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Dau Hoang Hung (Vietnam), Dang Ngoc Hung (Vietnam)

INVESTOR REACTIONS

TO FINANCIAL STATEMENT
MANIPULATION BY LISTED
FIRMS IN THE VIETNAMESE
STOCK MARKET

Abstract

This study examines investor reactions to financial statement manipulation in the
Vietnamese stock market using a large, unbalanced panel dataset of 11,418 firm-year
observations over the 2016-2024 period. The sample comprises 1,398 non-financial
companies listed on the HOSE, HNX, and UPCOM, explicitly excluding the financial
and banking sectors due to their distinctive regulatory and accounting frameworks.
By integrating accrual-based earnings management measures with the M-score mod-
el, the research provides novel empirical evidence of asymmetric market behavior.
Specifically, investors respond positively to income-increasing earnings management
in the short term, while largely ignoring income-decreasing practices. Furthermore,
the findings reveal a notable “delayed reaction” phenomenon: fraud risk, as proxied
by the M-score, is not immediately incorporated into current stock prices but instead
leads to significantly lower future returns. The results also emphasize the M-score’s
critical moderating role, demonstrating that the negative impact on future returns is
amplified in high fraud-risk environments. Ultimately, this study highlights market in-
efficiency in an emerging economy and recommends utilizing the M-score as an early
warning tool for stakeholders to avoid the earnings illusion trap.

Keywords financial statement manipulation, earnings management,
investor reaction, M-score, Vietnamese stock market
JEL Classification M41, G14, G41

INTRODUCTION

The quality of financial reporting information plays a central role in
supporting investment decisions and ensuring the efficient alloca-
tion of resources in capital markets. According to the Efficient Market
Hypothesis, stock prices should promptly and fully reflect all available
information; therefore, any distortion in financial information may
lead to inaccurate investor reactions and erode market confidence
(Diamond & Verrecchia, 1991; Fama, 1970). In this context, finan-
cial statement manipulation, whether through accrual-based earn-
ings management practices or financial misrepresentation, represents
a critical challenge to the transparency and effective functioning of
stock exchanges. Consequently, understanding how capital markets
absorb and price risks associated with distorted accounting informa-
tion is of paramount relevance.

While empirical evidence from developed markets generally dem-
onstrates that investors promptly discount firm value when earn-
ings manipulation or financial fraud is revealed (Dechow et al., 1996),
the pricing mechanism in emerging markets presents a more com-
plex scientific problem. These markets are typically characterized by
high information asymmetry, underdeveloped monitoring systems,
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and a predominant presence of individual investors (Ball et al., 2000; Leuz et al., 2003). Particularly in
Vietnam, the institutional context is distinctively shaped by a transitioning regulatory framework and
unique ownership structures, notably the significant presence of state ownership and specific limits
on foreign ownership, which inherently influence corporate governance and monitoring quality in the
market (Dang et al., 2021, 2022). Furthermore, while the market’s regulatory environment is evolving,
the ongoing application of Vietnamese Accounting Standards (VAS) coupled with constrained enforce-
ment mechanisms often provides opportunistic loopholes for complex financial misrepresentation. The
core scientific question is whether investors in such constrained information environments possess the
capability to identify and respond rationally to financial statement manipulation in a timely manner, or
whether their reactions are delayed until the adverse consequences fully materialize (Chan et al., 2001;
Hirshleifer et al., 2009).

This scientific problem is further complicated by the multidimensional nature of accounting manipula-
tion, where market reactions may be asymmetric depending on the direction of earnings adjustments
(Ali & Bansal, 2023), and the overarching accounting fraud risk environment (Nguyen et al., 2022;
Ogujiofor et al., 2025). Although anomalies related to accruals and earnings quality have been docu-
mented in emerging contexts like Vietnam (Hung et al., 2023), there remains a critical theoretical and
empirical gap regarding the intersection of accrual-based earnings management and comprehensive
fraud prediction models. Specifically, the current scientific landscape lacks a unified framework to ex-
plain the potential “delayed reaction” and intertemporal asymmetry in investor behavior when con-
fronting concurrent signals of manipulated earnings and structural fraud risk (Vali Nia et al., 2022).
Addressing this deficiency is essential to uncovering the true nature of market inefficiencies and pricing
anomalies in developing economies.

1. LITERATURE REVIEW
AND HYPOTHESES

DEVELOPMENT

Beyond the sheer magnitude of manipulation, re-
cent literature emphasizes the asymmetric nature
of market reactions dependent on the direction of
earnings adjustments. Income-increasing earn-
ings management typically aims to convey positive

1.1. Earnings management

and market anomalies

The quality of financial information is foundation-
al to the efficient allocation of capital. While foun-
dational theories suggest that stock prices should
fully reflect all available information (Diamond &
Verrecchia, 1991; Fama, 1970), financial statement
manipulation distorts this pricing mechanism
(Dechow et al., 1996). Earnings management re-
flects the extent to which managers use account-
ing judgments to adjust reported earnings, there-
by impacting stock mispricing under conditions
of information asymmetry (Dechow et al., 2010;
Healy & Wahlen, 1999). Extensive literature dem-
onstrates that investors often fail to fully distin-
guish between discretionary accruals and under-
lying cash flows, leading to the overvaluation of
firms with high accruals and lower subsequent re-
turns (Chan et al., 2001; Richardson et al., 2005;
Sloan, 1996).
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signals about firm performance, artificially sup-
porting stock prices in the short run (Burgstahler
& Dichev, 1997; Teoh et al., 1998), whereas income-
decreasing adjustments, often associated with “big
bath” strategies, are rarely interpreted by the mar-
ket as positive signals (Francis et al., 2004). This
perceptual asymmetry is particularly pronounced
in emerging markets, where investors tend to react
naively to positive earnings signals while respond-
ing cautiously or weakly to income-decreasing
manipulations (Ali & Bansal, 2023; Hirshleifer et
al., 2009).

1.2. Accounting fraud risk
and the M-score model

Predicting severe financial misrepresentation re-
quires a more comprehensive assessment beyond
standalone accruals. This overarching account-
ing fraud risk is frequently operationalized via the
M-score model (Beneish, 1999). High fraud risk

http://dx.doi.org/10.21511/imfi.23(3).2026.09
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exacerbates information uncertainty, undermines
investor confidence, and foreshadows deteriorating
future operating performance (Dechow et al., 2011;
Hung, 2026; Ogujiofor et al., 2025). Behavioral fi-
nance literature suggests that the context in which
earnings management occurs is crucial; market
reactions to earnings quality are strongly moder-
ated by these overarching risk signals, leading to
complex, intertwined effects on stock valuation
(Nguyen et al., 2022; Vali Nia et al., 2022).

1.3. Investor reactions in the
constrained context of emerging
markets

The application of these theoretical frameworks
in emerging economies requires special consider-
ation of the institutional context. Emerging mar-
kets, such as Vietnam, are typically characterized
by weaker investor protection, underdeveloped
monitoring systems, and unique ownership struc-
tures (Ball et al., 2000; Leuz et al., 2003). The high
concentration of state and foreign ownership sig-
nificantly influences corporate governance quality
and earnings management behaviors (Dang et al.,
2022; Tran & Dang, 2021). Furthermore, due to
limited analytical capacities and high uncertainty,
investors in these developing economies often ex-
hibit delayed reactions, failing to immediately in-
corporate complex negative risk signals into cur-
rent prices. Instead, they adjust their valuations
only in subsequent periods as the true nature of
reported earnings is gradually revealed (Hung et
al., 2023; Barberis et al., 1998; Hong & Stein, 1999).

1.4. Aim and hypotheses
development

Overall, previous academic research suggests that
while earnings management and accounting fraud
risk independently disrupt market pricing, their
combined intertemporal effects remain under-
explored, particularly within the constrained in-
formation environments of emerging economies.
Addressing this gap, this study aims to examine
investor reactions to financial statement manipu-
lation by listed firms in the Vietnamese stock mar-
ket by integrating accrual-based earnings man-
agement measures with the M-score model. Based
on the logical analysis of the literature, the follow-
ing hypotheses are proposed:

http://dx.doi.org/10.21511/imfi.23(3).2026.09

HI: The magnitude of earnings management,
measured by its absolute value, has a nega-
tive impact on stock returns.

H2a: Income-increasing earnings management
has a positive effect on stock returns.

H2b: Income-decreasing earnings management
has a weak effect on stock returns.

H3:  Firms with higher M-scores (i.e., greater ac-
counting fraud risk) have lower stock returns.

H4: Accounting fraud risk moderates the rela-
tionship between the magnitude of earnings
management and stock returns.

H5: The negative investor reaction to financial

statement manipulation is more clearly re-
flected in stock returns in subsequent periods.

2. DATA AND METHODOLOGY

This section outlines the data collection process,
the sample selection criteria, and the measure-
ment of the key research variables. Furthermore,
it details the econometric models and estimation
methods employed to empirically test the pro-
posed hypotheses regarding investor reactions to
financial statement manipulation.

2.1. Data and sample selection

This study employs an unbalanced panel dataset
of non-financial firms listed on the Vietnamese
stock market. Firms operating in the financial and
banking sectors are excluded due to their distinc-
tive financial structures and accounting regula-
tions, which may bias the measurement of accru-
als and earnings management behavior. Financial
statement data are obtained from audited annual
financial reports, while stock price and return da-
ta are collected from official trading records of the
stock exchanges.

To reconcile the sample size and provide complete
transparency regarding the dataset, Table 1 de-
tails the sample construction process. The initial
sample encompasses all listed firms on the HOSE,
HNX, and UPCOM exchanges. Furthermore, ob-
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Table 1. Sample construction process

Screening Criteria Nun_1ber Firm-ye_a\r
of Firms Observations
Initial sample of all listed firms on HOSE, HNX, and UPCOM (2016—2024) 1,668 o o 15,012 o
Final Sample 1,398 : 11,418

servations lacking sufficient data to calculate dis-
cretionary accruals, the M-score, and control vari-
ables are omitted. The final unbalanced panel da-
taset comprises exactly 11,418 firm-year observa-
tions from 1,398 unique non-financial companies
over the 2016-2024 period.

2.2. Measurement of research
variables

2.2.1. Investor reactions

Investor reactions are measured using stock re-
turns (RET), which capture the returns earned
by investors in year t. To examine delayed mar-
ket reactions to information related to financial
statement manipulation, the study additionally
employs future stock returns (F.RET), measured
in year t + 1. This approach allows an assessment
of whether the market reacts slowly to complex ac-
counting information, consistent with the under-
reaction hypothesis in the literature (Sloan, 1996;
Hong & Stein, 1999).

2.2.2, Financial statement manipulation
and edarnings management

Earnings management is measured by discre-
tionary accruals (DA) estimated using the per-
formance-matched model of Kothari et al. (2005).
First, total accruals are calculated as net income
minus operating cash flows. These total accruals
are then regressed cross-sectionally for each in-
dustry-year on the inverse of lagged total assets,
the change in revenues adjusted for the change in
receivables, property, plant, and equipment (PPE),
and lagged return on assets (ROA). The residuals
from this estimation represent the discretionary
accruals (DA). The absolute value of discretionary
accruals (|DA|) captures the overall magnitude
of earnings management, regardless of its direc-
tion, and is used to test Hypothesis H1. To analyze
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asymmetric investor reactions, DA is decomposed
into positive discretionary accruals (DA_pos) and
negative discretionary accruals (DA_neg), follow-
ing the approach of Teoh et al. (1998), correspond-
ing to Hypotheses H2a and H2b.

In addition, the study employs the M-score as
a composite measure of the risk of financial
statement manipulation and accounting fraud
(Beneish, 1999). The M-score is comprehensively
calculated based on eight financial ratios captur-
ing distortions in days’ sales in receivables, gross
margins, asset quality, sales growth, depreciation,
selling and administrative expenses, leverage, and
total accruals. A higher M-score indicates a great-
er likelihood that a firm engages in financial state-
ment manipulation. Following Beneish (1999),
firms with an M-score greater than the critical
threshold of —2.22 are coded as 1 (indicating high
fraud risk), and 0 otherwise.

2.2.3. Control variables

The regression models include a set of control vari-
ables commonly used in finance and accounting
research. LEV is measured as the ratio of total
debt to total assets and captures financial leverage.
ROA represents firm profitability. SIZE is mea-
sured as the natural logarithm of total assets and
reflects firm size. Big4 is a dummy variable equal
to 1 if the firm is audited by a Big Four audit firm,
controlling audit quality. In addition, the study
controls for ownership structure through OWNF
(foreign ownership ratio) and OWNS (state own-
ership ratio), which are important institutional
characteristics of the Vietnamese market (Dang et
al., 2022; Tran & Dang, 2021).

2.2.4. Research models and estimation methods

To test the research hypotheses, the study employs
panel data regression models. The baseline model

http://dx.doi.org/10.21511/imfi.23(3).2026.09
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examines the impact of earnings management on
contemporaneous investor reactions and is speci-
fied as follows:

RE];,t =a+ ﬂlDAi’t + M SCOREM 1)
+p,(DA-M _SCORE),,

+2yControl, , + 1, + A+ ¢&,,.

To test asymmetric reactions, DA is replaced by its
directional components, DA_pos and DA_neg. To
examine the role of financial statement manipula-
tion in risk shaping future market outcomes, a dy-
namic model linking the M-score to future stock
returns is specified as follows:

F_RET,, =a+p.DA4,+p,M _SCORE,,
+B,(DA-M _SCORE),, @)
+2.y,Control,, + 1, + A+ ¢,,.

In these specifications, captures firm-specific ef-
fects (firm effects) to control for unobserved,
time-invariant firm characteristics, and )\t repre-
sents time-specific effects (year effects) to account
for macroeconomic shocks common to all firms in
a given year. To determine the appropriate model
specification, a Hausman test was conducted. The
significant test results strongly supported the use
of the fixed-effects (FE) model over the random-
effects specification. Consequently, all main re-
gressions are estimated using firm and year fixed
effects. Furthermore, to address potential issues
of heteroskedasticity and cross-sectional serial
correlation prevalent in panel data, standard er-
rors are adjusted and clustered at the firm level
(Petersen, 2008).

3. RESULTS

Table 2 presents the descriptive statistics for the
dataset, which comprises 11,418 observations over
the period 2016-2024, indicating a sufficiently
large sample to ensure the reliability of subse-
quent regression analyses. The mean value of
stock returns (RET) is positive (0.151), while the
standard deviation is relatively high (0.844), re-
flecting substantial volatility in stock returns in
the Vietnamese stock market, consistent with the
characteristics of an emerging market.

http://dx.doi.org/10.21511/imfi.23(3).2026.09

The variable DA has a mean value of 0.109, sug-
gesting that earnings management is relatively
prevalent among listed firms. The decomposition
of DA into DA_pos and DA_neg clearly captures
earnings adjustments in two opposite directions.
The mean value of M_SCORE is 0.544, implying
that more than half of the observations fall into
the group of firms with relatively high accounting
fraud risk.

Control variables such as LEV and ROA exhibit
wide dispersion, indicating considerable hetero-
geneity in financial structure and operating per-
formance across firms. The proportion of firms
audited by Big Four audit firms remains relatively
low (18.8%), while the levels of foreign ownership
and state ownership are moderate, reflecting the
diverse corporate governance characteristics of
the sample.

Table 2. Descriptive statistics of research
variables for non-financial listed firms in Vietnam
(2016-2024)

Variable Obs Mean Std. Min Max
H H dev. H
RET . 0151 0844 | -099 . 2034
DA 0.109 0.205 0.00 .
DA_pos 0112 _ 0195 = 000 397
DA_neg -0.106 : 0213 : -1010
M_SCORE 0.544 0.498 0
LEV 0639 2340 . 000
ROA 0.024 0.421 —24.20
SIZE 27125 1682 1672
Bigd 0188 0391 i
OWNF 0.056 0.119 0
OWNS 0279 | 0.294 B

Table 3 reports the correlation matrix, which in-
dicates that the relationships among the research
variables are generally low to moderate, thereby
alleviating concerns about multicollinearity. Stock
returns (RET) exhibit a positive and statistically
significant correlation with DA and ROA, suggest-
ing that in the short term, the market may respond
positively to profitability and to earnings manage-
ment behavior. DA are significantly and positively
correlated with M_SCORE and LEV, but negative-
ly correlated with ROA, SIZE, Big4, and the own-
ership variables, indicating that earnings manage-
ment tends to be more pronounced among firms
with higher risk, lower performance, and weaker
monitoring quality. The correlation coefficients
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Table 3. Correlation matrix of the research variables

Variable | RET : DA LEV

ROA SIZE Bigd OWNF OWNS

. M_SCORE :

©00237% | -02135* | 00215*
SiZE 700042 | -01146%  -01250°  -01006"
Bigd 00163 C0.04897 | SO08157 1 .-002497 ..
OWNF —0.0262* = —00383* . —0.0435* = —0.0232*
OWNS | Z00105 | -00705* | -0.1035*  -00162

_-03604%

1
ST S N N S S
0.0421* 0.4335* 1
00475* | -00494* | -00136  -0.1659* . 1

Note: * p < 0.05.

among the independent variables are all below the
commonly accepted threshold of 0.7, confirming
the suitability of the variables for subsequent re-
gression analyses.

The regression results reported in Table 4 provide
important empirical evidence on how the market
responds to different forms of financial statement
manipulation.

First, the results in column (1) show that the co-
efficient on DA is positive and statistically sig-
nificant at the 5% level (p = 0.158; t = 2.34). This
finding contradicts the expectation of an immedi-
ate negative penalty proposed in Hypothesis H1.
Instead, it indicates that in the short run, investors
in the Vietnamese stock market do not fully dis-
count the information risk associated with earn-
ings manipulation, leading to a contemporaneous,
positive price response. This highlights a transient
market inefficiency where investors naively over-
value managed earnings before making long-term
corrections.

Second, when earnings management is decom-
posed by direction, the results in columns (2) and
(3) show that income-increasing earnings man-
agement (DA_pos) has a positive and strongly
significant effect on stock returns (B = 0.307; t =
2.77), whereas income-decreasing earnings man-
agement (DA_neg) does not exhibit a significant
impact on RET. These findings provide clear sup-
port for Hypothesis H2a while rejecting a signifi-
cant effect as hypothesized in H2b. This pattern
indicates an asymmetric market reaction to finan-
cial statement manipulation: income-increasing
practices are interpreted by investors as positive
signals of firm performance or prospects, thereby
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driving stock prices upward in the short term. In
contrast, income-decreasing practices do not con-
vey clear signals and thus fail to trigger a mean-
ingful investor response.

Third, the results in column (4) indicate that
the M-score does not have a statistically signifi-
cant effect on contemporaneous stock returns (8
= —0.00551; t = —0.27), implying that Hypothesis
H3 is not supported in the context of contempo-
raneous market reactions. This finding suggests
that accounting fraud risk, as measured by the
M-score, is not immediately incorporated into
stock prices. A plausible explanation is that the
M-score is relatively technical in nature and not
easily recognized by typical investors, particularly
in an emerging market characterized by substan-
tial information asymmetry.

The regression results in column (5) further
show that the interaction term between discre-
tionary accruals and accounting fraud risk (DA_
MSCORE) is not statistically significant with
respect to RET. This implies that, in the short
term, investors do not adjust their reactions to
earnings management even when it is accompa-
nied by a high level of fraud risk. Nevertheless,
the positive sign of the coeflicient suggests that
fraud-related information may be incorporated
into prices with a delay, thereby supporting the
moderating role of the M-score in analyses of
future stock returns, consistent with Hypothesis
H5 from a dynamic information perspective.
Overall, these results indicate that investor re-
actions to financial statement manipulation in
Vietnam are selective and asymmetric, reflect-
ing the limited informational efficiency of the
Vietnamese stock market.

http://dx.doi.org/10.21511/imfi.23(3).2026.09
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In addition, the control variables yield several
noteworthy findings. ROA has a positive and con-
sistent effect on RET across all models, highlight-
ing the important role of operating performance
in stock valuation. Foreign ownership (OWNF)
exhibits a negative and statistically significant ef-
fect, suggesting that foreign investors tend to be
more cautious in the presence of information ma-
nipulation risk. By contrast, firm size (SIZE) and
Big Four audit status (Big4) have no significant ef-
fects on stock returns.

It is important to note that the values across the
regression models are relatively low, ranging
from 0.005 to 0.011 (as shown in Tables 4 and 5).
However, in asset pricing literature and returns-
based regressions, particularly in volatile emerg-
ing markets, low explanatory power is typical
and widely accepted. Stock returns are inherently
noisy and driven by a multitude of unpredictable
macroeconomic, market-wide, and behavioral
factors beyond firm-specific accounting variables
(Chan et al., 2001; Sloan, 1996). The statistical sig-

nificance of the coefficients, rather than the over-
arching, remains the primary focus for testing the
proposed hypotheses.

Based on the regression results reported in Table 5,
where future stock returns (F_RET) are employed
as the dependent variable, the study provides im-
portant empirical evidence on how investors in
the Vietnamese stock market respond to financial
statement manipulation, as measured by DA and
the M-score.

First, the results in column (1) indicate that DA
has a negative and strongly statistically signifi-
cant effect on F_RET (coeflicients of —0.206 and
—0.703, significant at the 1% level). This finding
implies that firms with higher levels of earnings
management tend to experience lower stock re-
turns in subsequent periods. The result supports
the hypothesis that the market does not fully in-
corporate information related to accounting ma-
nipulation in the current period; instead, stock
price adjustments occur with a delay as such in-

Table 4. Regression results with contemporaneous stock returns (RET)

3) (4)

Variable (1) (2)

DA

,,,,,,, 0307*** .
DA_pos Ll

DA_neg

M_SCORE

DA_MSCORE
0.100%***

. 4272

SIZE b
]
Bigd
B T ioTa S
OWNS

_cons

R-sq

0088 .
ooesLr

o D056L
[1.04]
LosagTe

BT N S

0054
[0.41]

(000445 . 0008S0** 000031

0.0775%** 0.0984*** 0.100***

.0

[1.08]
07397
as0)

00633 00415
[0.85] [0.98]

—0521%*r L _o7agrer

0251

o
0.005

Note: t statistics in brackets; * p < 0.1, ** p < 0.05, *** p <0.01.

http://dx.doi.org/10.21511/imfi.23(3).2026.09
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Table 5. Regression results with future stock returns (F_RET)

Variable (1) : (2) : (3) : (4) ; (5)
,,,,,,, (-2.81] e S
DA DOS
DA_ne -
B B et N
DA_MSCORE
0.0135 0.0533***
e SN =X AR WO L2722 N S
—0.195%** —0.145***
Big4
OWNF
5.447%%*
cons e
R-sq 0.007

Note: t statistics in brackets; * p < 0.1, ** p < 0.05, *** p <0.01.

formation becomes more clearly recognized. This
evidence is consistent with arguments regarding
delayed investor reactions in emerging markets,
where information quality and investors’ analyti-
cal capacity remain limited.

Second, the results in column (2), which decom-
pose earnings management by direction, show
that income-increasing earnings management
(DA_pos) has a strongly negative and statistically
significant impact on future stock returns (-0.299,
at the 1% significance level), whereas income-de-
creasing earnings management (DA_neg) is not
statistically significant. This suggests that, in the
short term, investors may be “misled” by inflat-
ed earnings; however, in subsequent periods, the
market corrects more strongly for firms exhibit-
ing income-increasing manipulation. In contrast,
income-decreasing adjustments, often associated
with conservative reporting or income-smoothing
motives, do not lead to a clearly negative market
reaction. These findings further reinforce the hy-
pothesis of asymmetric investor responses to dif-
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ferent forms of financial statement manipulation,
leading to the acceptance of Hypothesis H5.

Third, the results in column (4) show that the
M-score has a negative and highly statistically sig-
nificant effect on F_RET (coefficients of —0.081
and —0.131), indicating that firms with higher ac-
counting fraud risk face lower future stock returns.
This finding suggests that, although investor rec-
ognition may be delayed, the market eventually
identifies and “penalizes” firms with poor finan-
cial reporting quality. The result is consistent with
international evidence on accounting fraud and
market efficiency.

Notably, the interaction term DA_MSCORE in
column (5) exhibits a positive and highly statisti-
cally significant coefficient (0.589). To accurately
interpret this, we must examine the marginal ef-
fects. The base main effect of DA on F_RET is
heavily negative ( = —0.703). For firms with high
accounting fraud risk (M_SCORE = 1), the overall
marginal effect of DA on future returns becomes

http://dx.doi.org/10.21511/imfi.23(3).2026.09
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—-0.114 (-0.703 + 0.589). This mathematical result
indicates that the negative impact of earnings
management on future stock returns is actually at-
tenuated (weakened) rather than amplified in high
fraud-risk environments. A plausible explanation
is that severe information opacity and complex
reporting associated with high M-scores impede
the market’s analytical ability, causing investors to
struggle with fully disentangling and penalizing
specific accrual adjustments even in subsequent
periods. Alternatively, the direct penalty applied
to the overarching fraud risk itself (M-score coef-
ficient of —0.131) may dominate the market cor-
rection mechanism.

Finally, the control variables suggest that several
firm characteristics continue to play an important
role. Firm size (SIZE) shows a consistently nega-
tive and robust effect on F_RET, implying that
larger firms tend to generate lower future stock
returns. The Big4 variable has a weakly positive
effect, suggesting a signaling role of audit qual-
ity. In contrast, ROA and LEV are no longer sta-
tistically significant in most F_RET specifications,
indicating that once accounting manipulation is
considered, traditional performance measures be-
come less relevant in explaining future returns.

Overall, the findings confirm that investors’ nega-
tive reactions to financial statement manipulation
in Vietnam are primarily reflected in the long run,
underscoring the critical role of accounting infor-
mation quality and fraud risk in stock valuation.

In summary, the hypothesis testing yields the fol-
lowing conclusions. Hypothesis H1I is not support-
ed in the short term but is supported in subsequent
periods, as investors initially overvalue managed
earnings before making corrections. Hypothesis
H2a is fully supported, and Hypothesis H2b is
also supported as income-decreasing adjustments
show no significant impact. Hypothesis H3 is not
supported for contemporaneous returns but is
strongly supported for future returns. Hypothesis
H4 is supported, demonstrating that accounting
fraud risk significantly moderates the effect of
earnings management on future returns. Finally,
Hypothesis H5 is accepted, confirming that the
negative market reactions to financial statement
manipulation are predominantly reflected in sub-
sequent periods.

http://dx.doi.org/10.21511/imfi.23(3).2026.09

4. DISCUSSION

The empirical results of this study reveal an inter-
temporal and asymmetric mechanism of investor
reactions to financial statement manipulation in
the Vietnamese stock market. Specifically, the con-
temporaneous regression analysis demonstrates
that the overall magnitude of earnings manage-
ment (DA) and income-increasing adjustments
(DA_pos) have a statistically significant positive ef-
fect on current stock returns (RET), while income-
decreasing adjustments (DA_neg) and the stand-
alone accounting fraud risk (M-score) exhibit no
significant immediate impact. These findings in-
dicate that, in the short run, investors in Vietnam
naively respond to inflated earnings signals rather
than discounting the underlying information risk.
Comparing these results with prior literature, this
study’s evidence aligns directly with the findings
of Sloan (1996) and Chan et al. (2001), who argue
that investors frequently fail to fully distinguish
between sustainable cash flows and opportunistic
accrual adjustments. Furthermore, the observed
short-term market inefficiency strongly corrobo-
rates previous research in other emerging Asian
markets, which documents a pronounced tenden-
cy among investors to initially overvalue managed
earnings due to limited analytical capabilities and
high information asymmetry (Habib et al., 2013).

Conversely, the analysis of future stock returns
(F_RET) yields contrasting results: the magnitude
of earnings management (DA), income-increasing
adjustments (DA _pos), and accounting fraud risk
(M-score) all exert negative and highly significant
effects on subsequent-period returns. This indi-
cates that the initial positive market reaction is
transient, and a substantial post-recognition price
correction occurs as the true nature of the ma-
nipulated earnings and fraud risk is eventually re-
vealed. When compared to existing literature, this
delayed “penalization” strongly supports the post-
earnings-announcement drift and delayed reac-
tion hypotheses documented by Xie (2001) and
Richardson et al. (2005). Additionally, the signifi-
cant negative impact of the M-score on future re-
turns corroborates the findings of Beneish (1999),
Dechow et al. (2011), and Dang and Pham (2022),
proving that high accounting fraud risk reliably
foreshadows deteriorating future market perfor-
mance. The stark contrast between the short-term
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overvaluation and long-term correction found
in this study extends the established evidence on
emerging market inefficiencies (Ball et al., 2000;
Porta et al., 1998) by demonstrating the specific
intertemporal timeline of investor reactions.

Finally, the study finds that the interaction be-
tween earnings management and accounting
fraud risk (DA_MSCORE) has no immediate ef-
fect on current returns but exhibits a significant
impact on future stock returns. This specific re-
sult highlights that the overarching fraud con-
text acts as a critical moderating factor: when
earnings management coincides with a high-risk
information environment, severe information

opacity impedes the market’s analytical ability.
Consequently, the specific market correction for
accruals is actually attenuated (weakened), as in-
vestors struggle to fully disentangle complex ac-
counting adjustments, or they simply choose to
heavily penalize the overarching fraud risk (the
M-score itself). This evidence offers a novel con-
tribution by bridging accrual anomaly studies
with comprehensive fraud models. It aligns with
the arguments of Nguyen et al. (2022), who em-
phasize that the overarching information envi-
ronment is crucial in shaping market reactions,
and complements (Ogujiofor et al., 2025) regard-
ing how complex fraudulent contexts disrupt in-
vestor analytical capacities.

CONCLUSIONS AND POLICY IMPLICATIONS

This study examines immediate and delayed investor reactions to financial statement manipulation in
the Vietnamese stock market by integrating accrual-based measures with the M-score model. The re-
sults reveal asymmetric short-term behavior: investors react positively to income-increasing manipula-
tion while largely ignoring income-decreasing adjustments and overarching fraud risk. However, a sig-
nificant delayed reaction occurs in subsequent periods, where high earnings management and fraud risk
lead to heavily penalized future returns. Notably, this long-term penalization of earnings management
is attenuated in high fraud-risk environments due to severe information opacity. Overall, the market
exhibits short-term inefliciency, as investors initially fall for the “earnings illusion” before correcting
valuations in the long run.

Consequently, this study offers several policy implications. First, investors should avoid over-reliance
on reported earnings and mitigate risks by using early warning tools such as the M-score alongside
cash flow analyses. Second, listed firms must prioritize financial reporting quality and transparency
over short-term earnings adjustments that ultimately erode long-term market performance. Third, au-
dit firms, particularly non-Big Four, should strengthen procedures targeting accruals and fraud indi-
cators to reinforce market confidence. Finally, securities market regulators must intensify supervision,
enhance disclosure frameworks, and promote manipulation detection tools to improve the market’s
long-term informational efficiency
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