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Abstract: This study investigated how the COVID-19 pandemic impacted earnings management
practices within both public and private firms in Korea. Amid active government efforts and policies
to overcome the pandemic crisis, we anticipate that the earnings management of public sector
managers, prioritizing public benefit as their key sustainability objective, will distinctly differ from
those of private sector managers, who are influenced by a different set of pressures and incentives.
Empirical analysis revealed a notable decrease in earnings management in the public sector post-
COVID-19, with no significant change in the private sector. Our study distinguishes how public
and private firms react to identical economic crises, deepening our insight into the ways different
organizations handle financial reporting amid government intervention and economic stress. Such
differentiation not only broadens our comprehension of strategies for managing earnings but also
offers vital perspectives on the dynamics among corporate governance, regulatory environments,
and sustainability.

Keywords: earnings management; COVID-19 crisis; reporting quality; government policy; public
sector; private sector; sustainability

1. Introduction

The COVID-19 pandemic has triggered extensive economic disruptions worldwide,
profoundly affecting capital markets, leading to a decline in corporate investments, and
significantly reducing consumer spending. These disturbances have heightened the risk
of asset impairment and introduced significant challenges in the collection of receivables,
thereby compromising the reliability and trustworthiness of financial reporting (Zhang et al.
2020; Appelbaum et al. 2020). To counteract these adverse effects, government interventions
were implemented with the aim of mitigating the economic downturn. However, these
actions have predominantly influenced stock market valuations, without necessarily provid-
ing a true reflection of economic recovery. This discrepancy between the market’s perceived
condition and the actual economic reality may prompt firms to modify their financial
statements as a strategy to cope with the uncertainties of the economic environment.

This study analyzes how the earnings management decision-making behavior of man-
agers in public and private firms changed before and after the COVID-19 crisis, focusing
on data from South Korean companies. Specifically, it compares the changes in the size of
discretionary accruals over three years before and after the outbreak of COVID-19 to exam-
ine the impact of the crisis on earnings management behaviors. The COVID-19 pandemic
has been a period that necessitated strong governmental policies for crisis management
more than any other time, highlighting the pivotal role of government interventions in
overcoming economic challenges. Given the substantial influence of government policy
on public firms, it is anticipated that the financial reporting behaviors of managers in
these firms would differ from those in private firms. This distinction stems from the close
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alignment of public firms with government policy directions aimed at achieving economic
development and social objectives, suggesting that their financial reporting practices during
such a crisis may reflect broader governmental strategies and priorities (Kriz and John-
son 2003; Peng and Brucato 2004; Carroll and Marlowe 2006; Burke 2006; Robbins and
Miller 2006; Alchian 1977; Shleifer 1998). In this context, examining changes in earnings
management practices before and after COVID-19 among South Korean public firms is
particularly meaningful. South Korean public firms operate under strong government
intervention and management, closely aligning with government policy directions to fulfill
economic development and social objectives. This alignment has significantly contributed
to infrastructure development, the advancement of key industries, and the enhancement
of the country’s competitiveness. Therefore, studying these firms can provide valuable
insights into how government policies and interventions during a crisis impact corporate
financial behaviors.

We conducted an empirical investigation to examine the variation in earnings man-
agement practices among managers, dividing the timeframe from 2017 to 2023 into pre-
pandemic and pandemic periods. Within this timeframe, public and private firms were
analyzed as distinct cohorts, comprising 424 and 11,901 firm-year observations, respec-
tively. The empirical evidence suggests a decline in earnings management activities within
public firms during the pandemic era, relative to the pre-pandemic phase. Conversely,
the analysis for private firms did not demonstrate a statistically significant alteration in
earnings management behavior across the two delineated periods.

Our study contributes to the broader discourse on corporate governance and financial
reporting by shedding light on the differential impacts of the COVID-19 crisis on earnings
management across the public and private sectors. The worldwide COVID-19 pandemic
induced market turbulence that appeared significantly distinct from previous crises, high-
lighting unique characteristics of the economic crisis it brought to the global economy
(Reinhart 2022; Stiglitz et al. 2020). This distinctiveness underlines the importance of under-
standing how the unique pressures and objectives of public and private firms influence
their financial reporting behaviors amidst the unprecedented economic turmoil caused by
the COVID-19 pandemic. Recently, there have been limited country-specific studies exam-
ining the impact of COVID-19 on earnings management, revealing diverse findings across
nations. In particular, research focusing on earnings management by managers of public
enterprises due to COVID-19 is scarce. However, studying changes in financial reporting
incentives for public enterprises, especially in contexts with active government intervention
for crisis management, holds significance. By examining these dynamics in the context of a
global pandemic, the research offers insights into the evolving nature of financial reporting
practices under extraordinary economic conditions, providing valuable implications for
policymakers, regulators, and managers in navigating future crises for sustainability.

The remainder of this paper is organized as follows: Section 2 reviews related literature
and develops hypotheses. Section 3 describes sample composition and the research design.
Section 4 presents the empirical results. Section 5 provides the conclusion of the study.

2. Literature Review and Hypothesis

Prior literature suggests that the incentives for earnings management vary depending
on whether the company is publicly owned or privately owned. Burgstahler et al. (2006)
discovered that privately owned companies in 13 European countries engage in more
widespread earnings management compared to their publicly owned counterparts. They
attributed this to the stricter application of legal systems and controls on publicly owned
firms in Europe (Burgstahler et al. 2006). Previous studies on Chinese state-owned firms
have reported weaker oversight over managers, resulting in fewer incentives for earnings
management (Li et al. 2021). However, it has also been documented that for specific
purposes, managers in these enterprises may exploit this weak monitoring to engage
in even more earnings management (Cheng et al. 2015). In Korea, higher information
asymmetry in public firms, coupled with various incentives for managers, has resulted
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in greater earnings manipulation compared to private firms (Eom et al. 2021). These
findings collectively suggest that, while stronger government oversight naturally leads
to less earnings management, even in situations where government oversight is weak or
information asymmetry is high, public firm managers refrain from engaging in earnings
management if they lack sufficient incentives to do so.

Although research on earnings management in public firms is not as extensive as it
is for private firms, there are many studies that have presented motives for managers of
public firms to engage in earnings management (Vinnari and Näsi 2008; Pilcher and Van
Der Zahn 2010; Lizińska and Czapiewski 2023). The pursuit of both profitability and public
service creates managerial ambiguities and inefficiencies, a phenomenon well-documented
across various studies (Papenfuß and Schaefer 2010; Papenfuß et al. 2017). Managers in
public institutions, typically serving short tenures of one to four years and lacking prospects
for reappointment, are incentivized to focus on short-term performance due to their com-
pensation structures. This pursuit, combined with susceptibility to political influence,
often leads public organizations to engage in earnings management practices (Greenwood
et al. 2017; Hodges 2018; Ding et al. 2007). In contrast, existing research also points to
mechanisms within public that might naturally curtail such financial reporting practices.
Enhanced public scrutiny and a comprehensive accountability framework are thought to
restrict managers’ ability to engage in earnings management, with performance evaluations
extending beyond financial metrics to include socio-political objectives (Blumenthal 1979;
Bower 1977; Nigro and Nigro 1977; Fan et al. 2007; Gois and Soares 2019).

There are mixed findings in the literature regarding managers’ earnings management
behaviors during financial crises. Financial uncertainty might motivate efforts to reduce
earnings management to lower information asymmetry (Persakis and Iatridis 2016; Filip
and Raffournier 2014; Ming Chia et al. 2007; Bertomeu and Magee 2011). Conversely, firms
facing financial downturns may engage in increased earnings manipulation to conceal their
economic hardships (Burgstahler and Dichev 1997; Ayers et al. 2006; Degeorge et al. 1999;
Ahmad-Zaluki et al. 2011; Flores et al. 2016; Jose and Ivan 2019). Dimitras et al. (2015)
found that Greek companies reduce earnings manipulation during recession (Dimitras et al.
2015). Additionally, the big bath strategy involves reporting exaggerated losses in difficult
times to prepare for future profitability improvements (Scott 2005; Kwon and Lee 2016).
Lizińska and Czapiewski (2023) found Polish public firms seemed to be more inclined to
adopt the ‘big bath’ strategy during pandemic period to inflate future income (Lizińska
and Czapiewski 2023). Recently, limited country-specific studies have examined the impact
of COVID-19 on earnings management, revealing varied findings across different nations.
Aljughaiman et al. (2023) discovered that Chinese firms were more prone to managing
earnings during the pandemic, with state-owned enterprises engaging in less earnings
management than private firms (Aljughaiman et al. 2023). Lassoued and Khanchel (2021)
examined private firms in 15 European countries and reported an increase in income-
boosting earnings management after the pandemic (Lassoued and Khanchel 2021). Liu
and Sun (2022) suggested that companies in the U.S. engaged in more income-decreasing
earnings management, taking a big bath in their financial reports during the pandemic year
(Liu and Sun 2022).

Given the distinct organizational goals, regulatory environments, and shareholder
expectations between public and private sectors, it is logical to hypothesize that their
managerial strategies and responses to crises will differ. To date, the only study that has
examined changes in earnings management practices between public and private compa-
nies before and after the COVID-19 pandemic is the research conducted by Aljughaiman
et al. (2023). In China, state-owned enterprises benefit from extensive government support,
face relatively lax external audits, and experience less pressure on corporate performance
compared to private companies. Consequently, even during crises, the incentive for SOE
managers to engage in earnings management is reported to be minimal. However, despite
stringent government oversight, Korean public enterprises do not receive unconditional
support from the government as seen with Chinese SOEs. This discrepancy suggests
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that the earnings management practices of managers in public and private companies
in South Korea could differ from those in China before and after the COVID-19 crisis.
Furthermore, because South Korea does not have a regulatory and control system as ro-
bust as that of Europe, understanding how the earnings management practices of public
and private company managers change in the wake of the COVID-19 crisis remains an
empirical question.

The anticipated scenarios regarding changes in the earnings management practices
of public company managers are as follows. South Korean public firms operate under
strong government intervention and management, closely aligning with government policy
directions to fulfill economic development and social objectives. Therefore, the earnings
management behavior of managers in South Korea may differ between public and private
firms before and after COVID-19. Under public interest theory, during the COVID-19 crisis,
managers of public enterprises may focus on transparent financial reporting as societal
objectives gain importance. These firms are often more influenced by government policies
and regulations, leading to a potential decrease in earnings management as managers
align their actions with government crisis management initiatives. This strategic alignment
serves broader economic and social goals rather than just financial metrics. Additionally,
public firms may prioritize long-term stability and societal impact in times of crisis, which
contrasts with the short-term financial focus of private firms, reducing the likelihood
of aggressive earnings management practices. On the other hand, South Korean public
enterprises inherently possess a high degree of information asymmetry (Eom et al. 2021).
The economic uncertainty and pressures brought about by COVID-19 may incentivize
these enterprises to increase earnings management practices to secure financial flexibility or
achieve specific financial targets. Based on these points, predicting changes in the earnings
management practices of public enterprises before and after the COVID-19 pandemic is an
empirical task. Thus, we propose the following null hypothesis:

Hypothesis 1: There is no difference in the earnings management practices of South Korean public
firm managers before and after the COVID-19 pandemic.

Conversely, private firms face significant pressure to meet investor expectations and
demonstrate adequate financial performance even in crisis conditions, due to the critical
role of financial performance evaluations in capital markets and financing. This pressure
may compel private sector managers to maintain or even increase earnings management
practices to present a facade of financial stability or to meet market expectations under
expectation management theory (Ahmad-Zaluki et al. 2011; Masruki and Azlinna 2012).
However, the recent emphasis on environmental, social, and governance (ESG) activities
suggests that the drive towards transparent accounting information and the establishment
of governance structures could play a crucial role in restraining earnings management
during crisis situations (Yuan et al. 2022). Under corporate sustainability theory, managers
who pursue long-term corporate health and sustainability may avoid engaging in earnings
management to improve short-term financial metrics during periods of high uncertainty.
This shift towards transparency and sustainability might reflect a strategic response to align
with evolving stakeholder expectations and mitigate perceived risks during the pandemic.
Overall, South Korean private companies have both incentives to adjust earnings upwards
to meet market expectations and incentives to maintain the transparency of accounting
information to emphasize long-term sustainability during the COVID-19 crisis. Thus, we
propose the following null hypothesis:

Hypothesis 2: There is no difference in the earnings management practices of South Korean private
firm managers before and after the COVID-19 pandemic.
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3. Materials and Methods

In this study, we divided the sample into public and private firms, designating the
period from 2020 onwards (2020–2023) as the COVID-19 era and comparing it with the
three years preceding the pandemic (2017–2019). Our analysis focused on comparing the
absolute values of discretionary accruals between these two periods to understand the
impact of the COVID-19 pandemic on earnings management behaviors in Korean public
and private firms. For empirical analysis, we sourced the financial information of private
firms listed on the South Korean stock market (KOSPI and KOSDAQ) from the Korea Listed
Companies Association’s database, TS2000 data-guide. Financial data for public firms were
manually collected through the Public Institution Management Information Disclosure
System, ALIO (www.alio.go.kr (accessed on 30 September 2023))1. Our sample consisted of
firms with accessible financial data, specifically those with a December fiscal year-end and
classified as non-financial firms. Table 1 shows the yearly distribution of public and private
firm samples, showing a consistent distribution across all years, with a marginal annual
increase. The dataset encompasses 424 public firm-years and 11,901 private firm-years.

Table 1. Sample distribution by fiscal year.

Year 2017 2018 2019 2020 2021 2022 Total

N. of public firm 67 66 68 70 76 77 424

N. of private firm 1912 1955 1977 2010 2021 2026 11,901

This study utilized the modified Jones model by Dechow et al. (1995) to measure
managers’ accrual-based earnings management (Dechow et al. 1995). Total Accruals (TACC)
are calculated by deducting cash flow from operations from net income, and can be divided
into discretionary accruals (DA), which can be adjusted at the discretion of managers,
and non-discretionary accruals (NDA), which are changes in accruals due to economic
conditions and are not subject to managerial discretion. Dechow et al. (1995) modified
the Jones model by subtracting the change in accounts receivable from the change in
revenues to estimate DA, addressing the assumption in the Jones model that revenues are
not manipulated for earnings management. Furthermore, Dechow et al. (1998) and Barber
and Lyon (1996) revealed that matching earnings management to operational performance
measures like return on assets (ROA) provides better explanatory power than including
other variables (Dechow et al. 1998; Barber and Lyon 1996). Kothari et al. (2005) suggested
adding ROA as a new control variable to the modified Jones model, resulting in the
following model 1. In this study, the residual generated from performance matched
discretionary measure is used as a measure of managerial earnings management (Kothari
et al. 2005). A positive DA value indicates that managers are adjusting earnings upwards,
while a negative DA value signifies the adjustment of earnings downwards. Our study
aims to examine changes in earnings management practices among managers of private
and public firms not by the direction of earnings adjustments but through the absolute
size of such adjustments. To achieve this, an empirical analysis was conducted using the
absolute values of DA.

TACCi,t

TAi,t−1
= α0

(
1

TAi,t−1

)
+ α1

(
∆REVi,t − ∆ARi,t

TAi,t−1

)
+ α2

(
PPEi,t

TAi,t−1

)
+ α3(ROA) + εi,t (1)

where

TACC—Company i’s total accruals in year t
TA—Company i’s total assets at the end of the fiscal year
∆REV—Change in revenue
∆AR—Change in accounts receivable
PPE—Property, plant, and equipment excluding land and assets under construction
ROA—Return on assets

www.alio.go.kr
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An empirical model was developed to examine the alteration in earnings management
practices among managers in public and private firms pre- and post-COVID-19 outbreak,
structured as in Model 2. If β1 shows a significant positive value, this indicates that
magnitude of earnings management has increased after COVID-19. Conversely, if β1 is
significantly negative, it means that magnitude of earnings management has decreased
post-COVID-19. In our study, we controlled for factors known to influence discretionary
accruals, such as firm size, leverage ratio, growth, and performance metrics. Altman’s
Z-score is a measure of a company’s financial health, assessing its long-term solvency. We
included Z-score to control profit adjustments for firms facing higher bankruptcy risks
during the COVID-19 period. Larger (SIZE) and profitable firms (ROA) are less likely
to engage in earnings management due to increased scrutiny (Watts and Zimmerman
1990). Firms with higher debt ratios (LEV) are believed to practice earnings management
by moving future profits to current earnings to meet financial ratios or avoid covenant
breaches (Watts and Zimmerman 1990; DeFond and Jiambalvo 1994). Firms in growth
phases (GROW) might manage earnings to appear more attractive to potential partners or
investors (Ki and Kim 2010). These variables are incorporated based on their established
impact on earnings management.

|DA| = β0 + β1(COVID) + β2(Z-SCOREi,t) + β3(SIZEi,t) + β4(LEVi,t) + β5(GROWi,t) + β6(ROAi,t) + εi,t (2)

|DA|—absolute value of the residual term in model 1
COVID—1 for COVID-19 period (year of 2020–2022), 0 for pre-COVID-19 period (year of
2017–2019)
Z-SCORE—financial soundness indicators from below formula

3.3
(

net incomei,t

Total Assetsi,t−1

)
+

(
Salesi,t

Total Assetsi,t−1

)
+ 1.4

(Retained Earningsi,t

Total Assetsi,t−1

)
+ 1.2

(Working Capitali,t
Total Assetsi,t−1

)
SIZE—natural logarithm of total assets
LEV—total debt/total assets
GROW—(sales growth)/previous year end total assets
ROA—net income/asset

4. Results

Table 2 presents descriptive statistics for the variables used in the empirical analysis
model. We analyze samples from public and private sectors separately, but the comparison
of statistics between the two groups allows for the identification of financial differences
between public and private firms. The average |DA| for private firms is 0.067, while for
public firms, the average |DA| is 0.169, indicating that absolute discretionary accruals are
relatively lower in private firms. This could be interpreted as public firms exhibiting a
higher degree of managerial discretion in their accounting practices over the entire sample
period. SIZE and Z-score show similar average values for both groups. However, the
average debt ratio (LEV) is higher for private firms. GROW averages are higher for public
firms, whereas asset efficiency (ROA) is shown to be higher in private firms.

Table 3 presents the results of the Pearson correlation analysis between |DA| and
other variables. The upper right section of the table shows the correlations among variables
for public firms, while the lower left section displays the correlations for private firms.
For public firms, a significant negative correlation between |DA| and COVID suggests a
decrease in earnings management during the pandemic. In contrast, private firms show
a significant positive correlation, indicating an increase in earnings management in the
same period.
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Table 2. Descriptive statistics.

<Panel A> Public Firms

N = 424 Mean Std. Dev. Min Median Max

|DA| 0.169 0.361 0.000 0.055 4.563

Z-score 1.394 1.993 (4.385) 0.940 12.466

Size 19.123 2.387 14.669 18.884 24.810

LEV 0.661 0.420 0.001 0.613 3.147

Growth 0.043 0.405 (1.809) 0.015 3.680

ROA 0.265 0.102 (0.358) 0.012 0.926

<Panel B> Private Firms

N = 11,901 Mean Std. Dev. Min. Median Max.

|DA| 0.067 0.086 0.000 0.044 1.791

Z-score 1.395 1.725 (21.530) 1.500 23.898

Size 18.934 1.317 16.413 18.757 22.716

LEV 0.388 0.235 0.004 0.379 7.910

Growth 0.068 0.328 (3.088) 0.027 8.702

ROA 0.036 0.118 (1.185) 0.023 1.422
Notes: See Model 2 for the explanation of the variables.

Table 3. Correlation matrix.

|DA| COVID Z-SCORE SIZE LEV GROWTH ROA

|DA| −0.14706
(0.0024)

−0.05692
(0.2421)

−0.18844
(<0.0001)

0.27412
(<0.0001)

−0.03799
(0.4352)

−0.06076
(0.2118)

COVID 0.01538
(0.0934)

0.03322
(0.4950)

−0.06390
(0.1891)

0.04843
(0.3198)

0.05656
(0.2451)

−0.02112
(0.6645)

Z-SCORE 0.05070
(<0.0001)

−0.03676
(<0.0001)

−0.17922
(0.0002)

−0.31991
(<0.0001)

0.37107
(<0.0001)

0.39550
(<0.0001)

SIZE −0.12068
(<0.0001)

0.08705
(<0.0001)

0.17006
(<0.0001)

−0.12590
(0.0095)

−0.03589
(0.4610)

-0.06570
(0.1769)

LEV 0.06481
(<0.0001)

−0.04191
(<0.0001)

−0.31702
(<0.0001)

0.04097
(<0.0001)

0.07153
(0.1415)

−0.12116
(0.0125)

GROWTH 0.16756
(<0.0001)

0.01756
(0.0555)

0.41994
(<0.0001)

−0.02146
(0.0192)

0.03785
(<0.0001)

0.25053
(<0.0001)

ROA −0.00808
(0.3778)

−0.00761
(0.4065)

0.68805
(<0.0001)

0.21835
(<0.0001)

−0.32810
(<0.0001)

0.21701
(<0.0001)

Table 4, in Panels A and B, illustrates the t-test results for the differences in the variable
|DA| before and after the COVID period for public and private firms, respectively. For
public firms (Panel A), the average value of |DA| decreased significantly from 0.2250
pre-COVID to 0.1189 post-COVID. In contrast, for private firms (Panel B), the average
|DA| increased slightly from 0.0656 before COVID to 0.0688 after. Based on the t-test
results, it can be interpreted that since COVID-19, there has been a decrease in earnings
management behavior among managers in public sector, while there has been a slight
increase in earnings management behavior among managers in private sector.
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Table 4. Result of T-test.

<Panel A> T-Test of Variable|DA|for Public Firms

COVID Method N Mean Pr > t Pr > F

0 201 0.2250

1 223 0.1189

Pooled 0.0024

Satterthwaite 0.0036

Folded F <0.0001

<Panel B> T-Test of Variable|DA|for Private Firms

COVID Method N Mean Pr > t Pr > F

0 5844 0.0656

1 6057 0.0688

Pooled 0.0432

Satterthwaite 0.0427

Folded F <0.0001

Table 5 shows the results of regression analysis investigating the impact of the COVID-
19 crisis on earnings management. For public firms (Panel A), a significant negative
relationship between COVID and |DA| suggests a reduction in earnings management
during the pandemic. This suggests that during the pandemic, public sector managers
prioritized societal benefits and responsibilities over adjusting financial reports. Vernon
(1981) suggested that public firms, reinforced by governmental support and regulatory
protections, show a relative resistance to bankruptcy and a more lenient attitude towards
risks compared to their private counterparts (Vernon 1981). This infers a reduced propensity
for public firms to manipulate accounting information for profit inflation or deflation in
response to the COVID-19 crisis. Management incentives aligned with societal objectives
and a commitment to public service deepen their resilience to financial strains, encouraging
a broader perspective on risk that prioritizes public welfare and long-term sustainable
goals. A reduced earnings management by managers of public firms might also stem from
intensified public oversight and the enforcement of stricter regulations by governments
(Rainey et al. 1976; Buchanan 1974; Weiss 1974; Self 1977). This heightened scrutiny likely
discouraged public firms from manipulating earnings, steering them towards a stronger
commitment to transparency and accountability principles. Furthermore, this scenario
supports Arrow and Lind’s (1970) theory that public firms are more adept at assuming
their social responsibilities during crises, as they shift focus to support broader societal
goals and aid in governmental crisis management initiatives (Arrow and Lind 1970). In
contrast, for private firms (Panel B), although a positive relationship is observed between
COVID and |DA|, this association lacks statistical significance, indicating no substantial
change in earnings management pre- and post-COVID-19. Despite the autonomy private
firms possess in financial decision-making and their potential engagement in earnings
management to project stability amid market pressures and investor expectations, there
exists a complex interplay of factors that govern financial reporting decisions within these
entities (Yuan et al. 2022).2
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Table 5. Result of Regression.

<Panel A> Public Firms

Coefficient t-Value

Intercept 0.39533 1.74

COVID −0.33820 −5.24 ***

Z-score 0.03407 2.84

Size −0.01042 −0.93

LEV 0.09774 1.75 *

Growth −0.05478 −1.05

ROA −0.33912 −1.88 *

∑IND & ∑YD Included

F-value 13.40

Adj R² 0.260

N 424

<Panel B> Private Firms

Coefficient t-Value

Intercept 0.08300 2.17 **

COVID 0.00224 0.80

Z-score 0.00251 4.02 ***

Size −0.00485 −7.53 ***

LEV 0.02839 7.54 ***

Growth 0.02896 10.85 ***

ROA −0.00451 −0.82 ***

∑IND & ∑YD Included

F-value 23.18

Adj R² 0.446

N 11,901
***, **, * indicate the significance level at the 1%, 5%, and 10% level, respectively.

5. Conclusions

Our empirical analysis of the shifts in financial reporting behaviors among public and
private sectors during the COVID-19 pandemic contributes to a deeper understanding of
earnings management strategies amidst economic upheavals. By focusing on the South
Korean public sector, which is significantly influenced by government policies and faces in-
creasingly strict standards for transparent accounting information, this research contributes
to the broader accumulation of knowledge on public firms’ financial reporting worldwide.

This research makes academic contributions in two main areas. First, it broadens the
scope of research on the impact of the COVID-19 economic crisis on earnings manage-
ment, which has primarily focused on Europe and China, by including data from South
Korea. This addition offers a wider lens to understand the effects of different regulatory,
cultural, and economic contexts on earnings management during crises. By exploring
how a non-Western country with distinct corporate governance and market dynamics
responds to global pandemics, the study sheds light on diverse managerial strategies and
underscores the role of government policies in shaping corporate financial reporting in
Asian contexts, thus deepening our global perspective on financial reporting challenges
during adverse times. Secondly, this study is pioneering in its revelation of the distinct
earnings management behaviors exhibited by public and private sectors within the same
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country in response to a specific event. It demonstrates that the institutional objectives
and the degree of understanding and closeness to government policies significantly in-
fluence how these entities react to risks closely associated with governmental actions. By
differentiating the responses of public and private firms to the same economic crisis, this
research adds depth to our comprehension of how various types of organizations navigate
financial reporting under governmental influence and economic pressure. This distinction
not only enhances our understanding of earnings management strategies but also provides
critical insights into the interplay between corporate governance, regulatory frameworks,
and sustainable goals. This aids policymakers in crafting more effective regulations and
promoting transparent, fair public policies. Additionally, the study highlights the impor-
tance of acknowledging the distinct contexts and challenges that public and private sectors
encounter during economic uncertainties.

This study has limitations, as it primarily focuses on the distinct earnings management
behaviors between public and private company managers post-COVID-19, yet it does not
explore deeper sectoral differences that could provide additional insights. Our findings may
also be influenced by the unique attributes of Korean public enterprises, such as their size,
maturity, and financial performance. Furthermore, our earnings management methodology
has limitations, failing to fully adjust for fluctuations in accruals driven by real-world
economic conditions, particularly during recessions. Future research is encouraged to
delve into the mechanisms behind the changes in the earnings management behaviors
observed, further enriching our comprehension of corporate financial reporting practices
amidst global crises.
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Notes
1 In Korea, public firms are broadly categorized into three types based on ownership structure: government-controlled enterprises

where the government is the major shareholder, local government-owned enterprises established with investments from local
authorities to promote regional development and stimulate local economies, and joint ventures established with investments
from both the central government and local authorities. In this study, we included all three types of public firms, specifically
focusing on those subject to external audits. As of the end of 2022, out of 347 public firms, 124 received external audits. These
enterprises predominantly operate in industries such as energy, telecommunications, infrastructure, and public services, often
holding monopolistic positions and facing significant government oversight.

2 We conducted an additional empirical analysis using the modified Jones model by Dechow et al. (1995). The empirical analysis
results using Dechow et al. (1995) were qualitatively similar to those obtained using the discretionary accruals measurement
method of Kothari et al. (2005).
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