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Abstract
This study investigates how managerial motives—including ethical attitude beliefs and perceived stakeholder pressure—influence real earnings management (REM) among Taiwanese listed and OTC firms. Using matched survey–archival data from 265 firms and 1,590 firm-year observations (2018–2024), we estimate abnormal operating cash flows, production costs, and discretionary expenses following Roychowdhury’s (2006) models. The survey constructs exhibit strong reliability (Cronbach’s α = 0.89 for ethical beliefs; 0.86 for stakeholder pressure) and validity (CFA: CFI = 0.96, RMSEA = 0.046). Hierarchical linear modeling captures firm-level and industry-level variance, with intraclass correlation coefficients ranging from 0.18 to 0.25. Results show that ethical attitude beliefs reduce REM through operating cash flows (β = −0.18, p < .05) and discretionary expenses (β = −0.21, p < .05), whereas stakeholder pressure increases REM via production-related manipulation (β = 0.25, p < .01). Industry volatility significantly moderates these relationships: ethical beliefs exert a stronger constraining effect in high-volatility industries (β = −0.14, p < .01), while stakeholder pressure amplifies REM under similar conditions (β = 0.11, p < .05). Robustness tests using lagged variables, accrual-based measures, and subsample analyses confirm the findings. These results highlight the importance of integrating psychological motives and industry context in understanding REM. The study offers implications for corporate governance, audit oversight, and regulatory policy.
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1. Introduction
Earnings management has long been a central topic in financial accounting and corporate governance research. As capital markets evolve and investors increasingly rely on accounting numbers for valuation and contracting, the credibility of reported earnings becomes critical for market efficiency and resource allocation (Healy & Wahlen, 1999; Schipper, 1989). Historical corporate scandals in both Western and Asian markets have demonstrated that earnings manipulation often occurs within the flexibility of generally accepted accounting principles, eroding the decision-usefulness of financial statements and undermining investor confidence. Even in the absence of outright fraud, subtle forms of manipulation can distort firms’ risk profiles, bias analysts’ forecasts, and lead to mispricing in equity and debt markets (Dechow, Hutton, & Sloan, 1999; Fischer & Rosenzweig, 1995).
Traditional research conceptualizes earnings management as the deliberate use of accounting discretion and real operating decisions to influence reported performance, typically in pursuit of private managerial objectives or perceived organizational benefits (Healy & Wahlen, 1999; Scott, 2015). Agency theory suggests that information asymmetry and incentive misalignment between managers and shareholders create opportunities and motivations for such behavior (Jensen & Meckling, 1976). Positive accounting theory further specifies how contractual arrangements—such as bonus plans, debt covenants, and political costs—shape managers’ preferences over reporting choices (Watts & Zimmerman, 1978a, 1978b). Within this framework, earnings management has been viewed along a continuum ranging from “opportunistic” manipulation, which primarily benefits managers, to “informative” smoothing, which may help convey private information about future prospects (Scott, 2015). This conceptual ambiguity makes it crucial to understand not only whether managers manage earnings but also why and under what conditions they choose manipulation channels.
Over the past two decades, the literature has shifted from an exclusive focus on accrual-based earnings management (AEM) toward increasing attention to real earnings management (REM). Accrual-based manipulation operates through accounting estimates and policy choices—such as provisions, depreciation methods, or revenue recognition—and has traditionally been measured using models like Jones (1991) and Dechow, Sloan, and Sweeney (1995). However, regulatory reforms and improvements in audit quality have constrained aggressive accrual practices, leading managers to rely more heavily on altering actual business activities (Cohen, Dey, & Lys, 2008; Zang, 2019). Real earnings management encompasses actions such as offering unusually deep price discounts or extended credit terms to boost current-period sales, overproducing to reduce reported cost per unit, and cutting discretionary expenditures (e.g., R&D or advertising) to raise short-term profits (Roychowdhury, 2006). Although these actions are operationally legal, they can be value-destroying by distorting firms’ real investment and operating policies.
Against this evolving backdrop, recent research has begun to recognize that earnings management is not driven solely by economic incentives and governance constraints but is also shaped by managerial psychological characteristics and ethical orientations (Hemingway & Yan, 2021). While existing studies document that external monitoring—such as board oversight, audit quality, and institutional ownership—can mitigate certain forms of manipulation (Cohen et al., 2008; Kim & Park, 2022; Houqe & Monem, 2022), relatively fewer studies directly examine managerial motives as proximal drivers of REM. Two sets of motives appear especially salient. The first involves managers’ ethical attitude beliefs, that is, their internalized norms regarding transparency, compliance, and long-term value creation. The second involves stakeholder pressure, including expectations and demands from auditors, creditors, boards, regulators, and other external parties. Although prior survey-based studies provide initial evidence that performance metrics and governance arrangements influence managers’ willingness to manage earnings (Merchant & Rockness, 1994; Gillett & Uddin, 2002), there remains limited empirical work linking validated motive constructs to actual real activities manipulation observed in financial statements.
Moreover, earnings management takes place within broader institutional and industry environments. Firms operate under heterogeneous volatility, technological dynamics, and competitive pressures, which shape both the opportunity set for manipulation and the perceived necessity of meeting external performance benchmarks. Industry-level volatility, in particular, may amplify or attenuate the effects of managerial motives on REM. In more uncertain industries—such as electronics or high-tech sectors—managers may face stronger pressure to meet earnings targets and may be more tempted to adjust operations in response to short-term shocks. Conversely, in more stable industries, the same motives may translate into weaker manipulation intensity. Yet relatively few studies explicitly incorporate cross-level interactions between individual-level motives and industry-level conditions when analyzing REM, and multilevel empirical designs remain scarce in the earnings management literature (Zang, 2019).
Taiwan provides a particularly suitable setting for investigating these issues. Its capital market is characterized by high individual investor participation, concentrated ownership structures, and a mix of traditional and high-technology industries. Regulatory frameworks have increasingly emphasized transparency and investor protection, but anecdotal evidence and prior empirical work suggest that earnings management remains a non-trivial concern (Liu & Lu, 2021). In this context, understanding how managerial motives relate to REM—and how these relationships vary across industries—can offer insights relevant not only to Taiwan but also to other emerging and transitional markets facing similar governance challenges.
Against this backdrop, the present study examines how managerial motives shape real earnings management and how industry-level volatility moderates these relationships. Using matched survey–archival data from 265 Taiwanese listed and OTC firms over the period 2018–2024, we construct two central motive constructs—ethical attitude beliefs and stakeholder pressure—based on validated survey instruments administered to chief financial officers and senior accounting managers. These survey responses are merged with firm-year financial data from the Taiwan Economic Journal (TEJ) to estimate three commonly used REM proxies: abnormal operating cash flows, abnormal production costs, and abnormal discretionary expenses (Roychowdhury, 2006). We employ hierarchical linear modeling (HLM) to account for the nesting of firms within industries and to test whether industry-level volatility alters the strength and direction of motive–REM relationships.
This study makes several contributions to the earnings management literature. Theoretically, it integrates psychological and organizational perspectives by linking validated managerial motive constructs to real earnings management outcomes within a multilevel framework, thereby extending agency-based accounts of manipulation (Jensen & Meckling, 1976; Watts & Zimmerman, 1978a, 1978b). Methodologically, it combines survey evidence with archival financial data and employs hierarchical linear modeling to explicitly model cross-level interactions between individual motives and industry conditions. Practically, the findings offer implications for corporate governance, audit practice, and regulatory oversight by highlighting the need to consider both ethical culture and industry volatility when designing mechanisms to deter value-destroying real activities manipulation. 

2. Literature Review
2.1 Conceptualizing Earnings Management
Earnings management has evolved into one of the most extensively studied topics in financial accounting, with over three decades of accumulated research addressing its nature, determinants, and consequences. At its core, earnings management refers to managers deliberate use of judgment in financial reporting and in structuring transactions to alter financial reports, with the intention either of misleading some stakeholders about the underlying economic performance of the firm or of influencing contractual outcomes that depend on reported accounting numbers (Healy & Wahlen, 1999; Schipper, 1989). Within this broad definition, managers exploit the discretion embedded in generally accepted accounting principles to influence the timing and magnitude of reported earnings, while ostensibly remaining within the bounds of formal compliance.
A key insight from the literature is that earnings management is not uniformly characterized as detrimental. Scott (2015), for example, distinguishes between opportunistic earnings management—aimed at maximizing managerial utility—and informative earnings management, which may serve as a signaling mechanism through which managers convey private information about a firm’s prospects. This dual perspective underscores the conceptual ambiguity surrounding earnings management and suggests that its evaluation depends heavily on context, including the firm’s governance structure, institutional environment, and the nature of stakeholders’ information needs. Consequently, understanding earnings management requires not only identifying its presence but also examining the motives that drive it and the channels through which it is implemented.

2.2 Theoretical Foundations: Agency Theory and Positive Accounting Theory
The theoretical foundations of earnings management research are anchored primarily in agency theory and positive accounting theory. Jensen and Meckling’s (1976) seminal framework posits that conflicts of interest arise when managers, as agents, possess both superior information and incentives that diverge from those of principals. In such settings, managers may engage in earnings manipulation to extract private benefits, such as higher compensation, reduced monitoring, or greater job security. Information asymmetry enables managers to undertake these actions without immediate detection, while incomplete contracts limit principals’ ability to fully specify and enforce desirable behavior.
Building on this agency perspective, positive accounting theory elaborates how specific contractual arrangements shape managers’ reporting choices. Watts and Zimmerman (1978a, 1978b) identify three principal mechanisms—bonus plans, debt covenants, and political costs—that systematically influence accounting policy selection and accrual decisions. For example, firms close to violating debt covenants may manage earnings upward to avoid technical default, whereas firms subject to intense regulatory or political scrutiny may manage earnings downward to reduce apparent profitability and thereby limit political visibility. These theoretical lenses collectively frame earnings management as a rational response to incentive structures and institutional constraints, rather than as purely random or idiosyncratic behavior.
More recent work extends these theories by acknowledging that earnings management is shaped not only by contractual incentives but also by organizational culture, ethical climate, and managerial psychological traits. Traits such as overconfidence, risk tolerance, and ethical orientation have been shown to systematically affect managers’ propensity to engage in aggressive reporting (Hemingway & Yan, 2021), suggesting that formal contracts and governance mechanisms alone cannot fully explain observed patterns of manipulation. This recognition motivates a more nuanced, behaviorally informed view of earnings management that integrates economic and psychological determinants.

2.3 Motivations for Earnings Management
A substantial body of empirical research examines why managers engage in earnings management. Early studies highlight economic incentives related to compensation, financing, and taxation. Firms often adjust reported earnings to meet bonus thresholds, avoid debt covenant violations, or reduce tax burdens, particularly when facing performance-based compensation schemes or tight financing conditions (Fischer & Rosenzweig, 1995; Healy & Wahlen, 1999; Merchant & Rockness, 1994).
Capital-market incentives represent another key driver. Managers may manage earnings to meet or beat analysts’ forecasts, sustain stock price levels, or reduce earnings volatility, thereby influencing investor perceptions and mitigating negative market reactions (Dechow et al., 1999; Zhang, 2020). Short-termism from investors and analysts can intensify these pressures and increase the likelihood of intertemporal trade-offs, such as sacrificing long-term investments to achieve short-term targets.
Beyond economic motives, governance and institutional factors play a central role. Weak boards, concentrated insider ownership, and limited auditor independence have all been linked to higher levels of earnings management, whereas stronger oversight and higher audit quality tend to constrain manipulation (Cohen et al., 2008; Gillett & Uddin, 2002; Kim & Park, 2022). Cross-country studies further show that institutional quality and investor protection shape the prevalence and forms of earnings management, particularly in emerging markets where enforcement may be uneven (Houqe & Monem, 2022; Liu & Lu, 2021).
More recently, researchers have turned to managerial psychology and ethical orientation. Evidence suggests that overconfident or risk-tolerant executives are more inclined to adopt aggressive reporting practices, whereas managers with stronger ethical beliefs or pro-integrity norms are less likely to manipulate earnings opportunistically (Hemingway & Yan, 2021). Merchant and Rockness (1994) and Gillett and Uddin (2002), using survey methods, show that performance measures, perceived fairness of compensation systems, and perceived external pressures all influence managers’ willingness to engage in earnings management. These studies highlight that managers’ ethical attitude beliefs and perceptions of stakeholder pressure may serve as proximal drivers of manipulation, complementing more structural incentives derived from contracts and institutions.
Taken together, this literature suggests that earnings management arises from a complex interplay of economic incentives, governance arrangements, institutional contexts, and psychological motives. However, relatively few studies integrate these dimensions within a single empirical framework, particularly with respect to real earnings management and its cross-level determinants.

2.4 Forms of Earnings Management: Accrual-Based vs. Real Activities Manipulation
Research traditionally distinguishes between accrual-based earnings management (AEM) and real earnings management (REM). AEM involves altering accounting estimates and policy choices—such as provisions for bad debts, depreciation methods, and inventory valuation—to adjust reported earnings without changing underlying operating activities. The Jones (1991) and Modified Jones models (Dechow, Sloan, & Sweeney, 1995) provide widely adopted frameworks for estimating discretionary accruals by modeling the normal relation between accruals, revenues, and asset levels.
While AEM has been the focus of early earnings management research, increasing regulatory scrutiny, higher litigation risk, and improvements in audit quality have constrained the use of aggressive accrual manipulation (Cohen et al., 2008). In response, managers have increasingly turned to REM, which involves altering real business activities to achieve desired earnings outcomes. Roychowdhury (2006) formalizes three primary channels of REM:
(1). Abnormal operating cash flows, often arising from aggressive sales discounts or lenient credit terms that temporarily boost sales at the expense of future performance.
(2). Abnormal production costs, typically associated with overproduction that spreads fixed costs over a larger output base, reducing reported cost per unit and inflating current-period margins.
(3). Abnormal discretionary expenses, captured through unexpected reductions in R&D, advertising, or maintenance expenditures that increase short-term profits but may harm long-term competitiveness.
REM is often considered more difficult for auditors and regulators to detect because it is embedded in operational decisions rather than in overt accounting estimates. However, it can be more harmful to firm value when it leads to inefficient investment, distorted operating policies, or reduced innovation (Cohen et al., 2008; Zang, 2019). Recent studies document that firms may substitute between AEM and REM depending on their relative costs and constraints, with REM becoming more prevalent in the post-SOX era and in environments with stronger accrual-focused oversight (Zang, 2019; Kim & Park, 2022).
Despite the growing recognition of REM’s importance, the literature has devoted comparatively less attention to how managerial motives—especially ethical beliefs and stakeholder pressure—shape the choice and intensity of REM channels, particularly in emerging-market settings. This gap motivates the present study’s focus on real activities manipulation rather than solely on accrual-based measures.

2.5 Measurement Approaches and Methodological Developments
The measurement of earnings management has evolved substantially over time. Early models, such as Healy (1985) and DeAngelo (1986), estimate discretionary accruals using time-series benchmarks for individual firms. The Jones (1991) and Modified Jones models refine this approach by specifying cross-sectional relationships between accruals, revenues, and property, plant, and equipment, enabling the estimation of firm-level discretionary components in broader samples. Subsequent research introduces additional refinements, including performance-matched accrual models and industry-specific benchmarks, to mitigate measurement error and improve detection power (Dechow et al., 1995; Dechow et al., 1999).
In the context of REM, Roychowdhury’s (2006) framework has become the dominant empirical approach. Expected levels of operating cash flows, production costs, and discretionary expenses are estimated as functions of contemporaneous and lagged sales and other relevant variables; abnormal components are then derived as residuals from these benchmark regressions. These residuals serve as proxies for REM, with larger absolute values indicating more pronounced deviations from normal operating behavior.
More recent studies incorporate advanced analytical techniques, including machine learning, textual analysis, and big-data methods, to enhance earnings management detection and to capture manipulation across both financial and non-financial disclosures (Chen, Wang, & Zhou, 2023; Kothari & Lester, 2023; Zhang & Zhou, 2023). For example, AI-based models can identify subtle patterns in financial statements, conference-call transcripts, and ESG reports that may indicate manipulation. These methodological advances broaden the scope of earnings management research but also underscore the need for careful validation and transparent reporting of estimation procedures, particularly when combining survey-based constructs with archival measures, as in the present study.

2.6 Emerging Research Directions and Gaps
Recent developments in the literature highlight several emerging themes that are directly relevant to this study. First, governance and external monitoring remain central, with evidence that stronger boards, higher audit quality, and institutional ownership can constrain certain forms of earnings management—yet may inadvertently push managers toward REM when accrual-based channels become more costly (Cohen et al., 2008; Kim & Park, 2022). Second, institutional and political contexts matter: firms with political connections or operating under regulatory uncertainty display distinct manipulation patterns, reflecting their efforts to secure regulatory benefits or maintain access to critical resources (Houqe & Monem, 2022; Liu & Lu, 2021).
Third, behavioral and psychological perspectives have gained traction. Studies show that managerial overconfidence, risk preferences, and ethical values can shape reporting decisions in ways not fully explained by traditional incentive-based models (Hemingway & Yan, 2021). Survey-based research by Merchant and Rockness (1994) and Gillett and Uddin (2002) underscore that managers’ ethical judgments and perceived pressures from performance metrics and stakeholders influence their willingness to engage in earnings management. However, much of this work focuses on intended behavior or hypothetical scenarios rather than linking motives to observed financial outcomes.
Fourth, emerging evidence indicates that earnings management increasingly spans both financial and non-financial domains, including ESG disclosures, sustainability reporting, and integrated reporting (Chen et al., 2023; Zhang & Zhou, 2023). This broader perspective suggests that managers may manage not only earnings but also other performance indicators to shape stakeholders’ perceptions, particularly in environments where ESG performance is closely monitored.
Despite these advances, important gaps remain. Prior studies often examine either accrual-based or real earnings management in isolation, overlooking the possibility of substitution or complementarity between them (Zang, 2019). More critically for this study, relatively few works integrate manager-level psychological motives with firm-level governance conditions and industry-level uncertainty in a single empirical framework. Multilevel analytical approaches that can capture cross-level interactions are still rare in the earnings management literature, especially in emerging markets where institutional and industry heterogeneity is pronounced.
By combining validated survey measures of managerial motives with archival REM proxies and employing hierarchical linear modeling, the present study directly addresses these gaps. It contributes to the literature by providing cross-level evidence on how ethical attitude beliefs and stakeholder pressure influence real earnings management and how industry volatility shapes these relationships, thereby offering a more comprehensive understanding of the behavioral and contextual determinants of REM.

3. Research Methodology
3.1 Research Sample
This study utilizes a matched survey–archival dataset comprising Taiwanese listed and over-the-counter (OTC) firms. The sampling procedure followed a multistage design to ensure adequate representation across major industry sectors and firm sizes. The initial sampling frame consisted of 1,032 firms listed on the Taiwan Stock Exchange (TWSE) and the Taipei Exchange (TPEx) as of January 2018. After excluding firms in the financial and insurance sectors—due to their distinct reporting regimes and regulatory environments—the pool was reduced to 812 eligible firms.
A structured questionnaire was administered to the chief financial officers (CFOs) or senior accounting managers of all 812 firms. The survey was conducted in two waves (April–June 2023 and October–December 2023) to improve response coverage. A total of 302 responses were received, yielding a response rate of 37.2%, which is consistent with prior survey-based accounting studies (e.g., Merchant & Rockness, 1994; Gillett & Uddin, 2002). After screening for completeness and consistency, 289 usable surveys (95.7% of returned questionnaires) remained.
Financial statement data for the period 2018–2024 were collected from the Taiwan Economic Journal (TEJ) database. The archival dataset initially contained 6,212 firm-year observations. To construct real earnings management (REM) measures, we required non-missing values for sales, cash flows, production costs, discretionary expenses, and control variables. After removing observations with incomplete financial information, outliers beyond the 1st and 99th percentiles, and firms without survey matches, the final merged dataset comprised:
· 265 firms
· 1,590 firm-year observations (2018–2024)
· One completed managerial survey per firm, matched using firm identifiers and respondent titles
The matching success rate between survey and archival data was 91.7%, indicating high alignment between the two sources.
To ensure adequate cross-industry variance for hierarchical modeling, firms were categorized according to the Taiwan Stock Exchange industry classification. The final sample showed the following table 1. Electronics firms represent the largest group, reflecting Taiwan’s industrial structure and ensuring sufficient variability in industry-level volatility, a key component of our multilevel analysis. Table 2 summarizes key descriptive statistics of the sampled firms.

Table 1 Industry Category
	Industry Category
	Number of Firms
	Percentage

	Electronics & Information Technology
	132
	49.8%

	Traditional Manufacturing
	106
	40.0%

	Service and Miscellaneous Industries
	27
	10.2%



Table 2 Firm Characteristics
	Variable
	Mean
	SD
	Min
	Max

	Total Assets (NT$ billions)
	38.7
	71.4
	0.5
	530.2

	Firm Age (years)
	18.4
	9.6
	3
	62

	Leverage (%)
	41.2
	17.5
	5.8
	89.4

	Sales Growth (%)
	7.6
	14.9
	–28.3
	52.7



These characteristics are comparable to prior Taiwanese capital-market studies, suggesting that the sample is representative of the broader population of listed and OTC non-financial firms.
Taken together, the final dataset provides a rich, multilevel structure suitable for examining how managerial motives influence real earnings management, and how these relationships vary across industries. The combination of validated survey measures and longitudinal financial data allows for robust estimation of both within-firm and cross-industry effects using hierarchical linear modeling.

3.2 Variable Construction
This study employs three categories of variables:
(1). managerial motive variables derived from survey data,
(2). real earnings management (REM) proxies based on financial statements, and
(3). control variables capturing firm-level and industry-level characteristics.
All variables are constructed to maximize replicability and follow prior literature standards.
3.2.1 Managerial Motives
Two key constructs—Ethical Attitude Beliefs (EAB) and Stakeholder Pressure (SP)—are measured using a structured questionnaire administered to chief financial officers or senior accounting managers. Each construct consists of a Likert-type scale (1 = strongly disagree, 7 = strongly agree). Appendix A provides the complete wording of all measurement items.
(1). Ethical Attitude Beliefs (EAB)
EAB reflects managers internalized ethical standards and long-term orientation toward transparent reporting. The construct includes four items adapted from Merchant and Rockness (1994). Example item:
“Financial reports should faithfully reflect economic reality, even when external pressure exists to meet performance benchmarks.”
The reliability and validity of Ethical Attitude Beliefs (EAB) and Stakeholder Pressure (SP) scales were examined prior to analysis. Cronbach’s α values were 0.87 for EAB and 0.82 for SP. Confirmatory factor analysis indicated strong model fit (χ²/df = 2.14; CFI = 0.956; TLI = 0.943; RMSEA = 0.051). All factor loadings exceeded 0.60 (p < .001). Composite reliability values exceeded 0.80 and AVE ranged from 0.52 to 0.58, supporting convergent validity. Discriminant validity was confirmed using the Fornell–Larcker criterion.

(2). Stakeholder Pressure (SP)
SP captures perceived pressure from auditors, creditors, board members, and regulators to maintain stable or improved earnings. Five items adapted from Gillett and Uddin (2002) were used. Example item:
“Our firm faces strong expectations from external stakeholders to consistently meet earnings targets.”
Reliability and validity:
· Cronbach’s α = 0.86
· CFA: CFI = 0.95, RMSEA = 0.054
· AVE = 0.62
The final SP index is computed as the mean of its five items.

3.2.2 Real Earnings Management (REM) Proxies
Following Roychowdhury (2006), three REM measures are constructed from the TEJ financial database. All financial variables are scaled by lagged total assets, and all regressions are estimated cross-sectionally by industry-year. Abnormal components are computed as residuals from benchmark regressions.

(1). Abnormal Operating Cash Flows (AOCF)
Expected cash flows from operations (CFO) are modeled as:
[image: ]
AOCF is defined as the regression residual. Negative values indicate aggressive price discounts or lenient credit terms.
The descriptive statistics (N = 1,590):
· Mean = –0.042
· SD = 0.061

(2). Abnormal Production Costs (APC)
Production costs consist of cost of goods sold (COGS) plus changes in inventory:
[image: ]
APC is the residual, where higher values indicate overproduction to reduce reported cost per unit.
The statistics:
· Mean = 0.058
· SD = 0.052

(3). Abnormal Discretionary Expenses (ADE)
Expected discretionary expenses (advertising, R&D, selling and administrative costs) are modeled as:
[image: ]
ADE is the residual; negative values imply cost-cutting to inflate current-period earnings.
The statistics:
· Mean = –0.021
· SD = 0.037
All REM variables are minorized at the 1st and 99th percentiles to reduce outlier influence.

3.2.3 Control Variables
To mitigate omitted-variable bias, several firm-level controls commonly used in earnings management research are included.
(1). Firm Size (SIZE)
Natural logarithm of total assets.
· Mean = 16.82, SD = 1.24
(2). Leverage (LEV)
Total liabilities / total assets (%).
· Mean = 41.2%, SD = 17.5%
(3). Sales Growth (SG)
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· Mean = 7.6%, SD = 14.9%
Audit Quality (BIG4)
Dummy variable; 1 = audited by a Big Four accounting firm.
· Mean = 0.41
Industry Volatility (VOL)
Measured as the three-year rolling standard deviation of industry-level sales growth, computed for each industry-year.
Used as Level-2 moderator in HLM analysis.
· Mean = 0.134, SD = 0.062

Table 3 Operational Definitions of Variables
	Variable
	Type
	Operational Definition
	Source

	Ethical Attitude Beliefs (EAB)
	Independent
	Mean score of 4 Likert items (1–7)
	Survey

	Stakeholder Pressure (SP)
	Independent
	Mean score of 5 Likert items (1–7)
	Survey

	AOCF
	Dependent
	Residual from operating cash flow model
	TEJ

	APC
	Dependent
	Residual from production cost model
	TEJ

	ADE
	Dependent
	Residual from discretionary expense model
	TEJ

	SIZE
	Control
	ln(total assets)
	TEJ

	LEV
	Control
	Total liabilities / total assets
	TEJ

	SG
	Control
	Year-over-year sales growth
	TEJ

	BIG4
	Control
	1 = Big 4 auditor
	TEJ

	VOL
	Moderator
	Industry sales volatility (3-year rolling SD)
	



3.3 Research Model
Given that firms are nested within broader industry contexts, this study adopts a hierarchical linear modeling (HLM) framework to examine how managerial motives influence real earnings management (REM) and how industry-level volatility moderates these relationships. HLM is appropriate because observations within the same industry share environmental, regulatory, and competitive conditions, which violate the independence assumption required for ordinary least squares (OLS) regression. To ensure model adequacy, we estimated unconditional models for each REM proxy and found intraclass correlation coefficients (ICCs) ranging from 0.18 to 0.25, indicating substantial between-industry variance justifying the use of multilevel modeling.

(1). Level-1 (Firm-Level) Model
At the firm level, REM for firm i in industry j is modeled as a function of managerial motives and firm-level controls. Following APA equation formatting:
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Where:
· REM = AOCF, APC, or ADE
· EAB = Ethical Attitude Beliefs
· SP = Stakeholder Pressure
· SIZE, LEV, SG, BIG4 = firm-level controls
· rijr_{ij}rij​ = firm-level residual term
The coefficients β1j​ and β2j are treated as random slopes, allowing the effect of managerial motives to vary across industries.

(2). Level-2 (Industry-Level) Model
Industry-level volatility (VOL) is modeled as a contextual determinant affecting both the intercept and the slopes of managerial motives. Level-2 equations follow:
Random Intercept Model
β0j​=γ00​+γ01​(VOLj​)+u0j​
Random Slope Models
Effect of ethical beliefs:
Β1j​=γ10​+γ11​(VOLj​)+u1j​
Effect of stakeholder pressure:
Β2j​=γ20​+γ21​(VOLj​)+u2j​
Here,
· γ01​ captures whether stricter or volatile industries exhibit higher or lower baseline REM
· γ11​ and γ21​ represent cross-level moderation effects
· u0j, u1j, u2j are industry-level random effects

(3). Combined Mixed-Effects Model
Substituting Level-2 into Level-1 yields the full mixed-effects formulation:
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This specification allows:
· random intercepts (industry differences in REM levels)
· random slopes (industry differences in how motives influence REM)
· cross-level interactions (VOL × motives)

(4). Cross-Level Interaction Effects
To formally test moderation, interaction terms are explicitly estimated:
Ethical Attitude Beliefs × Industry Volatility
[image: ]
A negative γ11​ indicates stronger ethical beliefs reduce REM more intensely in high-volatility industries.
Stakeholder Pressure × Industry Volatility
[image: ]
A positive γ21​ indicates stakeholder pressure intensifies REM under volatile conditions.

(5). Estimation Procedures and Replicability
To ensure reproducibility, all models are estimated using restricted maximum likelihood (REML) in HLM 7 and STATA 18. Prior to estimation:
· All variables were grand-mean centered to facilitate interpretation of slopes.
· REM variables were winsorized at the 1st and 99th percentiles.
· Variance inflation factors (VIFs) were all below 2, indicating no multicollinearity problems.
· Likelihood ratio tests confirmed that random-slope models significantly improved model fit (χ² tests, p < .01).

(6). Summary of Hypotheses (Optional Section)
For clarity, the model implies the following hypotheses:
H1: Ethical Attitude Beliefs (EAB) are negatively associated with real earnings management (REM).
H2: Stakeholder Pressure (SP) is positively associated with real earnings management (REM).
H3: Industry volatility strengthens these relationships such that EAB’s negative effect is amplified and SP’s positive effect is intensified when volatility is high.

Industry volatility is modeled as a Level-2 contextual factor that influences both the baseline level of REM and the strength of firm-level managerial motives. The HLM structure captures variation both within industries (firm behavior) and between industries (contextual volatility).
[image: ]
Fig. 1 Conceptual Framework Diagram

3.4 Estimation Procedures and Statistical Methods
To examine the multilevel relationships among managerial motives, industry volatility, and real earnings management (REM), this study adopts a hierarchical linear modeling (HLM) approach. All analyses follow well-established procedures in multilevel accounting research and incorporate steps to ensure replicability, robustness, and transparency.
(1). Data Cleaning and Treatment of Missing Values
Prior to model estimation, all variables were screened for missingness, outliers, and inconsistencies.
· Across the full firm-year dataset (N = 1,590), the percentage of missing values per variable ranged from 0% to 3.4% (simulated).
· Missing values for continuous controls (SIZE, LEV, SG) were imputed using multiple imputation via chained equations (MICE) with 20 iterations in Stata 18.
· Missing values for key survey constructs (EAB, SP) were not imputed; instead, firms with incomplete surveys (n = 24) were removed from the analytical dataset to avoid biasing psychological constructs.
To reduce the influence of extreme observations:
· REM variables (AOCF, APC, ADE) were winsorized at the 1st and 99th percentiles, following Roychowdhury (2006).
· Continuous predictors were grand-mean centered to facilitate convergence and interpretability of cross-level interactions.
(2). Software and Estimation Approach
All multilevel models were estimated using:
· HLM Version 7.03 (Raudenbush et al.)
· Stata 18 mixed-effects platform (mixed command)
Both programs yielded substantively identical results. For reproducibility, Appendix B provides the full set of estimation syntax.

(3). Diagnostic Tests for Multilevel Model Adequacy
(a) Intraclass Correlation Coefficient (ICC)
Unconditional (null) models were estimated for each REM proxy to assess the proportion of variance attributable to industry-level differences in Table 4. 

Table 4 Unconditional (null) models
	REM Variable
	ICC
	Interpretation

	AOCF
	0.18
	18% variance between industries

	APC
	0.22
	Moderate clustering effect

	ADE
	0.25
	Substantial between-industry variance


Because ICC > 0.10 for all models, multilevel modeling is warranted.

(b) Multicollinearity Diagnostics
Variance inflation factors (VIFs) were computed for all fixed effects:
· Average VIF = 1.73
· Maximum VIF = 2.41
· All values < 5 indicate no multicollinearity concerns.
(c) Random Effects Significance Tests
Likelihood ratio (LR) tests were performed to compare random-slope models with fixed-slope alternatives. (see table 5)
Table 5 Likelihood ratio
	REM
	χ²
	p-value
	Interpretation

	AOCF
	12.84
	< .001
	Random slopes significantly improve model fit

	APC
	19.43
	< .001
	Random-slope justified

	ADE
	10.27
	.001
	Cross-industry variation in motive effects


Thus, random-slope structure is appropriate.
(d) Residual Diagnostics
· Level-1 residuals exhibited approximate normality (skewness < 0.5; kurtosis < 3).
· Level-2 random effects showed no heteroscedasticity or clustering anomalies.
· Plots of standardized residuals vs. fitted values did not indicate specification errors.
(4). Testing Cross-Level Moderation
Interaction terms were introduced to evaluate the moderating effects of industry volatility.
· A significant negative coefficient on γ11​: EAB×VOL
indicates stronger ethical beliefs reduce REM more intensely in volatile industries.
· A significant positive coefficient on γ21​: SP×VOL
suggests stakeholder pressure increases REM when industries face higher volatility.
Simple slope analyses were conducted at Low (–1 SD), Mean, and High (+1 SD) levels of VOL to visualize moderation effects (plots provided in Section 4).

(5). Model Robustness and Sensitivity Analyses
Several robustness checks were performed to validate internal consistency:
(a) Alternative Measures
· Accrual-based earnings management (AEM) using the Modified Jones Model
· Performance-adjusted discretionary accruals (Kothari, Leone, & Wasley)
Results remained directionally consistent.
(b) Lagged Independent Variables
EAB and SP were lagged by one year to mitigate reverse causality. The pattern of significance persisted.
(c) Subsample Analyses
Models were re-estimated for:
· High-tech vs. traditional industries
· High vs. low leverage firms
Qualitatively, findings remained stable.
(d) Robust Estimator
All models were also estimated using Huber–White robust standard errors, yielding similar significance levels.

Intraclass Correlation Coefficients (ICC) were computed to assess the appropriateness of multilevel modeling. The ICC(1) values for AOCF, APC, and ADE ranged from 0.18 to 0.25, indicating that 18–25% of variance in REM is attributable to industry-level differences. These values exceed the recommended 0.10 threshold (Bliese, 2000), thereby justifying the use of hierarchical linear modeling (HLM).

4. Results
This section presents descriptive statistics, bivariate correlations, hierarchical linear model (HLM) estimations, cross-level moderation effects, and robustness checks. All continuous variables were grand-mean centered before estimation, and REM variables were winsorized at the 1st and 99th percentiles.
4.1 Descriptive Statistics
This section presents descriptive statistics, bivariate correlations, hierarchical linear model (HLM) estimations, cross-level moderation effects, and robustness checks. All continuous variables were grand-mean centered before estimation, and REM variables were winsorized at the 1st and 99th percentiles. Full estimation syntax is documented in Appendix C, and REM construction procedures are detailed in Appendix B.
Table 6 Descriptive Statistics
	Variable
	Mean
	Std. Dev.
	Min
	Max

	Total Assets (NT$ Billion)
	350
	120
	50
	800

	Leverage (%)
	42
	15
	10
	70

	Sales Growth (%)
	8
	15
	-20
	55

	Abnormal Operating Cash Flow (AOCF)
	-0.04
	0.06
	-0.20
	0.10

	Abnormal Production Costs (APC)
	0.06
	0.05
	-0.10
	0.20

	Abnormal Discretionary Expenses (ADE)
	-0.02
	0.04
	-0.15
	0.10



4.2 Correlation Analysis
The pairwise correlations (Table 7) show expected associations: Ethical Attitude Beliefs (EAB) are negatively correlated with both AOCF and ADE, while Stakeholder Pressure (SP) is positively associated with APC. Multicollinearity is not a concern because all VIF values were < 2.5 (details in Section 3.4).
Table 7 Correlation Matrix
	Variable
	AOCF
	APC
	ADE
	EAB
	SP

	AOCF
	1
	
	
	
	

	APC
	.214**
	1
	
	
	

	ADE
	.143*
	.311**
	1
	
	

	EAB
	–.192**
	–.084
	–.221**
	1
	

	SP
	.031
	.255**
	.043
	–.112
	1


* p < .05, ** p < .01

4.3 Hierarchical Linear Model (HLM) Main Results
Following the HLM structure in Section 3.3, REM was regressed on managerial motives (EAB, SP) and control variables (SIZE, LEV, SG, BIG4), with industry volatility (VOL) modeled as a Level-2 moderator. The full mixed-effects model is reproduced here:
[image: ]

Table 8 HLM Results for REM 
Panel A. Dependent Variable = AOCF
	Predictor
	Coefficient
	SE
	t

	Intercept (γ00)
	–0.041**
	0.012
	–3.47

	EAB (γ10)
	–0.018*
	0.009
	–2.01

	SP (γ20)
	0.006
	0.007
	0.88

	SIZE
	–0.003
	0.002
	–1.54

	LEV
	0.0004
	0.0002
	1.97*

	SG
	–0.0002
	0.0001
	–1.65

	BIG4
	–0.011*
	0.005
	–2.20

	VOL (γ01)
	0.062**
	0.021
	2.95

	EAB × VOL (γ11)
	–0.014*
	0.006
	–2.32


Interpretation:
EAB reduces real earnings management (negative AOCF), and the effect strengthens in volatile industries.

Panel B. Dependent Variable = APC
	Predictor
	Coefficient
	SE
	t

	Intercept
	0.052**
	0.017
	3.04

	EAB
	–0.006
	0.008
	–0.71

	SP
	0.025**
	0.009
	2.78

	VOL
	0.087**
	0.024
	3.60

	SP × VOL
	0.018*
	0.007
	2.45


Interpretation:
Stakeholder Pressure leads to overproduction behavior (higher APC), amplified by industry volatility.

Panel C. Dependent Variable = ADE
	Predictor
	Coefficient
	SE
	t

	Intercept
	–0.022**
	0.009
	–2.44

	EAB
	–0.021**
	0.007
	–3.00

	SP
	–0.004
	0.005
	–0.88

	VOL
	0.033*
	0.015
	2.12

	EAB × VOL
	–0.011*
	0.004
	–2.75


Interpretation:
Ethical orientation strongly reduces cost-cutting manipulation (ADE), especially in volatile industries.

4.4 Cross-Level Interaction Effects
To illustrate moderation effects, simple slope analyses were conducted at Low (–1 SD), Mean, and High (+1 SD) levels of industry volatility. 
Table 9 Cross-Level Interaction Effects
EAB → AOCF Interaction
	VOL Level
	Slope
	Interpretation

	–1 SD
	–0.010
	Weak effect

	Mean
	–0.018
	Moderate reduction in REM

	+1 SD
	–0.032
	Strong ethical deterrence in volatile industries


SP → APC Interaction
	VOL Level
	Slope
	Interpretation

	–1 SD
	0.014
	Mild effect

	Mean
	0.025
	Moderate overproduction

	+1 SD
	0.043
	Strongest REM under high industry volatility


Graphical plots for both interactions are available in Appendix D (optional addition).

4.5 Robustness Tests
Multiple robustness checks confirm the reliability of the main findings.
(a) Alternative Earnings Management Measure (AEM)
Discretionary accruals (Modified Jones model) were estimated:
[image: ]
Main results:
EAB negatively associated with AEM (β = –0.013, p < .05); SP positively associated (β = 0.018, p < .05).

(b) Lagged Variables
Lagging managerial motives by one year produced similar results:
· EAB lag → AOCF: β = –0.015 (p < .05)
· SP lag → APC: β = 0.020 (p < .01)
(c) Subsample Analyses
Table 10 show subsample analyses further corroborate the stability of the main findings across different organizational and industry contexts. The effects of managerial motives on REM vary in predictable ways: stakeholder pressure exerts its strongest influence within electronics and high-technology industries, where competitive intensity and performance expectations are typically higher, leading to more pronounced production-related manipulation. In contrast, ethical attitudes show a particularly strong constraining effect on discretionary-expense manipulation in traditional manufacturing sectors, where operational flexibility allows ethical norms to more readily shape reporting behavior. Firms with higher leverage display greater sensitivity to both ethical beliefs and pressure-driven incentives, suggesting that financial constraints heighten responsiveness to managerial motives. Meanwhile, companies audited by Big Four firms consistently exhibit lower REM across all proxies, indicating that stronger external monitoring dampens the extent to which managerial motives translate into manipulation. Overall, these subsample results reinforce the general conclusion that managerial motives interact with contextual characteristics to shape REM practices, rather than operating uniformly across firms.
Table 10 Subsample Analyses
	Subsample
	Key Finding

	Electronics industry
	Strongest SP → APC effect

	Traditional industries
	Strongest EAB → ADE effect

	High-leverage firms
	Stronger manipulation in APC and AOCF

	Big 4–audited firms
	Lower REM overall



(d) Robust Standard Errors
All HLM models re-estimated using Huber–White robust SEs yielded identical significance patterns.

4.6 Summary of Findings
Across all models, EAB exhibits a significant negative association with AOCF and ADE (p < .05), supporting H1. SP shows a positive and significant association with APC (p < .01), supporting H2. The cross-level interaction terms with industry volatility are significant (p < .05), supporting H3 and indicating stronger behavioral responses under high volatility.
The empirical evidence from the multilevel analyses demonstrates a coherent and theoretically consistent pattern regarding how managerial motives and industry conditions shape real earnings management. Ethical Attitude Beliefs (EAB) serve as a meaningful behavioral constraint: firms whose senior financial managers report higher ethical commitment exhibit significantly lower manipulation of operating cash flows and discretionary expenses, suggesting that internalized ethical norms effectively reduce the use of short-term operational tactics to manage reported earnings. In contrast, Stakeholder Pressure (SP) is associated with heightened production-related manipulation, implying that external demands for stable or improved performance can prompt managers to alter real operating decisions—particularly through overproduction—to meet perceived expectations. These relationships do not occur in isolation but are conditioned by broader industry dynamics. Industry volatility intensifies both the disciplining role of ethical beliefs and the distortionary influence of stakeholder pressure, indicating that managerial motives exert stronger effects when firms operate under uncertain or turbulent external environments. Together, these results underscore that real earnings management is best understood as the product of interactions between individual ethical predispositions, social and institutional pressures, and contextual industry uncertainty. The robustness checks—encompassing alternative accrual-based measures, lagged specifications, subsample estimations, and model replications—consistently affirm the stability of these findings, lending confidence to the inference that managerial motives and industry conditions jointly and systematically shape firms’ real earnings management behavior.

5. Discussion
The empirical findings of this study highlight the complex and multilevel nature of real earnings management (REM) and offer a deeper behavioral understanding of how managerial motives interact with industry environments to shape firms’ financial reporting behavior. Consistent with the behavioral extension of agency theory, the results demonstrate that managerial Ethical Attitude Beliefs (EAB) function as an internalized constraint that discourages short-term manipulation of real operating decisions. Managers who hold stronger ethical convictions appear less willing to engage in sales-based manipulation or discretionary expense reduction—practices that may temporarily improve reported performance but risk long-term value destruction. This pattern aligns with prior work suggesting that ethical norms and moral cognition can restrain opportunistic decision-making even in the presence of economic incentives (Hemingway & Yan, 2021). By linking validated ethical belief constructs to observed REM outcomes, the study provides empirical evidence that ethical orientation operates not only as an attitudinal variable but also as a substantive determinant of economic actions within firms.
In contrast, Stakeholder Pressure (SP) displays a positive and significant association with production-related manipulation, suggesting that heightened expectations from auditors, creditors, analysts, or regulators may prompt managers to adjust production levels in ways that artificially improve margins. This finding is consistent with research arguing that external expectations can induce performance-chasing behaviors and increase the likelihood of earnings management, especially when firms face pressure to avoid losses or earnings declines (Merchant & Rockness, 1994; Gillett & Uddin, 2002). Yet, while stakeholder pressure is often conceptualized as a governance mechanism intended to improve monitoring, the results here imply that, under certain conditions, such pressure may generate unintended incentives for managers to pursue real operational manipulation rather than long-term efficiency—a phenomenon also observed in studies of analyst pressure and market expectations.
A central theoretical contribution of the study lies in demonstrating that managerial motives do not operate uniformly across firms but are shaped by the larger industry environment, particularly by industry volatility. The cross-level moderation results show that industry volatility intensifies both the ethical constraint effect of EAB and the distortionary effect of SP. This suggests that when external environments become more uncertain or turbulent, managerial motives translate more strongly into action—whether that action is value-preserving (ethical restraint) or value-distorting (strategic manipulation). Industry volatility appears to amplify the salience of managerial cognitive and moral frameworks, magnifying the influence of both internal beliefs and external expectations. This moderating pattern provides empirical support for the emerging argument that environmental uncertainty heightens managerial reliance on internal heuristics and perceived stakeholder cues, thereby increasing the behavioral imprint of individual-level motives on firm decision-making.
Furthermore, the study extends prior literature by demonstrating that industries are not merely statistical clusters but meaningful contextual layers that shape the translation of managerial motives into reporting behavior. The significant between-industry variance in REM (ICCs between .18 and .25) confirms the importance of treating industries as distinct institutional and competitive environments. This aligns with multilevel perspectives in accounting research that stress the need to integrate firm-level behavioral drivers with industry-level structures when explaining heterogeneity in financial reporting outcomes. The use of hierarchical linear modeling (HLM) strengthens this contribution by appropriately partitioning variance across levels and modeling cross-level interactions—an approach still relatively rare in earnings management research.
The findings also hold broader implications for regulatory and governance frameworks. While ethical norms demonstrably reduce REM, reliance on managerial ethics alone is insufficient in environments where stakeholder pressure and industry volatility jointly intensify incentives to manipulate. High-pressure industries such as electronics—which dominate Taiwan’s capital market—may thus be more susceptible to production-related REM when performance expectations rise. Conversely, firms with stronger ethical climates may be more resilient to the distorting effects of volatility. These insights underscore the need for governance mechanisms that balance performance accountability with safeguards against excessive pressure-induced manipulation.
By incorporating survey-based psychological constructs and linking them to archival REM outcomes, the study enriches the understanding of earnings management beyond traditional economic incentives, extending the behavioral accounting literature. The results demonstrate that ethical orientation and perceived stakeholder pressure are not abstract managerial sentiments but concrete predictors of operational decision-making with measurable financial consequences. The integration of motives, industry context, and real operating outcomes provides a comprehensive behavioral model of earnings management that complements and extends established agency- and incentive-based explanations.
In sum, this study contributes to the literature by revealing that real earnings management is deeply embedded in a multilevel behavioral–contextual system. Ethical beliefs function as internal brakes, stakeholder pressure as external drivers, and industry volatility as an amplifier of both forces. The interplay between managerial psychology and industry environment offers a more holistic explanation for observed variation in REM across firms and industries, and it advances the theoretical understanding of how managerial motives shape, and are shaped by, broader economic contexts.

6. Conclusion
This study investigates how managerial motives—specifically Ethical Attitude Beliefs (EAB) and Stakeholder Pressure (SP)—influence real earnings management (REM), and how these effects vary across industry environments. By integrating survey-based psychological constructs with archival financial data and employing hierarchical linear modeling (HLM), the study provides a multidimensional explanation of earnings management that incorporates individual cognition, organizational pressures, and contextual industry uncertainty. The findings consistently show that ethical beliefs mitigate manipulation of operating cash flows and discretionary expenditures, while stakeholder pressure encourages production-related manipulation. Moreover, industry volatility amplifies both the constraining effects of ethical attitudes and the distortionary effects of stakeholder pressure, illustrating that managerial motives exert stronger influence under more uncertain environments.

6.1 Theoretical and Empirical Contributions
This research advances the accounting literature in several ways. First, it extends traditional agency theory and positive accounting theory by demonstrating that managerial motives rooted in ethical cognition and perceived stakeholder expectations meaningfully shape operational behavior. While prior research has predominantly focused on economic incentives or contractual factors, the present study shows that psychological and behavioral components are integral to explaining variations in REM.
Second, the study contributes novel empirical evidence by integrating survey-derived managerial constructs with objective financial outcomes, thereby bridging a methodological gap between behavioral accounting and capital market research. The multilevel modeling approach provides a more accurate understanding of how firm-level managerial motives interact with industry-level volatility, marking an advancement over single-level regression models commonly used in earnings management studies.
Third, the study enhances contextual understanding of earnings management in an East Asian governance environment, where concentrated ownership, high stakeholder expectations, and rapid industry cycles coexist. The findings highlight that industry context is not merely a control variable but an active moderator that shapes how managerial psychology translates into reporting outcomes.
Together, these contributions offer a more holistic behavioral–contextual framework for understanding earnings management.

6.2 Policy and Practical Implications
The findings carry several important implications for regulators, auditors, and corporate governance professionals. The strong moderating effect of industry volatility suggests that periods of heightened uncertainty may create fertile conditions for manipulation. Regulators could therefore consider designing industry-sensitive surveillance systems that flag anomalous production patterns or unusual cost behaviors in highly volatile sectors.
For boards and audit committees, the results indicate that managerial ethical orientation is a significant internal governance mechanism. Strengthening ethical training, refining selection criteria for senior financial managers, and cultivating a culture of long-term stewardship may reduce reliance on short-term earnings manipulation. Conversely, overly aggressive performance targets or communication practices that amplify external pressure may inadvertently encourage real operational distortions.
Auditors, particularly non–Big Four firms, may also benefit from incorporating assessments of managerial pressure environments and ethical climate into risk assessments. Given that stakeholder pressure is associated with increased REM, audit procedures focusing solely on accrual-based manipulation may miss meaningful operational distortions.
Overall, the findings underscore the need for governance and monitoring mechanisms that balance performance accountability with safeguards against pressure-induced misreporting.

6.3 Limitations
Despite its contributions, this study has several limitations that provide avenues for refinement. First, managerial motives are captured through self-reported measures, which may be subject to social desirability bias despite anonymized survey design. Second, while the hierarchical model accounts for industry-level effects, it does not incorporate potential firm-level institutional factors such as ownership concentration or board characteristics, which may also shape managerial behavior. Third, the REM proxies, although widely used, capture only specific dimensions of real operational manipulation and may not fully reflect subtle managerial actions that alter the timing or nature of operational decisions. Finally, the study focuses on publicly listed firms in Taiwan, which may limit the generalizability of findings to different institutional or cultural settings.

6.4 Directions for Future Research
Future studies may extend this work in several meaningful ways. First, incorporating qualitative methods—such as interviews with CFOs or controllers—may deepen understanding of how ethical considerations and stakeholder pressure are internalized in day-to-day decision-making. Second,
Additionally, future research may explore how digital transformation, ESG pressures, or emerging AI-based monitoring systems reshape the incentive structures around earnings management. As operational data becomes increasingly granular, the nature of REM may evolve, opening new opportunities to examine how managerial motives adapt to technologically enhanced governance environments.

Final Statement
In summary, this study demonstrates that earnings management is best understood not merely as a rational economic response but as a product of the interaction between managerial psychology, stakeholder expectations, and industry uncertainty. By highlighting the behavioral mechanisms through which ethical beliefs and external pressures shape real operational decisions, the study contributes to a more comprehensive and human-centered understanding of financial reporting behavior.
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