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5. Conclusion

Prior literature indicates that higher institutional ownership is associated with better earnings quality, and evidence is mostly

confined to the U.S. In this paper, we explore this relationship in a broader sample. We document a positive association between 
strategic institutional ownership and earnings quality across 41 countries. More importantly, we find that this association is 
stronger in countries with strong investor protection. Our results indicate that a one standard deviation increase in institutional 
ownership is associated with a 6.1% increase in earnings quality in countries with high investor protection, while a similar 
increase in institutional ownership is associated with only 1.4% increase in earnings quality in countries with low investor 
protection. We conclude that institutional investors have more incentives and/or are better able to exercise their monitoring role 
in countries with strong investor protection, thereby improving earnings quality. Future research can try to disentangle between 
these two explanations. Another possible avenue of future research would be to examine whether and how other country level 
variables, such as national culture, shape the relationship between strategic institutional ownership and earnings quality.
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