM, to represent financial reporting quality where the
higher degree of earnings management indicates the lower quality of financial reporting due to
the distortion of financial information being reported on financial reports. The models used to
measure AEM and REM are discussed below.

Accruals-Based Earnings management

The absolute values of residuals from the Performance-Matched Discretionary Accruals
Model are applied in this research to capture AEM [34]. Such a model is well-known and has been
significantly used in the literature [10,29,35,36,37]. The Performance-Matched Model controls
firm performance and thus reduces the bias in firms with extreme performance. Those firms were
mentioned by [38] to negatively influence the power of the accruals model. The model is

illustrated below.

TAit/Ait-1 = a1 (1/ Ait-1) + p1 (AREVit - ARECit)/ Ait-1 + 2 PPEit / Ait-1 + B3ROA it-1 + it (1)

Where:

TA =Total accruals (computed by net income - cash flow from operations)
A = Lagged Total Assets

AREV = Change in revenues
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AREC = Change in Accounts Receivable
PPE = Gross Properties Plants and Equipment
ROA = Return on Assets Ratio

Real Earnings Management

[9] mentioned that real earnings management or real activities management is one of the
earnings management choices that are available to managers. Real earnings management exists
when managers manipulate real economic transactions through operating policies not accounting
policies to gain the desired earnings amount [9]. Therefore, real earnings management is
prevalent in contexts where regulations to govern financial reporting are strict [5,6,39,40]. This
research follows the empirical models introduced by [9] where sales manipulation, production
manipulation, and discretionary expense manipulation are proxies of real earnings management.
The aggregate proxy by summing all individual values is applied in the main test following prior
research [10,39,41]. The models are as follows.

CFO /At-1=a0 + al (1/At-1) + B1(St/At-1) + B2(ASt/At-1) + &t..eeeeiiniiiniiiiiiiiieeenn (2)
PRODt /At-1=a0 + al(1/At-1) + p1(St/ At-1) + B2(ASt/ At-1) + B3(ASt-1/At-1) + et .......... (3)
DISEXPt /At-1=a0 + al(1/At-1) + BL(St-1 /At-1) &t oeniiiiiiiii (4)
Where:

CFO = Cash flow from operations
S = Sales/Revenues
AS = Change in Sales/Revenues
PROD = Cost of Goods Sold + change in inventories
DISEXP = Discretionary expenses (Selling, General, and Administrative expenses)

Independent Variable

The implementation of XBRL is treated as an independent variable in this study. This
variable is proxied by using a dummy variable in which the value is equal to 1 if the year > 2015
and 0 if otherwise. The year 2015 is used as a threshold because in that year XBRL was first
implemented in the context of Thailand.

Control Variable

The primary control variables are added to the model following prior studies. AEM (REM)
is the first control variable where REM (AEM) is treated as a dependent variable [39,42]. [42]
documented that the level of real earnings management significantly indicates the level of
accruals-based earnings management and vice versa. A trade-off between real and accruals

earnings management is supported in that case. Therefore, this study controls for the level of
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AEM or REM in the Baseline Model. In addition, this study controls for other firm characteristics
such as the controlling shareholder (CON), lagged cash flow from operations (Lag_CFO), lagged
performance (Lag_ROA), firm leverage (DA), and firm size (Ln_TOA). Such variables, which vary
among firms, have been mentioned in the literature to influence the practice of earnings
management [2,8,28,35,39,43,44]. The effect of CON is proxied by the percentage of shares held
by the largest shareholder [35,41]. Lag_CFO is measured by cash flow from operations deflated
by sales following [29,39]. Lag_ROA is the return on assets ratio in the previous year that is
applied to capture lagged performance [39]. DA is captured by total liabilities divided by total
assets following [39], whereas Ln_TOA is proxied by the natural logarithm of total assets at the
year-end [29].

Research Approach

Deductive logic is applied in this research by using the quantitative technique, namely,
regression as a primary method to analyze the data. The regression model is illustrated below.
Industry and year dummies are also added to the Baseline Model to control for the industrial-

and time-heterogeneous effects.

AEM;; (REMit) = [50 + ﬁ1XBRLit + BzREMit (AEMit) + B3CONit+ [34Lag_CFOit+ ﬁ5Lag_ROAit + ﬁéDAit

+ B7Ln_TOA: + Industry Dummiesk + Year Dummies; + ¢ ...... (Baseline Model)

4. Research Results

Descriptive Statistics

Table 1 reports descriptive statistics where the characteristics of the dataset are described.
The average of AEM, which represents the magnitude of abnormally discretionary accruals, was
about 0.077. This value is relatively less in comparison to the level of AEM reported in the study
by [28] where Thailand is one of the countries in the dataset and the periods of study are 1995-
2016. This is because a different proxy was adopted. The aggregated proxy of AEM, computed
by the sum of three individual scores, was applied by [28] while this study relies on individual
measures. However, the magnitude of AEM in this study was comparable with the study by
[5,37], where Thailand is one of the countries in the sample. On the other hand, the mean of REM
was 0.088, which is comparable to values reported in the literature [39]. The means of AEM and
REM are relatively higher than its median (see p25 and p75 in Table 1). This can be attributed to
the differences in size of firms collected as samples.

In addition, the mean of CON was about 28% indicating that the largest shareholder
significantly controlled the firm. This is typical in the literature where ownership structure is
concentrated in Thailand and East Asia [13,4546]. Furthermore, the mean of Lag CFO was

positive (Mean 0.067) which indicates that on average firms in this dataset have net cash inflow
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from operating activities. Similarly, the mean of Lag_ROA was positive (Mean 0.049). However,
the mean of leverage (DA) was almost 50% of total assets. This ratio is in line with prior literature
where banks are still significant sources of funding in Thailand [37]. Finally, the mean of Ln_TOA
was 11.537, which is similar to the mean reported by [28].

Table 1 Descriptive Statistics

Variables Mean Standard p25 p75
Deviation
AEM 0.077 0.102 0.021 0.096
REM 0.088 0.075 0.031 0.122
CON (%) 27.398 21.549 10.600 38.240
Lag CFO 0.067 0.213 0.011 0.149
Lag ROA 0.049 0.095 0.010 0.095
DA 0.456 0.601 0.254 0.600
Ln_TOA 11.537 1.595 10.377 12.444

Correlation Analysis

Table 2 illustrates the correlation coefficients between two variables to initially address
the multicollinearity issue where two or more explanatory variables are correlated. This problem
will bias regression analysis, and thus hypothesis testing. Prior literature has suggested that
correlation coefficients should not be higher than 0.800 [47]. The maximum coefficient among
explanatory variables is 0.352, which is acceptable. Thus, multicollinearity is not problematic in
this case. In addition, XBRL significantly correlates with AEM and REM as reported in Table 2.
Initially, the proposed hypotheses are supported.

Table 2 Correlation Matrix

Variables ) ) 3) @) 5) ©6) ) ®)
(1) AEM 1.000
(2) REM 0.551*  1.000
(0.000)
(3) XBRL -0.113*  -0.105*  1.000

(0.000)  (0.000)

(4) CON 0.011  0.092*  -0.022  1.000
(0.674)  (0.000)  (0.319)
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Variables 1) 2) 3) @) ) ©6) 7) ®)
(5) Lag_CFO  -0.076* 0001  -0.045* 0.078*  1.000
(0.003)  (0.954) (0.038)  (0.001)

(6) Lag_ ROA -0.079* -0.080* 0023  0.000  0.352*  1.000
(0.000)  (0.000) (0.226)  (0.993)  (0.000)

(7) DA 0102*  -0.070+ 0017  -0.019  -0.068* -0.139* 1.000
(0.000)  (0.000) (0.375)  (0.400)  (0.002)  (0.000)

8)Ln_TOA  -0.147* 0.065* -0.148* -0.055* 0.035  0.070* -0.019  1.000
(0.000)  (0.001) (0.000) (0.015) (0.105) (0.000)  (0.312)

* shows significance at the 0.05 level

Hypothesis Testing

This research argues that the implementation of XBRL technology for financial reporting
would reduce the incentive for accounts manipulation by both AEM and REM as stated in
Hypothesis 1 (H1) and Hypothesis 2 (H2). The findings of hypotheses testing are reported in
Table 3 in which two models are illustrated. The first model, Model 1, reported that the effect of
XBRL implementation on AEM and XBRL was negatively significant at a 5% level (coefficient -
0.010, p<0.05). This indicates that the magnitude of AEM in post-XBRL implementation was
reduced, and then HI is accepted. Similarly, the coefficient of XBRL in Model 2 Table 3 is
statistically significant (coefficient -0.009, p<0.05), which supported H2. Specifically, the practice
of REM is less in post-XBRL implementation.

Additionally, most control variables were significant as reported in Table 3. REM (AEM)
was statistically significant in Model 1 (Model 2) Table 3, indicating the complementarity between
the two strategies of earnings manipulation [48,49], whereas Lag_CFO had a negative link with
AEM but not with REM. This implies that firms with higher cash flow from operation in the
previous year are unlikely to employ AEM [29]. On the other hand, Lag_ROA had a positive link
with REM. As documented in the literature, REM is detrimental to future performance. Firms
with poor performance might not risk their future performance by engaging in REM to boost
current earnings but this might not be the case in firms with good performance. The positive link
between performance and REM is also documented in the literature [10]. In addition, firms with
high leverage (DA) are likely to employ AEM, consistent with debt covenant pressure proposed
in the literature [35,39]. Finally, AEM and REM are unlikely in large firms as suggested by the
political cost hypothesis. The coefficients of firm size (Ln_TOA) are significant and negative in
Model 1 and Model 2 Table 3.
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Table 3 The Effect of XBRL Implementation on Accrual-Based and Real Earnings Management

This table demonstrates the effect of XBRL implementation on financial reporting quality
measured by AEM and REM. The variable of interest is XBRL. Robust standard errors are used

and related robust t-statistics are reported in this case to account for the potential

heteroscedasticity.
Dependent Variables
Model 1 Model 2
Variables AEM REM
XBRL -0.010** -0.009**
(-2.310) (-2.094)
REM 0.674***
(16.699)
AEM 0.530***
(17.397)
CON -0.001 0.009
(-0.151) (1.097)
Lag CFO -0.050%** 0.001
(-2.742) (0.035)
Lag ROA -0.005 0.175***
(-0.136) (4.808)
DA 0.028*** 0.010
(2.864) (0.949)
Ln_TOA -0.003** -0.002*
(-2.440) (-1.666)
Constant 0.077%** 0.044**
(3.685) (2.184)
Industry Dummy Yes Yes
Year Dummy Yes Yes
The Highest VIF 1.63 1.57
Observations 1,175 1,175
Adjusted R-squared 0.478 0.381

Robust t-statistics in parentheses
*** p<0.01, ** p<0.05, * p<0.10
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Robustness Test

Alternative Proxies of Earning Management

This section reports additional tests that were performed to ensure the robustness of the
findings reported in the previous section. Alternative proxies of AEM and REM were used and
the findings are presented in Table 4. AEM was computed by implementing Modified Jones
Model [38] as an alternative proxy of AEM following prior literature [5,50]. The model is similar
to the Performance-Matched Discretionary Accruals Model but not adjusting for firm
performance. The findings of XBRL in Model 1 Table 4 were negatively significant, supporting
the findings reported in the main analysis. Similarly, the findings reported in Model 2 Table 4,
where an alternative proxy of REM is applied as the dependent variable, were comparative to the
findings reported in Model 2 Table 3. The magnitude of REM was lower in the periods after XBRL
adoption. This research particularly applied the aggregate of sales manipulation and
discretionary expenses manipulation as an alternative proxy of REM following prior research
[32,51]. [32] argue that sales manipulation and production manipulation reduce cash flow from
operations and summarizing them together may induce double counting. Therefore, this research
excluded production manipulation in calculating alternative proxy of REM. In conclusion,
alternative proxies of earnings management did not alter the findings reported in the main

analysis.
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Table 4 The Effect of XBRL Implementation on Accrual-Based Earnings Management and Real

Earnings Management by Using Alternative Proxies

This table reports the link between XBRL implementation and alternative proxies of earnings

management.
Model 1 Model2
Variables AEM_2 REM_2
XBRL -0.022%** -0.013*
(-3.454) (-1.956)
REM 0.234***
(5.399)
AEM 0.682***
(13.904)
CON 0.022** 0.002
(2.041) (0.156)
Lag CFO -0.185*** 0.004
(-5.173) (0.139)
Lag ROA 0.119** 0.291***
(2.096) (5.840)
DA 0.061*** 0.019
(4.913) (1.267)
Ln_TOA -0.007*** -0.009***
(-4.421) (-4.298)
Constant 0.134*** 0.174***
(5.618) (4.915)
Industry Dummy Yes Yes
Year Dummy Yes Yes
The Highest VIF 1.63 1.57
Observations 1,276 1,175
Adjusted R-squared 0.238 0.359

Robust t-statistics in parentheses
*** p<0.01, ** p<0.05, * p<0.10
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5. Discussion and Conclusion

This research investigated the effect of XBRL implementation on the quality of financial
reporting. XBRL has been implemented in many countries around the globe for financial
reporting purposes. This electronic technology was introduced to improve the accuracy,
timeliness, and comparability of financial information with lower costs. Hence, regulators
encourage the adoption of this technology while the actual consequences of XBRL
implementation are still questionable. However, the findings in this research support the
regulators” view that XBRL is introduced and implemented for improving the quality of financial
reporting. Specifically, this research documented that the levels of AEM and REM were lower in
post-XBRL implementation. The findings are in line with prior research that supports the
advantage of this electronic technology for financial reporting [2,3]. Additionally, the findings are
robust as demonstrated when additional tests were performed.

To conclude, XBRL sets a transparent environment for financial reporting that influences
management behavior towards earnings management practice. The view of Institutional Theory
is supported in this case where the behavior of organizational actors can be directed by the
external environment. As mentioned in the literature, coercive pressure through the regulatory
pillar is important in emerging countries to enforce firms adopting XBRL [53]. Implicitly, this
technological regulation may be needed in the contexts with other regulatory enforcement such
as rule of law or investor protection. Thus, this research complements prior literature and
contributes additional insights to XBRL and financial reporting literature in a way that electronic
financial reporting can set a transparent environment and reduces the incentive for engaging in
earnings manipulation. Consequently, opportunistic behavior is attenuated after-XBRL adoption.
The financial reporting environment is vital as proposed by Institutional theory to direct
individual behavior. Theoretically, this research responds to the gap in existing literature where
Agency Theory needs to be extended by complimenting it with Institutional Theory [21,52] to
better understand individual behavior. Also, the findings support the view of regulators, whose
responsibility is to arrange and encourage the implementation of XBRL, in a way that XBRL
should be implemented for improving financial reporting. This underlines its practical

implementation.
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