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Abstract
The increasing complexity and globalisation of capital markets necessitate the need for an accurate and transparent financial information or reporting that can be achieved via the application of the principles of accounting theory. Hence, this study’s aim is to employ the systematic literature review (SLR) to explore the relationship between accounting theory and capital markets, focusing on the development of accounting theory,  applications and significance  and how accounting standards influence market efficiency, investor’s perception, and overall organisation’s financial profitability and stability. Initially, a total of 208 articles were retrieved and later pruned down to 138 after screening out irrelevant titles and abstracts. Following the implementation of inclusion criteria, 40 articles that met the stipulated criteria were reviewed. This led to the development of a conceptual model that explores the relationship between accounting theory and capital market. The outcome of the review indicates that the combined effects of quality disclosure or reporting, investor behaviour, managerial actions, and institutional factors culminate into capital market outcomes such as market performance, efficiency, cost of capital, liquidity, and investor’s confidence. Furthermore, literature studies indicate that accounting theory can bridge the information gap between organisation and investors, thereby strengthening capital market stability and performance. Although this theory is limited by the fact that deviation may exist in the application of some theoretical perspective to real life scenario. To fully harness the potentials of accounting theory in capital markets, policymakers and regulators must ensure that the implementation of accounting reforms including enforcement and governance frameworks.
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1.	Introduction
A theory is a collection of interconnected principles, propositions and definition that identify the relationships among variables with the goal providing an explanation or forecasting a phenomena (Kerlinger, 1964). This represents a systematic view of phenomena. This indicates that a theory's goal is to offer expectations or predictions regarding the relationships between variables and the extent to which they are dependent on one another. It creates a clearly defined expected outcome that may be widely acknowledged should it occur (Appah & Oyadonghan, 2011). Currently, there is no single or complete accounting theory. Rather, there has been an attempt within the profession to put out several theories.

The lack of a single accounting theory can be attributed to the varying viewpoints of those who developed it. While some view accounting through the lens of users, others view it through the lens of the environment patterns that dictate how users and preparers of accounting data should act. However, limited authors have articulated the impact of the accounting theory vis-à-vis the performance of the capital market. Furthermore, the increasing complexity and globalization of capital markets necessitate the need for an accurate and transparent financial information that can be achieved via the application of the principles of accounting theory. Nonetheless, some inconsistencies still exist in financial reporting and accounting practices which may affect the investor’s decision-making and capital market performance due to the evolution of different theories and frameworks. This raises an important question on the extent to which accounting theory influence the performance of the capital markets and to understand the extent to which the current theoretical frameworks promotes the capital market in terms of  transparency, reduction in information asymmetry, and market efficiency. Therefore, to investigate the effect of accounting theory on the capital market performance and investor’s confidence, three research questions are formulated as follows:
· In what ways does accounting theory influence the financial reporting quality and transparency in the capital markets?
· [bookmark: _GoBack]How does accounting theory influence investor’s behaviour and capital market performance?
· What are the challenges or limitations are associated with the adoption of the accounting theory in capital markets?

Hendriksen and Van Breda (1992) defines accounting theory as a set of principles that forms the basis of evaluation of accounting practice as well as a framework for developing novel practices. It offers a cogent collection of logical precepts that represents an inclusive framework for the assessment and advancement of the accounting profession or practice. This theory is important in developing principles that guides financial reporting. It also provides a theoretical foundation for the measurement and communication of economic activities.  Beyond the preparation of financial statement and reporting, accounting theory influences the capital market by upholding the principle of transparency promotes investor’s trust and boost organisation’s profitability. To achieve high operational efficiency, the capital market needs accurate and timely financial information for effective allocate resources, determine the securities values and assess the inherent risks. Accounting theory provides guidelines for the preparation and disclosure of this information.  Over the years, accounting theory has evolved, leading to the adoption of International standards such as the Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards (IFRS) by many organisations. Thus the implementation of accounting theory substantially influence the market dynamics, corporate valuation, investor’s decision-making and organisation profitability (Bushman & Landsman, 2010). Hence, this study uses SLR to explore the relationship between accounting theory and capital markets, focusing on the development of accounting theory, applications and significance and how accounting standards influence market efficiency, investor’s perception, and overall organisation’s financial profitability and stability. Although, some studies have reported on the effect of accounting theory on capital market, however there is a dearth of information in this field of study. A major contribution of this study to knowledge is the developed conceptual model that explores the correlation between accounting theory and capital market. 
While existing studies dealt with accounting theory and capital markets relationships via empirical investigations or literature reviews, there still remains a dearth of comprehensive literature synthesis that systematically examines the collective influence of accounting theories on the dynamics of the capital market.
This study is novel in that it employs the SLR that is evidence-based and replicable to appraise, and collate findings on the effect of accounting theories on capital market leading to the formulation of a conceptual model that explores the relationship between accounting theory and capital market. The SLR approach promotes transparency and minimizes bias while enhancing the understanding of how the various accounting theories impacts the capital market behaviour.
Furthermore, this study synthesizes past contributions on the subject matter and also highlights the underexplored themes both in theory and methodological approaches that can shape future research. This study provides a conceptual framework which bridges the conceptual foundations of accounting theory with the practical realities of capital market performance to promote effective regulation and enhance investor’s decision-making.
Thus, this study can assist researchers, government, financial institutions, investors, regulators, corporate organisations, policy makers and other key players in the financial sector in enhancing the integrity and sustainability of financial markets through robust accounting practices rooted in sound theoretical principles.


2.	Methodology
This study employs the SLR approach to synthesise and explore the existing empirical and theoretical studies on the impact of accounting theory on capital markets. The SLR identifies, evaluates and synthesise relevant studies to answer research questions. A thorough implementation of the SLR could also lead to the identification of trends, gaps or emerging themes (Tranfield et al., 2003). Thus, the appropriatenss of the SLR employed in this study is because it enables a detailed   synthesis of existing works to understand a complex phenomenon, or an interdisciplinary subject by leveraging on the aggregation of critical findings from high-quality articles. Furthermore, SLR encourages reduction in bias and increase in research replicability (Denyer & Tranfield, 2009).
Figure 1 presents the research design employed for this study.

Figure 1: The overview of the method employed 
The approach of Transfield et al. (2003) was followed in this study. The SLR was implemented 

· In what ways does accounting theory influence financial reporting quality and transparency in the capital markets?
· How does accounting theory influence investor’s behavior and capital market performance?
· What are the challenges or limitations are associated with the adoption of the accounting theory in capital markets?
This study reviewed articles from Peer-reviewed journal articles, empirical studies and conference proceedings with the focus of examining accounting theory (normative, positive, etc.) and its Impact on capital markets. Only studies reported in English were considered and the articles were obtained from key academic databases such as Web of Science and Scopus.
A comprehensive search for article was performed using keywords and Boolean combinations such as: "Accounting theory" AND "capital market", "IFRS" AND "capital market performance", "GAAP" AND "investor behaviour", "Accounting theory" AND "capital market dynamics", "Accounting standards", "stock market", "information asymmetry" amongst others. 
Initially, a total of 208 articles were retrieved and later pruned down to 138 after screening out irrelevant titles and abstracts. Following the implementation of inclusion criteria, 40 articles that met the stipulated criteria were reviewed. Each of the articles was assessed for relevance, methodological rigour, and contribution through a brainstorming session by the authors and preference was given to articles with empirical findings and statistical analysis studies
Furthermore, the thematic synthesis approach was employed to consolidate the findings and structure them into themes. This approach identifies recurring themes, and groups similar themes. This makes it easy to organise the relevant findings from the literature review into the themes that addresses the three research questions. 
Figure 2 shows the PRISMA flow diagram employed to illustrate the literature selection process (Moher et al., 2009).
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Figure 2: PRISMA flow diagram
3.	Systematic Literature Review
3.1 Overview of the Capital Market and Accounting Theory
The capital market is one in which the investors or lenders offer a long term funds in exchange for financial assets. Its main goal is to channel savings into long term investments (Mishkin & Eakins, 2018). Capital market buys and sells debts and equity financial instruments and commit the wealth of investors into organisations or government for productive long term investment.
The implementation of accounting theory contributes significantly to a functional and efficient capital markets. It serves as a standard and framework for understanding, assessing and implementing accounting principles thus, providing a guideline on the way in which financial information is processed and reported (Scott, 2015). In the capital markets, investment decisions depends nature financial information and disclosures, thus, accounting theory contributes to investor confidence, market efficiency, and resource allocation (Ball & Brown, 1968; Beaver, 1968). 

Forming a general theory as a collection of overarching ideas that can serve as recommendations for its application is feasible, as a theory is a unified collection of hypothetical, intellectual, and practical principles. Hendriksen and Van Breda (1992) define accounting theory as principles that forms the basis of evaluation of accounting practice as well as a framework for developing novel practices and processes. It offers a cogent collection of logical precepts that represents an inclusive framework for the assessment and advancement of the accounting profession or practice.

The advent of normative theory, which is characterized as a theory that employs and demands policies value (value judgment), marked the beginning of the development of accounting theory. Formal investigative procedures have not been applied to this normative theory; instead, a deductive approach or positive accounting theory appears in more recent advancements. This theory looks for causes for events to happen in an attempt to explain the accounting phenomena that has been seen. This is not the same as normative theory, which dictates what must occur, or descriptive theory, which exclusively concentrates on describing events.

Positive accounting theory in economics is described as follows by Friedman (1953): "The aim of a positive science is the development of valid 'theories' or 'hypotheses' and meaningful predictions about phenomena that have not been observed." According to Watts and Zimmerman (1986), the explanation and prediction of accounting practices is the positive goal of accounting theory. By providing an explanation, one is able to justify the observed practice. The goal of positive theory research is to gather actual data comparing the characteristics of businesses that stick to the same bookkeeping practices over a period to the businesses that change over time so as to derive useful insights that can be used to project the effects of accounting regulations prior to their enactment (Godfrey, 2010:404).
According to Watts and Zimmerman’s (1986), factors such as managers’ incentives and market conditions determines accounting choices. Moreover, the digitalisation and globalisation of capital markets has stimulated convergence in accounting standards, resulting in the adoption of IFRS. Daske et al. (2008) found that the IFRS adoption, propelled by accounting theory, has improved market transparency across countries.
However, it is noteworthy to mention that there is a difference between a theoretical framework and real world application. Thus, the critiques of the accounting theory questions the practical application of accounting theory, especially in times of financial meltdown, crisis or market uncertainty. For instance, Schipper (2005) questions if the theoretical frameworks can sufficiently capture the capture economic reality in a dynamic market while suggesting there-assessment of the evolution of the accounting theory evolves in response to the dynamics of the capital market. The decisions made by individuals lead to social phenomena. The application of accounting data that is pertinent to price fluctuations that also impact the capital market is indicative of positive accounting theory research. A predictive approach's interpretation states that capital market reaction observations can serve as a single point of reference for comparing and contrasting various accounting measures. The assessment of the womb actual information on accounting figures created through various techniques should be guided by the observation of the market's response upon receiving accounting output.

Even though a market's behaviour and performance is determined by a combination of individual actions, some market techniques place more emphasis on community wealth than on individual wealth. These approaches make the assumption that focusing on individual behavior will lead to the optimum market behavior. The valuable mail market plays the role of supplying capital for those who make wise economic selections about investments and of giving valuable investors a way to constantly alter the ways in which wealth is used.

As a result, the market's response to accounting information has become highly adept at applying normative-positive theory by highlighting the decision-making process that each individual investor uses. Economic theories that are centered on positive accounting theory can be utilised to determine how information affects stock price fluctuations. The accounting profits information contains information content that can be utilised to anticipate stock prices, according to a significant portion of empirical study. As a result, this essay will attempt to investigate, from the perspective of positive accounting theory, various data and literature studies pertaining to the market's response to accounting information.

Georgious (2024) emhasise the politics of prudence while setting accounting standards. Othr authors have considered the “prudence” factor in accounting theory and standards either from the positive or conservative perspectives (Alexander & Fasiello, 2021; Baker & Persson, 2022; Barker, 2015). The guiding concepts and presumptions of the accounting theories that justify prudence are mostly embedded in a sound corporate governance. Accounting theories provide solutions for corporate governance issues that help avert company failures. The majority of businesses have failed because they ignored the stakeholders' idea and focused only on the shareholder primacy concept. Since aggressive profits management without any constraints on profitability actualization leads to company disasters, it is advised that in the corporate world, stakeholders' theory be given precedence over shareholders' theory.

The positive accounting theory is often employed in studies relating to capital market research due to its ability to transcend the limits of prescriptive norms because of its empirical-based observation. Also, normative theories are predicated on rules derived from behaviors that may not align with reality. Ogiriki and Question (2023) found that accounting information significantly influence the performance of capital markets in Nigeria. The authors indicated that a culture of transparency in accounting information and disclosure can enhance the trust of the investors, and boost investment opportunities. The authors suggested absolute compliance to standards by the stakeholders to promote the culture of transparency. This findings also agree significantly with the findings of Ahmadi and Bouri (2018), Okoh and Uzoka (2012) aswell as Omokhudu and Ibadin (2015) who emphasise the improtance of accounting information and transparency in the capital market.

According to Duke and Nkamare (2015), capital market, is a system of infrastructure and financial institutions that cooperate in the areas of mobilisation and allocation of long-term capital to the economy. Companies and governments can use the capital market to sell bonds and stocks to raise long-term funds or savings. Thus the capital market is a well-coordinated and specialised financial sector that drives economic growth due to its ability to encourage investments and savings. Obtaining long-term funding from the capital market is necessary for achieving economic growth and expansion (Angaye & Bingilar 2020). 

The kinds of efficient market theories that apply to the Indonesia Stock Exchange were studied by Andrianto and Mirza (2016). Based on the analysis of stock price data from the Kompas 100 Index, Jakarta Islamic Index (JII), and LQ 45 Index, it is determined that the Indonesian capital market is still categorised as a weak market. This is due to the fact that the majority of current stock prices continue to reflect historical stock price data, making it difficult to predict future stock values using historical dataset.

Ananda and Putra (2016) investigated the impact of inflation, on the Rupiah exchange rate, as well as the effect of the Standard Bank of India (SBI) interest rate on the composite stock price Index on the Indonesia Stock Exchange (IDX). From the moment stocks began to trade until a specific point in time, the Composite Stock Price Index has tracked changes and swings in stock prices. The findings demonstrated that, while only the rate of inflation and the rupiah exchange rate had a substantial effect on the composite stock price index on the IDX, both the SBI interest rate and the inflation rate of the rupiah exchange rate had a substantial impact on the composite stock price index concurrently.

Djalil et al. (2018) studied the effects of market irregularities on stock returns. Despite the fact that this study discovered market incongruities, the efficient market hypothesis is still valid because the anomalies that are now present appear to be limited to the characteristics of a semi-strong efficient market. In other words, the price of securities may be impacted by information that has recently been available to the market. Djalil et al. (2018) conclude by stating that since there is inconsistent evidence either in favor of or against the efficient market hypothesis, testing market anomalies continues to be a popular tool for financial and accounting researchers to gauge how quickly new entrants are adjusting. 

Research on the empirical testing of the Capital Asset Pricing Model (CAPM) and the Efficient Market Hypothesis (EMH) was done in 2013 by Amyulianthy and Asriyal. Understanding the CAPM and EMH’s dependability theory is made possible by this research. Based only on quantitative predictions, the study found that the CAPM and EMH remain relevant in predicting investor behavior early on. Investors behave erratically and unpredictable in real life. As a result, the CAPM and EMH concepts cannot be used alone to analyse the behavior of stock prices in the capital market; rather, they should be combined with additional analyses that enhance understanding of real-world investor behavior.

Research on the connection between financial statement data and capital markets was done by Kothari (2016). Accounting's popularity can be attributed to at least four factors: fundamental analysis and valuation, market efficiency tests, accounting's responsibilities in contracts and political processes, and disclosure rules.

According to Lee (2001), accountants need to have a competitive edge when handling data on price movement signals. Accountants must understand market efficiency and the dynamic nature of price discovery in order to fully benefit from this advantage. It is time to discover how, when, and why an efficient market is predicated on a price that is continuous and efficient. Thus, accounting theory serves as the foundational basis for the development of accounting standards and guidelines when preparing financial statements (Foster, 1986). Scott (2015), stated that it provides a logical structure that allow consistent application and interpretation of financial information. Studies such as Ball and Brown (1968) and Beaver (1968) demonstrated the impact of financial information on stock prices and investor decisions. Information asymmetry could affect investor’s confidence which may impact negatively on the performance of the capital market.
Barth et al. (2001) argue on the relevance and usefulness of financial reporting in decision making, which are grounded in accounting theory. The authors opined that financial statements when grounded in sound theoretical principles such as the accounting theory, may provide the necessary information that can assist in asset valuation and risk assessment. This opinion is supported by the view of Bushman and Landsman (2010), that a comprehensive accounting principle or standards, grounded in a robust theoretical framework, can promote the capital market discipline and performance. 

3.2	Empirical Literature Review
Empirical studies over the years have probed the impact of theoretical frameworks and accounting standards on capital market especially investor’s behaviour, market efficiency, and corporate valuation.
For instance, Ball and Brown (1968) provided empirical evidence that accounting earnings can provide useful information to the investors, by providing evidence that unexpected changes in earnings relate with anomalous stock returns. The outcome of this study indicates that the accounting information, derived from the underlying accounting theory, plays significant role in the responses of capital market to accounting information.
Beaver (1968) also found that effective accounting disclosures such as disclosure of earnings etc., can minimise be information asymmetry and promote increase in trading volume and stock price volatility. The study lends more credence to the importance of accounting theory in enhancing market transparency. Daske et al. (2008) analysed the adoption of the IFRS in twenty six (26) countries and found that IFRS adoption rooted in theoretical framework led to an increase in market liquidity, reduction in the cost of capital, and improved firm valuation in countries with strong enforcement structure. Although there is variation in the outcome depending on the institutional context. This shows that the regulatory environment performs a mediation role in the practical applicability of the accounting theory is mediated by regulatory environments. Barth et al. (2008) compared organisations that adopted the IFRS to those who employ the local standards and found out that the former experiences substantial improvement in the quality of accounting and improved earnings, thus reinforcing the stance that the principles-based theoretical standards can enhance financial reporting.
In China, Chen et al. (2010) investigated the effect of IFRS implementation and found that it improved the comparability and relevance of financial reports, which ultimately improved investor’s confidence and promote effective decision in relation to capital allocation. This finding is consistent with the theoretical claim that the deployment of harmonised standard rooted in logical accounting theory may reduce information asymmetry across countries. Ahmed et al. (2013) opined that IFRS implementation may not automatically translate to improvement in accounting quality. The authors acknowledge the goal of the accounting theory in standardising and enhancing financial information, however, its effectiveness depends on firms' incentives and level of implementation or compliance.
Laux and Leuz (2009) considered accounting theory in the context of fair value accounting and evaluated its impact during the financial crisis. The authors found a mixed effect on market stability. Theoretically, fair value accounting promotes time effectiveness and timeliness, however, in practice, it can worsen procyclical behaviour in illiquid markets. This might be perceived as one of the limitations of implementing accounting theory without consideration for the economic context. The findings of Kothari et al. (2016) supported the Positive Accounting Theory's view of Watts and Zimmerman (1986) that managers may be flexible in reporting standards to meet the targeted goals, as a way to bridge the gap or differences between theory and practice. 
Studies indicate the significance of the accounting theory such as provision of suitable guidelines for providing relevant, and reliable financial information, which in the actual sense promote the transparency and efficiency of the capital markets. However, its practical applicability remains a concern coupled with the fact that it is driven y regulatory, cultural, and economic environments within the context of application.

4.	Results and Discussion
The findings of this study are grouped according to the following major themes:

4.1 Benefits and Limitation of Accounting theory
The synthesis of the literature indicates that accounting theory is beneficial in making useful decision. The decision-usefulness paradigm of accounting theory posits that financial reporting should provide relevant information useful for making investment and credit decisions (Scott, 2015). This is in line with the normative accounting theories that underscore the importance of quantifiable features of financial information—such as relevance, reliability, and comparability. These characteristics enable investors to assess an organisation’s performance and future potentials (Barth et al., 2008). This the accounting theory forms the basis of effective financial reporting standards aimed at improving capital allocation through informed decision-making by the investors.
Accounting theory also contributes to EMH by providing guidelines for the dissemination of timely and important information which promotes the performance of the capital market. EMH seeks the incorporation of all available information into asset prices (Fama, 1970). The disclosure of accounting earnings enhances stock prices, which means that markets are dynamic and responsive to accounting-based information.
However, as accounting theory sets standards, some real-world scenarios may deviate from theoretical ideals which can affect market’s performance.
Accounting theory also minimises information asymmetry via effective disclosure and improved monitoring (Bushman & Landsman, 2010). The literature synthesis shows that high-quality reporting may reduce the cost of capital and increases investor’s trust and confidence.
Thus, accounting theory promotes transparency and accountability in financial disclosures. However studies such as Daske et al. (2008) and Ahmed et al. (2013) suggest that the effectiveness of accounting theory in capital markets is influenced by institutional context, thus, accounting theory must be adaptable to these environments to have practical relevance. In other words, it must account for institutional diversity, as well as regulatory framework.
In terms of fair value, there is an emerging trend towards “fair value accounting” as supported by some recent accounting theories However, Laux and Leuz (2009) argue that fair value can promote volatility and reduction in the reliability in illiquid markets. Hence the need to ensure a balance between relevance with reliability, when the market is stressed or when operating under uncertain conditions.
Thus, accounting theory enhances transparency, comparability, and efficiency while its stems from managerial behaviour, institutional variation, and market dynamics.
The literature review  further show that accounting theory (normative and positive) has significant influence on the capital markets through provision of guidelines or standard, effective decision-making by investors, quality of financial reporting and regulatory enforcement. 
Studies such as Daske et al. (2008), Barth et al. (2008) and Chen et al. (2010) show that the adoption of theory-based standards such as the IFRS often lead to improved transparency, increased trading volume, enhanced investor’s trust and confidence, comparability, and derivation of effective decision from financial statements. These improvements reduce information asymmetry and enhances the capital markets.
Sharma et al. (2023) examined the influence of accounting and regulatory factos influence the stock prices of Indian banks. The outcome of this study reveal that  earnings per share (EPS), return on equity (ROE), capital adequacy ratio (CAR), and net interest margin (NIM) positively impact bank stock prices, while non-performing assets (NPAs) and current ratio (CR) have a negative effect.
Zou and Othman (2024) investigated the relationship between accounting conservatism and corporate innovation investment and found that while conservative accounting practices can lead to reduced investment in innovation due to short-term financial stability, it may boost investor’s confidence especially in uncertain market environments.





Table 1 summarises the major findings in this study

Table 1: Major findings
	Theme
	Major findings
	References

	Quality of disclosure or reporting
	Accounting theory promotes transparency, relevance and comparability
	Barth et al. (2008), Chen et al. (2010)

	Investor’s behaviour
	Accounting information influences prove and volume of training and effective disclosure minimise information disclosure and enhances investor’s trust
	Daske et al. (2008)

	Fair value
	It enhances relevance but may cause volatility and market instability especially in times of crises
	Laux and Leuz (2009) 


	Managerial incentives
	Incentives such as compensation structures or debt reliefs, can lead to earnings management or selective disclosure
	Ahmed (2013)

	Capital cost
	Higher disclosure reduces capital cost 
	Lambert et al. (2007)


4.2 Answering the Research Questions (RQ)
· RQ1: In what ways does accounting theory influence the financial reporting quality and transparency in the capital markets?
From the synthesis of the literature, it could be established that accounting theory plays a fundamental role in achieving quality and transparent financial reports. The normative accounting theories underscore important characteristics of financial reports such as relevance, reliability, and comparability, which align directly with the investor’s needs. Theory based frameworks such as IFRS has enhanced the quality of financial reports leading to effective decisions and allocation of capital (Barth et al., 2008; Chen et al., 2010).
Thus, accounting theory can bridge the information gap between organisation and investors, thereby strengthening capital market stability and performance.

RQ2: How does accounting theory influence investor’s behaviour and capital market performance?

Studies such as Daske et al. (2008) as well as Leuz and Verrecchia (2000) provide evidence that accounting theory and other theory-base standards correlated positively with lower cost of capital, increased market liquidity, and improved organisation’s valuation. Although these benefits are more visible in countries with strong institutional and legal framework. However, these benefits influence investor’s behaviour especially in terms of investment decision making. Accounting theory can bridge the information gap between organisation and investors, thereby strengthening capital market stability and performance.
Thus, to fully harness the potentials of accounting theory in capital markets, policymakers and regulators must ensure that the implementation of accounting reforms including enforcement and governance frameworks.

RQ3: What are the challenges or limitations are associated with the adoption of the accounting theory in capital markets?
Literature synthesis indicates that there are some practical limitations in the real-world application of accounting theory. For instance, managerial incentives, such as compensation structures could lead to selective disclosure (Watts & Zimmerman, 1986; Ahmed et al., 2013) while fair value accounting may increase volatility in periods of market instability (Laux & Leuz, 2009), thereby reducing the reliability of financial statements and increasing the risk of capital market instability.
Therefore, there is a need to balance theoretical perspective with real life practical applications to promote adaptability and reduce the manipulation of accounting information. 
In other to overcome some of the limitations of the accounting theory, the following are suggested:
1. Regulatory bodies should consider some country-specific applications and adaptations when implementing global standards like IFRS.
2. The convergence of accounting standards sought alongside the enforcement of supporting frameworks such regulatory and legal frameworks especially in the emerging markets. 
3. To ensure consistency of application, there is a need for training and human capacity development. For instance, the major player such as auditors, regulators, and corporate accountants should be trained to ensure consistent application.
4. There is a need for consideration of institutional environments such as enforcement mechanisms, legal and governance frameworks. This moderates how effectively accounting theory translates into practice. The presence of strong institutions mitigate managerial manipulation and support effective enforcement of standards.
Figure 3 shows a conceptual model that explores the correlation between accounting theory and capital market. From the model, the accounting theory provides standards and guiding principles that promotes the quality of financial reporting which subsequently influences investor’s decision-making and managerial behavior. This is moderated by the institutional environment (Legal, governance, enforcement) which promotes positive capital market outcomes such as efficiency, cost of capital, liquidity and investor confidence.




Figure 3: Conceptual model showing correlationship between accounting theory and capital market. 

5. Conclusion and Recommendations
The outcome of this study indicate that accounting theory forms the foundation for standard financial reporting which promotes transparency, standardization of financial reporting, effective disclosure, capital market performance, reduces information asymmetry, and enhances investor’s trust and decision-making. However, its real-world application is moderated by behavioural, institutional, and contextual factors. Sometimes there may be a deviation from the theoretical perspectives in real word scenario. Furthermore, theoretical ideals usually require strong enforcement and governance mechanisms to translate into consistent capital market outcomes.
Furthermore, the combined effects of quality disclosure or reporting, investor behaviour, managerial actions, and institutional factors culminate into capital market outcomes such as market performance, efficiency, cost of capital, liquidity, and investor’s confidence.
According to positive accounting theory, decisions made by individuals lead to social phenomena. The use of accounting data that has the strongest correlations with changes in the capital market's impact is indicative of positive accounting theory research. Positive accounting theory is predicated on the suppositions that creditors, managers, investors, and other stakeholders will act rationally when conducting assessments to optimize utility, and that managers will select accounting policies that optimise utility and take appropriate action to optimise the company's value.
The positive accounting theory is often applied in capital market studies research due to its ability to transcend the challenges of prescriptive norms while the normative theories are predicated on rules derived from behaviors that may not align with reality. 

Analyzing the data that accounting earnings hold about stock prices is one of the major priorities of the positive accounting theory. Any deviations from anticipated cash flow will have an impact on stock prices in efficient capital markets. Important information can be found in historical accounting earnings. This study is limited to a systematic literature review, further studies can consider the use of the mixed method approach for the analysis of the effect of accounting earnings releases on stock prices. Future studies can also investigate the effect the size of the stock price on the size of unexpected gains.
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