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ABSTRACT 
On the light of recent economic crisis and increasing uncertainty on macroeconomic systems, 
public policies have to be properly defined, implemented and continuously monitored. Economic 
growth estimates are essential on budgetary projection, as the basis for financing all public 
policies. Our study consists of an empirical assessment of the impact of earnings quality on the 
accuracy of economic growth estimates. In order to asses isolated direct and indirect effects of 
earnings quality and quality of accounting regulation, we proceed to a path analysis. The main 
results reveal that quality of the accounting regulation is not sufficient to ensure a significant 
increase on earnings quality. However, perceived high quality of accounting regulation imply a 
positive marginal impact on the accuracy of economic growth estimates. In spite of those results, 
seem earnings quality determine a marginal decrease in the accuracy of economic growth. 
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1. INTRODUCTION
Up-to-date wide range of research papers have addressed essential topics related to quality of 
information disclosed either by statutory financial statements, or by different other corporate 
financial and non-financial report, predefined through a more flexible reporting framework, as the 
more recent sustainability reporting, or the integrated reporting. No matter the framework used 
along the financial reporting supply chain, information disclosed is required to be relevant and 
represent faithfully financial position and financial performance of reporting entities. However, the 
concept of earnings quality quite ambiguous as it depends on users’ objectives (Cohen et al., 2004; 
Dechow et al., 2010). As different groups of users of financial information have most of the time 
conflicting objectives, the mission to define the quality of financial statements become even more 
difficult (Sunder, 2016). The economics behind financial statements and accounting regulation, the 
role of culture on financial reporting configuration, or the non-compliance costs, either related to 
corporate governance mechanism or state enforcement, sum-up the motivation for earnings 
management. 
On these circumstances, it is essential to understand the causal relation between macroeconomic 
estimates and quality of financial statements. This relation is best, described by the income 
approach used to calculate GDP, which underline the role of the operating income on the equation 
of GDP. Until now there has been little interest paid on the impact of financial statements quality on 
the accuracy of macroeconomic estimates. There are studies that underline the decline in value 
relevance of the financial information, especially concerning financial performance (Dichev & 
Tang, 2008; Hail, 2013; Lev, 2018). Overall, those studies underline the fact that the objective of  
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stewardship become more and more important, while the objective of valuation of the financial 
statements become less important. Consequently, the predictability of financial information is 
affected negatively, with implications on the equation used to forecast GDP level. 
In spite of those results, there are more recent studies that show financial statements are still useful 
on forecasting macroeconomic aggregates, such as Konchichki & Patatoukas (2013), Nallareddy & 
Ogneva (2017), Abdalla & Carabias (2017), Lechien (2017), Park et al. (2018), Gaertner et al. 
(2019), or Patatoukas (2020) that underline the role of financial statements in economic growth 
estimation. There are also studies that emphasize the value relevance of financial statements on 
unemployment rate estimation, such as Kalay et al. (2014). 
However, we have to underline the fact that those articles have focused on analyzing the value 
relevance of financial statements on the projection of macroeconomic estimates, without looking on 
the role of the accounting and auditing regulation. As Dichev et al. (2013) underlined, standard 
setting has a first-order effect on the utility of earnings. After all, the framework for accounting 
practice is, or should be the accounting regulation. On this area, only Friedman (2015), Lazarov et 
al. (2017) and Tiron-Tudor & Achim (2019) have brought some insights.  
The main purpose of our study is to assess the marginal effect of the quality of financial statements 
and the quality of accounting regulation on the economic growth estimates precision. As GDP 
growth estimates depend on a long list of economic, social, regulatory and political drivers, we want 
to integrate firm-specific earnings quality information and strength of accounting and auditing 
regulation in a complex model of path analysis, along with macroeconomic context vector of 
variables. This way we analyze the role of accounting regulation on estimating economic growth. Is 
there a direct or indirect significant effect of the strength of accounting and auditing regulation on 
the macroeconomic estimates? Are earnings quality positively affected by a stronger accounting and 
auditing regulation framework? Is macroeconomic context facilitating the increase of earnings 
quality through a strong accounting and auditing regulation framework? All those questions are to 
be replied through the path analysis we performed, providing us useful information about the 
complexity of the causal relations between macroeconomic drivers, national accounting framework, 
accounting practice and macroeconomic aggregates. 

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
Macroeconomic estimation models are designed to use either information provided through regular 
statistical surveys within companies, or information disclosed through financial statements (EU 
Regulation, 2013). Constrained by the degree of standardization of financial statements content and 
format, the level of digitalizing financial statements and the access national accounts experts have to 
the database of all financial information disclosed by companies, the methodology of compilation of 
national accounts as directly affected by financial statements quality. 
However, there are studies that underline the decline in quality of financial statements, revealing the 
trend that strengthen the objective of stewardship of the financial statements (Dichev & Tang, 2008; 
Hail, 2013; Lev, 2018). The decline seems to be even more prominent on the financial performance 
level, mainly because of the use of earnings management techniques, as managers want to get 
advantage of incentives generated by capital markets (Kothari, 2001; Dechow et al., 2010; Leuz & 
Wysocki, 2016). 
The use of earnings management techniques seems to be a systematic issue, most probably as a 
consequence of an accounting regulation not sufficiently connected to the economic reality and 
insufficient or ineffective enforcement controls designed to ensure an acceptable level of 
compliance of accounting and financial reporting practice. Studies such as of Graham et al. (2006) 
underline the negative effects of earnings management practice, which seem to be used by top 
management as long as there are identified ways to manipulate financial information complying  
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with legal requirements, no matter the potential of long-term economic growth of a company is 
sacrificed. In the end, even managers admit they proceed to earnings management, in order to 
ensure a long-term stability of earnings and a proper correlation with cash flows (Dichev et al., 
2013). On those circumstances, managers’ freedom on decision-making has been limited through 
debt-contracting techniques that establish constraints on firms’ strategic decisions, monitored 
through different balance-sheet-based covenants, or financial performance covenants, with 
implications on firms’ risk profile and cost of financing (Christensen & Nikolaev, 2012).  
In spite of this overall picture concerning quality of financial statements, more recent studies have 
assessed the causal relation between macroeconomic estimates accuracy and earnings quality.  
Konchichki & Patatoukas (2013) are pioneers on this research area, emphasizing the value 
relevance of aggregate accounting earnings growth in the prediction of growth in nominal GDP. 
However, the study underline the fact that financial information is not fully incorporated into the 
macroeconomic estimates, as only financial information revealed within 1-2 quarters in advance 
seem to be relevant in macroeconomic prediction models. Similar finding was confirmed on studies 
such as Lechien (2017) or Park et al. (2018).  
A root cause might be the accounting conservatism of the financial information disclosed, that can 
deter value relevance of financial information generating a discretionary lag of time for positive 
earnings reported, with impact on GDP growth estimates that does not incorporate financial 
information timely (Hann et al., 2012; Do & Nabar, 2018; Gartner et al., 2019). Another 
consequence is the calendar of financial reporting itself, as it does not fit to the calendar of 
macroeconomic estimates projection. Together with the conditional conservatism and the fact that 
analysts use alternative sources of information, even if they are only estimates, this lag in time 
between the two calendars generate late integration of financial information into macroeconomic 
estimates and with lower power of predictability (Konchichki & Patatoukas, 2013; Lalwani & 
Chakraborty, 2020). 
Those results determined researchers to overcome this issue. Alternative solution for traditional 
economic growth forecast seem to be the now-casting models (Chen & Ranciere, 2016; Abdalla & 
Carabias, 2017; Park et al., 2018; Ferrera & Simoni, 2019). With help of those models and together 
with information technologies related to web data collection and data mining techniques, 
macroeconomic estimates can be made with higher precision, on a short-term base. However, it has 
to be underlined the fact that short-term estimates can be significantly biased by irrational behavior 
of investors, as on short-term most of information is related to analysts estimates and management 
corporate interim financial disclosures, which are not subject of audit certification.  
Another root cause is highlighted by Konchichki & Patatoukas (2013) that brings to our attention 
the fact that financial information is only partially integrated in macroeconomic estimates of GDP 
growth because analysts prefer to use information that is oriented to the capital market evolutions, 
sacrificing aspects disclosed by financial statements related to economic substance of firms’ 
operations. Hence, the impact of earnings quality, significantly driven by capital-markets 
incentives, amplifies the negative effect of low earnings quality into the macroeconomic estimates 
errors. 
As macroeconomic estimates origin is the national accounts system, similar to firms’ accounting 
system in many aspects, including the use of accruals accounting, the studies revealed that cash-
flow information is less value relevant in macroeconomic estimates projection than accruals 
accounting information (Konchichki & Patatoukas, 2013; Park et al., 2018). In the end, information 
related to cash flows has a higher level of variation along the time, which translate into higher 
standard deviations and lower consistency of the prediction models.  
Because of using aggregate earnings, value relevance of financial information decrease drastically 
in case of selection of homogenous sample of firms, which did not report extraordinary items. 
Indeed, as Gaertner et al. (2012) and Ball & Sadka (2015) have underlined, the aggregation of  
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earnings reported lead to a compensation effect, which could deter the value relevance of financial 
statements to provide insightful information related to prediction on economic growth. Hence, 
studies like Nallareddy & Ogneva (2017), Carabias (2017), or Gaertner et al. (2019) have 
demonstrated financial information become more relevant for macroeconomic GDP growth 
estimates as long as it reflect high variance in earnings reported, providing clues about potential 
future economic shocks. Moreover, seem that revised macroeconomic estimates related to economic 
growth have a higher correlation with the variance of earnings reported than with the mean of 
earnings reported (Nallareddy & Ogneva, 2017). Thus, the error of macroeconomic estimation is 
correlated with the variance on earnings reported, while the mean of earnings reported is correlated 
with the economic estimation. 
Consequently, we consider for testing the following hypothesis: 

H1: earnings quality generate a positive impact on macroeconomic estimates precision. 
Related to the impact of IFRS adoption on the accuracy of macroeconomic estimates, the literature 
does not provide unanimous conclusion. There are studies that confirmed through various empirical 
studies that IFRS adoption can lead to increase in quality of earnings reported (De George, 2016). 
Similar results are obtained by Park et al. (2018) that confirm IFRS adoption generate a significant 
increase of earnings quality on the precision of macroeconomic estimates. However, Huang (2015) 
could not confirm a significant causal relation between earnings quality and macroeconomic 
estimates accuracy. Seem there is little interest of researchers on this area, because of design issue 
to isolate the effect of IFRS adoption on the evolution of macroeconomic estimates accuracy.  
Still the results reflecting effect of IFRS adoption on earnings quality are conditioned by 
enforcement mechanisms effectiveness (Christensen et al., 2013; Barth & Israeli, 2013) or 
economic incentives (Daske et al., 2008; Armstrong et al., 2010; Daske et al., 2013; Christensen et 
al., 2015). IFRS adoption has not solved the problem of accounting differences, neither on national 
level, nor on international level. Nobes (2015) has illustrated how the overt, covert and 
measurement options, allowed by IFRS as a political compromise, determine still wide spread of 
accounting practice, because of political factor, cultural dimension and economic and reputational 
managers’ objectives. 
There are studies that ask for research to study marginal effect of accounting regulation on 
macroeconomic output, as there is lack of such studies (Leuz & Wysocki, 2016). IFRS adoption 
was a good exercise to isolate the impact of accounting regulation from other factors, such tax 
regulation, corporate governance, enforcement framework, or cultural dimension (DeGeorge, 2016). 
Such study is of Christensen et al. (2015) that underline the fact that reporting incentives dominate 
accounting standards in determining accounting quality, especially in case of voluntary adoption of 
IFRS. The equation become even more complicated if we consider the nature of the standard-setting 
process, which is highly impacted by the political factor and cultural dimension of financial 
reporting.  
However, it is essential to understand if accounting regulation at least facilitate the increase in 
earnings reported and if the indirect effect on macroeconomic estimates accuracy is significant or 
not. Currently there are few studies assessing the macroeconomic output of high-quality accounting 
standards. As the quality of accounting standards is a latent characteristic that cannot be directly 
measured, Friedman (2015) and Lazarov et al. (2017) have studies how the perception on the 
strength of accounting and auditing regulation generate effects on capital markets level and 
economic growth. Both studies have achieved to confirm a positive correlation between the 
evolutions of capital markets and the perception on the strength of accounting and auditing 
regulation. More exactly, the results reveal that higher perception on the strength of accounting and 
auditing standards, is related to higher market value for companies reporting in compliance with 
those accounting and auditing standards. Moreover, Tiron-Tudor & Achim (2019) have confirmed a  
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significant role of higher perception on the strength of accounting and auditing standards on capital 
markets price synchronicity.   
In spite of expected indirect effect of accounting standards on the evolutions of capital markets, 
Friedman (2015) and Lazarov et al. (2012) as well have underlined that the marginal effect of 
SARS score (strength on auditing and reporting standards) is higher than the one related to GDP, 
leading to the conclusion that quality of accounting and auditing standards is at least as important as 
the level of economic development. On the other side, Tiron-Tudor & Achim (2019) obtain 
contradictory results related to SARS score, as price synchronicity in the market is mainly ensured 
by an institutional framework supported only by a highly developed economy.  
Consequently, we consider for testing the following hypothesis: 

H2: perceived quality of accounting and auditing standards influence positively 
macroeconomic estimates precision. 
However, as revealed by Christensen et al. (2013) and Barth & Israeli (2013), the benefits of high-
quality accounting regulation are conditioned by the effectiveness of the enforcement framework. 
Further, Lazarov et al. (2017) highlight the role of the effectiveness of firm level corporate 
governance mechanisms, which are perceived as complementary tools to facilitate the positive 
premises on earnings quality generated by high quality accounting standards.  

On those circumstances, it is essential to capture in our analysis, not only the role of 
accounting regulation on the precision of macroeconomic estimates, or the impact of quality of 
earnings reported, but also the influence of a wider range of factor such as:  

 macroeconomic context;  
 nature of the standard-setting process and influence of political factor;  
 the cultural dimension on financial reporting; 
 effectiveness of enforcement framework.  

 
3. METHODOLOGY RESEARCH 
 
Our research paper starts from several open questions raised by Leuz & Wysocki (2016) that highlight 
there is not sufficient focus on the research of the outcomes of disclosure and reporting regulation. 
Ball (2008) underline the fact that there is no yet clear which is the leading factor that influence 
significantly financial reporting practice. Is it capital market that has a dominant effect on financial 
reporting practice, or the accounting regulation that is affected by the political factor inferences? Is 
there a link between accounting regulation and economic growth? Alternatively, accounting 
regulation ensure only the premises of better quality of earnings reported, that translate into better 
macroeconomic estimates precision? How macroeconomic context, the nature of standard-setting 
process or cultural dimension relate to accounting regulation, or the accuracy of macroeconomic 
estimates concerning economic growth? All these questions capture a complex network of causal 
relations defining the framework that help us to describe the influence of quality of financial 
statements on the macroeconomic estimates precision. This is the reason why we proceed to a path 
analysis, in order to describe the conceptualization of the complex causal relations between all those 
elements. 
Compared to the traditional regression analysis that give each variable considered in the model the 
same ontological position towards the dependent variable, path analysis is an extension that allow a 
hierarchical ordering of the variables, based on the direct or indirect effect they have on the dependent 
variable (Rotariu et al., 2006). Path analysis support researchers to overcome the weaknesses implied 
by Ceateris Paribus assumption, that does not provide all the time consistent evidence related to 
causal relations between elements composing a complex system. Using this model help researcher as 
well to solve partially the problem of endogeneitiy, as path models capture not only the relation 
between final dependent variable, but also the relations between independent variables as well 
through simple linear regression equations.  
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Model specification 
Model specification refer to the path diagram we conceive, based on literature review. Our path 
diagram focuses on accounting related variables and less on other traditional factors, as the scope of 
our paper is to study the influence of the quality of financial statements on the macroeconomic 
estimates precision. The impact of this limitation of the model is going to be visible through the 
coefficient of determination of the model. As long as our model has a high level of R2, we can 
conclude on a significant influence of accounting regulation and quality of financial statements on the 
accuracy of macroeconomic estimates. 
 

 
Figure 1. Causal relations landscape, bottom-down approach 

Source: own projection 
 
According Figure 1 the precision of economic growth predictions is influenced by the quality of 
accounting regulation, through a direct path. Accounting regulation is expected as well to facilitate 
optimization of macroeconomic estimates precision, though earnings quality channel, as long as 
firms’ corporate governance controls and state enforcement mechanisms prove to be effective on 
ensuring compliance of accounting practice with the legal framework (Christensen et al., 2013; Barth 
& Israeli, 2013). As long there is a large number of research papers that have addressed the topic of 
effects generated by IFRS adoption on the quality of the financial statements and on the efforts to 
rethink national standard setting processes, we have considered in our path diagram a variable that 
describe the level of harmonization of local GAAP with IFRS. 
Country profile has also an influence on the definition of accounting regulation, through tax 
regulation, investors’ protection legislation, economic development, capital markets maturity, nature 
of legislative system, nature of standard setting process, cultural values and principles, institutional 
framework of regulation enforcement, or accounting profession (Nobes & Parker, 2010). 
Consequently, we analyze the strength of perception on accounting regulation from perspective of 
how national context can influence accounting and auditing regulation, to ensure the sensitivity of the 
model to country level characteristics. 
As nowadays the globalization process is irreversible, we search as well for the impact of the 
phenomenon on supporting the efforts of national standard setters to harmonize local GAAP with 
international financial reporting framework.  
Corporate governance mechanisms work symbiotically with the financial reporting system on firm 
level (Bushman & Smith, 2001; Cohen et al., 2004; Armstrong et al., 2010; Dechow et al., 2010).  
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In addition, financial information seems to become extremely important in debt contract, in the light 
of increasing practice of earnings management (Armstrong et al., 2010; Nikolaev, 2012; Leuz & 
Wysocki, 2016). All these studies have underlined the essential role of financial statements and the 
signal managers transmit to the capital markets. One recent example of such systemic issue was 
described by Daske et al. (2013) that have revealed there are firms that actually adopt IFRS just with 
the purpose to give false signals to investors about their financial position and financial performance. 
In order to control this behavior we have considered firms specific characteristics as well, to ensure 
robustness of the model. Firm characteristics are not related to country specific variables in our path 
diagram, as we observe in Table 1, there is a low level of Pearson correlation among those variables.  

 
Table 1. Correlation matrix based on sample data 

Earnings 
quality

SARS
GDP 

growth
Lev. EPS ROA Size

Acc. 
Harmoni

zation

Globaliz
ation

Econo
mic

Sociolo
gical

Politi
cal

Regula
tory

Earnings quality 1
SARS .097** 1
GDP growth current -.040* -.064** 1
Lev. -.274** -0,020 0,029 1
EPS -.165** -.036* -0,007 -0,005 1
ROA 1.000** .097** -.040* -.274** -.165** 1
Size -.187** -0,027 .075** .323** -0,022 -.187** 1
Accounting Harmonization .045** -.226** -0,029 0,019 -0,017 .045** .063** 1
Globalization .155** .431** -.249** -.071** 0,002 .155** -.054** -.293** 1
Economic .160** .537** -.197** -.040* -0,011 .160** -.060** -.168** .704** 1
Sociological .166** .362** .098** -.084** -0,009 .166** -.051** .117** .500** .140** 1
Political .175** .237** .064** -0,030 -0,024 .175** -0,004 .630** .263** .529** .354** 1
Regulatory .040* .131** -0,016 -0,014 -0,002 .039* -0,005 -0,014 .188** -.372** .633** -.213** 1
**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Firm specific 
characteristics

Country specific characteristics

 
Source: statistics performed with SPSS 25.0 

 
Additional covariate relations are considered in our model, as marked on the correlation matrix 
calculated based on our sample data and reflected on Figure 2. We considered covariate relations 
within firms’ characteristics only in case of the pairs of variables described by statistical significant 
correlation. In case of country specific variables, we have considered covariate relations on our path 
model only for the pairs of variables described by statistical significant correlation greater than 0.500.  
Sample data and variables definition 
Our sample consist of 3466 companies for which we could have retrieved financial information from 
ORBIS database, in order to avoid any missing data for variables included in our path analysis model.  
The sample of companies is spread within 14 countries, with a higher weight of companies originating 
from United Kingdom (23.89%), Germany (16.79%), France (16.16%) and Sweden (11.37%). On 
those circumstances, our estimates will not necessarily be biased by the nature of the accounting 
system, as the accounting system for each of the mentioned countries differ significantly (La Porta et 
al., 2008). 
The period analyzed is 2016-2018. Sample data are analyzed using SPSS package. For path model 
estimation, we use SPSS AMOS module, integrated in SPSS package. 
Variables considered in our analysis are defined in Table 2. 
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Table 2. Definition of variables included in path model estimated 

Variable Path 
coeff. Description Formula Source 

GDP growth 
estimation ai->13 

- measures the error in 
estimation of GD 
growth, in percentage; 

, 
where  is the GDP 
growth confirmed by official 
statistics, while  is 
the estimation made for the 
current year; 

IMF database 

SARS ai->12 

- it is a measure of 
perception concerning 
the strength of auditing 
and reporting standards 
for a country, as from 
investors perspective 

- 
Global 

Competitiveness 
Report 

Earn. quality ai->11 

- it is a measure of 
earnings quality 
assessing the 
amplitude of reported 
accruals, as defined in 
Dechow et al. (2010); 

 

Calculated based 
on data extracted 

from ORBIS 
database 

Accounting 
harmonization ai->10 

- this is an aggregate 
measure of the level  
of adoption of 
international 
framework in the area 
of firm accounting 
(IFRS), government 
accounting (IPSAS), 
accounting education 
(IES) and auditing 
(ISA); 

PCA analysis 
Calculated based 
on IFAC status 

report 

Globalization ai->9 

- capture the level of 
globalization for each 
country, through KOG 
index designed as per 
Dreher et al. (2008); 

- 
KOF Swiss 
Economic 

Institute database 

Economic ai->8 - aggregate measure 
describing economic 
context, as defined by 
Isidro et al. (2019); 

- 

Isidro et al. (2019) 
Sociological ai->7 

Political ai->6 
Regulatory ai->5 

ROA ai->4 - assets profitability rate; - Extracted from 
ORBIS database EPS ai->2 - earnings price ratio; - 

Leverage ai->3 - financial leverage; 
 

Calculated based 
on data extracted 

from ORBIS 
database 

Size ai->1 - business complexity;  

Source: own projection 
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Model estimation 
To estimate the parameters of our path diagram, Maximum Likelihood method was used for path 
analysis parameters estimation. Structural equations, similar to multiple regression models, are 
estimated by minimizing discrepancy function between the sample covariance matrix (S) and the 
covariance matrix Σ(θ) resulted from the path model, where: 

- Σ is the population covariance matrix for observed variables; 
- θ is the vector containing model parameters. 

Starting from left to right in the path diagram, the regression equations are estimated for each 
endogenous variable included in the model, based on the data available for the exogenous and 
endogenous variables included in each regression model. We define first the structural equation that 
describe all variables that affect SARS score, according our path diagram, as per relation (1): 
 

 
 
In the next step, we define the next level of our path diagram involving SARS score influence, 
namely relation (2), related to earnings quality endogenous variable: 
 

 
 
As a final step, we define the structural equation related to our final endogenous variable, 
respectively relation (3) corresponding to GDP growth estimation accuracy in our path analysis: 
 

 
For robustness analysis, we will proceed as well to decomposition of effects, relating to country 
specific characteristics and firms specific characteristics, as described on Table 2. With that analysis, 
we intend to check if accounting regulation mediate further economic growth. Additional analysis 
consists of the assessment of the level accounting regulation facilitate the state to meet its objectives 
in terms of compliance of accounting practice with legal regulation, as highlighted by Christensen et 
al. (2013), or Barth & Israeli (2013). 
 
4. RESULTS AND DISCUSSION 
 
According international financial reporting framework, the objective of financial statements is to 
provide financial information useful for shareholder, potential investors and other stakeholders in the 
decision-making process (CF, 1.2). That information have to depict a faithful and value relevant 
image of the economic resources of the entity and the efficiency and effectiveness of resources 
allocation (CF, 1.4.). Our results focus on the analysis of value relevance of financial statements, 
useful on the projection of macroeconomic estimates. 
According Table 4, accruals accounting impact on financial statements seem to be spread on a wide 
range of values, from -0.005 to 67.80 illustrating the specific of each firm’s earnings management 
policy. Also, the mean of 6.94 seem to be closer to the minimum value, that lead us to the conclusion 
that accounting accruals seem to be relatively low, with consequences on financial information 
predictability (Scott, 2015). As long as accruals reported are not discretionary, accruals accounting 
can ensure a higher predictability of financial information. However, mean standard error of 0.102 is 
way lower than the mean which is 6.94. 
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Table 4. Descriptive statistics 

 
Source: statistics performed with SPSS 25.0 

 
We observe this spread also in case of ROA and EPS. As the variation in total assets (size) is lower 
than the variance in ROA, we get some indices that earnings reported have a high variance among our 
sample. As emphasized by Hail (2013), seem the variance is visible especially for financial 
performance element reported, implying managers proceed to earnings management. This assertion is 
supported also by the variance on firms’ financial leverage, that represent a constraint for managers to 
achieve targets negotiated with creditors in terms of financial performance covenants.  
 

 
Figure 2. Path diagram with estimated parameters (unstandardized value) 

Source: statistics performed with AMOS 22.0 
 

If we look to the variance in SARS score, we observe the perception on the strength of countries’ 
auditing and reporting standards is more homogenous than the evidence provided related to earnings 
quality, as standard deviation of 0.891 is significantly lower than the mean of 5.541. This evidence 
might be caused by the fact that this score is just a measure of perception, as noted by Friedman 
(2015), instead of an empirical comparison of local GAAP with IFRS. However, those results are 
interesting as the mean of 5.541 translate into a high level of our score, as the maximum score 
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possible is 6.577. Those results were expected, as countries included in our sample are known having 
really mature accounting and auditing framework. 
On the other hand, statistics still emphasize a high resistance to the initiatives of international 
harmonization of local auditing and accounting standards with the international framework. The score 
capturing the level of adoption of international accounting and auditing framework on a national 
regulation level has a deviation of 1.020 significantly higher than the mean score of -0.689. As Nobes 
(2011) noted, the experience of IFRS is not necessarily a positive one, as the international reporting 
framework was adopted according different scenarios along the countries, which preserve national 
standard setters’ power of regulation. 
In Figure 2 we capture the path diagram of our path analysis model. In Table 5 we have synthesized 
the main statistics of our structural equations. Overall, we observe that all structural equations are 
valid, as their R2 is relatively high. Most of parameters are confirmed statistically significant with a 
significance level of 1%.  

Table 5. Path model parameters 
Endogenous 

variable   Exogenous variable Estimate1 S.E. R2 

SARS 

<--- Economic factor 2.291* 0.068 

0.62 

<--- Sociological factor 0.206* 0.022 
<--- Political factor 0.041 0.034 
<--- Regulatory factor 0.755* 0.032 

SARS <--- KOF index -0.242* 0.008 
SARS <--- Harmonization score -0.231* 0.018 

Earnings quality 

<--- ROA 0.99* 0 

1 

<--- Leverage -0.015* 0.003 
<--- EPS 0 0 
<--- Size 0.001*** 0 

Earnings quality <--- SARS 0 0.001 
Earnings quality <--- Harmonization score 0 0.001 
GDP growth <--- Earnings quality -0.003** 0.002 

0.69 
GDP growth 

<--- Economic factor -0.307* 0.065 
<--- Political factor 0.002 0.018 
<--- Sociological factor 0.316* 0.017 
<--- Regulatory factor -0.352* 0.031 

GDP growth <--- KOF index -0.082* 0.008 
GDP growth <--- SARS 0.033** 0.015 

* path coefficients statistically significant with a significance level of 1%, with exceptions 
** path coefficients statistically significant with a significance level of 5%, with exceptions 

*** path coefficients statistically significant with a significance level of 10%, with exceptions 

Source: statistics performed with SPSS 25.0 
 

According our results, seem countries’ political system is not relevant, neither on SARS score, nor on 
the error of the economic growth estimation. Root cause behind our results are various. However, as 
we talk about accounting standard models in our sample, such as United Kingdom, Germany, France, 
Italy or Spain, investors might give less importance to the politics behind standard-setting process, as 
the process is sufficiently mature. Our results are contradictory with results of Boolaky et al. (2013) 
that have confirmed a significant role of the legal framework (seen as an output of the political factor) 
on investors’ perception about the strength of the auditing and accounting standards. 
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In spite of those results, Boolaky et al. (2013), same as Friedman (2015), or Pop (2018), could not 
have confirmed as well a significant influence of legal framework on SARS score, when looking for 
simultaneous impact of other factors as well, such as the maturity of capital markets and related 
national enforcement framework. Our results provide similar insights, as SARS score main drivers 
seem to be the economic factor, with a positive marginal impact of 2,291, and the regulatory factor, 
with a positive marginal impact of 0,755. Hence, investors’ perception on the strength of auditing and 
accounting standards is higher in case of highly developed economies, with a mature institutional 
framework ensuring enforcement of national regulation. 
Not surprisingly is the small marginal influence of cultural and religious dimensions of the accounting 
standard-setting process on SARS score. As observed along the last decade, accounting standard-
setters seem to support deregulation efforts, by inviting professionals and companies to participate in 
elaboration of new accounting standards. Therefore, the debate along cultural values and religious 
beliefs related to accounting regulation are placed in a second level and expertize in the field become 
more important. However, we do not have to neglect cultural and religion dimensions in the equation 
of accounting standard setting. Ex-ante cost-benefits analysis when analyzing effect of changes in 
accounting regulation is the solution to combat false assumptions implied by cultural and religious 
dimensions.  
Interesting results are provided related to the relation between SARS score and earnings quality, 
respectively the relation between harmonization score and earnings quality. As underlined by Nobes 
& Stadler (2015), even after IFRS adoption and implementation, international accounting differences 
persist because of existing overt, covert and measurements options that allow managers to smooth 
earnings under legal boundaries. Consequently, we see that quality of earnings reported is not 
significantly determined by the quality of accounting regulation. Hence, in spite a formal accounting 
harmonization exists, there is a lack of material accounting harmonization. Starting from the fact that 
SARS score is just a picture of investors’ perception on the quality of auditing and accounting 
standards, we could justify our results with the fact that investors prefer to have more flexible 
accounting standards. However, the flexibility of accounting regulation has to be conditioned by 
compensating controls to ensure acceptable level of financial statements, such as better corporate 
governance processes focused on proper tracking of compliance of accounting practice with existing 
regulation, consistent efforts on promoting ethical behaviour within professionals, or financing of 
continuous improvement on professionals education.  
Related to main drivers of the error amplitude in forecasting economic growth, we observe SARS 
score and earnings quality measure have significantly lower influence compared with countries’ 
social, regulatory and economic profile. As expected, as long as quality of earnings reported is higher, 
the error in GDP growth forecasting reduces. However, marginal effect of earnings quality on the 
error of GDP growth forecasts of -0,003 is quite small. We would justify this result because of the low 
level of accruals, as reflected on the statistics from Table 4. 
On the other side, as mentioned by Nobes (2015), adoption of IFRS on firms’ level does not 
necessarily translate into higher quality of financial statements, as IFRS are more flexible than 
expected, allowing managers to proceed to earnings management. Our results confirm a positive 
causal relation between the error on GDP growth estimates and SARS score, meaning that the error in 
forecasting GDP growth increase in case of better perception on the quality of accounting regulation. 
Most probably, investors benchmark local GAAP with international financial reporting framework 
when deciding the strength of accounting and auditing standards. As long as local GAAP are 
perceived as flexible, investors might refer to this as a potential range for managers to proceed to 
earnings management and thus deter earnings quality. 
On the other hand, we could just refer to a gap between economic reality and accounting regulation. 
Nonetheless, if we refer to path coefficient related to economic factor and regulatory factor, we 
observe that as high is the quality of accounting regulation, compensating controls have to be 
implemented. Such controls can be translated into an effective enforcement institutional framework as 
emphasized by Christensen et al. (2013) and Barth & Israeli (2013). Such enforcement mechanisms, 
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either we talk about firm level corporate governance framework, or public institutions enforcement 
tools, have to be designed to ensure an acceptable level of firms compliance with regulation, including 
requirements related to accounting and financial reporting. As underlined by Sumiyana et al. (2019), 
highly developed economies have the possibility to finance such mature compensating controls, 
especially because firms operating in such economies are characterized by complex business model, 
with significant internationalization factor of the operations and a high degree of uncertainty.  
 
5. MODEL VALIDATION 
 
In Table 6 we summarize several tests useful for path model validation. 
 

Table 6.Model fit indices for validation of path model 

Selected fit indices Statistic 
Decision on 

model 
validation 

      Chi-square 4.353 
not valid       df 48 

      p value .000 
      Root-mean-square error of approximation (RMSEA) 0,161 not valid 
      GFI 0,893 valid 
      Tucker–Lewis Index (TLI) 0,877 valid 
      Normed fit index (NFI) 0,923 valid 

Source: statistics performed with AMOS 22.0 
 

According Chi-square test, the model does not fit sufficiently our sample data. However, as Pituch & 
Stevens (2016) underline, the test is sensitive to high sample size. As our sample consist of 3466 firms 
analyzed, model validation should be analyzed corroborating model fit indices. Except for RMSEA 
indices that exceed the 0.08 limit to confirm the model, the order indices keep close to the acceptable 
level that ensure model validation. 
 
6. CONCLUSIONS 
 
The problem of assessing drivers of the error in macroeconomic forecasting has been addressed 
along the time by numerous research papers. However, there is little evidence provided related to 
the role of financial statements on forecasting economic growth. Moreover, there has been paid 
even lower interest on the role of the quality of accounting regulation. Our study comes with some 
insights on those areas. 
Related to earnings quality influence economic growth forecasts accuracy, our results emphasize 
the role of high-quality financial statements. As long as earnings reported are not affected by 
earnings management practice, financial statements could be used as source of data in forecasting 
economic growth, leading to improvement in estimates accuracy. However, the marginal influence 
seems to be small, compared with the one corresponding to the economic factor or the enforcement 
mechanisms implications. 
We obtain interesting results concerning the influence of the perceived quality on accounting and 
auditing standards. We would have expected that high quality standards lead to an increase in 
accuracy for economic growth estimates. In spite of our expectations, the results show that better 
perception on the strength of accounting and auditing standards determine an increase in error for 
forecasted economic growth. Corroborated with the insignificant effect of accounting standards on 
earnings quality, we justify those results because of the gap existing accounting and auditing 
standards and respectively the economic reality. Therefore, accounting choice seem to be driven by 
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capital markets incentives and compliance cost considerations. Hence, corporate governance 
mechanisms become essential towards the objective of high-quality financial statements, while 
markets monitoring tools have to prove their effectiveness on detecting any significant earnings 
manipulation, no matter managers find solutions following regulation requirements. As long as 
accounting regulation is too flexible, allowing managers to manage earnings, those compensating 
controls have to force managers to disclose true and fair information related to financial 
performance. 
We have to underline that our study suffers some caveats. First of all, the period analyzed is limited 
to a period of only three years. Secondly, some robustness tests are opportune if we consider some 
longitudinal analysis, with focus on fixed effects generated by country or industry profile. 
Additionally, as Friedman (2015) highlighted, the study might be affected by the fact that our 
measure of quality for accounting regulation is limited to a measure of perception of investors on 
the strength of accounting and auditing regulation. Instead, this measure could be replaced by a 
construct confirmed by confirmatory factor analysis, based on data collected using questioners 
distributed to firms’ CFOs and professionals. Nonetheless, we have to underline that institutional 
factors considered in the study might be too aggregate for the purpose of our research. Further 
research studies will consider an in-depth analysis of the topic, considering those weaknesses as 
well. 
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