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Abstract 

Creative Accounting (CA) is not a new issue in Accounting literature. Several studies and 

literature reviews identify the opportunities, incentives, methods and objectives that guide such a 

practice in the private sector. Very few studies, however, are found in the public sector literature, 

regarding it’s conceivable that public sector organizations also face incentives and have the 

opportunities to manipulate their financial and budgetary performance. Indeed, there is a lack of 

comprehension about creative accounting in the public sector that must be filled by literature. This 

study aims to contribute to this emergent debate trough a literature review, analyzing published 

researhes by seven perspectives: (i) journal and year of publication; (ii) geographic area and period 

of analysis; (iii) the methodology and method of analysis applied; (iv) the subject of research (i.e., 

who practiced CA); (v) the incentives and opportunities for CA; (vi) the target-user of mislead 

information; (vii) the CA techniques reported and the approach applied to assess CA. The main 

findings exhibit a predominance of papers published and focusing in the European context, the 

papers were published on a concentrated sample of journals which editorial is predominantly based 

in Europe. The majority of the paper use a quantitative approach. Some interesting research 

opportunities are discussed in conclusion. 
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Introduction 

 

The manipulation of accounting information is a relevant issue both for academics and 

practitioners (Dechow et al., 2012). Several researches have been suggesting that private firms use 

many forms of “accounting tricks” to manage their reported financial performance, position and 

cash flows. This may happen for a variety of reasons, such as: to avoid regulatory intervention and 

political costs, to reduce costs of external financing, to influence stock-market perceptions, to 

guarantee (or, at least, increase the probability of) earning executive bonus, and to avoid 

punishments for not reaching any imposed threshold. In addition to an increasing number of 

empirical evidences of private sector earnings management, academic literature is also very well 

served of literature reviews in that regard, such as Schipper (1989), Healy and Wahlen (1999), 

Dechow and Skinner (2000), McNichols (2000) and Verbruggen et al (2008). 

In the context of not-for-profit organizations, a limited number of studies on creative 

accounting have also been conducted, but they even lead to similar evidences about the use of such 

tricks to reach an around-zero result (Christensen & Mohr, 1995; Trussel, 2003; Verbruggen & 

Christiaens, 2012) and avoid its manager being punished or the interruption of transfers of public 

resources for funding the not-for-profit activities. 

As in the private sector, it is conceivable that public sector organizations also face incentives 

and have the opportunities to manipulate their financial and budgetary performance. Public sector 

bodies and managers face significant pressures from several groups of stakeholder (such as media, 

tax payers, voters, elected officials, internal/external investors, users of public services and so) to be 

accountable to, and to adequately manage public resources. It is supposed that these facts are 

sufficient to incentive the manipulation of financial reports. However, few studies on this topic can 

be found in the public sector literature. Notice, however, that several researchers recognize this as 

an ample room that must be better explored in the public sector arena (e.g., Leone and Van Horne, 

2005; Ballantine et al., 2007; Pilcher & Van der Zhan, 2012). Indeed, there is a lack of 

comprehension about the incentives, opportunities and techniques for creative accounting in the 

public sector. 

Indeed, the development of a literature review on creative accounting faces an additional 

challenge: a lack of consistence in regard to the terms used in the literature.
1
 McKee (2005, p.3) 

lists the top fifteen terms that have been used to describe the manipulation of financial information, 

among which cooking the books, earnings manipulation, financial numbers game, accounting 

                                                 
1
 Notice that in the three paragraphs above we used the following terms to refer to the same thing: creative 

accounting, manipulation of accounting information, earnings management, accounting tricks. However, we 

stick with creative accounting from here after. 
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magic and window dressing stand out. In this research we use the term creative accounting (CA), 

because it is the most common description identified in this literature review. 

Thus, the main objective of this study is to determine the extent of creative accounting in 

public sector organizations trough a literature review. Our goal is to better understand how this 

issue is being studied. As far as we are concerned, there is no screening and classifying literature 

that has already developed a structured overview of the studies performed in the topic. Then, our 

goal is to offer a useful systematic literature review and highlight relevant issues for further 

research. 

The remainder of this paper is organized as follows. In the next section we discuss our 

methodology. In the third section we categorize and briefly discuss some selected papers. In the 

fourth section we develop a deeper revision of the literature through seven perspectives of analysis 

(journal and year of publication; geographic area and period of analysis; methodology and method 

of analysis applied; subject of research; incentives and opportunities; target-user of mislead 

information; techniques reported and the applied approach to assess the creative accounting). The 

last section presents the concluding remarks and suggestions for further research. 

 

2. Methodology and contribution 

 

In this section we explain the procedures for data collection and treatment. Firstly, we explain 

how the reviewed papers were searched and selected. Secondly, we explain how the papers were 

divided in four categories depending on how they treat the two main issues analyzed in the paper 

(creative accounting and public sector): as the object of the study or as a contextualization. 

 

2.1 Data collection 

We searched for papers that are dedicated to discuss public sector creative accounting on four 

databases (i.e., Scopus, EBSCO, Web of Knowledge and Periódicos Capes
2
). Additionally, we used 

Google Scholar. We searched for four terms representing creative accounting (i.e., creative 

accounting, earnings management, accounting trick, and accounting manipulation) in combination 

with three terms representing the public sector (i.e., public sector, public administration, and 

government). Therefore, twelve different searching combinations were conducted with the 

connector “AND / &” on the accessed sources. 

                                                 
2
 Periódicos Capes is an online library that contains more than 35 thousand international academic journal. It 

is maintained by the Brazilian federal government, and its access is restrained to universities and research 

center based in Brazil (link: <www.periodicos.capes.gov.br>). 
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We impose three restrictions to the results: (i) that it were papers published in academic 

journals, (ii) that their full paper was available, and (iii) that papers were published in English-

language. 

Additionally, through a “snowball” mechanism, we searched on the references of the initial 

sample for papers which title suggested that the research was about public sector creative 

accounting. Finally, we eliminated repeated items. The final sample comprises 144 papers. 

 

2.2 Data Treatment 

All 144 papers were superficially reviewed (i.e., analysis of the abstract, introduction and 

concluding remark sessions), in order to assure their suitability for the purpose of the present 

research. Hence, we classify the papers on four categories, on the basis of a 2 × 2 table, as presented 

in Table 1. Each category is explained and analyzed below. 

 

Table 1. First round of analysis - papers suitability for this literature review 

    Creative Accounting  

   contextualization object of study Total 

Public Sector 
  

contextualization 89 20 109 

object of study 18 17 35 

Total 107 37 144 

 

Upper and left hand corner 

This category represents papers that do not focus in the public sector (PS), nor in creative 

accounting (CA), but present both PS and CA as a background, a contextualization for the research. 

Despite being the most representative (i.e., 62% of papers collected), this category is the least 

relevant for the objective of the present literature review. Please, note that those paper probably are 

of great contribution to the literature, but they are not on the interest of this literature review simply 

because they do not discuss public sector creative accounting. Thus, for the sake of parsimony, no 

further analysis is presented on their regard. 

 

Lower and left hand corner 

This category includes papers that focus on the PS (i.e., the central or local governments, 

and/or their agencies or departments are the object of analysis), but CA is presented only as a 

landscape, not as the core of the research. In terms of writing style, papers in this category share the 

common strategy to quote or cite (usually in footnotes) other papers which object of study is the 

public sector creative accounting. It’s noteworthy that these papers are quite similar to those which 
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we have analyzed. However, these papers do not address the CA in a systematic way, i.e., do not 

have a section dedicated to explaining, exemplifying or measure the CA; namely CA is just an 

argument to justify or base the main argument that each develops. In sum, these papers do not bring 

any new knowledge for the study of CA. Some examples are as follows. 

Heald (1991) focuses on different concepts adopted by the UK public sector order to define 

what effectively is a “public expense”, i.e., what is the definition adopted for classifying an expense 

as public or not. He shows that the definition changes over the years depending on the historical 

moment. Such changes may lead to changes in the "rules of the game" leading to the practice of 

earnings management. Wehner and De Renzio (2013) found that the more fiscal transparency is 

associated with improved budgetary outcomes, lower sovereign borrowing costs, decreased 

corruption, and less creative accounting by governments. In the same line, Haan and Klomp (2013) 

analyze several factors conditioning the occurrence and strength of manipulation of fiscal policy for 

electoral purposes, such as fiscal rules, whose effectiveness depends on fiscal transparency, which 

affects the probability that budgetary tricks are exposed. 

 

Upper and right hand corner 

This category is the reverse of the previous one. Here, CA is the focus, but PS is presented 

only as a background. Many of them analyze private sector entities (e.g., listed companies, private-

held entities, either profit-seeking or not-for-profit) that engage in CA practices in response to 

incentives provided by governmental decisions (e.g., economic regulations, tax rules, biding 

processes, and public-private-partnerships). Some remarkable examples of this group of papers are 

presented below. 

Chaney (2011) found that the quality of earnings reported by politically connected firms is 

significantly poorer than that of similar non-connected companies, due to their lesser need to 

respond to market pressures to increase the quality of information, connected companies can afford 

disclosing lower quality accounting information. Hooper and Kearins (2007) analyze the interesting 

case of the Bank of New Zealand (BNZ), which suffered of financial mal-management twice even 

separated by nearly a century. BNZ were twice controlled by politically driven individuals who use 

creative accounting to mask their poor performance caused by a disastrously management. In these 

two times, Government was persuaded to rescue the bank, sharing the losses by the whole 

population. Verbruggen and Christiaens (2012) found that either non-profit organizations drive their 

results toward zero profit to justify their public subsidies and governmental funding, which is even 

stronger for organizations whose accumulated reserves are high. 
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Lower and right hand corner 

Finally, the group of papers that are relevant for the present literature review. All the papers in 

this category investigate public sector creative accounting. Following we present a brief comment 

about the objective and conclusions of each of the 17 papers classified in this category. However, 

the detailed analysis of this literature review is presented in the next section of this paper. 

Jones and Euske (1991) aim to provide a definition of the term "strategic misrepresentation" 

(SM) applied to public budgeting. They identify thirteen budget-process factors which tend to 

stimulate strategic misrepresentation and bring examples to demonstrate under which conditions 

these processes lead to SM. They attribute a great importance to the incentive structure and that 

moral issues do not seems to lessen the practice. 

Starting from the point of view that all treasurers resort to some combination of creative 

accounting trying to "adjust" the past, Parkinson (1986) analyzes the case of Liverpool and identify 

nine groups of activities made by the "local council" that can be seen as creative accounting. Smith 

(1988) analyze how local governments in England deal with an imposition of a target by the central 

government. The dual incentives faced by the local government includes a punishment (if target 

were exceeded) and the necessity of secure the next year budget, which implies to overestimate the 

budget. 

Milesi-Ferreti (2003) suggests a theoretical model to analyze the effects of an imposed fiscal 

policy. The author emphasizes that, despite such rules could lead to fiscal adjustment, they could 

also provide incentives to the use of creative accounting, depending on the degree of transparency 

of the budget affecting the probability of the “tricks" been detected. Von Hagen and Wolff (2006) 

test the model developed by Milesi-Ferreti (2003) and provide empirical evidence of creative 

accounting in the European Union countries. They also found that fiscal rules induce governments 

to use creative accounting to hide deficits. Since the governments tend to consider the reputation 

and the economic costs of sticking to the rule to make its decision, the authors found that the 

incentives are particularly large in times of recession (when the cost of reducing the deficit is 

stronger). 

Dafflon and Rossi (1999) highlight the weakness of the rules used to qualify the candidates as 

member of the European Union (following the Maastricht Treaty). In this sense, they analyze some 

accounting tricks used by countries to meet such criteria. Analyzing fiscal data of the European 

Union countries, Bernoth and Wolff (2008) investigate the effects of creative accounting signals on 

interest rate spreads of bond yields. Considering two different measures of creative accounting, they 

found that both increase the risk premium, which is even stronger in financial markets that are 

unsure about the true extent of creative accounting. 
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Milesi-Ferreti and Moriyama (2006) use a balance sheet approach to examine the degree to 

which reductions in government debt in the EU countries have been accompanied by a 

decumulation of governmental assets. The results show that changes in governmental assets and 

liabilities are strongly correlated, and that the decline in assets’ balance is even greater in countries 

with higher public debt levels. Buti et al (2007) pointed out that numerical rules for deficit and debt 

provide incentives for creative accounting in the EU countries. They investigate the impact of fiscal 

variables on bond yield spreads and found that the spread can be influenced by creative accounting. 

In the context of public sector reforms, Benito et al (2008) analyze some new financing 

methods to private financing the public works in Spain. Discussing these methods, they show that, 

in fact, the payments are finally made by the budgetary resources of the Government, despite the 

accounts sound contrary. Pina et al (2012) see the ‘accounting numbers management’ as a natural 

consequence of public sector reforms, making public sector become closer to the private structure to 

make them more efficient and accountable. They found that government agencies use earnings 

management to keep net operating costs to around zero. The authors question the effectiveness of 

financial targets associated with accrual-accounting measures. Ballantine et al (2007) examine the 

incentives for earnings management to English NHS hospital Trusts, which have a statutory duty to 

achieve financial break-even based on reported income. Therefore, strong incentives exist for the 

use of discretionary accruals to ensure financial break-even is achieved, which offers a partial 

explanation for the recent deterioration of their financial position. 

Lüder (2000) analyzes the problems concerning the three "accounting systems" (i.e., 

governmental accounting, government finance statistics and the government sector of national 

accounting) that provide information on government financial condition. The author argues that 

failures in the link of these governmental accounting systems strengthen the incentives for creative 

accounting. 

Ferreira et al (2013) demonstrate that discretionary accruals are used in order to report 

positive net positive earnings but close to zero. Stalebrink (2007) indicates that municipalities tend 

to increase in then write-off and depreciation expenses during fiscal years when large deficits are 

recorded or when they report surpluses that are large enough to absorb added write-off and 

depreciation expenses. Vinnari and Nasi (2008) develop a case study about a public water utility 

company owned by a local government in Finland, aiming to explore whether NPM reforms 

(mainly “accountingzation” and the formation of profit-making municipal enterprises) have 

succeeded in its goals (such as accountability and transparency) or, in contrast, if they lead 

incentive to creative accounting practices. Pilcher and Zhan (2010) provide empirical evidence of 

"unexpected depreciation" in Australian local governments. 
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3. Deep analyses of the literature on public sector creative accounting 

In this section, we analyze the literature under the following perspectives: (i) journal and year 

of publication; (ii) geographic area and period of analysis; (iii) the methodology and method of 

analysis applied; (iv) the subject of research (i.e., who practiced CA); (v) the incentives and 

opportunities for CA; (vi) the target-user of mislead information; (vii) the CA techniques reported 

and the approach applied to assess CA. 

 

3.1 Journal and Year of publication 

The 17 papers were published from 1986 through 2013 in only 11 academic journals, which 

5-year JCR impact factor vary from 0.575 to 3.337 and SRJ H index varies from 12 to 69. Only one 

journal does not have its impact factor measured in neither databases.  

The majority of the journals is responsible for publishing only one paper about public sector 

creative accounting, in the period 1986-2014. On the other hand, there is a concentration on 

Financial Accountability and Management, where almost 30% of the papers reviewed were 

published; curiously, the only journal which impact factor is not measured by JCR or SJR, as 

presented in Table 2. Also noteworthy the fact that only one of the 11 journals is not published in 

Europe. 

Table 2. Distribution of the papers per Journal and Impact Factor 

Journal Country # papers % JCR
a
 SJR

b
 

Financial Accountability & Management UK 5 29.4 - - 

Journal of Banking & Finance NED 2 11.8 1.721 69 

Public Money and Management UK 2 11.8 0.817 23 

CESifo Economic Studies UK 1 5.9 0.750 12 

Critical Perspectives on Accounting USA 1 5.9 - 23 

Environment and Planning C: Government and Policy UK 1 5.9 1.386 29 

Journal of Public Administration Research and Theory UK 1 5.9 3.337 49 

Journal of Public Economics NED 1 5.9 2.197 67 

Public Choice NED 1 5.9 1.255 35 

Public Management Review UK 1 5.9 1.291 18 

Scottish Journal of Political Economy UK 1 5.9 0.575 26 

Total - 17 100 - - 

a
 JRC measured in accordance with the 5-year impact factor, as at February 2014 <http://admin-

apps.webofknowledge.com/JCR/JCR?RQ=HOME>. 
b
 SJR measured in accordance with the H index, as at February 2014 

<http://www.scimagojr.com/journalsearch.php>. 
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Figure 1 shows a growing trend of publishing papers on the topic. Noteworthy is the period 

between 2004 and 2008, when eight papers were published, 50% of them analyzed CA in the 

context of European national governments complying with the Maastricht Treaty (Milesi-Ferreti & 

Moriyama, 2006; von Hagen & Wolff, 2006; Debrun et al, 2008; Buti et al, 2007). The “R² 

statistics” (that try to find the best linear fit to the data) shows a positive trend representing that 

almost 17% of the distribution of data could be explained by such a positive linear trend (even 

considering a weak relation). 

 
Figure 1. Distribution of the papers per year of publication 

 

The number of publications is still very small, with an average of 0.61 papers published per 

year. During the period 1986-2004, the average was 0.32 papers/year; notice that no paper was 

published in several years, highlighting a long period ranging from 1992 to 1998. On the other 

hand, during the period 2005-2013 the average was 1.4. Such a behavior demonstrates that public 

sector creative accounting is gaining attention from the academic community. Indeed, it 

demonstrated the potential for advancement in the area. 

 

3.2 Period and Geographic area of analysis 

Considering that some studies cover a period longer than one year, additional data treatment 

was necessary for investigating the period of analysis. Each time a year was studied in each paper, 

the respective year was counted. Therefore, 2004 was studied by 10 papers.  

Notice that since 1982 no year was left unanalyzed, until 2008. On the other hand, no 

reviewed paper (published until December 2013) studied evidences for the period 2009-2014. 

R² = 0,1647 
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The “R² statistics” (that try to find the best linear fit of the data) shows a positive trend representing 

that almost 45% of the distribution of data could be explained by this linear trend. 

 

Figure 2. Distribution by geographic area and years of analysis 

 

 

The majority of the papers analyze public sector creative accounting evidences from 

European countries. It is worth noting the concentration of studies about European countries during 

the period 1997-2005, when national governments were trying to comply with the Maastricht 

Treaty. 

There are two additional noteworthy aspects in such a distribution. First, the concentration of 

studies in regard to the American experience from the period 1986-1990 – the Reaganomics period, 

under which the supply-side economic policies advocated reducing tax rates to spur economic 

growth, controlling the money supply to reduce inflation, deregulation of the economy, and 

reducing government spending.
3
 Second, the concentration of Australian studies from the period 

2003-2006 – such a period begins only one year after the Financial Reporting Council provided a 

strategic direction to the Australian Accounting Standards Board to work towards adopting 

Standards that are the same as those issued by the International Accounting Standards Board 

(IASB), for application under the Corporations Act 2001 for accounting periods beginning on or 

after 1 January 2005.
4
 

                                                 
3
 Ronald Reagan, President of the United States, was in office during the period 1981-1989. 

4
 Source: <http://www.aasb.gov.au/Pronouncements.aspx>. 
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The significance of European studies might be explained by the fact that the editorial of 10 

over 11 journals analyzed are based in Europe. 

 

3.3 The methodology and method of analysis applied 

Table 3 provides an overview of the methodology of the reviewed papers. Papers were 

classified into theoretical based, empirical based on qualitative approach and empirical based on 

quantitative approach.  

Table 3. Distribution of the papers by methodology and method applied 

Methodology / Method Total % 

Theoretical 3 20,0 

Illustrative cases 2 66,6 

Mathematical analysis 1 33,3 

Qualitative approach 6 33,3 

Case Studies 5 80,0 

Fiscal gimmickry 1 20,0 

Quantitative approach 13 46,7 

Stock-flow adjustment 4 33,3 

Abnormal (disretionary) accruals 4 28,6 

Around-zero result 3 33,3 

Unexpected depreciation 2 28,6 

Total 23ª 100 

a
 Some papers focus on two or more different methodological approach. 

 

The majority of papers (46,7%) is based on quantitative approach, which uses budgetary, 

financial and/or accounting data to find empirical evidence of CA. The papers use on average 1.35 

methodological approaches. Actually, 14 papers use only one method to assess CA. The other three 

papers used two methods, which are Bernoth and Wolff (2006); Ferreira et al (2013); Ballantine et 

al (2007).  

In the theoretical approach, the 3 papers sought to analyze the incentives for CA. Two of 

them are grounded in a theoretical discussion of concepts and present illustrative cases, such as 

Lüder (2000) and Jones and Euske (1991). On the other hand, Milesi-Ferreti (2003) focuses on the 

conceptual development of a theoretical (but mathematized) model, seeking to understand the field 

of research, focusing mostly on incentives and possible opportunities. 
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In the qualitative approach there is a predominance of case studies in regard to central and 

local governments’ CA, presenting evidence and explanation of the strategy used in such cases 

(Dafflon & Rossi, 1999; Benito et al, 2008; Smith, 1988; Parkinson, 1986; Vinnari & Nasi, 2008). 

The unique exception is Bernoth and Wolff (2010) who adopted the strategy developed by Koen 

and van den Noord (2005) to search for empirical evidences of CA, searching for news in the 

media. This strategy is called as “fiscal gimmickry”. 

In the quantitative approach the presence of papers in the four subgroups is well spread. The 

“stock-flow adjustment” (SFA) is based on the inconsistencies between the fiscal result of an year 

and the difference between the total debt in the year. This approach is used by Bernoth and Wolff 

(2008), Milesi-Ferretti and Moryiama (2006), Von Hagen and Wolff (2006) and Buti et al (2007). 

The measurement of “abnormal accruals” is based on the widely renowned model of Jones 

(1991). This method is used by  Pina et al (2012), Ferreira et al (2013), Ballantine et al (2007). 

The “around-zero” approach is based on Burghstaler and Dichev (1997). It is used by 

Ferreira et al (2013), Ballantine et al (2007). 

The “unexpected depreciation” is a method used by Pilcher and Van der Zahn (2010) and 

Stalenbrink (2007). The model usually used to depreciation is the Marquadt and Wiedman (2004). 

 

3.4 The subject of research 

Public sector accounting literature uses to focus either on the central (or national) 

government, or on local government, or on public executive agencies. Such a diffuse research 

agenda provides the opportunity to enhance knowledge about the public sector accounting 

innovations, but, on the other hand, mitigates the comparability of results (Chan, Jones and Lüder, 

1996). Table 4 shows that public sector creative accounting also lacks focus on a group of subjects 

of research. 

Table 4. Analysis of the research object 

Who practiced CA? n % 

Whole of Government 2 5 

Central Government 9 45 

Local Government 8 40 

Public executive agency 2 10 

Total 20
a 100 

a
 Three papers focus on two different categories.  

 

The great majority of the papers are focused on government per si. Seven papers focus only 

in central government, 6 focuses only on local governments and 2 focus on both. Regarding the 

papers that analyze both local and national governments is Jones and Euske (1991) that analyze 
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cases in the USA, and Benito et al (2008) that analyze in Spain. Only two papers (Ballantine, 2007; 

Pina et al, 2012) focus on different subject (executive agencies). 

It should be noted that the majority of the papers (62.5%) that analyze national government 

do it in the context of the formation of the European Union, especially in the context of compliance 

with the Maastricht Treaty. The two papers dealing with cases of CA in executive agencies are 

developed in England, maybe denoting a stronger and more mature system of NPM, in which the 

executive agencies are actually responsible for the management of public resources with a greater 

level of independence. 

 

3.5 The incentives and opportunities for CA 

The main incentive for the use of CA is the existence of fiscal and budgetary rules that 

prevent expenditures that exceed a target (or threshold) set by an external body or a higher 

organization in the public administrate hierarchy. Such limits usually aim to prevent the local 

government to incur high fiscal deficits and/or increase public debts. Table 5 presents not only the 

incentives but also the opportunities to CA.  

 

Incentives and Opportunities n % 

Incentives 16 64,0 

Fiscal rules, imposed targets and so on 15 93,8 

Political reasons 2 12,5 

Opportunities 9 36,0 

Public sector reforms 4 44,4 

Accounting reforms 3 33,3 

Regulatory flexibility 2 22,2 

Total 25
a
 100 

a
 Some papers focus in more than one incentive/opportunity.   

 
Table 5. Main incentives and opportunities 

 

In the case of European countries, stands out the Maastricht Treaty that established limits and 

targets to the public deficit and debt. Dafflon and Rossi (1999) treat the maneuvers made by 

European national governments (such as Germany, Italy, France and Belgium) to comply with such 

thresholds. Others interesting citations are Milesi-Ferreti and Moryiama (2006) and Bernoth & 

Wolff (2008). 

With respect to local governments, the fiscal limits are usually imposed by the central 

government, especially in a context of administrative reform of the public sector. Benito et al 
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(2008), Vinnari and Nasi (2008), Pina et al (2012), Smith (1988) and Parkinson (1986) analyze this 

point. 

It should also be noted that, despite not being pervasive, a recent trend is the concern of 

literature with the political aspects that encourage the practice of CA. Noting the intense importance 

that the political aspects have on the public men (remember that their stakeholders are voters, 

political parties, legislators, etc.), it ends up becoming a strong pressure for the election and so on. 

This is the issue studied by Ferreira et al (2013) and Buti et al (2007). 

 

3.6 The purpose for misleading information and target-user 

The private sector earning management literature presents many purposes management has to 

present misleading information, such as: to avoid political costs, to earn bonus and compensations, 

to reduce the cost of capital, to reduce tax expenses etc. (see McKee, 2005; Mulford & Comiskey, 

2002). Similarly to private sector, public sector entities have different purposes to engage in CA, as 

presented in Table 6. 

 

The purpose is to ... n % 

Sound austere    10    58,8 

     To be accepted in European Union 5 50,0 

     To comply with fiscal responsibility and other rules 4 40,0 

     To lower capital costs 1 10,0 

Guarantee budgetary resources    5    29,4 

Increase political capital    2    11,8 

Total 17 100 

Table 6. Distribution of the papers per the purposes of CA 

 

To sound austere is the most studied incentive for CA. PS entities practice CA either to be 

accepted as a member of European Union (e.g., Dafflon & Rossi, 1999; Milesi-Ferreti & Moryiama, 

2006; Von Hagen & Wolff, 2006); to comply with fiscal responsibility laws or other requirements 

(e.g., Bernoth & Wolff, 2008); or to reduce the cost of capital in financial market (i.e., Buti et al, 

2007).  

The second major cited reason is to guarantee resources. This might be the case of executive 

agencies that try to follow the targets imposed by the parent department (Pina et al, 2012; Ballantine 

et al, 2007). Local governments practice CA in order to guarantee budgetary resources and to avoid 

punishments from the central governments. 
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The IPSASB’s Conceptual Framework (IPSASB, 2013) presents that the primary users of 

public sector general purpose financial reports are: “service recipients and resource providers and 

who do not possess the authority to require a public sector entity to disclose the information they 

need for accountability and decision-making purposes”. The reviewed literature supports such a 

statement in the sense that it provides evidence that public sector entities use to engage in CA to 

primary mislead information delivered to resource providers (central government authorities, 

investors and parent department), to service recipients (the whole population, considered as voters) 

and also to their representatives (the elected politics and the monitoring bodies might be seen as 

representatives), as shown in Table 7. 

 

Who is the cheated? n % 

Monitoring authorities      11      57,9 

     Central government authorities 5 45,5 

     European Union authorities 6 54,5 

Investors     4     21,1 

Parent Department    2     10,5 

Voters    2    10,5 

Total 19ª 100 

a
 Two papers focus in two different incentives/opportunities.   

Table 7. Analysis per the target-user 

 

One of the aims of studying CA is to identify who is being made of full by the practice. The 

most cheated target-user are monitoring authorities. The majority of the papers focuses on European 

Union members manipulating financial reports to comply with the Maastricht Treaty thresholds. 

The central government monitoring authorities are the second most cheated target-users (Stalebrink, 

2007; Pilcher & Van der Zhan, 2010) - who is mainly cheated by local governments -. 

Investors that use the governments’ reports to decide whether to invest are also a target of 

misleaded information (Bernoth & Wolff, 2008). The parent department is fooled by their related 

executive agencies, as stated by Ballantine et al (2007) and Pina et al (2012). Despite its importance 

to the whole of a government, the political reason is only claimed by two researches: Ferreira et al 

(2013) and Buti et al (2007). 

 

3.7 The CA techniques reported and the approach applied to assess CA 
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Private sector earnings management literature use to classify earnings management 

technique into (at least) two types: accounting decisions (i.e., through the recognition and 

measurement of transactions or presentation in the financial reports), and operational decisions (or 

real activities; e.g., sale of assets, cutting research and development expenditures, increasing 

production level, etc.); see Roychowdhury (2006). Among the reviewed papers, both types of CA 

were also identified in the PS context, as presented in Table 8. 

 

Which techniques do they use? n % 

Accounting decisions      22       66,7 

     Reschedule of debt/budgetary recognition 11 33,3 

     Capitalization of assets 4 12,1 

     Revaluing assets 3 9,1 

     Depreciation expenses 3 9,1 

     Varying Assumptions 1 3,0 

Operational decisions      11       33,3 

     Sale of assets 6 18,2 

     Use of special funds 1 3,0 

    “Big-bath” 1 3,0 

     Off-budget items and infrastructure spending 1 3,0 

     Issuance of zero coupon bonds 1 3,0 

     Special dividends earned 1 3,0 

Total 33ª 100 

a
 Some papers focus in two or more methods.   

Table 8. CA techniques 

 

 Techniques that envolve accounting decisions are the most studied in the reviewed literature. 

Some authors emphasize that governamental accounting reforms related to change from cash basis 

to accrual accounting increase management discretion in regard to accounting matters (Vinnari and 

Nasi, 2008). Other authors claim the opposite, arguing that accrual-basis is the responsible to 

diminish their ability to time both the payment and the record of a transaction (Pina et al, 2012; 

Stalebrink, 2007). Despite such a debate, rescheduling debt or budgetary recognition is the most 

proeminent technique reported related to accounting decisions. 

Capitalization is also a common technique (Parkinson, 1986; Smith, 1988; Milesi-Ferreti and 

Moriyama, 2006). Generally, in these cases PS entities use capital transfers to cover operating 

losses of their entities that compound the whole of government accounting, aiming to avoid fiscal 
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deficit. Assets‘ revaluation has the purpose to accommodate increasing debts in the balance sheet 

(Lüder, 2000; Dafflon & Rossi, 1999). 

Pilcher and Van der Zahn (2010) emphasize that local governments attempted to use 

depreciation expenses to game with the numbers. 

In regard to operational decisions, the sale of assets (privatization) receives much attention 

from the academic comunity. There are evidences that the revenues earned in the sales of assets 

were used to produce fiscal surplus and not only to reduce the total debt.  

 

 

4. Concluding remarks 

 

This study aims to contribute to the literature of creative accounting in public sector 

organizations. From four journals databases we selected and categorized 144 papers, but only 17 of 

them were relevant for the purpose of this literature review, because only these studied public sector 

creative accounting. 

Each paper was analyzed on seven perspectives: (i) journal and year of publication; (ii) 

geographic area and period of analysis; (iii) the methodology and method of analysis applied; (iv) 

the subject of research (i.e., who practiced CA); (v) the incentives and opportunities for CA; (vi) the 

target-user of mislead information; (vii) the CA techniques reported and the approach applied to 

assess CA. 

In such an analysis we identified that the papers were published on a concentrated sample of 

journals which editorial is predominantly based in Europe (10 European journals among 11 journals 

in total), and publications are concentranted on the last decade. On one hand, the recent interest of 

journals’ editors on public sector creative accounting can be seen as an opportunity for researchers. 

On the other hand, the concentration on European journals might be a challenge to non-European 

researchers. Indeed, most of the studies focus on creative accounting cases experienced by 

European countries; exceptions are a couple of papers the studied cases from the USA and 

Australia. 

In regard to the methodology, almost half of the papers applys a quantitative approach (e.g., 

stock-flow adjustment, abnormal accruals, around-zero result or unexpected depreciation); on the 

other hand, one thrid applys a qualitative approach, primarily based on case studies. Only 20% of 

the papers are predominantily theoretical. 

Most of the recent empirical researches (both quantitative or qualitative) focus on the central 

government from European countries maniputaling their financial performance and position in 

order to comply with the thresholds imposed by the Maastrict Treaty. Notice, however, that there 
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are also papers that studied the whole of government accounts and local government cases. For 

instance, literature points out that local governments engage in CA to guarantee the flow of 

resources from the central government and to avoid punishments from central governamental 

monitoring autorities. Additionally, both central and local governments engage in CA mostly to 

sound austere, either with the main purpose to comply fiscal responsability rules or to reduce the 

cost of capital. But literature also presents situations of CA cases that aimed to enhance managers 

political capital. 

Hence, the primary target-user of misleaded information are monitoring authorities, investors 

and voters. Which is coherent with the list of the primary users of general purpose financial reports 

presented by the IPSASB in its Conceptual Framework. 

Based on these observations, we identify two main research avenues. 

The first one comes from questions raised from this study that remain unanswered: what 

explains the cycles of publication in CA? Why the focus is on European context? What about other 

contexts, like Latin America and Asia? The majority of quantitative methodologies to identify 

empirical evidences of CA are developed by researches aimed to analyze the private context, such 

as: the “around-zero approach” from Bugstahler and Dichev (1997); the “abnormal accruals” from 

Jones (1991); and the “unexpected depreciation” form Marquadt and Wiedman (2004). The great 

question here is: could these methodologies be entirely (and easily) transposed to the public 

context? Is it true to all countries? If “no” is the answer for any of these questions, which kind of 

transformations has to be made? As we have said, several questions and few answers until now. 

The second avenue comes from empirical trends that might guide the researches in the field. 

As discussed by Lüder (2000), the accounting reforms faced by several countries create 

opportunities to governments manage results. At last, but not least, how the European financial 

crisis has driven the incentives of CA to their national governments, regarding the two conflicting 

pressures they face at the same time: claims for more and better public services and to keep their 

fiscal austerity? 

Notice that these questions aim to be a “creative” way to put the issue into “account” for 

further researches. 
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