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Abstract 
 

We examine the change in the level of earnings management around the 1997 financial reform in Korea 
by utilizing a Benford distribution. We examine whether, reading from the left, firms listed on the 
Korean Stock Exchange converted high second digits of their positive net income more often in the post-
financial reform period (2000-2009) than in the pre-financial reform period (1991-1996). High second 
digits are converted either to improve first digits or to add an additional first digit (i.e., 1). We find that 
firms converted high second digits more often in the post-reform period, possibly due to an increase in 
performance-based compensation plans. 

 


