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Abstract
Two different theoretical foundations in the literature relate to the quality of finan-
cial reporting in public sector organizations: one theoretical foundation is based 
on economic theory, and the other is based on institutional theory. In addition to 
examining the traditional factors derived from these theories, this paper focuses 
on the role of the chief financial officer (CFO), in order to broaden the theoreti-
cal perspective and add explanatory power with regards to the empirical testing of 
opportunistic accounting choice in public sector organizations. Similar to Anessi-
Pessina and Sicilia (J Public Adm Res Theory, 30:465–484, 2019), this paper uses 
upper echelons theory (Hambrick and Mason in Acad Manage Rev, 9(2):193–206, 
1984; Hambrick in Acad Manage Rev, 32(2):334–343, 2007) to conceptually link 
CFO characteristics with opportunistic accounting choice. The accounting issue 
addressed herein is related to a statement issued by the standard-setting body within 
the Swedish municipal sector. Our results suggest that opportunistic accounting 
choice decreases with CFO tenure and prior CFO experience in municipalities.

Keywords CFO, compliance · Earnings management · Accounting choice · Public 
sector · Upper echelons theory

1 Introduction

At present, there are two major streams of literature relating to financial reporting 
quality in public sector organizations. One stream focuses on analysing compli-
ance issues (e.g. Jones and Pendlebury 1982, 1991, 2004; Ingram 1984; Lin et al. 
1993; Giroux and Deis 1993; Christiaens 1999; Carvalho et  al. 2007; Christiaens 
and Van Peteghem 2007; Haraldsson and Tagesson 2014; Ada and Christiaens 2017; 
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Donatella 2020a), whereas the other stream is centred on analysing abnormal accru-
als (e.g. Ballantine et  al. 2007; Stalebrink 2007; Pilcher and Van der Zhan 2010; 
Pina et al. 2012; Ferreira et al. 2013; Arcas and Martí 2016; Greenwood et al. 2017; 
Beck 2018; Drew 2018; Cohen et  al. 2019; Donatella et  al. 2019; Ibrahim et  al. 
2019; Donatella 2020b). More specifically, the latter relates to discretion in finan-
cial reporting, and whether this room for manoeuvring is being used opportunisti-
cally in order to adjust the reported financial performance (i.e. earnings management 
in public sector organizations). Considering that non-compliance with regulation 
is likely to have an impact on reported financial performance, we argue that both 
these streams of literature relate to opportunistic accounting choice in public sector 
organizations.

As the early literature on compliance in public sector organizations dates back to 
the late 1970s, this issue has been an intriguing area of empirical interest for more 
than 40 years (Christiaens 1999; Rodríguez et  al. 2013). During these decades of 
research, the theoretical approach used to explain variations in levels of compli-
ance between different public sector organizations has evolved, from early research 
that typically relied on economic theories alone, to more recent literature that has 
begun to generate explanatory factors from institutional theory as well (Carpenter 
and Feroz 2001; Collin et al. 2009; Rodríguez et al. 2013). Common factors used to 
explain compliance include, but are not limited to, political competition, financial 
conditions, inter-governmental subsidies received, organizational size and wealth of 
citizens (Rodríguez et al. 2013).

In comparison, the more recently emerging literature on abnormal accruals in 
public sector organizations are rather limited in theoretical scope. Within this stream 
of literature, economic theories—such as rational choice or agency theory—are 
typically used to model adjustments of reported financial performance. Most stud-
ies are centred on signalling and regulatory incentives (e.g. Ballantine et al. 2007; 
Stalebrink 2007; Pina et  al. 2012; Arcas and Martí 2016; Greenwood et  al. 2017; 
Beck 2018; Drew 2018), but there are also a few studies that model incentives based 
on political competition and other political factors (Ferreira et al. 2013; Cohen et al. 
2019; Donatella 2020b). Evidence from this stream of literature suggests that public 
sector organizations are striving to report small surpluses, and adjust the reported 
financial performance accordingly.

Thus, two different theoretical foundations have emerged in the literature relating 
to financial reporting quality in public sector organizations: one based on economic 
theory and one based on institutional theory. Obviously, there are some fundamental 
differences between these two theoretical perspectives. Economic theories are based 
on the assumption of utility maximization, and assume that individuals in an organi-
zation are homogenous or perfect substitutes (e.g. Downs 1957; Zimmerman 1977; 
Watts and Zimmerman 1986). In other words, when faced with the same incentives, 
different individuals are expected to respond in the same rational way, and this is 
expected to be reflected in accounting choice as well (Ge et al. 2011). In contrast, 
the basic premises of institutional theory, as originally proposed by scholars such as 
Meyer and Rowan (1977) and DiMaggio and Powell (1983), is that, in response to 
pressure stemming from their environment, organizations will adapt formal struc-
tures such as financial reporting in order to gain legitimacy. Thus, when using this 



1 3

CFO characteristics and opportunistic accounting choice…

theoretical framework, it is the organizational environment that is in focus when 
explaining accounting choice (Carpenter and Feroz 2001; Collin et al. 2009).

In addition to the traditional factors derived from economic and institutional the-
ories, we focus on the role of the chief financial officer (CFO) in this paper, in order 
to broaden the theoretical perspective and add explanatory power with regards to 
the empirical testing of opportunistic accounting choice in public sector organiza-
tions. Similar to Anessi-Pessina and Sicilia (2019), we use upper echelons theory 
(Hambrick and Mason 1984; Hambrick 2007) to conceptually link CFO characteris-
tics with opportunistic accounting choice in public sector organizations. Unlike eco-
nomic and institutional theories, upper echelons theory suggests that individuals do 
matter, and will react in different ways due to individual idiosyncrasies (Hambrick 
and Mason 1984; Hambrick 2007). Based on this premise, we generate hypothe-
ses on the relationship between CFO characteristics and opportunistic accounting 
choice. By doing so, we contribute to a limited literature that relates financial report-
ing issues in public sector organizations to the accounting staff (Anessi-Pessina and 
Sicilia 2019).

The aim of this paper is to test the relationship between CFO characteristics and 
opportunistic accounting choice in public sector organizations. The accounting 
choice at hand is related to a statement issued by the standard-setting body within 
the Swedish municipal sector.

The remainder of the paper is structured as follows: Sect. 2 briefly describes the 
context and institutional setting, while Sect. 3 provides the theory from which the 
hypotheses are derived. In Sect. 4, our sample, data and operationalization of var-
iables are presented and discussed. Section  5 presents the analysis and empirical 
results, and Sect. 6 provides our conclusions.

2  Legal and institutional context

There are a total of 290 municipalities in Sweden. The average number of inhabit-
ants per municipality at the end of 2019 was 35,612. However, the number of inhab-
itants in a municipality varies considerably, from Stockholm, which is the largest 
municipality at 974,073, to the smallest municipality of Bjurholm, with 2408 inhab-
itants (data source: Statistics Sweden).

Swedish municipalities are responsible for a wide range of activities, including 
preschool, primary and secondary schools, elderly care, social welfare, urban plan-
ning, roads, water and sewerage, and waste collection. According to Tagesson and 
Grossi (2015), the municipalities consume approximately 13% of the gross national 
product. Although these obligations are regulated by law, the municipalities are rela-
tively autonomous from the central government in terms of how their duties and 
activities should be financed, organized and executed (Montin 2015; Tagesson and 
Grossi 2015). For example, Swedish municipalities have the right to levy their own 
taxes. Approximately 80% of a municipality’s operations is financed by tax revenues 
and fees. The remaining 20% is financed by governmental grants, which are catego-
rized into two main types: (1) general grants with no restrictions (i.e. non-exchange 
transactions); and (2) targeted grants that carry obligations for the municipalities 
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receiving the grant. There is a restriction on municipalities, however: they are gener-
ally not allowed to budget and report deficits. There is a legal requirement stating 
that revenues should cover the expenses for municipal activities every year, and that 
deficits, if occurring, should be restored by equivalent surpluses over the next 3-year 
period, unless there are special reasons not to adjust the deficit in such a short period 
of time or if the municipality can demonstrate a strong financial position (Donatella 
2020b). Consequently, surpluses are not accumulated over time, whereas deficits 
are accumulated and are required to be restored. This situation results in a require-
ment that is asymmetric in nature, which—as we will discuss later—may incentivize 
municipalities to adjust their reported financial performance. In addition, just as in 
other country settings with similar prerequisites, political signalling incentives are 
likely to exist. On the one hand, if deficits are reported, governing parties risk fac-
ing negative attention and criticism over reckless policies (Pilcher and Van der Zhan 
2010; Arcas and Martí 2016); on the other hand, if large surpluses are reported, they 
risk facing criticism over excessive taxation (Stalebrink 2007; Ferreira et al. 2013) 
or failure to increase the quality of the activities provided for voters and other poten-
tial stakeholders (Pilcher and Van der Zhan 2010).

Sweden was one of the early adopters of accrual accounting in municipalities 
(Tagesson and Grossi 2015), and a set of local generally accepted accounting princi-
ples (GAAP) has been in use since 1986 (Brorström 1997). Since 1998, the financial 
reporting in municipalities has been regulated by a framework legalization, which 
explicitly refers to the GAAP expressed in the standards and statements issued 
by the Swedish Council for Municipal Accounting (SCMA). In addition to the 18 
accounting standards published by the SCMA at the time of this study, the standard 
setter had proposed statements on specific accounting issues. The regulation in use 
essentially corresponds to the standards issued by the International Public Sector 
Accounting Standards Board (PwC 2014).

Although decisions related to financial reporting can be appealed in administra-
tive courts, there is no link between municipal accounting legalization and the penal 
code (Falkman and Tagesson 2008). As there is no oversight body or other gov-
ernment control of financial reporting, the control of compliance with GAAP and 
legalization lies with the municipal residents and elected political auditors. Political 
auditors should scrutinize financial reporting and provide a statement of whether the 
reporting gives a true and fair view. In this inspection, they are assisted by experts, 
who are normally a service procured from one of the “Big Four” audit firms (Tages-
son et  al. 2015). Only a few municipalities have their own audit office with such 
competency (Collin et al. 2017).

Considering the absence of a link between regulation and the penal code, the risk 
associated with deviating from GAAP and legalization is not related to legal sanc-
tions. Rather, in the setting of Swedish municipalities, the risk associated with non-
compliance is essentially political in nature (Donatella 2020b); for example, a ques-
tionable accounting practice can result in negative attention in the mass media and 
elsewhere, which may decrease the chances of re-election for governing parties (e.g. 
Zimmerman 1977).

Elections, in which municipal residents have the right to vote, occur every 4th 
year. Based on the voting outcome, the seats in the municipal council are distributed 
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between the representatives of political parties. The municipal council subsequently 
selects the municipal executive board, which is then constitutionally responsible to 
the council. Historically, a coalition of either right-wing or left-wing parties has typ-
ically held the majority of seats in the municipal council and the municipal execu-
tive board (Montin 2015).

3  Theoretical framework

3.1  Upper echelons theory

Unlike economic and institutional theories, upper echelons theory (Hambrick and 
Mason 1984; Hambrick 2007) postulates that top executives will affect organiza-
tional outcomes in different ways. According to the theory, this is because when 
bounded rational individuals (Cyert and March 1963) are faced with situations 
requiring strategic choices, such as financial reporting decisions, they are unable 
to fully comprehend and thoroughly process these complex tasks (Plöckinger et al. 
2016). In decision-making situations, individuals will instead simplify and reduce 
the richness of detail being taken into account. As these processes of simplifica-
tion are constructed by an individual’s cognitive base and values, upper echelons 
theory suggests that the decisions and outcomes will reflect individuals’ experi-
ences, personality and other idiosyncrasies (Hambrick and Mason 1984; Hambrick 
2007). However, the latitude of discretion—that is, the ‘(…) absence of constraints 
from environmental, organizational, or personal conditions and, at the same time, 
the presence of multiple plausible decision alternatives’ (Plöckinger et al. 2016, p. 
57)—is predicted to moderate the relationship between top executives’ individual 
characteristics and the decisions and outputs. More precisely, it is suggested that 
top executives’ individual characteristics are reflected more in decisions and outputs 
made under high discretion than in those made under low discretion (e.g. Hambrick 
and Finkelstein 1987; Hambrick 2007).

Since the original theory paper was published by Hambrick and Mason (1984), 
upper echelons theory has generated a considerable amount of empirical research 
analysing the relationship between strategic choice and top executives’ characteris-
tics in a number of different settings (for a literature review, see Nielsen 2010; Hiebl 
2014; Yamak et al. 2014; Plöckinger et al. 2016). In general, the basic proposition in 
upper echelons theory—that is, that top executives’ individual idiosyncrasies affect 
organizational outcomes—has been supported by empirical findings (Nielsen 2010; 
Hiebl 2014; Yamak et al. 2014). Upper echelons theory is also supported in financial 
reporting, as empirical findings have shown that the CEO’s and CFO’s characteris-
tics are reflected in the financial reporting information that listed companies (Plöck-
inger et al. 2016) and public sector organizations (Anessi-Pessina and Sicilia 2019) 
provide to external stakeholders. However, the literature typically emphasizes that 
financial reporting issues are somewhat different than many other decision-making 
situations due to regulations, external audits and other institutional constraints that 
limit top executives’ discretion (e.g. Ge et al. 2011).
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When relating upper echelons theory to municipalities, it should be considered 
that the reporting environment is typically characterized by a rather weak audit func-
tion and by a lack of an oversight body or other type of government-imposed con-
trol of financial reporting (e.g. Carvalho et al. 2007; Christiaens and Van Peteghem 
2007). Such criticism applies to Swedish municipalities (e.g. Haraldsson and Tages-
son 2014). Thus, although external constraints are placed upon the reporting entity, 
there will generally still be room for non-compliance, and therefore multiple alterna-
tives for accounting choice. We acknowledge other potential constraints on CFOs, 
but nonetheless argue that CFO characteristics are likely to add explanatory power 
when used to complement economic and institutional theories in explaining oppor-
tunistic accounting choice in public sector organizations with the abovementioned 
legal and institutional features.

3.2  Hypotheses

3.2.1  CFO tenure

Outright deviation from the GAAP and legislation, as well as other types of ques-
tionable financial reporting practices, always carries a political risk (Donatella 
2020b). Considering that a CFO runs the risk of becoming the scapegoat if such 
irregularities are publicly exposed (Leone and Liu 2010; Hazarika et  al. 2012), it 
is logical to relate opportunistic accounting choice to the risk propensity of CFOs 
(Anessi-Pessina and Sicilia 2019). At the same time, internal pressure on accounting 
staff typically arises in financial reporting (Falkman and Tagesson 2008; Anderson 
et al. 2019) and, for a CFO, there will also be a risk associated with not complying 
with the will and interest of the governing political parties. Therefore, whether or 
not CFOs engage in an opportunistic accounting choice may be contingent on the 
extent to which they have influence over the political process.

Depending on prior work experiences, differences in human capital are likely to 
arise between CFOs. Of the three types of human capital discussed by Castanias and 
Helfat (1991, 2001), a long-term employee is likely to have acquired more organi-
zation-specific than sector-specific and occupational human capital (Finkelstein and 
Hambrick 1990). Considering this, long-tenured CFOs should have greater internal 
credibility than short-tenured CFOs, and should thus be better equipped to withstand 
political pressure to engage in an opportunistic accounting choice. Furthermore, a 
CFO’s knowledge and understanding of how the internal political process functions 
in a specific municipality is also likely to increase with tenure. This suggests that 
long-tenured CFOs are more likely to be able to intervene in the political process 
than short-tenured CFOs. In other words, a CFO’s latitude of discretion in rela-
tionship to governing parties should increase with tenure, and should thus result in 
greater room for manoeuvring and decision-making based on professional norms.

There are also arguments that support differences in risk tolerance between 
younger and less experienced CFOs, and older and more experienced ones (e.g. 
Esteve et  al. 2013). These arguments suggest that the experience that comes with 
tenure should make CFOs more reluctant to engage in an opportunistic accounting 
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choice. As the human capital tied to the CFO’s current position (i.e. the organiza-
tion-specific human capital) increases over time, it can be expected that long-ten-
ured CFOs, in the absence of strong political pressure, will have more to lose than to 
gain by engaging in an opportunistic accounting choice, since making such a choice 
could ultimately cause them to lose their job and thereby lose much of the human 
capital acquired during their career as well. Finally, there is empirical evidence from 
private sector research that gives credibility to the outlined arguments of a nega-
tive relationship between tenure and opportunistic accounting choice (e.g. Aier et al. 
2005; Feng et al. 2011; Hazarika et al. 2012; Schrand and Zechman 2012; Ali and 
Zhang 2015). We therefore hypothesize that:

H1 The probability of an opportunistic accounting choice decreases with CFO 
tenure.

3.2.2  Prior CFO experience

Although there are a few exceptions (e.g. Aier et  al. 2005), the literature devoted 
to explaining financial reporting quality does not usually link the CFO’s prior 
work experience to the financial reporting outcome. However, prior work experi-
ence within an occupation is recognized as an additional source of human capital 
(Castanias and Helfat 1991, 2001), and such experiences from various organiza-
tions and sectors shape the lens through which managers view different problems 
and opportunities (Hambrick and Mason 1984). Thus, similar to the argument out-
lined above in support of a negative association between tenure and opportunistic 
accounting choice, it could be argued that CFOs with more experience and occu-
pational human capital will have greater ability to withstand political pressure to 
engage in an opportunistic accounting choice than CFOs with less experience and 
occupational human capital. This leads us to the hypothesis that:

H2a The probability of an opportunistic accounting choice decreases with prior 
working experience as a CFO, regardless of sector.

On the other hand, some arguments suggest that the sector-specific human capital 
acquired from prior CFO experience in municipalities will be of greater importance 
than more general occupational human capital acquired from a CFO’s experiences 
in other sectors. More specifically, municipalities are different from private sector 
and other public sector settings in Sweden. Unlike private corporations, public sec-
tor organizations are not subject to taxation; and, unlike other organizations, whether 
public or private, a municipal board consists of representatives of both the governing 
parties and the opposition (Montin 2015). Consequently, goal congruence cannot 
be expected in a municipal board. In municipal organizations, the CFO works with 
politicians and is expected to serve representatives from both the governing parties 
and the parties forming the opposition. As these experiences shape the lens through 
which managers view different problems and opportunities (Hambrick and Mason 
1984), CFOs relying on more general occupational human capital may sometimes 
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have difficulty understanding and reconciling these differences in internal political 
processes. The CFO’s ability to withstand political pressure to engage in an oppor-
tunistic accounting choice can thus be expected to be contingent on the human capi-
tal that is sector-specific, rather than on the human capital that is occupational. This 
suggests a negative association between prior CFO experience in municipalities and 
opportunistic accounting choice. Furthermore, similar to the assumption that CFO 
tenure decreases the CFO’s risk propensity, it could be expected that CFOs who 
have acquired more human capital specific to the municipal sector than human capi-
tal related to the occupation of CFO in general will be more risk averse. If account-
ing irregularities are publicly exposed and the CFO becomes the scapegoat (Leone 
and Liu 2010; Hazarika et al. 2012), there is a risk that the sector-specific capital 
the CFO has acquired during her or his career would be impaired. For such CFOs, 
deviation from the GAAP and legislation is therefore associated not only with the 
risk of not keeping their current position, but also with the threat of being unable to 
gain future jobs in the municipality sector which they have specialized in working 
in. These risks suggest that CFOs should be reluctant to engage in an opportunistic 
accounting choice unless they perceive strong political pressure to do so. This leads 
us to the following hypothesis:

H2b The probability of an opportunistic accounting choice decreases with prior 
working experience as a CFO in the municipal sector.

3.2.3  CFO gender

Another CFO characteristic that has been included in prior literature—and that is 
related to risk tolerance—is gender. Based on gender socialization theory, which 
assumes that an important and lasting socialization process occurs during childhood, 
males and females tend to have different attitudes, expectations and behaviours 
(Smith and Rogers 2000). In general, it has been suggested that female CFOs are 
more risk averse and ethical than male CFOs (e.g. Sun et al. 2019). However, occu-
pational socialization theory suggests that the more important, lasting socialization 
takes place in adulthood (Smith and Rogers 2000), and that men and women within 
the same occupation will behave in a similar way (Betz et al. 1989).

The empirical results on the relationship between a CFO’s gender and making an 
opportunistic accounting choice are not clear, as there are empirical results that sup-
port both theoretical suppositions. Empirical research in private sector settings have 
either found no gender difference or that female CFOs are associated with higher 
financial reporting quality (for a literature review, see Habib and Hossain 2013; 
Plöckinger et  al. 2016). More specifically, a recent study on Italian municipalities 
found that female CFOs were less prone to engage in revenue misrepresentation than 
male CFOs (Anessi-Pessina and Sicilia 2019), which is in line with gender sociali-
zation theory. However, in line with occupational socialization theory, a recent study 
of listed corporations in Sweden—the same country setting as the present study—
found that CFO gender was not associated with financial reporting quality (Nasution 
and Jonnergård 2017). Considering the competing theoretical approaches and mixed 
empirical results, this hypothesis is stated in the null form:
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H3 The probability of opportunistic accounting choice is not associated with CFO 
gender.

4  Method

4.1  Data selection

The analysis presented in this paper is based on observations from 271 of Sweden’s 
290 municipalities. Gotland was excluded because it is a hybrid of a municipality 
and county council and is therefore not comparable with other Swedish municipali-
ties. Another 18 municipalities were excluded due to a lack of complete data for all 
CFO variables.

Complete data for all non-CFO variables were, however, obtained from these 18 
municipalities, which allowed us to control for differences between the municipali-
ties included in the analysis (n = 271) and those that were excluded due to missing 
data (n = 18). A bivariate analysis showed significant differences for only four of the 
32 variables included. Municipalities audited by EY were slightly overrepresented 
in the analysis, whereas municipalities in the regions of Stockholm and Gävleborg 
were slightly underrepresented. Furthermore, political competition was slightly 
higher in the municipalities included in the analysis. However, given that none of 
these control variables are important determinants of the measurement of account-
ing choice, the basic results are likely to be unaffected by this minor data loss.

CFO data were initially obtained from the 2017 CFO survey administered by 
Municipality Research in Western Sweden. The survey included information on 
gender, tenure and working experience for slightly more than 60% of the CFOs 
responsible for preparing the 2016 annual report. In order to minimize data loss, an 
effort was made to contact all non-responding CFOs. In the end, data were obtained 
from 93.7% of the CFOs. Except for the audit firm data, which was hand collected 
from audit reports or other municipal documents, all other variables are based on 
publicly available data from Statistics Sweden and the Swedish Association of Local 
Authorities and Regions.

4.2  The dependent variable

In the literature on financial reporting quality in public sector organizations, sev-
eral different measurements are used. Studies addressing adjustments of reported 
financial performance typically use abnormalities in specific and/or total accruals to 
proxy for such adjustments (e.g. Ferreira et al. 2013; Arcas and Martí 2016; Green-
wood et  al. 2017; Beck 2018; Drew 2018). Studies focusing more specifically on 
compliance with regulations tend to use compliance indexes (e.g. Christiaens 1999; 
Carvalho et al. 2007; Christiaens and Van Peteghem 2007). Other studies focus on 
a specific accounting choice (e.g. Carpenter and Feroz 2001; Collin et  al. 2009). 
In line with the latter, the opportunistic accounting choice analysed in this paper 
relates to a specific issue originating from a statement on revenue recognition of a 
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government grant, issued by the standard-setting body within the Swedish municipal 
sector. The background to this grant relates to the rapid increase of asylum seekers 
in Sweden during the second half of 2015. In particular, numerous refugees from 
the Syrian war and Afghanistan arrived in Sweden. Sweden, which has 10 million 
inhabitants, received a total of 162,877 asylum seekers in 2015. This can be com-
pared with the situation in 2005, when Sweden received about 20,000 asylum seek-
ers (Swedish Migration Agency 2016). The increase in asylum seekers received a 
considerable amount of political and media attention. Important issues that were 
debated included how the distribution of refugees would be shared between different 
municipalities and how municipalities should be able to fund the additional costs of 
the increased refugee reception. While some municipalities received large numbers 
of refugees, other municipalities refused to accept any.

To address the issue of the allocation of refugees between different municipali-
ties, a political settlement was made between the ruling parties of the central gov-
ernment and parts of the opposition. This settlement resulted in a law (no. 2016:38) 
stating that all municipalities are obliged to accept refugees for residency based on 
decisions from governmental agencies. To solve the municipalities’ financial situ-
ation, the central government made an additional budgetary decision to allocate a 
total of 9.8 billion SEK to municipalities and county councils (Government bill no. 
2015/16:47). The distribution of this grant between municipalities was based on 
how many refugees each municipality had accepted. The money was paid in Decem-
ber 2015 and, according to the letter of formal notice, was intended to cover costs 
for 2015 and 2016. This decision occurred near the closing date of the 2015 finan-
cial reports, as Swedish municipalities and county councils have a closing date of 
December 31. It immediately triggered an intensive debate about when this govern-
mental grant should be reported as revenue.

The 9.8 billion SEK was paid out in December 2015 and was classified as a gen-
eral grant. In the central government’s financial reporting, the entire amount was 
accounted as an expense in 2015. According to accounting standard 18.1 issued by 
the SCMA, general grants should be recognized in the same period as the munici-
pality receives the money, while targeted grants should be recognized as revenue 
when obligations and conditions are met. Thus, according to the standard, the rev-
enue should have been recognized in 2015, when the central government accounted 
for the grant as an expense. However, according to the decision letter accompanying 
the grant, the grant was intended to cover costs for 2015 and 2016. The municipali-
ties claimed that most of the costs were expected to occur during subsequent years. 
Reporting the entire amount as revenue in 2015—even though most costs would 
occur in 2016—would not be a major issue if it were not for the requirement of 
budget and reported surpluses every year.

Considering the intention of the grant, the timing of the grant announcement 
shortly before the closing date of the 2015 accounts (which meant that the munici-
palities were unable to consider this grant in their budgets) and the specific circum-
stances of the refugee situation, the SCMA proposed in a special statement that the 
grant could be accrued and recognized as revenue by 1/13 part in 2015 and 12/13 
parts in 2016, and that a specific disclosure of the reporting procedure should be 
disclosed in the notes of the annual reports for 2015 and 2016. However, the entire 
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grant was required to be recognized as revenue by the end of 2016 (SCMA 2015). 
Nevertheless, according to publicly available data from Statistics Sweden, approxi-
mately 1 billion SEK remained unrecognized as revenue by the end of 2016. We 
base our measurement of accounting choice on whether or not a municipality com-
plied with the SCMA statement and recognized the grant before the end of 2016. 
Non-compliance is regarded as an opportunistic accounting choice. Hence, the 
dependent variable—revenue recognition deviation—is a dummy variable for which 
municipalities that did not recognize the whole grant as revenue by the end of 2016 
have a value of 1, and other municipalities are assigned a value of 0. This measure 
captures both a compliance issue and adjustments of reported financial performance, 
because non-compliance is a form of income-decreasing adjustment of reported 
financial performance.

4.3  Independent variables

CFO tenure is measured by the number of years in the current position. The number 
of years is also used to measure prior CFO experience in the municipal sector, other 
public sector and private sector. CFO gender is a dummy variable with a value of 1 
for a female CFO and a value of 0 for a male CFO.

4.4  Control variables

We control for several factors that, according to prior literature, may influence 
opportunistic accounting choice in public sector organizations. Considering 
that deviation from the SCMA statement had an income-decreasing effect on the 
reported financial performance during 2016, we also include variables that specifi-
cally control for incentives that are related to political and financial conditions.

4.4.1  Financial position

As previously described (Sect. 2), Swedish municipalities are required to report sur-
pluses every year. If a deficit is reported, it should be recovered by an equivalent 
surplus within a 3-year period. However, the municipal council has the authority 
to decide not to restore the deficit if the municipality has a strong financial posi-
tion. A weak financial position will thus reduce the leeway for political manoeu-
vres in relation to this restriction, and will therefore result in stronger incentives for 
governing parties in such municipalities to engage in an opportunistic accounting 
choice. On the other hand, financial distress attracts political attention and gener-
ates harsher scrutiny, making it necessary for an organization to signal accountabil-
ity and responsibility (Ward et al. 1994). This suggests that the risk associated with 
deviating from the GAAP and legislation will be greater in municipalities with a 
weak financial position. Hence, there are arguments that support financial position 
as a factor affecting how the refugee grant was reported. Financial position is meas-
ured as equity, scaled by total assets.
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4.4.2  Refugee grant

As discussed above, there is always a political risk in deviating from the GAAP 
and legislation. Thus, if the deviation has only a marginal effect on the reported 
financial performance and position, politicians are probably less inclined to take 
the risk. On the other hand, municipalities that received large numbers of ref-
ugees probably had considerable costs related to the reception of the refugees, 
and thus actually used the money they received from the central government. The 
size of the refugee grant was therefore included as a control. This variable was 
measured as the total refugee grant the municipality received in December 2015, 
scaled by tax revenue and other governmental grants during that year.

4.4.3  Surplus prior to recognition of the refugee grant

The requirement of surpluses, which Swedish municipalities are obligated to 
comply with, is asymmetric in the sense that deficits are accumulated and are 
required to be restored within a 3-year period, whereas surplus is not accumulated 
over time (Sect.  2). This motivates politicians to use an opportunistic account-
ing choice to smooth the reported financial performance across the accounting 
periods (Stalebrink 2007; Donatella 2020b), in order to increase their political 
freedom of action in the future. Considering that deviation from the SCMA state-
ment had an income-decreasing effect, the presence of a surplus prior to the rec-
ognition of the refugee grant is included as a dummy variable. Municipalities that 
would have reported a surplus even without recognizing the grant have a value of 
1, and other municipalities are assigned a value of 0.

4.4.4  Tax base

From the perspective of economic theory, the activity of rational voters and their 
interest in municipal decisions can be explained by their level of economic input 
(Zimmerman 1977; Jensen and Payne 2005). However, a specific institutional 
feature in Sweden requires consideration. The central government considers 
the taxable capacity of municipalities when it allocates resources in the form of 
transfers and general grants to municipalities. The aim is to neutralize munici-
palities’ income differences related to taxable capacity. Thus, municipalities with 
a taxable capacity (tax base/number of inhabitants) lower than the national aver-
age will receive a grant from the central government, while municipalities with 
a taxable capacity far above the national average will have to pay a fee to the 
central government. In this way, the variable of tax base captures both citizen 
attention and interest due to economic input, and the relative share of government 
grants a municipality has received. Consistent with prior literature (Rodríguez 
et al. 2013), we expect a negative association between tax base and opportunistic 
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accounting choice. This variable was measured as the sum of all inhabitants’ 
income and benefits in thousands of SEK, divided by the number of inhabitants.

4.4.5  Size

Several arguments have been made regarding control for size. In line with the 
assumptions in positive accounting theory, size may be used as a proxy for political 
attention (Watts and Zimmerman 1986). Furthermore, there are both coercive and 
normative arguments from an institutional perspective that indicate that compliance 
should increase with size (Falkman and Tagesson 2008). In line with previous stud-
ies in the Swedish setting, size is measured as the natural logarithm of residents in 
each municipality (e.g. Collin et al. 2017; Donatella et al. 2019).

4.4.6  Political competition

According to Zimmerman (1977), political environment is a factor that distinguishes 
the public sector from the private sector. Depending on the probability of a change 
in government, ruling parties who seek re-election (Zimmerman 1977; Copley et al. 
1995) will have more or less strong incentives to signal accountability to the voters 
(Ward et  al. 1994; Ferreira et  al. 2013). Especially in the year before an election, 
which was the case for the annual report of 2017, a deficit can be used by the oppo-
sition as an argument against the ruling party. Municipalities that did not recognize 
the whole grant as revenue by the end of 2016, would thus have some flexibility 
in terms of artificially improving the reported financial performance during 2017. 
Considering this, we controlled for political competition, which is measured as the 
relative number of changes in government during the last five elections.

4.4.7  Political affiliation mayor

Swedish elections are essentially party elections (Hermansson 2016). Since the 
party organization controls the electorate processes, individual politicians have 
strong incentives to please the party in order to secure re-nomination in the next 
election. It is therefore logical that Swedish politicians generally tend to follow the 
party line to a greater extent than politicians in countries with a different election 
system (Karlsson 2013a). Moreover, senior politicians and members of the executive 
board show a particular tendency to follow the party line (Karlsson 2013b). There-
fore, it can be expected that if the Swedish equivalent to the mayor (i.e. the chairman 
of the municipal board) is from the same political party as the ruling parties of the 
central government, the municipality will be more inclined to comply with the cen-
tral government’s intentions regarding the use of the grant. Municipalities in which 
the mayor has the same political affiliation as the prime minister and finance minis-
ter (i.e. Social Democrat) are assigned a value of 1, and those of different political 
affiliation are assigned a value of 0.
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4.4.8  Audit firm

Several audit firm characteristics may imply differences in audit quality between 
audit firms, which would influence their clients’ likelihood of an opportunis-
tic accounting choice (e.g. Francis 2011). This premise is supported by empirical 
research on Swedish municipalities, which has documented significant differences 
between the engaged audit firm and the financial reporting outcomes (e.g. Falkman 
and Tagesson 2008; Haraldsson and Tagesson 2014; Donatella et  al. 2019; Dona-
tella 2020b). In this study, the audit firms (Deloitte, EY, KPMG, and PwC) and 
municipalities’ own audit offices were coded using five different dummy variables. 
The industry specialist PwC was used as a reference variable.

4.4.9  Municipal networks

Prior literature has observed that public sector organizations operating in close 
proximity to each other tend to resemble each other in terms of accounting choice 
and compliance (Carvalho et  al. 2007; Donatella 2020a). As suggested by Dona-
tella (2020a), in Sweden, this effect can be related to institutional pressure stemming 
from the professional environment municipalities operate in, because these organi-
zations tend to co-operate with each other and meet peers from neighbouring munic-
ipalities. This view is consistent with the mimetic mechanism, which predicts that 
organizations operating within the same organizational fields will imitate each other 
in order to reduce uncertainty and ambiguity (e.g. DiMaggio and Powell 1983; Box-
enbaum and Jonsson 2017). Membership within different professional and political 
networks may therefore play a major part in accounting choice (Carpenter and Feroz 
2001).

As a proxy for a municipal network, we used the governmental administrative 
division of the country into regions. A dummy variable was used for each region, 
with the largest being used as the reference category. After the previously men-
tioned exclusion of Gotland, this left us with a total of 20 regions. These regions 
had an average of 14.5 municipalities each, varying from the largest region, Västra 
Götaland, with 49 municipalities, to the smallest region, Blekinge, with five 
municipalities.

5  Results

5.1  Descriptive statistics

As shown in Table 1, 22.5% of the municipalities deviated from the statement issued 
by the SCMA and, consequently, adjusted their reported financial performance by 
making an accounting choice that decreased their income. Thus, by the end of 2016, 
61 municipalities in the sample had still not recognized the whole grant as revenue. 
The CFO variables show variation in the sample, in terms of both tenure and prior 
CFO experience in different sectors. On average, CFO tenure was slightly more than 
6  years, and prior CFO experience in the municipality sector, other public sector 
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Table 1  Descriptive statistics

Descriptive statistics for all variables included in the regression analysis (n = 271)

Variable Min Max Mean SD

Revenue recognition deviation 0 (no) 1 (yes) 0.225 0.418
CFO tenure 0.00 37.00 6.050 5.985
CFO experience—municipality sector 0.00 23.00 2.490 4.540
CFO experience—other public sector 0.00 22.00 0.450 2.090
CFO experience—private sector 0.00 30.00 1.18 3.647
CFO gender 0 (male) 1 (female) 0.446 0.498
Financial position − 0.56 0.70 0.141 0.200
Refugee grant 0.00 0.14 0.025 0.022
Surplus 0 (no) 1 (yes) 0.720 0.450
Tax base 142.37 294.94 180.519 20.618
Size 7.81 13.75 9.847 0.970
Political competition 0.00 1.00 0.349 0.257
Social Democrat mayor 0 (no) 1 (yes) 0.642 0.480
Audit firm
 Deloitte 0 (no) 1 (yes) 0.059 0.236
 EY 0 (no) 1 (yes) 0.155 0.363
 KPMG 0 (no) 1 (yes) 0.262 0.441
 Own office 0 (no) 1 (yes) 0.048 0.214
 PwC 0 (no) 1 (yes) 0.476 0.500

Municipal networks
 Blekinge 0 (no) 1 (yes) 0.018 0.135
 Dalarna 0 (no) 1 (yes) 0.048 0.214
 Gävleborg 0 (no) 1 (yes) 0.030 0.170
 Halland 0 (no) 1 (yes) 0.022 0.147
 Jämtland 0 (no) 1 (yes) 0.030 0.170
 Jönköping 0 (no) 1 (yes) 0.044 0.206
 Kalmar 0 (no) 1 (yes) 0.041 0.198
 Kronoberg 0 (no) 1 (yes) 0.030 0.170
 Norrbotten 0 (no) 1 (yes) 0.044 0.206
 Stockholm 0 (no) 1 (yes) 0.081 0.274
 Skåne 0 (no) 1 (yes) 0.118 0.323
 Södermaland 0 (no) 1 (yes) 0.033 0.180
 Värmland 0 (no) 1 (yes) 0.055 0.229
 Västerbotten 0 (no) 1 (yes) 0.055 0.229
 Västernorrland 0 (no) 1 (yes) 0.026 0.159
 Västmaland 0 (no) 1 (yes) 0.037 0.189
 Västra Götaland 0 (no) 1 (yes) 0.173 0.379
 Uppland 0 (no) 1 (yes) 0.026 0.159
 Örebro 0 (no) 1 (yes) 0.044 0.206
 Östergötland 0 (no) 1 (yes) 0.044 0.206
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settings and the private sector was around 2.5 years, 0.5 year, and 1.2 years, respec-
tively. Almost 45% of the CFOs were females.

The variation in financial position is large among the municipalities. However, 
two-thirds of the municipalities would have shown a surplus for 2016, even with-
out receiving the refugee grant. On average, the refugee grant was 2.5% of the tax 
revenues and other government grants, and the tax base was 180 519 SEK. Political 
competition indicates that there was a change in government every third election, on 
average. The position of mayor is dominated by representatives of the Social Demo-
crat Party, with just over two-thirds of the municipalities having a Social Democrat 
mayor. PwC is the dominant player among the audit firms, with almost 50% of the 
audit assignments.

5.2  Analysis

The first step of the analysis involves examining bivariate correlations to assess the 
presence of multicollinearity across the independent variables in the model. The 
most common indicator of multicollinearity is the correlation coefficient. If this 
coefficient exceeds 0.8, it signals a problem, since the standard error is likely to be 
affected (Djurfeldt et al. 2007). As can be seen in the correlation matrix in Table 2, 
none of the pair-wise correlations exceeds 0.8, and the highest correlations are 0.608 
(size and tax base). An additional collinearity test confirmed the absence of col-
linearity problems, as all the VIF values for the variables were below the critical 
threshold of 2.5 (e.g. Djurfeldt et al. 2007).

Table 2 indicates a significant correlation between the dependent variable reve-
nue recognition deviation and three of the independent variables. Whereas CFO ten-
ure and CFO experience—municipality are significantly negatively associated with 
the dependent variable, CFO experience—private sector is significantly positively 
associated. However, neither the variable CFO gender nor the variable CFO expe-
rience—other public sector is significantly correlated with the dependent variable.

Table 3 presents three regression models. Model 1 includes only the control vari-
ables derived from economic and institutional theories. The variables financial posi-
tion, surplus, tax base, and Social Democrat mayor are all significant. The dummy 
variables representing municipal networks show that there are differences among 
the networks. The negative significant relationship between the dependent variable 
and the variable financial position indicates that municipalities with a weak finan-
cial position are more inclined to engage in income smoothing. This indication is 
strengthened by the fact that there is a positive and significant relationship between 
the dependent variable and the variable surplus. As expected, there is a significant 
negative relationship between the dependent variable and tax base. Furthermore, the 
political variable Social Democrat mayor is significant and has the expected sign. 
Three of the 19 regions included in the model that was used to proxy municipal net-
works differ significantly from the reference variable. These regions are Jönköping, 
Kalmar and Skåne, which include 13, 12 and 33 municipalities, respectively. These 
regions differ in size and are not in geographical proximity to each other. This model 
is significant, and correctly classifies 82.7% of the cases. Compared with the naïve 
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model, this is an improvement of 5.2%. The explanatory power, measured as the 
Nagelkerke’s  R2, is 34.3%.

Model 2 includes the CFO variables derived from upper echelons theory. As 
expected, the variable CFO tenure is significantly negatively correlated with the 
dependent variable. Hence, the results align with H1, which predicts that the prob-
ability of revenue recognition deviation decreases with CFO tenure. Of the variables 
measuring prior CFO experience from different sectors, only the variable CFO expe-
rience—municipality is significant and negative. Overall, these results align with 
H2b, but not with H2a. More specifically, our result suggests that prior CFO experi-
ence in the municipal sector decreases the probability of deviation, while prior CFO 
experience in other sectors does not significantly affect the probability of deviation. 
The variable CFO gender is not significant, and the null hypothesis (H3), which 
states that the probability of an opportunistic accounting choice is not associated 
with CFO gender, cannot be rejected. This model is significant, with an explanatory 
power, measured as a Nagelkerke’s  R2 of 8.3%. However, the percentage that is cor-
rectly classified is the same as that in the naïve model.

Model 3 includes all variables. With one exception, all the variables that were 
significant in Models 1 and 2 are also significant in the full model. The exception is 
the variable tax base, which was moderately significant in Model 1 but is insignifi-
cant in Model 3. Even when we control for factors derived from economic and insti-
tutional theories, the basic results regarding the hypotheses hold the same basic rela-
tionship. Hence, H1 and H2b are consistently supported by our analysis. In contrast, 
H2a is not supported, while H3 (which is stated in null form) cannot be rejected.

The full model is significant, and correctly classifies 84.1% of the cases. Com-
pared with the naïve model, this is an improvement of 6.6%. The explanatory power, 
measured as Nagelkerke’s  R2, is 41.8%. Hence, the full model, which includes all 
variables derived from economic theory, institutional theory and upper echelon the-
ory, has the strongest explanatory power and the ability to correctly classify revenue 
recognition deviation. Compared with Model 1, Model 3 improves the explanatory 
power by 7.5%. In terms of correct classification, the improvement from Model 1 to 
Model 3 is 1.4%.

Additional non-tabulated results support the presented analysis. We examined 
the interactions of the prior experience variables with each other and found no sig-
nificant interaction effects. Including these interaction variables in the model does 
not change the basic results reported in Models 1, 2 and 3. We also examined the 
interactions of CFO tenure with the prior experience variables. Adding these vari-
ables to the model produces no significant interaction effects. However, this lack of 
interaction effects is due to problems with multicollinearity, as indicated by the VIF 
values for the interaction variables and the experience variables, which range from 
5.4 to 8.4. If the variables capturing prior CFO experience are excluded from the 
model, and the variables in which CFO tenure interacts with prior CFO experience 
are included, then the variable CFO tenure × CFO experience—municipality is sig-
nificant and is negatively correlated with the dependent variable. CFO tenure × CFO 
experience—other public sector and CFO tenure × CFO experience—private sector 
are positively correlated with the dependent variable, but are not significant.
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6  Conclusions

In this study, we have tested a model of opportunistic accounting choice on a 
sample of Swedish municipalities. More specifically, we used a direct measure 
that captures revenue recognition of a governmental grant in order to analyse 
and explain opportunistic accounting choice. In this final section, we discuss the 
results and our hypotheses in light of the empirical testing, and draw conclusions 
from the discussion. Accordingly, we now turn to a discussion of the predictions 
and outcomes of the test, in order to reach our main theoretical conclusion: that a 
concurrence between different theories can contribute to improving the explana-
tion of opportunistic accounting choice.

In line with previous research, our study shows that both economic and insti-
tutional-related arguments have explanatory power that can help to predict and 
explain financial reporting quality in public sector organizations. However, in 
addition to the traditional premises of economic and institutional theory, we have 
added a third premise based on individual characteristics (i.e. upper echelons 
theory) in order to explain decision-making in relation to opportunistic account-
ing choice. In line with the suggestion of Hambrick and Mason (1984) and the 
method used in many studies addressing financial reporting outcomes in the pri-
vate sector (Plöckinger et  al. 2016), we have relied on observable managerial 
characteristics. Considering the empirical phenomenon of our study, in which we 
analyse revenue recognition of a governmental grant, it was justified to focus on 
the CFO’s characteristics because CFOs are more likely than other senior officials 
to affect accruals through accounting decisions (Dejong and Ling 2013).

Finally, regarding our hypotheses of CFO characteristics, CFO tenure and 
prior CFO experience do indeed add explanatory power to our analysis of oppor-
tunistic accounting choice. More precisely, the probability of revenue recognition 
deviation—and thus of income-decreasing adjustments of reported financial per-
formance—is negatively associated with CFO tenure. Our interpretation of this 
finding is that the organizational-specific human capital that comes with tenure 
brings ability and credibility that allow the CFO to have influence over the politi-
cal process, meaning that the CFO gains greater room for manoeuvring and deci-
sion-making based on professional norms. Prior CFO experience did influence 
the probability of opportunistic accounting choice; CFOs with prior CFO expe-
rience in the municipal sector were less inclined to deviate. This finding indi-
cates that sector-specific human capital is of greater importance in gaining influ-
ence over the political process than more general occupation capital. However, 
in contrast to the findings of Anessi-Pessina and Sicilia (2019), gender was not 
an important determinant of opportunistic accounting choice in our study. This 
finding may be due to the Swedish context, and may not necessarily be general-
izable to the conditions prevailing in other countries. Different countries can be 
assumed to have different social values (Hofstede 1983), something that also is 
likely to be reflected in financial reporting practice (e.g. Gray 1988; Braun and 
Rodriguez 2008; Tagesson et  al. 2012). In their study on gender and financial 
reporting quality in Swedish listed corporations, Nasution and Jonnergård (2017) 
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noted that Sweden is ranked as a gender-equal country and, based on Hofstede’s 
cultural dimension, is classified as a feminine society. They also noticed that stud-
ies that found an association between gender and financial reporting quality were 
conducted in more masculine societies. Whether such differences apply to public 
sector financial reporting is a matter for future research.

Our main conclusion is that the explanatory power of opportunistic accounting 
choice increases with the use of an eclectic approach with theoretical concurrence 
that includes economic conditions, agency, institutional forces and conditions, and 
behavioural factors that reflect the characteristics and idiosyncrasies of individuals.
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