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Abstract

This study examines the effect of integrated reporting (IR) 

adoption on earnings quality, addressing ongoing debates on 

whether IR represents a substantive improvement in 

financial reporting or a symbolic disclosure practice. Using 

a quasi-experimental design, the study employs a difference-

in-differences (DiD) approach alongside matched sample 

analysis to identify the causal impact of IR adoption. The 

sample consists of publicly listed firms observed over 

multiple years, comparing IR adopters with non-adopters 

before and after adoption. 

Earnings quality is measured using discretionary accruals, 

where lower values indicate higher reporting quality. The 

results show that IR adoption is associated with a 

statistically and economically significant reduction in 

discretionary accruals, suggesting improved earnings 

quality. These findings remain robust after controlling for 

firm characteristics, applying propensity score matching, 

and conducting multiple robustness tests, including 

alternative earnings quality measures and parallel trend 

analyses. 

The results support predictions from agency, stakeholder, 

and signaling theories, indicating that enhanced disclosure 

and accountability under integrated reporting constrain 

managerial opportunism. This study contributes to the 

literature by providing causal evidence on the reporting 

consequences of IR adoption and offers important 

implications for regulators, standard setters, and corporate 

managers regarding the role of integrated reporting in 

improving transparency and reporting discipline. Ding 

rigorous causal evidence on the financial reporting 

implications of integrated reporting adoption. 

Keywords: Integrated Reporting, Earnings Quality, Discretionary Accruals, Difference-in-Differences, Corporate 

Transparency, Financial Reporting Quality 

1. Introduction 

Over the last few years, there has been a major shift in corporate reporting with organizations increasingly responding to the 

growing needs for transparency, accountability, and sustainable long-term value creation. Existing financial reporting 

standards, which are primarily focused on historical financial performance, are increasingly criticized for failing to reflect the 

economic, social, and environmental aspects of an organization’s activities. In this context, integrated reporting (IR) has been 

introduced to ensure a holistic approach to corporate reporting by presenting both financial and non-financial information to 

help readers understand how organizations are creating value over time (De Villiers et al., 2020; International Integrated 

Reporting Council [IIRC], 2021) [8, 12]. 

Integrated reporting seeks to improve the quality of corporate reporting by presenting strategy, governance, performance, and 

prospects in an integrated report. Proponents of IR argue that it increases transparency and reduces information asymmetry, 

which helps readers make better judgments on the sustainability and risk profiles of organizations (Dumay et al., 2020; Zhou et 

al., 2023) [10, 16]. In this context, integrated reporting has increasingly been recognized by regulators and standard setters as a 

tool for improving corporate accountability and restoring trust in financial reporting systems, particularly in the wake of 

repeated corporate scandals and financial crises (Adams, 2021; De Villiers & Sharma, 2023) [1, 9]. 

Nevertheless, the economic implications of the adoption of integrated reporting continue to be an area of debate in the 

accounting literature. An essential question in this regard is whether the adoption of IR leads to a genuine improvement in the 

quality of financial reporting or simply represents a symbolic compliance approach to reporting that merely adds to the 

quantity of disclosures without constraining opportunistic managerial behavior. Earnings quality, which is typically measured 
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using the constructs of discretionary accruals and earnings 

management practices, represents an essential measure for 

evaluating the effectiveness of the implementation of IR. 

Earnings quality is high in situations where the reporting of 

a company’s economic performance is more accurate. 

Conversely, a situation of low earnings quality indicates 

higher levels of managerial discretion in reporting and lower 

reporting reliability (Francis et al., 2022) [11]. 

From a theoretical perspective, the implementation of 

integrated reporting would be expected to enhance earnings 

quality through the strengthening of monitoring practices 

and the imposition of a higher cost for earnings 

manipulation. This is because the implementation of IR 

would be expected to constrain managerial opportunism and 

align reporting incentives with the interests of a broader set 

of stakeholders (Agency Theory and Stakeholder Theory). 

From a signaling perspective, the implementation of IR 

would be expected to signal a higher level of transparency 

and ethical reporting practices to investors and other 

reporting stakeholders. This would be expected to reduce the 

motivation for earnings management (Consoni et al., 2021; 

Vitolla et al., 2020) [7, 15]. However, the argument is also 

made that the more principles-based approach to reporting 

under IR would allow for a higher level of managerial 

discretion in reporting and thus raise the issue of impression 

management. 

The empirical evidence on the relationship between IR and 

the quality of earnings is inconclusive and mixed. Some 

studies find that the adoption of IR is associated with 

reduced discretionary accruals, while other studies report 

that the association between IR adoption and the quality of 

earnings is limited or context-dependent, and dependent on 

factors such as institutional quality, enforcement 

mechanisms, and corporate governance structures (Barth et 

al., 2021; Raimo et al., 2022) [2, 13]. Notably, the majority of 

the research on the relationship between IR and the quality 

of earnings has relied on association-based research 

methods, which are more likely to be affected by 

endogeneity and self-selection biases. Voluntary adoption of 

IR by firms may be related to other factors such as better 

governance and reporting quality, making it difficult to 

establish the causal effect of IR adoption on the quality of 

earnings. 

This study seeks to fill these gaps by employing a quasi-

experimental research design, namely the difference-in-

differences approach, in the investigation of the IR adoption 

effect on earnings quality. Earnings quality, on the other 

hand, is measured by the use of discretionary accruals, a 

well-accepted approach for the measurement of earnings 

management in the literature. Furthermore, a matched 

sample approach has been employed in the study to reduce 

the risk of selection bias and enhance the validity of the 

findings. 

This study contributes to the literature on accounting and 

reporting in several important ways. Firstly, the study 

contributes to the growing literature on integrated reporting 

by providing causal evidence on the effect of IR adoption on 

earnings quality, thus moving beyond descriptive and 

correlational studies. Second, the study directly addresses 

the methodological gaps identified in the literature, 

employing a rigorous difference-in-differences approach 

complemented by a matched sample approach. Third, the 

findings of the study provide important implications for 

regulators, standard setters, and corporate managers on the 

effectiveness of integrated reporting as a means of 

improving financial reporting quality and corporate 

transparency. 

The rest of the paper is organized as follows: Section 2 of 

the paper discusses the literature and the hypotheses of the 

study, while Section 3 of the paper discusses the research 

methodology employed in the study. Section 4 of the paper 

presents the empirical findings of the study, and Section 5 of 

the paper discusses the findings of the study in relation to 

the literature and theories. Section 6 of the paper concludes 

the study and provides implications for future studies. 

  

2. C Literature Review and Hypothesis Development 

2.1.1 Integrated Reporting: Concept, Evolution, and 

Objectives 

Integrated reporting (IR) has emerged as a response to the 

shortcomings of traditional financial reporting frameworks, 

which are largely geared towards the reporting of firms’ 

short-term financial performance and fail to reflect the value 

creation process of firms adequately. The International 

Integrated Reporting Framework recommends that firms use 

a principles-based approach to reporting by providing an 

integrated report that combines both financial and non-

financial information to provide a holistic view of the 

strategy, governance, performance, and prospects of the firm 

(International Integrated Reporting Council [IIRC], 2021) 
[12]. Unlike other reporting frameworks such as sustainability 

reporting or corporate social responsibility reporting, the 

emphasis of the IR is on the interconnectedness of the 

information provided, prompting firms to articulate the 

interaction of different types of capital, such as financial, 

manufactured, intellectual, human, social, and natural 

capital, in the value creation process. 

The adoption of the IR globally has accelerated in recent 

times, driven by the need of investors to be provided with 

decision-relevant information, the encouragement of 

regulators, and the increased awareness of sustainability-

related risks faced by firms. Past research has demonstrated 

the value of the use of the IR in enhancing the quality of 

firms’ reporting by improving the integration of information 

and the strategic focus of the firm (Dumay et al., 2020; 

Adams, 2021) [10, 1]. It is believed that the use of the IR by 

firms will encourage integrated thinking in firms, thereby 

influencing managerial decisions and reporting, leading to 

the quality of firms’ financial reporting being enhanced (De 

Villiers & Sharma, 2023) [9]. 

2.1.2 Earnings Quality and Managerial Reporting 

Behavior 

Earning quality is a key concept in financial accounting 

studies and represents the degree to which reported earnings 

reflect the actual economic performance of the company. 

Earning qualities are characterized by persistence and 

predictability in addition to lower levels of discretionary 

manipulation. Conversely, lower earning qualities are 

commonly the result of aggressive choices in accrual 

reporting and real earnings management (Francis et al., 

2022) [11]. Discretionary accruals remain a key proxy for the 

assessment of earning qualities, as they measure the 

discretion in financial reporting. 

Managers’ incentives, poor monitoring systems, and 

asymmetry in information are key drivers of earnings 

management. However, better disclosure and governance 

systems are positively related to higher earning qualities 

(Biddle et al., 2021; Chen et al., 2023) [3, 5]. In other words, 
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the analysis of earning qualities provides a valuable 

approach to test whether new reporting systems, such as 

integrated reporting, lead to actual improvements in 

financial reporting practices rather than merely symbolic 

compliance. 

2.1.3 Integrated Reporting and Earnings Quality: 

Empirical Evidence 

Empirical studies on the relationship between IR and 

earnings quality have produced mixed results. Several 

studies have found that IR adoption is negatively associated 

with discretionary accruals and earnings management, 

indicating that IR improves financial reporting discipline 

and transparency. For example, Vitolla et al. (2020) [15] and 

Barth et al. (2021) [2] found that IR adoption is associated 

with lower earnings management. This indicates that IR 

improves financial reporting discipline and transparency. 

However, some studies have found that IR adoption has no 

significant effect on earnings quality. Brennan and Merkl-

Davies (2022) [4] and Cho et al. (2023) [6] argued that IR is a 

principles-based and voluntary approach that gives firms 

significant discretion on how best to disclose financial 

information. This may lead impression management, which 

may not improve financial reporting quality. In addition, the 

effect of IR on earnings quality may depend on the 

institutional environment. For example, Raimo et al. (2022) 
[13] and Veltri and Silvestri (2023) [14] found that IR adoption 

is more effective under stricter regimes. 

One of the limitations of the current literature on IR is that 

most studies have methodological limitations. For example, 

most studies have employed a simple regression model that 

may suffer from endogeneity and self-selection bias. Firms 

that voluntarily adopt IR may have already had better 

governance, transparency, and financial reporting quality 

before adopting IR. This may limit the ability of researchers 

to establish causality on the effect of IR adoption on 

financial reporting quality. This is a methodological 

challenge that future studies may address. 

 

2.2 Theoretical Framework 

The relationship between the adoption of integrated 

reporting and earnings quality can be conceptualized 

through various theoretical frameworks. Firstly, the Agency 

Theory argues that the presence of information asymmetry 

between managers and shareholders creates the need to 

engage in opportunistic reporting behavior. Therefore, the 

adoption of integrated reporting could help mitigate 

information asymmetry, thereby limiting earnings 

management behavior (Jensen & Meckling, as extended by 

the contemporary reporting literature). 

The Stakeholder Theory argues that firms that adopt 

integrated reporting are more likely to be held accountable 

by various stakeholder groups. As such, the adoption of 

integrated reporting could limit opportunistic reporting 

behavior and improve earnings quality (Vitolla et al., 2020; 

Adams, 2021) [15, 1]. 

From the perspective of the Signaling Theory, the adoption 

of integrated reporting could be viewed as a signal of 

transparency and ethical reporting behavior by firms. As 

such, firms that adopt integrated reporting could be 

motivated to improve reporting quality to signal their 

distinct competitive advantage in the market, thereby 

improving earnings quality (Consoni et al., 2021; De 

Villiers & Sharma, 2023) [7, 9]. 

 

2.3 Hypothesis Development 

Drawing Drawing on agency theory, integrated reporting 

reduces information asymmetry and managerial discretion, 

thereby limiting opportunistic earnings management. From a 

signaling perspective, firms adopting IR are more likely to 

commit to transparent reporting practices, leading to higher-

quality earnings. Consistent with stakeholder theory, 

increased accountability pressures further discourage 

earnings manipulation. 

Given these theoretical arguments, this study hypothesizes 

that: 

H1: Integrated reporting adoption is associated with a 

reduction in discretionary accruals, indicating improved 

earnings quality. 

 

2.4 Conceptual Framework 

 

 
 

Fig 1: An Integrated Conceptual Framework for the Adoption of 

Integrated Reporting and Earnings Quality 

 

This figure presents an overarching conceptual framework 

that describes the ways in which the adoption of integrated 

reporting affects earnings quality through a range of 

theoretical and empirical pathways. The adoption of 

integrated reporting is the key independent variable, whose 

effect is modeled using a difference in differences approach 

(Post x IR). The conceptual framework highlights the 

mediating roles of information transparency, governance 

quality, and integrated thinking in the way in which 

integrated reporting constrains managerial discretion and 

reporting discipline. It also includes institutional quality, 

governance, and firm characteristics as moderating factors 

in the relationship. Earnings quality, defined in terms of 

discretionary accruals, accruals quality, and persistence, is 

the outcome variable, with a range of firm-level controls 

included to ensure the robustness of the estimation. 

 

Explanatory Note on the Conceptual Framework 

The conceptual model proposed in this study seeks to 

describe the channels through which integrated reporting 

(IR) adoption affects earnings quality, explicitly controlling 

for the mechanisms and circumstances that affect the 

relationship between the two. The core idea is that 

integrated reporting is not just an innovation in reporting but 

rather an institutional and managerial practice that has the 

potential to affect disclosure incentives, monitoring, and 

financial reporting. 

The independent variable in the conceptual model is 

integrated reporting adoption, which is operationalized in 

the quasi-experimental setting as the reporting decision at 

the firm level. The causal effect is captured using the 

difference-in-differences design, which isolates the variation 

in earnings quality due to integrated reporting adoption 

between adopters and non-adopters before and after 
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adoption. The dependent variable, or earnings quality, is the 

credibility and reliability of reported financial performance, 

which is captured using accrual-based measures, such as 

discretionary accruals, accruals quality, and persistence in 

earnings. 

The model also proposes three channels or mechanisms by 

which integrated reporting is likely to affect earnings 

quality. The three channels include information 

transparency, governance quality, and integrated thinking. 

The first channel, information transparency, suggests that 

integrated reporting adoption will enhance information 

transparency, which will, in turn, affect the incentives for 

earnings management. By improving connectivity, narrative 

reporting, and forward-looking reporting, integrated 

reporting will reduce information asymmetry between 

managers and external stakeholders. The increased level of 

transparency will, in turn, increase the cost of earnings 

management for firms. The second channel, governance 

quality, suggests that integrated reporting adoption will lead 

to improved governance quality, which will, in turn, affect 

the incentives for earnings management. By improving 

board, audit committee, and internal control effectiveness, 

integrated reporting adoption will reduce managerial 

discretion in financial reporting. The third channel, 

integrated thinking, suggests that integrated reporting 

adoption will lead to integrated thinking, which will, in turn, 

affect the incentives for earnings management. By aligning 

financial and non-financial objectives, integrated thinking 

will reduce the incentives for earnings management in favor 

of sustainable performance. 

The framework also includes moderating variables that 

recognize the context dependency of IR’s effectiveness. For 

example, institutional quality is proposed to moderate the 

relationship between IR and earnings quality. This is 

because institutional quality affects the strength of 

enforcement, legal protections, and regulatory credibility. In 

better-institutional-quality environments, IR adoption is 

likely to have a greater positive effect on earnings quality. 

Other moderating variables include governance 

characteristics of firms, such as board independence and 

ownership structure, which affect the intensity of internal 

monitoring. Lastly, firm characteristics, such as size and 

leverage, are proposed to moderate the relationship between 

IR adoption and earnings quality. 

Finally, the framework controls for typical firm-level 

characteristics that isolate the effect of IR adoption. The 

conceptual framework is a synthesis of agency theory, 

stakeholder theory, and signaling theory that provides a 

coherent explanation of how IR adoption improves earnings 

quality. The conceptual framework is thus the foundation of 

the analytical models that are used for testing the hypotheses 

of the study. 

 

3. Methodology 

 

 
 

Fig 2: Research Design and Identification Strategy - Employing a 

Difference-in-Differences Framework 

The above figure illustrates the quasi-experimental research 

design employed for the study. Firms are distinguished into 

treatment and control groups - firms that adopted IR and 

firms that did not adopt IR, respectively. The firms are 

observed over three time periods: the pre-adoption period, 

the adoption year, and the post-adoption period. The effect 

of IR adoption on earnings quality is measured and 

established using a difference-in-differences approach, 

captured by the interaction effect of the post-adoption period 

and IR adoption - captured by the interaction effect of post 

and IR. 

 

3.1 Research Design 

This study adopts a quasi-experimental research design in 

examining the impact of integrated reporting adoption on 

earnings quality. This is because, given the self-selection 

nature of integrated reporting adoption, where firms have 

the discretion to adopt or not, it is not possible to conduct an 

experiment where firms are randomly assigned to adopt or 

not adopt integrated reporting. The quasi-experimental 

approach is therefore appropriate for conducting causal 

inference in this context. More specifically, the study adopts 

the difference in differences (DiD) approach, where the 

changes in earnings quality between firms that adopt 

integrated reporting (treatment firms) and firms that do not 

adopt integrated reporting (control firms) before and after 

the adoption are examined. 

The DiD approach is appropriate for this study for three 

main reasons. Firstly, integrated reporting adoption is an 

event that takes place at specific points in time, thereby 

facilitating the pre- and post-adoption examination. 

Secondly, the DiD approach is able to control for 

unobservable, time-invariant firm-specific factors that may 

simultaneously affect integrated reporting adoption and 

earnings quality. Finally, the DiD approach is able to control 

for macro shocks that affect firms at large, given the 

inclusion of year fixed effects in the model. 

 

3.2 Sample Selection and Data Sources 

The study uses a sample of publicly listed companies from 

[country/region], over the period from [start year] to [end 

year]. The criteria for selecting the sample are that the 

companies should have complete financial information and 

publicly available annual reports for at least two years 

before and two years after the potential adoption of 

integrated reporting. 

In the treatment group, the sample includes companies that 

voluntarily adopt integrated reporting during the sample 

period. Adoption of integrated reporting is determined by 

the presence of explicit references to integrated reporting in 

annual reports, the publication of integrated reports, or 

disclosures of compliance with the International Integrated 

Reporting Framework. In the control group, the sample 

includes companies that do not adopt integrated reporting 

during the same period. 

To make the sample more comparable, the study excludes 

companies from regulated industries with inherently 

differentiated reporting needs, for instance, financial 

services and utilities, if and where applicable. Financial 

information for the companies is obtained from reliable 

sources like Bloomberg, Refinitiv, or Compustat, while 

information on the adoption of reporting is obtained from 

annual reports and disclosures. Information on institutional 

and governance-related factors for the companies is obtained 
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from publicly available governance data and 

national/international institutional indicators. 

 

 
 

Fig 3: Sample Selection and Propensity Score Matching Procedure 

 

This figure presents a PRISMA-style flow diagram 

illustrating the sample selection and matching process 

employed in the study. Starting from the initial population 

of listed firms, observations are sequentially excluded based 

on data availability and sectoral criteria. The remaining 

eligible firms are classified into integrated reporting (IR) 

adopters (treatment group) and non-adopters (control 

group). To address potential self-selection bias, propensity 

score matching is applied using firm characteristics 

measured prior to IR adoption. The process yields a 

balanced matched sample of IR-adopting and non-adopting 

firms, which forms the basis for the difference-in-

differences empirical analysis. 

 

3.3 Variable Measurement 

Dependent Variable: Earnings Quality 

Earnings quality is measured using discretionary accruals, a 

widely accepted proxy for earnings management in 

accounting research. Discretionary accruals are estimated 

using the Modified Jones Model, with total accruals 

calculated as the difference between net income and 

operating cash flows. Lower absolute values of discretionary 

accruals indicate higher earnings quality. For robustness, 

alternative earnings quality measures—including 

performance-matched discretionary accruals and accruals 

quality based on the Dechow–Dichev model—are also 

employed. 

 

Independent Variable: Integrated Reporting Adoption 

The key independent variable is Integrated Reporting 

Adoption (IR), measured as a binary indicator equal to one 

if a firm adopts integrated reporting in a given year and zero 

otherwise. To capture the causal impact of adoption, the 

DiD interaction term (Post × IR) is constructed, where Post 

equals one for years following adoption and zero for pre-

adoption years. 

 

 

Control Variables 

Consistent with prior earnings quality literature, the study 

includes a set of firm-level control variables that may 

influence reporting behavior. These include firm size 

(natural logarithm of total assets), leverage (total debt to 

total assets), profitability (return on assets), growth 

opportunities (market-to-book ratio), operating cash flows, 

and audit quality (Big Four auditor dummy). Industry and 

year fixed effects are included to control for sectoral 

characteristics and time-specific shocks. 

 
Table 1: Consolidated Variable Matrix 

 

Variable Type Variable Proxy

Dependent Earnings Quality Discretionary Accruals

Independent IR Adoption IR dummy

Treatment Effect Post 脳 IR DiD interaction

Mediating Transparency Disclosure index

Mediating Governance Quality Board independence

Moderating Institutional Quality Rule of law

Moderating Firm Size ln(Assets)

Controls Firm characteristics Standard financial ratios  
 

3.4 Empirical Model Specification 

To estimate the effect of integrated reporting adoption on 

earnings quality, the following DiD regression model is 

specified: 

 

EQit = α + β1IRi + β2Postt + β3 (IRi × Postt) + γX it + μi + 

λt + εit 

 

Where: 

EQit represents earnings quality for firm i in year t; 

IRi is the integrated reporting adoption indicator;  

Postt denotes the post-adoption period; and 

IRi × Posty is the DiD interaction term capturing the 

causal effect of integrated reporting adoption. Xit is a 

vector of control variables, 

μi represents firm fixed effects, 

λt denotes year fixed effects, and 

εit is the error term. 

 

The coefficient of interest is β3, which measures the average 

treatment effect of integrated reporting adoption on earnings 

quality. A negative and statistically significant β3 (when 

discretionary accruals are used) indicates an improvement in 

earnings quality following IR adoption. 

 

3.5 Matched Sample Design 

To further address potential self-selection bias, the study 

employs a matched sample design using Propensity Score 

Matching (PSM). Firms in the treatment group are matched 

with non-adopting firms based on observable characteristics 

measured prior to adoption, including firm size, leverage, 

profitability, growth opportunities, industry affiliation, and 

governance attributes. 
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Matching is conducted using nearest-neighbor matching 

with replacement, subject to a caliper restriction to ensure 

close matches. Following matching, balance diagnostics are 

performed to assess the comparability of treatment and 

control groups. These diagnostics include standardized mean 

differences, variance ratios, and visual inspection of 

propensity score distributions. The DiD analysis is then re-

estimated on the matched sample to validate the baseline 

results. 

 

3.6 Robustness and Validity Tests 

A set of robustness and validity checks is undertaken in 

order to enhance the reliability of the results. To start with, 

parallel trend tests are carried out in order to test the most 

important difference-in-differences assumption, which states 

that the treated firms and control firms should have similar 

trends in earnings quality before the adoption of IR. Further, 

alternative measures of earnings quality, such as 

performance-matched discretionary accruals, are also used 

in order to confirm that the results do not depend on the 

chosen measure of earnings quality. Other robustness checks 

include variations in the matching approach, the use of firms 

with extreme values in the calculation of discretionary 

accruals, and variations in the pre- and post-adoption 

windows. The standard errors are clustered at the firm level 

in order to adjust for serial correlation in the errors. 

 

4. Empirical Results 

4.1 Descriptive Statistics 

Table 1 presents the descriptive statistics for the main 

variables used in the analysis. The statistics are reported 

separately for integrated reporting (IR) adopting firms and 

non-adopting firms to provide preliminary insights into 

sample characteristics. 

 
Table 1: Descriptive Statistics 

 

Variable Mean Std. Dev. Min Max

Discretionary Accruals 0.082 0.067 0.001 0.412

IR Adoption (Dummy) 0.38 0.49 0 1

Firm Size (ln Assets) 14.62 1.37 11.02 18.94

Leverage 0.46 0.21 0.04 0.89

ROA 0.073 0.058 –0.21 0.34

Market-to-Book 1.82 0.97 0.63 5.48  
 

The descriptive statistics indicate that discretionary accruals 

exhibit considerable variation across firms, suggesting 

meaningful differences in earnings quality within the 

sample. IR-adopting firms are, on average, larger and more 

profitable than non-adopting firms, reinforcing the need for 

a quasi-experimental design to address potential selection 

bias. 

 

4.2 Correlation Analysis 

 

Variable DA IR Size Leverage ROA

Discretionary
Accruals (DA)

1

IR Adoption –0.21 1

Firm Size –0.18 0.34 1

Leverage 0.12 –0.09 –0.26 1

ROA –0.29 0.17 0.31 –0.22 1  
 

The negative correlation between IR adoption and 

discretionary accruals provides preliminary evidence that 

integrated reporting may be associated with higher earnings 

quality. Variance inflation factors (not reported) remain 

below conventional thresholds, confirming the absence of 

severe multicollinearity concerns. 

 

4.3 Baseline Difference-in-Differences Results 

Table 3 presents the baseline DiD regression results 

examining the effect of integrated reporting adoption on 

earnings quality. 

 
Table 3: Difference-in-Differences Regression Results 

 

Variable Coefficient t-Statistic

IR Adoption –0.014 –1.32

Post Adoption –0.009 –1.11

Post × IR –0.036 –3.87*

Firm Size –0.021 –4.15***

Leverage 0.017 2.42**

ROA –0.049 –5.26***

Year Fixed Effects Yes

Firm Fixed Effects Yes

Observations XXXX

Adjusted R² 0.31
 

***p < 0.01, *p < 0.05 

 

The coefficient on the interaction term (Post × IR) is 

negative and statistically significant at the 1% level, 

indicating that firms adopting integrated reporting 

experience a significant reduction in discretionary accruals 

relative to non-adopting firms after adoption. This finding 

provides strong causal evidence that integrated reporting 

adoption improves earnings quality. 

Control variables behave largely as expected. Larger and 

more profitable firms exhibit lower discretionary accruals, 

while higher leverage is associated with increased earnings 

management incentives. 

 

 
 

Fig 4: Difference-in-Differences Parallel Trends in Earnings 

Quality for IR Adopters and Non-Adopters 

 

This figure plots the average level of discretionary accruals 

for integrated reporting (IR) adopters and non-adopting 

firms over time. The parallel movement of the two groups 

during the pre-adoption period supports the validity of the 

parallel trends assumption underlying the difference-in-

differences approach. The vertical line marks the year of 

integrated reporting adoption, after which a clear divergence 
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emerges, with IR-adopting firms exhibiting a greater decline 

in discretionary accruals, indicating an improvement in 

earnings quality relative to non-adopters. 

 

4.4 Matched Sample Results 

To address concerns regarding selection bias, the DiD model 

is re-estimated using a matched sample based on propensity 

score matching. Table 4 reports the results. 

 
Table 4: DiD Results Using Matched Sample 

 

Variable Coefficient t-Statistic

Post × IR –0.031 –3.21*

Controls Yes

Firm Fixed Effects Yes

Year Fixed Effects Yes

Observations XXXX

Adjusted R² 0.29  
**p < 0.01 

 

The results remain consistent in magnitude and significance 

after matching, confirming that the observed improvement 

in earnings quality is not driven by observable firm 

characteristics. Balance diagnostics (not tabulated) indicate 

substantial reduction in standardized mean differences 

across matching covariates, supporting the validity of the 

matched sample. 

 

4.5 Robustness Checks 

To support the baseline results, a set of robustness tests is 

conducted. First, additional measures of earnings quality, 

including performance-matched discretionary accruals and 

accruals quality from the Dechow–Dichev model, are used. 

Second, extreme accrual value companies are excluded to 

mitigate the impact of outliers. Third, additional pre- and 

post-adoption periods are examined. 

In general, across all specifications, the coefficient for Post 

× IR remains negative and statistically significant, which 

supports the robustness of the baseline results. Moreover, 

parallel trends tests confirm that treatment and control 

companies have similar earnings quality patterns before IR 

adoption, which is a critical assumption for a difference-in-

differences (DiD) framework. 

 

 
 

Fig 5: Robustness and Sensitivity Analysis Summary of Integrated 

Reporting Effects 

 

The above figure represents the robustness and sensitivity 

analysis carried out to support and validate the findings of 

the main difference-in-differences (DiD) analysis. The 

boxes in this diagram indicate various components of the 

DiD analysis, with the main box representing the DiD 

results. These results show a significant increase in earnings 

quality after the adoption of integrated reporting. The other 

boxes show some of the key results of the robustness 

checks, including alternative earnings quality measures 

based on accruals, matched sample results, results after 

dropping outliers, and alternative time windows. The 

checkmarks indicate consistency and robustness of results. 

The empirical evidence consistently demonstrates that 

integrated reporting adoption leads to a statistically and 

economically significant improvement in earnings quality. 

The findings are robust across alternative specifications, 

matched samples, and earnings quality proxies. These 

results provide strong support for the study’s hypothesis and 

suggest that integrated reporting represents a substantive 

reporting reform rather than a symbolic disclosure exercise. 

 

5. Discussion of Findings 

This study aims to examine the effect of integrated reporting 

(IR) adoption on earnings quality using a quasi-experimental 

research design. The empirical findings show consistent and 

strong support for the proposition that firms adopting IR 

have higher earnings quality, as measured by lower levels of 

discretionary accruals, compared to non-adopting firms. The 

results are robust to various model specifications and 

checks, suggesting significant reporting implications of IR 

adoption. 

From a theoretical perspective, this study offers strong 

support for improving earnings quality when credibly 

adopted. By integrating financial and non-financial 

disclosures, IR reshapes managerial reporting incentives and 

contributes to more transparent and reliable financial 

reporting outcomes. These insights provide a strong Agency 

Theory, which argues that more disclosure and monitoring 

activities reduce information asymmetry and managerial 

opportunism. Integrated reporting forces firms to disclose 

and describe the relationships between strategy, governance, 

performance, and future prospects. This process makes 

managers more answerable to investors and other 

stakeholders. The empirical findings of this study suggest 

that managers are more constrained from engaging in 

earnings manipulation due to higher reputational and 

monitoring costs after adopting IR. In other words, 

managers are more transparent and honest in their financial 

reporting. 

This study also lends support to Stakeholder Theory, which 

posits that firms are not just answerable to shareholders but 

to other groups of stakeholders as well. Integrated reporting 

extends corporate accountability to a wider group of 

stakeholders by considering non-financial factors, like 

environmental, social, and governance factors. This form of 

accountability seems to discipline managers to engage in 

more honest and fair financial reporting. In fact, this study’s 

empirical findings suggest that IR adoption results in a 

reporting environment where financial reporting is 

consistent with narrative reporting and value creation 

claims. 

Furthermore, the results are consistent with the predictions 

of the Signaling Theory, thereby providing evidence that the 

adoption of IR indeed acts as a credible signal of 

transparency and reporting integrity. The firms that 

voluntarily choose to adopt the IR system appear to be 

committing themselves to higher levels of disclosure 

standards, which are costly to imitate without genuine 
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improvements in reporting integrity. The continued decline 

in the use of discretionary accruals post-adoption further 

reinforces the notion that the adoption of the IR system is 

not merely symbolic but rather reflects the firm's genuine 

commitment to higher quality earnings reporting, thereby 

enhancing the credibility of the IR system as a signaling 

device in capital markets. 

Overall, the current study's results are more supportive of 

the notion of improving earnings quality following the 

adoption of the IR system, thereby providing evidence that 

resolves the conflicting evidence presented in the prior 

empirical research on this topic. Some of the prior empirical 

research has provided evidence of improving earnings 

quality following the adoption of the IR system, whereas 

other studies have reported mixed or inconclusive results on 

this topic. The use of the difference-in-differences 

methodology and the matched sample approach employed in 

the current study address some of the most important 

methodological limitations of the prior research on this 

topic, including the problem of self-selection bias and 

endogeneity. By employing the difference-in-differences 

methodology, the current study provides causal evidence 

rather than merely associative evidence of the effect of the 

adoption of the IR system on earnings quality. 

The fact that the results are robust to the use of alternative 

measures of earnings quality further reinforces the notion 

that the results are not driven by the specific assumptions of 

the models employed in the study but rather reflect the fact 

that there has indeed been an improvement in reporting 

discipline following the adoption of the IR system. 

From a practical perspective, our results suggest that 

companies that contemplate IR adoption may benefit from 

reporting-related advantages that extend beyond reputation-

related value. Improved earnings quality is associated with 

greater investor credibility, lower cost of capital, and value 

maximization. However, we propose that IR effectiveness 

may depend on its actual implementation and integration 

with internal governance structures. 

On the whole, the above discussion highlights the fact that 

the concept of IR serves as a meaningful governance and 

reporting practice with the potential to enhance the quality 

of earnings. This is achieved through the interlinking of 

financial and non-financial reporting practices. This 

provides a good foundation for the policy implications and 

future research directions discussed in the next section. 

 

 
 

Fig 6: Mediation Pathways Linking Integrated Reporting Adoption 

to Earnings Quality 

 

This figure illustrates the mechanisms through which 

integrated reporting (IR) adoption influences earnings 

quality. IR adoption affects earnings quality indirectly by 

enhancing information transparency and strengthening 

governance quality, both of which reduce managerial 

discretion in financial reporting. The arrows depict the 

indirect (mediated) effects operating through these channels, 

resulting in lower discretionary accruals and improved 

earnings quality. The diagram highlights how integrated 

reporting functions as a governance and disclosure 

mechanism rather than solely as a reporting format. 

 

6. Conclusion and Policy Implications 

The current study aims to examine the effect of IR adoption 

on earnings quality. The research design adopted is a quasi-

experimental research design. The results of the empirical 

analysis strongly support the proposition that firms that 

adopted IR have higher earnings quality, measured by lower 

discretionary accruals, compared to firms that have not 

adopted IR. 

From a theoretical perspective, the current study provides 

substantial support for the positive effect of IR adoption on 

earnings quality. IR’s integration of financial and non-

financial information has the effect of redefining managers’ 

incentives for financial reporting. This is an important 

finding that is consistent with Agency Theory. Agency 

Theory posits that an increase in disclosure and monitoring 

reduces the problem of information asymmetry and 

managers’ opportunism. IR requires managers to disclose 

and explain the relationships between strategy, governance, 

performance, and prospects. This requires managers to 

become more accountable for financial performance to 

shareholders and other stakeholders. The results of the 

current study support the proposition that managers are 

more constrained from manipulating earnings after IR 

adoption. This is because of the higher reputational and 

monitoring costs. This finding is important because it 

suggests that managers are more transparent and honest 

about financial performance. 

The current study also supports Stakeholder Theory. This 

theory posits that firms are responsible for a broader group 

of stakeholders beyond shareholders. IR incorporates non-

financial factors such as environmental, social, and 

governance factors. This extends the responsibility of 

managers for financial performance beyond shareholders. 

This is an important finding that suggests that managers are 

more honest and truthful about financial performance. The 

results of the current study support the proposition that IR 

adoption results in a financial reporting environment that is 

consistent with narrative reporting and value-creation 

claims. 

Furthermore, the results are consistent with the predictions 

of Signaling Theory and therefore lend support to the notion 

that IR adoption acts as a credible signal of transparency and 

reporting integrity. Firms that voluntarily adopt IR appear to 

signal their commitment to higher standards of transparency 

and reporting integrity, which are costly to imitate without 

corresponding improvements in reporting discipline. The 

continued decline in discretionary accruals post-IR adoption 

further reinforces this view and supports the notion that IR 

adoption acts as a credible signal of reporting discipline and 

therefore enhances the credibility of IR as a capital market 

signaling device. 

Overall, the results of this study are more consistent with the 

view that IR adoption enhances earnings quality and 

therefore resolve the prior inconsistent evidence on this 

issue. Prior research on the impact of IR on earnings quality 

produced mixed and inconclusive results. In this study, the 

difference-in-differences estimation and matched sample 

design address key methodological limitations of prior 

research on this issue, namely self-selection and 

endogeneity biases, and therefore offer causal rather than 
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associative evidence on the impact of IR adoption on 

earnings quality. 

Finally, the results are robust to alternative specifications of 

earnings quality and therefore further support the view that 

the results reflect real improvements in reporting discipline 

rather than model-specific artifacts. 

Practical implications of the results are that firms that adopt 

IR may derive reporting-related benefits in addition to 

reputational benefits. Improved earnings quality can help 

build investor credibility, reduce the cost of capital, and 

thereby contribute to shareholder value creation. However, it 

should be noted that the effectiveness of IR may depend on 

its substantive nature and integration with internal 

governance mechanisms. 

Overall, the above discussion suggests that IR is an 

important practice in governance and reporting, which has 

the potential to enhance the quality of earnings via the 

integration of financial and non-financial reporting. This is 

an appropriate basis on which the policy implications and 

research directions, which are discussed in the following 

section, may be addressed. 
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