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Abstract

Preparers of financial statements are in a position to manipulate the view of

economic reality presented in those statements to interested parties. This paper

examines two principal categories of manipulative behaviour. The term ‘macro-

manipulation’ is used to describe the lobbying of regulators to persuade them to

produce regulation that is more favourable to the interests of preparers. ‘‘Micro-

manipulation’’ describes the management of accounting figures to produce a

biased view at the entity level. Both categories of manipulation can be viewed as

attempts at creativity by financial statement preparers. The paper analyses two

cases of manipulation. First, it describes a recent case of significant and

successful lobbying against the accounting regulator in the USA. The second case

examines some recent Spanish earnings manipulation to demonstrate the effects

of biased reporting at the entity level. Both types of creativity are considered in an

ethical context. The paper concludes that the manipulations described in it can be
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regarded as morally reprehensible. They are not fair to users, they involve an

unjust exercise of power, and they tend to weaken the authority of accounting

regulators.
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Securities and Exchange Commission

References

Accounting Standards Review Board [New Zealand]: 2002, Press release, 19

December, www.asrb.co.nz (accessed on March 8, 2004)

O. Amat C. Gowthorpe J. Perramon (2003) ‘Earnings Management in Spain: An

Assessment of the Effect on Reported Earnings of Larger Listed Companies 1999–

2001’ Economic Working Paper Series Universitat Pompeu Fabra, Barcelona

Google Scholar 

B. C. Ayers C. E. Lefanowicz J. R. Robinson (2000) ‘The Financial Statement

Effects of Eliminating the Pooling-of-interests Method of Acquisition Accounting’

Accounting Horizons 14 1 1–19

Google Scholar 

A. Barnea J. Ronen S. Sadan (1976) ‘Classificatory Smoothing of Income with

Extraordinary Items’ The Accounting Review January 110–122

Google Scholar 

G. Breton R. J. Taffler (1995) ‘Creative Accounting and Investment Analyst

Response’ Accounting and Business Research 25 98 81–92

Google Scholar 

Cairns D. 2001: ‘IAS lite is Alive and Well’, Accountancy May, 88–89.

Cisco: 2000, ‘Eliminating the Pooling Method of Accounting Standards: A Threat

To the Internet Economy’

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

http://scholar.google.com/scholar_lookup?&title=%E2%80%98Earnings%20Management%20in%20Spain%3A%20An%20Assessment%20of%20the%20Effect%20on%20Reported%20Earnings%20of%20Larger%20Listed%20Companies%201999%E2%80%932001%E2%80%99&publication_year=2003&author=Amat%2CO.&author=Gowthorpe%2CC.&author=Perramon%2CJ.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98The%20Financial%20Statement%20Effects%20of%20Eliminating%20the%20Pooling-of-interests%20Method%20of%20Acquisition%20Accounting%E2%80%99&journal=Accounting%20Horizons&volume=14&issue=1&pages=1-19&publication_year=2000&author=Ayers%2CB.%20C.&author=Lefanowicz%2CC.%20E.&author=Robinson%2CJ.%20R.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98Classificatory%20Smoothing%20of%20Income%20with%20Extraordinary%20Items%E2%80%99&publication_year=1976&author=Barnea%2CA.&author=Ronen%2CJ.&author=Sadan%2CS.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98Creative%20Accounting%20and%20Investment%20Analyst%20Response%E2%80%99&journal=Accounting%20and%20Business%20Research&volume=25&issue=98&pages=81-92&publication_year=1995&author=Breton%2CG.&author=Taffler%2CR.%20J.
https://link.springer.com/privacystatement


www.cisco.com/warp/public/779/govtaffs/archive/fasb.html (accessed January, 18,

2002).

Copeland, R. M.: 1968 ‘Income Smoothing’ Journal of Accounting Research VVI

Supplement, 101–116.

P. E. Dascher R. E. Malcom (1970) ‘A Note on Income Smoothing in the Chemical

Industry’ Journal of Accounting Research Autumn, 253–259

Google Scholar 

P. M. Dechow D. J. Skinner (2000) ‘Creative Accounting: Reconciling the Views of

Accounting Academics, Practitioners and Regulators’ Accounting Horizons 14 2

235–51

Google Scholar 

S. J. Dempsey H. G. Hunt N. W. Schroeder (1993) ‘Creative Accounting and

Corporate Ownership Structure: An Examination of Extraordinary Item

Reporting’ Journal of Business Finance and Accounting 20 4 479–500

Google Scholar 

Fearnley, S. and R. Macve: 2001, ‘Global problems’, Accountancy, October, 110.

Financial Accounting Foundation: 2000, Annual Report (Financial Accounting

Foundation, Norwalk, CT), www.fasb.org (accessed on March 8, 2004).

Financial Reporting Council (Australia): 2002, Bulletin, July 3, www.frc.gov.au

(accessed on March 8, 2004).

M. Fischer K. Rosenzweig (1995) ‘Attitudes of Students and Accounting

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

http://scholar.google.com/scholar_lookup?&title=%E2%80%98A%20Note%20on%20Income%20Smoothing%20in%20the%20Chemical%20Industry%E2%80%99&publication_year=1970&author=Dascher%2CP.%20E.&author=Malcom%2CR.%20E.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98Creative%20Accounting%3A%20Reconciling%20the%20Views%20of%20Accounting%20Academics%2C%20Practitioners%20and%20Regulators%E2%80%99&journal=Accounting%20Horizons&volume=14&issue=2&pages=235-51&publication_year=2000&author=Dechow%2CP.%20M.&author=Skinner%2CD.%20J.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98Creative%20Accounting%20and%20Corporate%20Ownership%20Structure%3A%20An%20Examination%20of%20Extraordinary%20Item%20Reporting%E2%80%99&journal=Journal%20of%20Business%20Finance%20and%20Accounting&volume=20&issue=4&pages=479-500&publication_year=1993&author=Dempsey%2CS.%20J.&author=Hunt%2CH.%20G.&author=Schroeder%2CN.%20W.
https://link.springer.com/privacystatement


Practitioners Concerning the Ethical Acceptability of Earnings Management’

Journal of Business Ethics 14 433–444

Google Scholar 

P. M. Healy J. M. Wahlen (1999) ‘A Review of the Creative Accounting Literature

and its Implications for Standard Setting’ Accounting Horizons 13 4 365–383

Google Scholar 

D. Lyons (1984) Ethics and the rule of law Cambridge University Press

Cambridge

Google Scholar 

M. McNichols G. P. Wilson (1988) ‘Evidence of Creative Accounting from the

Provision for bad debts’ Journal of Accounting Research 26, Supplement 1–33

Google Scholar 

K. A. Merchant (1990) ‘The Effects of Financial Controls on Data Manipulation

and Management Myopia’, Accounting Organizations and Society 15 4 297–313

Google Scholar 

K. A. Merchant J. Rockness (1994) ‘The Ethics of Managing Earnings: An

Empirical Investigation’ Journal of Accounting and Public Policy 13 79–94

Google Scholar 

K. Naser M. Pendlebury (1992) ‘A Note on the use of Creative Accounting’ British

Accounting Review 24 111–118

Google Scholar 

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

http://scholar.google.com/scholar_lookup?&title=%E2%80%98Attitudes%20of%20Students%20and%20Accounting%20Practitioners%20Concerning%20the%20Ethical%20Acceptability%20of%20Earnings%20Management%E2%80%99&journal=Journal%20of%20Business%20Ethics&volume=14&pages=433-444&publication_year=1995&author=Fischer%2CM.&author=Rosenzweig%2CK.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98A%20Review%20of%20the%20Creative%20Accounting%20Literature%20and%20its%20Implications%20for%20Standard%20Setting%E2%80%99&journal=Accounting%20Horizons&volume=13&issue=4&pages=365-383&publication_year=1999&author=Healy%2CP.%20M.&author=Wahlen%2CJ.%20M.
http://scholar.google.com/scholar_lookup?&title=Ethics%20and%20the%20rule%20of%20law&publication_year=1984&author=Lyons%2CD.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98Evidence%20of%20Creative%20Accounting%20from%20the%20Provision%20for%20bad%20debts%E2%80%99&journal=Journal%20of%20Accounting%20Research&volume=26%2C%20Supplement&pages=1-33&publication_year=1988&author=McNichols%2CM.&author=Wilson%2CG.%20P.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98The%20Effects%20of%20Financial%20Controls%20on%20Data%20Manipulation%20and%20Management%20Myopia%E2%80%99%2C%20Accounting&journal=Organizations%20and%20Society&volume=15&issue=4&pages=297-313&publication_year=1990&author=Merchant%2CK.%20A.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98The%20Ethics%20of%20Managing%20Earnings%3A%20An%20Empirical%20Investigation%E2%80%99&journal=Journal%20of%20Accounting%20and%20Public%20Policy&volume=13&pages=79-94&publication_year=1994&author=Merchant%2CK.%20A.&author=Rockness%2CJ.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98A%20Note%20on%20the%20use%20of%20Creative%20Accounting%E2%80%99&journal=British%20Accounting%20Review&volume=24&pages=111-118&publication_year=1992&author=Naser%2CK.&author=Pendlebury%2CM.
https://link.springer.com/privacystatement


J. Rawls (1972) A Theory of Justice Oxford University Press Oxford

Google Scholar 

Revsine, L.: 1991, ‘The Selective Financial Misrepresentation Hypothesis’,

Accounting Horizons, December, 16–27.

K. Schipper (2000) Accounting Research and the Potential use of International

Accounting Standards for Cross-Border Securities Listings The British

Accounting Review 32 243–256

Google Scholar 

R. C. Solomon (1993) ‘Corporate Roles, Personal Virtues: An Aristotelian

Approach to Business Ethics’ E. R. Winkler J. R. Coombs (Eds) Applied Ethics: A

Reader Originally published in Business Ethics Quarterly 2(3) 1992, 317–330

Blackwell Oxford 201–221

Google Scholar 

Plato (1992) Republic, translated by G. M. Grube, revised by C. D. Reeve Hackett

Publisihing Indianapolis, IN

Google Scholar 

Zeff, S.A.: 1978, ‘The Rise of ‘Economic Consequences’’, The Journal of

Accountancy 56–63.

Author information

Authors and Affiliations
Oxford Brookes University, Wheatley Campus, Wheatley, Oxford, OX33

1HX, U.K.

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

http://scholar.google.com/scholar_lookup?&title=A%20Theory%20of%20Justice&publication_year=1972&author=Rawls%2CJ.
http://scholar.google.com/scholar_lookup?&title=Accounting%20Research%20and%20the%20Potential%20use%20of%20International%20Accounting%20Standards%20for%20Cross-Border%20Securities%20Listings&journal=The%20British%20Accounting%20Review&volume=32&pages=243-256&publication_year=2000&author=Schipper%2CK.
http://scholar.google.com/scholar_lookup?&title=%E2%80%98Corporate%20Roles%2C%20Personal%20Virtues%3A%20An%20Aristotelian%20Approach%20to%20Business%20Ethics%E2%80%99&pages=201-221&publication_year=1993&author=Solomon%2CR.%20C.
http://scholar.google.com/scholar_lookup?&title=Republic%2C%20translated%20by%20G.%20M.%20Grube%2C%20revised%20by%20C.%20D.%20Reeve&publication_year=1992&author=Plato%2C
https://link.springer.com/privacystatement


Catherine Gowthorpe

Department of Economics and Business, Universitat Pompeu Fabra,

Ramon Trias Fargas 25–27, Barcelona, 08005, Spain

Oriol Amat

Corresponding author
Correspondence to Catherine Gowthorpe.

Rights and permissions

Reprints and permissions

About this article

Cite this article
Gowthorpe, C., Amat, O. Creative Accounting: Some Ethical Issues of Macro- and Micro-Manipulation. J

Bus Ethics 57, 55–64 (2005). https://doi.org/10.1007/s10551-004-3822-5

Issue date

March 2005

DOI

https://doi.org/10.1007/s10551-004-3822-5

Keywords
Accounting ethics accounting regulation creative accounting earnings management

financial reporting macro-manipulation micro-manipulation

Search

Search by keyword or author

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

mailto:cgowthorpe@brookes.ac.uk
https://s100.copyright.com/AppDispatchServlet?title=Creative%20Accounting%3A%20Some%20Ethical%20Issues%20of%20Macro-%20and%20Micro-Manipulation&author=Catherine%20Gowthorpe%20et%20al&contentID=10.1007%2Fs10551-004-3822-5&copyright=Springer&publication=0167-4544&publicationDate=2005-03&publisherName=SpringerNature&orderBeanReset=true
https://link.springer.com/search?query=Accounting%20ethics&facet-discipline=%22Philosophy%22
https://link.springer.com/search?query=accounting%20regulation&facet-discipline=%22Philosophy%22
https://link.springer.com/search?query=creative%20accounting&facet-discipline=%22Philosophy%22
https://link.springer.com/search?query=earnings%20management&facet-discipline=%22Philosophy%22
https://link.springer.com/search?query=financial%20reporting&facet-discipline=%22Philosophy%22
https://link.springer.com/search?query=macro-manipulation&facet-discipline=%22Philosophy%22
https://link.springer.com/search?query=micro-manipulation&facet-discipline=%22Philosophy%22
https://link.springer.com/privacystatement


Navigation

Find a journal

Publish with us

Track your research

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/journals/
https://www.springernature.com/gp/authors
https://link.springernature.com/home/
https://link.springer.com/privacystatement

