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Chapter 1. Introduction

This thesis develops four empirical studies conducted in the Vietnamese context an
related to corporate governance, earnings management, insider trading and stock price
informativeness. They respectively deal with (i) Ownership structure and earnings
management, (i) board gender diversity and earnings management, (iii) the mediating effect
of insider trading on the relation between corporate governance and earnings management (iv)
the mediating effect of earnings management on the relation between corporate governance
and stock price informativeness. We first begin by giving a brief overview of the corporate
governance and earnings management in Asia and Vietnam, to justify the interest and
specificities of this context (1). We then precise the motivations for our empirical essays (2).

Finally, we present the four chapters and highlight our main findings and contributions (3).

1.1 Overview of corporate governance and earnings management in Asia
and Vietnam.

1.1.1 Overview on corporate governance in Asia and Vietnam

The importance of corporate governance to organizations around the world has received
a lot of attention in many studies. It is worth considering that corporate scandals like Enron in
the United States and Marconi in the United Kingdom have provided important lessons to
international regulators. In this regard, policymakers all over the world have recognized the
long-term risks of weak corporate governance systems, such as decreasing competitiveness on
a corporate and national level. The law and legal enforcement on the governance of firms may
enhance the attractiveness at the country level as well as the development of markets and
economic growth. Yet, it seems that transparency and effectiveness of a country’s legal
framework may affect firms’ external financing and investment, which in turn may affect the

economic growth of a nation.

The concept of corporate governance was first introduced and applied to developed
countries. They have considered the OECD’s principles of corporate governance, which were
promulgate in 1999 and were updated in 2015, as a good reference and guideline for them.
Countries in Asia, which have less experience in governance in terms of such areas as the
participation of both men and women in decision making, accountability, transparency, or

fairness, have also followed OECD’s principles of corporate governance. It is worth noting
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that the development of corporate governance rules in Asia is also due to the global financial
crisis, since the collapse of currencies, equity, and property in 2007-2008 was partly
attributable to corporate governance issues and led to urgent analysis to help guide corporate
governance reforms. However, this process has not yet been successful. Asia shows a
weakness in legal framework of corporate law and in insufficient enforcement (Clarke, 2000).
Therefore, Asia has some challenging corporate governance issues, such as high ownership
concentration, low degree of minority rights protection (Lukviarman & Johan, 2018), and

weak effectiveness of the board of directors as selecting, monitoring and replacing directors

(CEO) (Ashfaq & Rui, 2019).

Basically, agency problems, which are the conflicts of interests between managers and
shareholders or among shareholders, are affected by a corporation’s ownership structure, the
concentration of which in listed Asian firms is in favour of families or the State (Lukviarman
& Johan, 2018). This means that monitoring by outsiders (e.g., independent directors) is less
effective in State-owned companies compared to other companies, leading to increasing
information asymmetry between the State and outside parties in State-owned companies.
Second, the State’s substantial involvement in the selection and appointment of outside
directors means that outside directors in State-owned firms are less likely to be truly
independent monitors (E. T. Chen & Nowland, 2010). Related to foreign ownership,
according new report launched by the United Nations Economic and Social Commission for
Asia and the Pacific (ESCAP)', Asia has become an attractive destination of foreign investors
in recent years. Thus foreign investments were reported to increase in Asia, especially in
Singapore and India. However, some countries in Asia restrict the level of foreign ownership
permitted-for example, brick and mortar retailers are 100% closed for foreigners in Indonesia-
or fix some minimum capital requirements such as Cambodia (USD 1,000), Indonesia (USD

170,000), Malaysia (from USD 120,000 to USD 250,000)’.

Boards of directors are weak in Asia. They are normally dominated by insiders who are
more likely to invite family members on board when their voting rights allow it. Lower board
effectiveness may also reflect a lack of female presence in the boardrooms. Compared with
Western Europe, where women hold more than 20% of board seats, gender diversity in
Asian firms reflects an average of only 15.7% women on the boards, ranging from 11.9% in

Singapore to 20.4% in Thailand, according to a study of the International Finance Corporation

! https://www.unescap.org/news/asia-pacific-becomes-largest-destination-and-source-foreign-direct-investment
2 https://www.acclime.com/insights/doing-business-in-asia-common-challenges-misconceptions/
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(IFC)’. Though the percentage of women on boards in Asian listed firms is higher than in
some European countries, such as the Czech Republic (8.8%) or Greece (9.4%)”, most Asian
female board members are subordinates rather than leaders because of the historic cultural
norm, which is still prevalent in the region today. Therefore, there are differences between

men and women related to having a voice in decision making in emerging nations.

For its part, insider trading (IT) refers to the stock transactions of the officers,
directors, and large shareholders of a firm (Seyhun, 2000). IT may be illegal or legal because
it is affected by regulations, and especially by the enforcement of IT law, which varies widely
across Asian countries. Most Asian countries established IT laws from the 1970s, such as
Malaysia and Singapore in 1973 and Pakistan in 1995. However, there are differences in the
years that (IT) laws have been enforced. For instance, IT law was first enforced in Singapore
in 1978 and in China in 2000. (D. Kim, Ng, Wang, & Wang, 2019) state that the effect of
corporate IT is more pronounced in countries with active enforcement of IT regulations than
in countries without. (Dissanaike & Lim, 2015) found that IT manipulated stock prices in
twelve markets® to avoid losses and maximize profits over the period 1997-2010. These
activities of insiders are likely to continue, and market participants have to respond

accordingly, leading to effects on stock price information.

Stock price informativeness (SPI), which reveals the quality of the information
environment, is a measure of the efficiency of the resources allocation: the more that capital
in the financial market is allocated efficiently, the more SPI is improved (Wurgler, 2000). The
response of stock prices is due to both macro-economic information (market and industry
related), such as the announcement of monetary policy, interest rates, etc., and firm-specific
information such as the firm’s performance and corporate governance. Higher or lower SPI is
based on the publishing of transparent and quality information as well as effective corporate
governance mechanisms. Therefore, the quality of corporate governance (CG) could improve
the informational and functional efficiency of the capital market, especially in emerging
markets where country-level investor protection is poor (Gul et al., 2010) and affect voluntary
disclosure and corporate transparency. Corporate governance, which consists of internal
mechanisms—such as actions under the control of managers—and external ones—such as
legal, regulatory, and external audits—helps to provide accounting information that is truthful

and reflects the firm’s financial results exactly. These concepts may be linked, since managers

% Board gender diversity in ASEAN countries, International Finance Corporation, 2018
* Gender balance on corporate boards, European commission, July 2016
® Japan, Australia, Hong Kong, Malaysia, Thailand, Philippines, Indonesia, Singapore, Taiwan, South Korea, China, and India.
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may manipulate earnings in order to maximize their own interests, leading to an influence on

the information of stock prices and SPIL.

Among the emerging Asian countries, Vietnam exhibits some specificities. Corporate
governance in Vietnamese listed firms is not strongly developed (World Bank, 2017). Vietnam
shows weak investor protection and poor disclosure and transparency standards. Furthermore,
Vietnam also lacks efficient markets for control and active shareholders who would demand
effective corporate governance practices. Actually, Vietnam has the lowest corporate
governance score (50.9%) among all Asian countries, among them Indonesia (60%), Malaysia
(77.3%), and Thailand (72.7%) (McGee, 2008). Among twenty-one components6 of corporate
governance practices which have been measured by the World Bank, only eleven’ components
were observed partially in Vietnam, which means that while the legal and regulatory framework
complies with the OECD principles, their practices and enforcement may diverge in this
country (McGee, 2008). For example, the corporate governance code was amended and a
disclosure rule was announced in 2012. Moreover, an improved Vietnamese Enterprise Law,
adopted in 2014, went into effect in July 2015, and aim at preserving the independence of the
board of directors. All these laws and reforms may help to eliminate the conflict of interests, to
improve accountability, and to make Vietnam successful in the way of pursuing a high level of
transparency and seeking sustainable business development. However, governance challenges
persist and are compounded by weak transparency and accountability mechanisms. Laws and
regulations remain difficult to change quickly to catch up with the reality, no matter how
corporate governance code is improved. But in Vietnam, the corporate governance code is
developed in a collaborative manner by the regulator—the State Securities Commission—and
the two stock exchange channels—the Ho Chi Minh City Stock Exchange (HSX) and the Hanoi
Stock Exchange (HNX). This means that there is considerable regulatory pressure to adopt the
code. Additionally, Vietnam has become a battleground in corporate governance models®
because a growing number of multinational companies have moved portions of their operations
into Vietnam. Basically, there are also gaps in legal requirements for transparency, while

oversight bodies lack independence (World Bank, 2017). As a result, Vietnam is the nation that

® They are (1) basic shareholder rights, (2) participant rights, (3) sharcholders’ annual general meeting, (4) disproportionate control
disclosure, (5) market for corporate control, (6) equal treatment of shareholders, (7) Prohibit insider trading, (8) disclosure of interest, (9)
shareholder rights respected, (10) redress or violation of rights, (11) performance enhancement, (12) access to information, (13) disclosure
standards, (14) accounting and audit standards, (15) independent audits, (16) fair and timely dissemination, (17) acts with due diligence and
care, (18) treats all shareholders fairly, (19) ensures compliance with law, (20) the board should fulfill certain key functions, and (21) the
board should be able to exercise objective judgement.

" Twelve components were partially observed: (1) basic shareholder right, (2) participant rights, (3) shareholders’ annual general meeting, (4)
disproportionate control disclosure, (5) shareholder rights respected, (6) redress or violation of rights, (7) performance enhancement, (8)
access to information, (9) accounting and audit standards, (10) independent audits, and (11) acts with due diligence and care.

8 https://www.forbes.com/sites/alexcapri/2019/09/18/why-vietnam-has-become-a-battleground-for-corporate-governance-
standards/#1622bccc4163
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has the largest amount of work to do to meet the corporate governance guidelines which were
first promulgated in 2007 based and developed using the OECD Principles of Corporate
Governance 2004: the Vietnamese Enterprises Law (2014) and the Vietnamese Securities Law

(2010).

Among the components of corporate governance in Vietnam, the specific features that we
will focus on are board gender diversity, State and foreign ownership and IT. Related to women
on corporate boards in Vietnam, after the government decided to launch an economic reform
program, named “doi moi”, aimed at turning the state-controlled economy into a socialist
market-oriented economy, it opened a new chapter for the national economy. Most listed firms
in Vietnam (97%) are small and medium-sized enterprises (SMEs). While women-owned
SMEs comprise 25% of the total number of active SMEs in Viet Nam, women hold more than
7% of CEO positions and women on boards has increased nearly to 14%, which is a higher
percentage than in other countries in South Asia, the Middle East, North Africa, and Sub-
Saharan Africa (IFRC, 2015). Although the Vietnamese National Gender Equality Strategy for
2011-2020 (Decision No. 2351/QD-TTg) also mentions support for women, these policies have
not been implemented in practice because the agencies responsible for guiding policy
implementation think that women entrepreneurs are the same as all workers who are subject to
the labour code and other legal provisions and they benefit from the same policies as men.
Thus, no special support for women has been seen as necessary. Moreover, women on boards in
Vietnam still meet many obstacles. The obstacles commonly identified by women entrepreneurs
are lack of knowledge and of market information, trade promotion, resources, and opportunities
to network for business development. For example, 55% of women business owners state that
they need training and other support to develop their knowledge, and 31.4% of women business
owners have only a college education or less (VCCI 2019). In addition, women entrepreneurs
have other issues such as balancing work and taking care of their family because of cultural
norms. Meeting family needs can be time-consuming for woman entrepreneurs, which is a

limitation for women in building their business and their business network.

Concerning the level of State Ownership, the situation is very singular too. After
processing “doi moi”, the change to the Vietnamese socialist-oriented market economy was
characterized as ‘“equitization” and not “privatization” because State-owned enterprises
(SOEs) still had to preserve the State’s assets to fulfil government aims. This equitization has
seen very rapid changes in terms of quantity: the number of SOEs has decreased remarkably,

from around 12,000 in 1991 to more than 500 in 2017 (The report of State Audit, 2018).
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However, the equitization of SOEs is incomplete because the Vietnamese government still
holds a large percentage (above 50%) of ownership in the listed SOEs of strategic industries
or the key sectors, such as electricity production, telecommunications, mineral exploration,
oil, gas, and water supply (Vu, 2012). Therefore, the State is the controlling owner in a large
number of firms in Vietnam. The government still holds a majority interest in them and
continues to make strategic and policy interventions (World Bank, 2017). The transparency of
supervision by the State over the enterprise managers is irregular and inefficient because of
the lack of a mechanism ensuring coordination between State authorities in exercising rights
of ownership. Thus, managers may manipulate financial information easily, and informed
traders have lower information cost and can thus take advance information to serve their
interests (Francis et al., 2005). As a result, they face many conflicts of interest in regulating

and enforcing the laws.

Regarding foreign investors, there has been a boom of their engagement during the
Vietnamese equitization process. A first stock exchange was established in the mid-2000s in
Vietnam, called the Ho Chi Minh Stock Exchange (HSX), which is located in Ho Chi Minh
City. In 2005, a second stock exchange, the Hanoi Stock Exchange (HNX), was established in
Hanoi in the northern region. At the end of 2017, there were more than 800 companies listed
on both the HSX and the HNX. Furthermore, Vietnam became one of the countries with the
highest economic growth rate in Asia (IMF, 2010). For all those reasons, Vietnam has
become an attractive investment destination with lots of opportunities and perspectives, and
even the country with the highest foreign direct investment (World Bank, 2011). However,
the government also issued regulations to control and supervise the participation of foreign
investors through No 60/2015/ND-CP and No 58/2012/ND-CP. According to these laws, the
permitted percentage of foreign ownership in listed Vietnamese firms depends on each
industry or sector, ranging from a maximum of 49% for non-financial firms to 30% in finance
and related firms. In addition, there is a conflict between article 10 of the law on foreign
investment, according to which foreign owners will bear all risks and losses as a percentage of
their capital share, and article 11 of the decree 24/2000/ND-CP, which states that “Each joint-
venture party shall bear liability within the limit of its capital contributed to its enterprise’s
legal capital”. Thus, the rights of foreign investors are not clearly and effectively

implemented in reality, which means owners are not treated equally in joint ventures.

In spite of efforts to monitor and protect shareholders in the Vietnamese market through

market regulations, the legal framework, and corporate governance, Vietnam has tried to
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produce stock market transparency in order to attract considerable interest from foreign
investors for earlier SOEs’ divestments; in 2020 more than 400 SOEs still remain. Efforts to
monitor and protect shareholders in the Vietnamese market are promulgated through market
regulations, the legal framework, and corporate governance. One of the rules is guidelines for
the disclosure of IT. Insiders in Vietnam are defined as top executives, institutional investors,
and their family members, who are subject to three regulations: (i) they must announce their
trading on annual reports at least three days prior to the actual trade executions, (ii) the
expected trading time frame does not exceed 30 trading days, and (iii) insiders report the trade
results to their own company, and relevant media about the results of their trades (Circular
No. 155/2015/TT-BTC). In terms of IT on private information, Act 181 of Criminal Laws No.
37/2009/QH12 (Criminal Laws) issued in 2009 stipulates that insiders who violate the laws
may be prohibited from their current positions of the company from one to five years, may be
required to give back abnormal profits from their trades, and are liable for a fine of VND 100
million to VND 500 million (about $5,000-$25,000) and a term of imprisonment from six
months to three years. Insiders might be subject to imprisonment from two to seven years if
IT activities have severe consequences. However, IT still may affect market reaction and
stock prices because if the trades are not executed, they must announce their trade
cancelations within three trading days after the end of the requested period. Compared with
the UK and Hong Kong, where insiders only publish their trades within three and five trading
days, respectively, after their trade completion, investors on the Vietnamese market may

manipulate stock prices by postponing disclosure information.

The SPI is based on the corporate mechanism. Firm specific information impounded in
stock price is higher or lower depending information environment. Vietnam shows poor
corporate governance leading to expose poor information environment. Thus to improve SPI,
government authority and firm managers should make an effort to establish more transparent

and information environment surrounding firms.

1.1.2 Overview of earnings management in Asia and Vietnam.

(Wijayana & Gray, 2019) performed a study to examine the occurrence of earnings
management (EM) in Asia. The results show that EM exists and varies across Asia, which can
be accounted for by several reasons. First, it is known that financial information under
International Financial Reporting Standards (IFRS) is influenced by institutional factors as

culturally derived accounting values (Wijayana & Gray, 2019), and countries in Asia show a
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broad diversity of institutional setting cultural features (Guan, Pourjalali, Sengupta, & Teruya,
2005) and quality of corporate governance (Thai & Lai, 2019). This diversity is likely to
influence the accounting choice and therefore EM practices as well as the quality of financial
reporting (Wijayana & Gray, 2019). Second, the IFRS, which are regarded as high-quality
accounting standards, have been widely implemented in Europe, whereas there has been a
much slower and less widespread process of adoption in Asia (Wijayana & Gray, 2019). Due
to the various levels of application of the IFRS among countries in Asia’, EM practices may
show a large variety, since firms in countries that have adopted the IFRS show decreased
levels of EM, resulting in an increase in financial information quality (Wijayana & Gray,
2019). (Shen & Chih, 2007) used the average ranking of three different dimensions to
measure EM in Asian countries. The first measurement is a smoothing measure, which
captures the standard deviation of operating earnings divided by a standard deviation of cash
flow from operations. The second is based on the contemporaneous correlation between the
change in accounting and the change in operating cash flow. The last measure is related to the
average value of the magnitude of accruals scaled by the absolute value of the firm’s cash
flow from operations to control for firm performance. As a result, the higher the total EM by
these three measurements, the greater is the tendency to engage in EM. Hong Kong, which
follows the IFRS, has firms with the lowest average level (86.5) of EM. This means that they
engage in less manipulation of earnings than other countries in Asia, such as India (100.8),

Thailand (131.04), Indonesia (109.7), and Singapore (104.26).

To integrate itself with the World Trade Organization (WTO), Vietnam introduced the
Vietnamese Accounting Standards (VAS) in 2001, which marked a milestone in the process
of the country’s accounting reform. Over the period 2001-2005, Vietnam promulgated its
own 26 accounting standards, based on the International Accounting Standards/International
Financial Reporting Standards (IAS/IFRS) issued in 2003. However, the VAS has not been
updated since 2006, and so it does not reflect subsequent amendments to the IAS and the new
IFRS. This creates concern that though they previously converged with IAS/IFRS, the 26
existing VAS standards no longer promote transparency of company reporting (Le & Walker,
2008) well enough. Moreover, the country is facing some legal weakness. For example,
although accounting law No 03/2003/QHI11 (updated as No 88/2015/QH13), which was

issued by the national assembly, is the highest legal document for performance of accounting

® Korea, Hong Kong, Malaysia, Cambodia, Mongolia, New Zealand, and the Philippines have adopted the IFRS, whereas China, Taiwan,
India, Indonesia, Japan, Nepal, Pakistan, Singapore, and Thailand have adopted the standards partially (International standards 2019 global
status report, IFAC)
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work, decisions and circulars issued by the Ministry of finance are widely applied in
Vietnamese accounting practices. However, there are still gaps in the Vietnamese accounting

system, which has posed obstacles to the accounting practice.

Vietnam follows the IAS/IFRS at the lowest level (Thuong, 2018). Compared to other
Asian countries, Vietnam is the only jurisdiction that has not made any commitment to use
the IFRS. Most Vietnamese listed firms follow the VAS, whereas other listed firms, which are
guaranteed capital by foreign investors, follow the IFRS for financial reporting. They follow
VAS only to conform with local tax laws. In fact, most financial statements are made to
satisfy tax provisions and may not pose an actual and fair view of firms. With less
transparency in accounting information, managers in Vietnamese listed firms are likely to
manipulate earnings to serve their interests. Furthermore, according to law No 58/2012/ND-
CP issued in July 2012, firms that have reported losses for three consecutive years get
delisted. Therefore, listed companies may potentially use EM to avoid losses. A previous
study on Vietnamese listed firms shows that managers are likely to engage in EM to attain
positive growth in earnings and to avoid reporting negative earnings, especially in industrial

groups (86.6%)".

1.2 Research motivations and questions.

There is academic interest in studying the link between corporate governance and the
quality of financial information in Vietnam. Motivated by the current debate on governance
reforms, this thesis applies both theoretical and empirical analysis to study the effects of three
specific features of corporate governance and EM. In addition, the study investigates how
governance structures and different kinds of earnings manipulation have an impact on stock
price informativeness in emerging countries like Vietnam. Lastly, we examine whether the
three features of corporate governance have an impact on stock price informativeness (SPI)

directly or through the mediating effect of EM.
The motivations for these investigations stem from multiple factors:

(1) EM comes from a desire to prop up the firms’ stock price to get high managerial
compensation, in a developed capital market where ownership and management are separated

and corporate governance is strong. Meanwhile, Vietnam is a newly emerging nation that is

1% phan Thi Do Quyen (2018). The effect of earnings management on stock price informativeness in Vietnam. Doctor of physiology thesis.
Danang University, Vietnam.
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transitioning from a planned economy to a market-oriented economy, and it has weak investor
protection and corporate governance in comparison to developed countries. Vietnamese listed
firms have highly concentrated ownership structure in the top managers. In particular, the
state still controls some major industries in Vietnam, but foreign investors have increased
sharply with the ceiling up to 49%. With various goals, there is a difference in the way the
state and foreign ownership affect EM and SPIL.

(i1) The general context is increasing pressure on the gender diversity of boards in
developed nations because of growing regulation. Previous literature indicates that this has an
effect on the quality of accounting numbers and EM, for women on boards as well as for
women as corporate leaders (Gull, Nekhili, Nagati, & Chtioui, 2018; Lakhal, Aguir, Lakhal,
& Malek, 2015). In addition, the board system in Vietnam is a dual board system. Vietnam is
not characterized by either a one-tier (like the US), and a two-tier board system, like
Germany. In a one-tier board, all the directors (executive directors and non-executive
directors) form one board, called the board of directors. In a two-tier board, there is an
executive board (all executive directors) and a separate supervisory board (all non-executive
directors). However, a supervisory board in Vietnam is an independent body and a
compulsory internal governance structure in the Vietnamese context. It is a group of
individuals chosen by the stockholders of a company to promote their interests through the
governance of the company and to hire and supervise the executive directors and CEO.
Therefore, the monitoring role associated with board gender diversity in a mixed board
system is different and less well developed in Vietnam. Several studies have examined the
relationships between women on boards and EM, focusing on one-tier board system like the
US (Arun, Almahrog, & Ali Aribi, 2015; Arun, Almahrog, & Aribi, 2015; Thankom Gopinath
Arun). In this study, we investigate how women on boards and women as corporate leaders
may affect the quality of the monitoring role and the quality of financial reporting, which
leads to improvement in the information environment (Ferdinand A Gul, Srinidhi, & Ng,

2011).

(ii1) In order to create an environment with accurate, timely, and transparent disclosure
of more financial information in Vietnam, where there is low investor protection, a weak
governance framework, less transparency, and accounting information considered to be of
low quality, it is important to study the associations among corporate governance, EM, and

SPL

(iv) Although previous studies have investigated the relations among corporate
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governance, IT, EM, and SPI in developed countries (Ferdinand A Gul et al., 2011; J. Yu,
2011; Zhou, 2010), there is limited research in emerging countries where SPI is not associated
with the same level of quality and quantity of information. Some studies state the opposite
result. For example, (Jin & Myers, 2006) showed that higher information transparency leads
to lower EM, which will lead to more SPI, whereas (Chan & Hameed, 2006) showed that in
emerging markets, the lack of publicly available firm-specific information and less stringent

disclosure lead stock prices to be less informative.

(v) In fact, the theoretical arguments and empirical studies have associated special
features of corporate governance with IT, EM, and SPI. However, there is a debate about
whether the three features of corporate governance have an impact on SPI directly or exert
their effect through the profound effect of the variants on EM. To our knowledge, there has
been no previous study investigating such a mediation on the relations among corporate

governance, IT, EM, and SPIL.
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Figure 1: The structure of thesis

1.3 Outline of the dissertation

This thesis adds to the corporate governance literature by providing four studies focusing

on some specific features of governance mechanisms in the Vietnamese context. The first and
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second studies focus on how the firm’s corporate governance affects EM. While the first study
focuses on the ownership structure, which consists of both State and foreign ownership, the
second study is related to the place of women in the firm’s governance. These actors influence
the firm’s corporate strategy and the control implementation. We analyse the interactions
among the State, foreign investors, and gender diversity on EM in Vietnamese listed firms. The
third study examines the link between corporate governance and EM with IT as a mediator.
And the last study explores the link between corporate governance and SPI with the mediating
effect of EM. The overall methodology used throughout the thesis is largely based on empirical

methods.

We simultaneously use two measures of EM: namely, managers may manipulate
earnings through the manipulation of accounting accruals (“accrual-based EM”, AEM) or
through modifications in economic transactions (“real earnings management”, REM). AEM,
which assumes that managers use discretionary accruals to change the accounting appearance
of firm performance, is at a higher risk because it may be detectable by audit and is contrary
to law, whereas REM is more difficult to detect by shareholders, auditors, and regulators. In
terms of operation models, many scholars have developed approaches for measuring AEM
(Dechow, Sloan, & Sweeney, 1995; Jones, 1991; Kothari, Leone, & Wasley, 2005; Larcker &
Richardson, 2004; Larcker, Richardson, & Tuna, 2007). Two major competing models are
commonly used. The first one was developed by Jones (named the “modified Jones” model,
JM) and estimates EM as the residuals from the regression of total accruals on change in sales
and property, plant, and equipment by using a time series approach for each firm (Jones,
1991). Another way was mentioned by Kothari et al. (2005), who added ROA into the JM in
order to control the effect of performance on measured discretionary accruals (Dechow,
Kothari, & Watts, 1998) and to detect abnormal operating performance because the trend of

ROA is consistent with an operating performance (Kothari et al., 2005).

Regarding REM, real activities manipulation, three metrics have been developed in the
literature which consists of manipulation through abnormal production cost (REMPROD),
abnormal cash flow from operations (REMFCO), and abnormal discretionary expense
(REMDIS), which were much often used in the literature (Daniel A Cohen, Dey, & Lys,
2008a; Roychowdhury, 2006) and enriched by (Katherine A Gunny, 2010).

The modified JM and Kothari model are appropriate in the Vietnamese context,
according to (Van, 2019). Regarding REM, Vietnamese listed firms have applied REM to

manipulate earnings (Loan & Thao, 2016) because managers always have to trade-off
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between AEM or REM. Therefore, we apply these measures in our thesis.

The sample in these studies includes all Vietnamese firms listed on both the HSX and
the HNX, apart from banks and other financial industries. Banks and financial institutions are
excluded because their financial statements are prepared in a different regulatory
environment, and the information reported on those financial statements also follows a
different format. The financial statement data were collected from StoxPlus (stoxplus.com),
which is the main company providing data in Vietnam, from 2008 to 2017, except data
regarding women on boards, which were collected by hand. HOSE began operations in 2000
and HNX in 2005 starting with the negotiation method. Until the end of 2005 (11/2/2005),
HNX applied a continuous order matching method in parallel with the negotiation method.
However, the number of listed firms in 2006/2007 is quite small and data are not sufficient to

collect and test hypotheses correctly. Thus, 2008 is set as the beginning year of the study.

A brief overview of the various chapters and the main conclusions are given below.

1.3.1 Chapter 2: Ownership structure and earnings management.

This study aims to investigate the effect of State and foreign ownership on both accruals
based EM and real activities manipulation. In particular, this study addresses two key issues.
First, we examine the State ownership impact on EM. Second, we investigate the effect of
foreign ownership on EM. The conflict between shareholders and managers in terms of
agency problems and some special attention in agency theory as to how to control and
monitor debt financing may be different for firms with more State ownership, because State-
owned firms are guaranteed by the government regarding strategic of nation and funding,
which may reduce their EM. In terms of foreign ownership, the prediction of agency theory is
that more foreign ownership could enhance the oversight function of internal governance
mechanisms and prevent managers from taking advantage of corporate information
asymmetry to serve their own interest, which in turn would mitigate EM. We use the

percentage of shareholding owned by the State (or foreign) to test these relationships.

Our empirical analysis is totally consistent with existing previous studies in emerging
contexts, that more State and foreign ownership mitigates AEM (Ding, Zhang, & Zhang,
2007; T. Hoang, I. Abeysekera, & S. Ma, 2014; L. Wang & Yung, 2011). In terms of REM,
while more State ownership is less likely to boost earnings through cash flow and

overproduction (this measure being only if using lagged two periods of abnormal production
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cost), a strong presence of foreign investors engage higher in REM regarding abnormal
production cost and abnormal discretionary expenses (by Kothari model). This result is not
totally consistent with a study of (J. Guo, Huang, Zhang, & Zhou, 2015), who state that more

foreign ownership is associated with a lower level of the three types of REM.

1.3.2 Chapter 3: Board gender diversity and earnings management

Another feature affecting the transparency of financial reporting is board gender
diversity. The general context is an increasing pressure for gender diversity on boards in
developed nations because of growing regulations. The previous literature has indicated that it
has an effect on the quality of accounting numbers and EM, for women on boards as well as
for women as corporate leaders. Vietnam is a newly emerging nation that has a mixed board
system and singular governance rules. Thus, women on boards and women as corporate
leaders may affect the quality of the monitoring role and the quality of financial reporting,
which leads to an improved information environment (Ferdinand A Gul et al., 2011)
compared with developed countries. To add to the pictures related to the efficiency of women

in the boardroom, we investigate gender diversity in the Vietnamese context.

By following AEM and three types of real activities manipulation, the results show that
chairwomen reduce AEM measured by the Kothari model, whereas the number of women on
board of executives influence AEM measured by the Kothari model. Women on board
measured by the Shannon index engages in more AEM in the Kothari model and REM

measured by abnormal overproduction (PROD).

1.3.3 Chapter 4: Linking corporate governance and earnings management: insider
trading as a mediator.

Our two first studies show that ownership structure and board gender diversity affect EM
in some ways. However, these studies only provide direct evidence of the impact on EM of
three dimensions of corporate governance. It remains unclear whether those three features of
corporate governance’s effect on EM are interfered by other factors or not. Previous studies
have shown a link between insider trading and EM on the one hand, and corporate governance
and IT on the other hand. IT is then a candidate as a mediator between corporate governance
and EM. Thus, the purpose of our study is to focus on one of the intervening factors, IT. This
study broadens the perspective to consider how IT, which is defined as the trading of top

executives, organization investors, and their family members in Vietnamese listed firms,
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mediates the effect of ownership structure and board gender diversity on EM. Using IT as a
mediator variable helps to clarify the nature of the relationship between corporate governance

and EM.

In this third study, we address two key issues. First, we examine how the three features
of corporate governance—State ownership, foreign ownership, and gender diversity—directly
affect EM without passing through IT. Next, we explore the other, indirect, pathway that goes

from three features of corporate governance to EM through IT, as shown in Figure 2.

L

Corporate
overnance Direct effect

Corporate

Total effect
overnance

Figure 2: Synthesis of the model-insider trading as single mediator

We observe that the results validate the role of IT as a mediator, but only when the
proxy for EM is REMDIS. We notice that the total impact of two features of corporate
governance—State ownership and foreign ownership—on EM measured by REMDIS are
positive; this is not the case for board gender diversity. However there is a decrease in total
effect compared with direct effect, which is explained by the mediation analysis. A decrease
in the impact of State and foreign ownership on EM comes from the combination of more
State and foreign ownership reducing IT, with, in turn, decreasing EM because of a
significant positive relationship between IT and EM through REMDIS. This means that firms
with more State and foreign ownership indirectly decrease abnormal discretionary expenses
through less IT. By decreasing the weights of the paths of predictor IT on EM, the
suppression effect also decreases the indirect effects of State and foreign ownership on EM,

which are in combination significant.
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1.3.4 Chapter 5: Linking corporate governance and stock price informativeness in
Vietnam: earnings management as a mediator.

In the last study we investigate the information in the capital market with a focus on the
role of financial disclosure regulation. Many recent corporate governance reforms around the
world have sought to increase public disclosure to make the market prices more informative
about the future values of firms. The total information reflected in the market price includes
both the public information disclosed by firm management and the private information
acquired by investors. This study considers the direct and indirect effects of disclosure
regulation on information embedded in stock prices through an analysis of the interaction
between public reporting and private information. Some previous studies have showed that
ownership structure and board gender diversity are strongly associated with SPI (Ben-Nasr &
Cosset, 2014; Ferdinand A. Gul, Kim, & Qiu, 2010; Ferdinand A Gul et al., 2011; He, Li,
Shen, & Zhang, 2013; Vo, 2017). Also, numerous studies have stated that corporate
governance has an impact on EM (Adams & Ferreira, 2009; James P. Byrnes & Miller, 1999;
Faccio, Marchica, & Mura, 2016), whereas many others have showed a link between EM and
SPI (Durnev, Morck, & Yeung, 2004; Rajgopal & Venkatachalam, 2011). Hence we first
contemplate linking all those dimensions in the same model. In this, there is a two-path effect
between the three features of corporate governance and SPI: independently via a direct effect

and indirectly through EM.

Earnings
Corporate governance _ :
-board gender diversi Direct effect Stock price
Corporate governance
-board gender diversi Total effect > Stock price

Figure 3: Synthesis of the model-earnings management as a single mediator

The main results are presented with the measure of Kothari for AEM and with the
abnormal discretionary expenses for REM. All three features of corporate governance—

women on boards, State ownership and foreign ownership—have a significant, positive
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impact on SPIL. This is along with our expectations, except for State ownership, for which a
negative link was expected. This counter-intuitive result is explained by the mediation
analysis. The positive impact of women on boards, State ownership and foreign ownership on
SPI comes from the combination of a positive impact of corporate dimensions on EM and a
positive impact of EM on SPI. Namely, we find a significant positive relationship between

EM and SPI when the proxy for EM is REMDIS.
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Chapter 2. Ownership structure and earnings
management. An empirical study in a
Vietnamese contextr

Abstract

This study investigates the effect of State and foreign ownership on both accruals based earnings
management and real activities manipulation for Vietnamese listed firms. Using an unbalanced sample over the
investigation period 2008 — 2017, the findings suggest that state ownership mitigated either accrual based
earnings management and real manipulation especially through abnormal cash flows. The paper also finds that
foreign owned firms are less engaged in accrual based earnings management, but that more foreign investors
leads to more real manipulation regarding abnormal production cost and abnormal discretionary expenses. The
contribution of this study is the vital nature of ownership structures in monitoring earnings among Vietnamese

listed firms.

Key words : corporate governance — state ownership — foreign ownership — Vietnam — Earnings management

! This paper was presented at AFC, 2019.
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2.1 Introduction

In emerging markets and Vietnam particularly, ownership structure is a major issue for
most firms. Vietnam began a process of ownership restructuring in the 1980s and these
reforms continue until now. It is worth noting that the establishment of Ho Chi Minh Stock
Exchange in 2000 has been a change in the ownership structure of the corporations in
Vietnam. Besides State ownership, which is the main part of ownership structures in Vietnam,
foreign ownership has gradually became a key dimension of ownership structure of listed
firms due to the boom in foreign investment inflows. Due to shareholders having different
level of interest in the quality of reported earnings, earnings management practices may be

influenced by those tendencies.

Earnings management (EM) is defined as the managers adjustment- upward or
downward- on financial reporting under certain circumstances. The EM can be classified into
“accrual-based earnings management” (AEM) and “real activities manipulation” (REM).
AEM comes from estimating or changing in the accounting methods, which are allowed
under Generally Accepted Accounting Principle (GAAP) via accruals, whereas REM is a
purposeful action to change reported earnings in a particular direction such as changing the
timing or structuring of an operation, investment or financing transaction. As a result, they

lead to affect the cash flows from operations (Gunny, 2010).

This paper examines whether State or foreign ownership produces a significant impact
on EM in Vietnamese listed firms. The paper is motivated by four reasons: (i) Earnings
management comes from the desire to influence the firms’ stock price. It has mostly been
studied, in a developed capital markets, where ownership and management are separated and
corporate governance is strong. Instead, Vietnam is a newly emerging nation that is
transitioning from a planned economy to a market-oriented economy. It has weak investor
protection and corporate governance in comparison to developed countries. (ii) The
Vietnamese listed firms have highly-concentrated ownership structure and the State still
presents in some major sectors. But simultaneously, foreign investors have increased sharply
with the ceiling up to 49%'>. With various goals, the influence of both state and foreign
ownership may have different impacts on EM. (ii1) According to the No 58/2012/ND-CP law
issued in July 2012, the firms that have reported losses for three consecutive years are delisted

from the Vietnamese financial markets. Therefore, Vietnamese listed companies may have an

12 According decree No 60/2015/ND-CP and No 58/2012/ND-CP, the percentage shares hold by foreign ownership in the listed Vietnamese
firms depends on each industry or sector, but it can not exceed 49% for non-financial firms and 30% in the finance industry.
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incentive to use EM in order to avoid losses. So in this context it may be interesting to study
EM. (iv) There is no precedent research using audited data over a long period to examine the
relationship between ownership structure and earnings management, especially real activities

manipulations, in Vietnam.

In particular, the paper asks the question: how do State and foreign ownership impact

on AEM and REM of Vietnamese listed firms?

Our study applies to a relatively recent sample of Vietnamese listed firms for the period
2008 to 2017, which were both in the Ho Chi Minh Stock Exchange (HSX) and Hanoi Stock
Exchange (HNX) after filtering our firms with missing data. While the relation between State
ownership on earnings management through accruals has been well examined in Vietnam (T.
Hoang, Abeysekera, & Ma, 2014), the paper takes the first look at the relationship between
State and foreign investors on both accruals-based earnings management and real activities

manipulation.

The findings of the study first reveal a negative association between State ownership
and either AEM and REM through cash flow (CFO) and, in one model with EM lags, through
overproduction (PROD). Next, the paper also finds that foreign owned firms are less engaged
in AEM, while, more foreign investors is associated with more REM in terms of abnormal

production cost, and abnormal discretionary expenses.

Our study extended existing knowledge on EM, by investigating a very specific context.
Namely, Vietnamese policy-makers promulgated regulations on quotas for State owned firms
until the 2020s. Thus, our findings may be important for them to reconsider the effectiveness
of these crucial policies. In addition, they give insights for enforcing legislation and guidance
for financial reporting in the context of Vietnam to increase firms’ “ reporting transparency
and accountability”. Lastly, the paper adds new evidence regarding the effect of various

ownership structures on AEM, REM in Vietnam.

The rest of this paper is organized as follows. First, the paper discusses the institutional
environment and the corporate governance context in Vietnam. Then it briefly reviews the
relevant literature to develop the main research hypothesis. Data, data sources, and methods
are described next. Finally, the paper presents the empirical results and in the conclusion

discusses the contributions and limitations of the study
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2.2 Overview of the Vietnamese economy in transition

Although Vietnam became an independent nation in 1975s, the Vietnamese economy
has known a long period of subsidization system with a centralized plan-based on state-owned
firms. This led to an economic situation of production shortfalls because the state-owned
firms did not produce fully enough for customers to consume (Fforde & De Vylder, 1996).
During the post-war period from 1975 to 1986, there was a fundamental change in corporate
ownership structures of Southern Vietnamese businesses as they were forced to become State-

Owned Enterprises (SOEs) (Vu, 2012).

In 1986, the government decided to start launching an economic reform program,
namely “doi moi”, aimed at turning the state controlled economy into a socialist market-
oriented economy. It opened a new chapter for the national economy. This socialist oriented
market economy was named ‘“‘equitization” and not “privatization” because SOEs still had to
preserve the State’s assets to fulfill Government’ aims. According the report of the State
audit, 2018, the equitization has known very rapid changes in terms of quantity: he number of
SOEs decrease remarkably, from around 12,000 in 1991 to about 500 in 2017. However, the
equitization of SOEs is incomplete because the Vietnamese government still holds a large
percentage (above 50%) of ownership in the listed SOEs of strategic industries or the key
sectors that are electricity production, telecommunications, mineral exploration, oil, gas and

water supply (Vu, 2012).

Regarding foreign investors, there has been a boom of their flow of funds in recent
years. Although two stock markets, which are the Ho Chi Minh Stock Exchange (HSX) and
the Hanoi Stock Exchange (HNX), established later than other countries, the sharply increase
in the foreign ownership have become the most prominent feature in Vietnam. However,
Government also issued regulations to control and supervise this participation of foreign
investors through No 60/2015/ND-CP and No 58/2012/ND-CP. According to those laws, the
permitted percentage of foreign ownership in the listed Vietnamese firms depends on each
industry or sector, but it can not exceed 49% for non-financial firms and 30% in the finance
industry. Therefore, foreign ownership may reflect the investment alternatives in some firm

attributes.

Finally, and in spite of the efforts to monitor and protect shareholders in the Vietnamese
market through market regulations, legal framework and corporate governance, SOEs are still

major players in Vietnamese economies. According to general statistics office of Vietnam
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(GSO), while the number of SOEs represented only 0.9% of the total number firms, SOEs
finished off 32.2% of Vietnam’s GDP and 40.4% of the country’s total annual investment in
2013". Furthermore, SOEs are responsible for socially plans. Thus, State ownership (SO) and

foreign ownership (FO) are really two key main features of Vietnamese listed firms.

2.3 Literature review and hypothesis development

The ownership structure plays an important role in a firm’s governance. There are many ways
to classify the ownership structure such as insider-outsider ownership or family ownership,
institutional ownership, foreign ownership or block holder and promoter ownership. Most of
the previous studies combined them together. In this study, we only focus on state who has
their motivations for political purpose and foreign ownership who is maximize their
investment return, since we saw that they are key features of the ownership structure of
Vietnamese listed firms. And we focus on the way those characteristics may influence EM

practices.

2.3.1 State ownership (SO) and earnings management

Several studies investigating the relation between SO and EM provide the opposite

views in emerging countries.

On the one hand, the State is likely to report lower earnings quality (Ben-Nasr,
Boubakri, & Cosset, 2015; D. Choi, Chung, Kim, Kim, & Choi, 2020). Some reasons explain
why managers in SOEs engage in EM. First, managers hide the expropriation of corporate
resources for political purposes. In addition, SOEs have a lower level of governance in
management and monitoring, leading to an increased management autonomy causing more
engage in earnings management (D. Choi et al., 2020). Furthermore, contrasted owners, in
firms where the State retains a percentage of shares and family or founder’s private firms also
maintain their control, may have diverging interests or conflicting views leading to inspire
data manipulation (D. Choi et al., 2020; F. Guo & Ma, 2015). SO may be positively

associated with EM when State is not a largest shareholder of the firms.

In the opposite view, managers in SOEs may be less engaged in EM for some

" https://www.gso.gov.vn/en/data-and-statistics/2019/10/statistical-yearbook-of-vietnam-2015-2/ (GSO, 2015,
pp.62,75-78, 103).
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reasons. First, agency problems give raise to conflicts between managers and shareholders
about the way firms distribute their benefits (Fama & Jensen, 1983b). These problems do
not develop in SOEs because their main aims are generally to behave according to the
interests of their State rather than to maximize the wealth of their shareholders. Second,
agency theory also suggests that using debt affects managerial behavior (Jensen, 1986).
Managers work for firm value rather than for their own interests because of the external
monitoring (banks) and debt covenants. For their part, SOEs are usually provided for
additional funds or guaranteed by State support (Bhattacharya, Daouk, & Welker, 2003;
Ding et al., 2007; McNichols & Stubben, 2018; L. Wang & Yung, 2011). In other words,
they have an easy access to capital from the government. Therefore, managers have less
financial pressure to engage in EM. Third, another common agency problem is related to
the remuneration of managers. Managers are rewarded based on firm performance. With
advantages of internal information and a better understanding of “firm’s health”,
managers can opportunistically take action, to reach good firm performance, which may
have a negative impact on owners. Nevertheless, the compensation of managers in SOEs
is uncommon because various social and political goals limit the maximizing of their firm

value (C. A. Cheng, Wang, & Wei, 2015; Fan, Wong, & Zhang, 2007).

Most of previous studies about the relationship between earnings management and State
ownership come from China; they mostly support a negative relationship between earnings
management and State ownership. First, by using 273 State and privately-owned Chinese
companies listed in 2002, (Ding et al., 2007) establish a link between ownership structure and
firms’ earnings management practices through discretionary accruals, the results show that
privately-owned listed firms favor earnings boosting methods more than their State-owned
counterparts (Ding et al., 2007). Second, using 557 listed firms in China from 1998 to 2006,
(L. Wang & Yung, 2011) also found the same result. Based on a sample of 1329 Chinese
listed companies and 11,947 company years observations from 1998 to 2009, (Y. Wang &
Campbell, 2012) demonstrate that a higher degree of state ownership tends to deter earnings

management.

Thus, based on the above-mentioned arguments and findings, we propose the following

hypothesis:

Hypothesis 1: More State ownership mitigates earnings management.
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2.3.2 Foreign ownership (FO) and earnings management

Foreign ownership has become more important in emerging markets, which may
bring some advantages in terms of financial information quality. First, the presence of
foreign investors can enhance the oversight function of internal governance mechanisms
leading to better monitoring (Aggarwal, Erel, Ferreira, & Matos, 2011; Gilson &
Milhaupt, 2005; W. Huang & Zhu, 2015; Paik & Koh, 2014). Thus, the conflicts of
interests may be reduced, the monitoring of the firms may be enhanced, which should lead
to better corporate reporting behaviors and better earnings quality. Second, foreign
investors improve corporate governance, helping to prevent managers from taking
advantage of corporate information asymmetry to serve their own interests. In other
words, foreign investors are effective in deterring managerial opportunism (R. Chung, Ho,
& Kim, 2004; J. Guo et al., 2015; W. Huang & Zhu, 2015) because they are experts and
independent directors, who can easily access to resources, strongly monitor management

and thus limit earnings management (Roychowdhury, 2006).

Moreover, with higher foreign ownership, managers are more likely to manage earnings
in order to meet market expectations because they try to satisfy their foreign investors, who in

turn focus on current profits by boosting stock prices (Paik & Koh, 2014).

Previous studies bring different conclusions in different contexts. For instance, (H.
J. Kim & Yoon, 2008a; Mazumder, 2016) document that the level of accruals, which is a
measure of earnings management, decreases with foreign equity ownership, whereas there
1s no statistically significant impact of foreign ownership on earnings manipulation (Lai &
Tam, 2017). Related to REM, the scholars also state that foreign owned firms especially
for firms with a high and stable foreign proportion in the capital structure engage in less
real earnings management (J. Guo et al., 2015; Shayan-Nia, Sinnadurai, Mohd-Sanusi, &
Hermawan, 2017). Specifically, they are able to constrain upwards real earnings
management related to discretionary expenditure but not the operating cycle (Shayan-Nia
et al., 2017). (J. Guo et al., 2015) also state that firms with foreign ownership curb
earnings manipulation, but via operating activities in Japanese firms. Conversely, (S. H.
Kim, An, & Udawatte, 2020) mention that managers in firms with more foreign investors
are more likely to manage earnings in both AEM and REM due to information asymmetry
between domestic and foreign investors. It means that foreign investors have difficulties
to access the firm’s operational information, leading to an informational advantage for

insiders (manager and domestic shareholders) and opportunistic EM.
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Based on the aforementioned arguments and prediction of agency theory, the hypothesis

is formulated as follows:

Hypothesis 2: More foreign ownership mitigates earnings management

2.4 Variable measurement and research design

In this section, the paper discusses collected data, measures of dependent variables and

control variables as well as the research model.

2.4.1 Data and sample selection

The sample in this study consists of all Vietnamese firms listed on both the Ho Chi
Minh Stock Exchange (HSX) and the Hanoi Stock Exchange (HNX), apart from those in
banks and other financial industries. Banks and financial institutions are excluded because
their financial statements are prepared in a different regulatory environment, and the
information reported on those financial statements also follow a different format. The
financial statement data items were collected from StoxPlus company (stoxplus.com), which
is the main provider of data in Vietnam, from 2008 to 2017. HSX began operations in 2000
and HNX in 2005 with the negotiation method in the beginning. Until the end of the year
2005 (2/11/2015), HNX applied continuous order matching method in parallel with the
negotiation method. However, the number of listed firms in 2006 and 2007 is too small to test

hypotheses correctly. Thus, 2008 is set as the beginning year of the study.

Industry classifications in Vietnam are based on the industry classifications benchmark
(ICB), excluding bank firms. Only industries with more than 15 industry years, REM

measures are kept.

2.4.2 Measuring earnings management-dependent variables

AEM and REM are applied to measure EM. Basically, both AEM and REM may be
used by firms to reach financial targets or to avoid earnings decreases/losses. However, the
use of AEM may be limited since firms are restricted by the auditors’ and regulators’ scrutiny
in accordance with regulations. As a result, although it is more costly than AEM (Daniel A
Cohen et al., 2008), REM can be chosen by managers trying to make earnings to meet a

firm’s targets, because (i) it is not limited by regulations compared to AEM, (ii) it is harder
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for an outsider to observe (Schipper, 1989), and (iii) it is not judged to be in violation of
securities law. A study of (Zang, 2012) suggested that AEM and REM can substitute for each
other, based on their relative costs, suggesting that if REM is less expensive than AEM, more
REM will be applied, and vice versa. In particular, some previous studies have stated that
state-owned enterprises are less engaged in AEM because they prefer to use REM (Aharony,
Lee, & Wong, 2000; Jian & Wong, 2010). That is a reason why we use both AEM and REM
in this study. More precisely and following precedent studies, we use their absolute value.
Indeed, their absolute values allow to capture the level of earnings management, whether
upward or downward: for all of them, thus, the greater the measure and the greater is the

2.4.2.1 Accrual based earnings management

AEM refers to the considerable discretion that managers have to influence reported net
income through discretionary accruals. Discretionary accruals are the accruals over which
managers can exercise some control. Based on the existing literature, this research uses the
magnitude of discretionary (abnormal) accruals to measure EM (Daniel A Cohen, Dey, & Lys,
2008b; Dechow et al., 1995; Jones, 1991). The main arguments have been put forward for this
measure to apply in the Vietnamese context. The system of accounting of Vietnamese listed
firms has been traditionally tax oriented. Thus, Vietnamese authorities have fixed almost all
accounting choices that may affect accounting results, such as the depreciation method for fixed
assets or the life span used to calculate this depreciation in each specific industry. This has long
made it difficult for Vietnamese firms to adjust their earnings via non-cash accruals. But this
has changed over the last decade because Vietnamese listed firms have been required since the
beginning of 2006 to make provisions for various potential losses (No. 15/2006/QD-BTC). This
has brought the Vietnamese accounting language closer to international standards, while also
offering Vietnamese firms the opportunity to manage their earnings via more discretionary
accruals. Therefore, for the 2008-2017 period, using discretionary accruals for EM is relevant

because this conservatism principle is applied in Vietnam.

To measure AEM, this study develops two models. First, this is consistent with previous
studies according to which the modified Jones model provides the most powerful test in
detecting earnings management and it is suitable in emerging markets and Vietnam

particularly (B. Lin, Lu, & Zhang, 2012a; Q. Liu & Lu, 2007; Phuong, 2017). Second, we

'* In terms of nominal values, a smaller REMDIS or REMCFO indicates a higher upward REM. For all others, it
is a higher measure that indicates a higher REM
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employ the performance adjusted model of Kothari (Frankel, Johnson, & Nelson, 2002;
Kothari et al., 2005). Because the modified Jones model is a simple model of accruals using
change in revenues and fixed assets, it cannot be fully descriptive. So, different authors have
suggested controlling for various factors to improve the model (McNichols & Stubben, 2018).
Kothari et al. (2005) added ROA to mitigate the problematic heteroscedasticity and mis-

specified issues that exist in other aggregate accruals models.

So, the AEM is measured as discretionary accrual using a cross-sectional version of the
modified Jones model as follows. First, total accruals of a firm are divided into a discretionary
part and a non-discretionary part and are defined as the difference between net income before

extraordinary items (NI) and cash flow from operating activities (OCF):

TAi; = Netincome;; - OCFj,
The next step is to determine the coefficients that are used to estimate the firm-specific

normal accruals. This results in a modified Jones model, as shown in Equation (1):

TAi; 1 ASales; PPE;;
=a(— ) +B (——— ) + B (—— ) +e(D)

Assets; . Assets . Assets .| Assets; .|
The coefficients that are estimated with Equation (1) are used to determine the normal

accruals (NA). The following model is used:

1 ASales;  -AARit PPE;;
NA;; —a () +B ( ) B (—— ) (2

Assets; .1 Assets; .1 Assetsi .1

where:
- TA,.is total accruals for firm I at time t

- NA,|; is normal accruals for firm i at time t

AARit is the change in accounts receivable from the preceding year,

Assets;,,.; 1s total assets for year ¢~/ and firm i,

- ASaleit 1s the change in sales for firm 1 from year t-1 to year t

- PPEit is the gross value of property, plant, and equipment in year «.

- & 1s the residual of firm 1 at time t.

While computing the normal accruals, reported revenues of the sample firms are
adjusted from the change in accounts receivable to capture any potential accounting discretion

arising from credit sales, which relates to non-discretionary accruals (Cohen et al., 2008).

Following the prior literature (Dechow et al., 1995), discretionary accruals are estimated

as the absolute value of the difference between total accruals and normal accruals:
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TAi,t
|DAi,t‘ = ‘( ) - NAi,t| (3)
Assetsi .1

All variables are scaled by prior year total assets to control for heteroscedasticity.

The Kothari model is based on the modified Jones model plus ROA..;, which is return

on assets at the end of year t-1.

Following previous studies, we employ the absolute value of discretionary accruals as EM.

2.4.2.2 Real activities manipulation

Different models may be applied to measure REM. Previous studies on Chinese
firms have stated that REM measured by Roychowdhury (2006) may not be effective in an
emerging context (C. A. Cheng et al., 2015). Thus, we use the model developed by
(Gunny, 2010), because the estimation incorporates market valuation (Greiner, Kohlbeck,
& Smith, 2017). By including market value, the resulting REM in the Gunny model
excludes information that has already been incorporated by the market. We use three

different measures for REM".
. Abnormal level of reduction of discretionary expenses (REMDIS)

The first type of real earnings management methods is the reduction of discretionary
expenses (DIS) such as advertising expenses, research and development expenses (R&D) and
selling, general and administrative expenses (SG&A) as the most preferred method for

overstating earnings.

The formula of DIS below consists of advertising expenses and both R&D and SG&A, if
SG&A is available; the formula still exists when advertising expenses and R&D are missing, set
0. Because some firms may be engaged in innovative activities without reporting R&D

expenses (Koh & Reeb, 2015) or missing data, these situations will not be captured in tests.

DISi,t 1 . InterFt ASi,t
Ait—1 at By (Ai,t—1)+ B2MVie+ BsTobinQir-+ Ba ( Ait—1 )+ Bs (Ai,t—l

ASi,t
Al t—1

)+ Bs (o % DD) +ei ()

where:

- discretionary expenses (DIS) is the sum of advertising expenses (AD); R&D

15 According to (Katherine A. Gunny, 2010), the timing of the sale of fixed assets to report gains is also one of the types of REM since it is
used as a way to manage earnings by the difference betwwen net book value and the current market value. However, our study does not take
into account the timing of the sale of fixed assets for several reasons: previous studies have shown that REM is used in Vietnam through
lenient credit terms and discount policies rather than using the timing sale of fixed assets in order to improve revenue and decrease cost
(Loan & Thao); and due to data availability, we do not study the timing sale of fixed assets to date.
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expenses; and selling, general, and administrative expenses (SG&A).

- natural log of market value (MV) proxies for firm size;

- Tobin’s Q measures the marginal benefit to cost for each unit of new investment;

- internal funds (InterF) controls for the funds available for investment that are
generated from the firm;

- and change in sales (ASt/At-1) controls for the impact of trends in sales on
discretionary expenses.

Considering the “sticky” cost behaviour, Katherine A. Gunny (2010) interacted change
in sales (ASt) with an indicator variable (DD) that is equal to one when total sales decrease
from the prior year (between t-1 and t), and zero if not. As a result, the impact of positive ASt
on normal levels of discretionary expenses is not constrained by this model to be the same as
that of negative ASt.

The abnormal discretionary expense (REMDIS) is the absolute value of the residuals of
the model (I).

. Abnormal level of production costs (REMPROD)

The second measure detects abnormal production cost (PROD). Managers of
manufacturing firms can manage earnings upward by producing more goods than necessary.
With higher levels of production, firms can spread fixed overhead costs over a larger number
of units, thereby lowering fixed costs per unit. Thus, overproduction results in a lower cost of
goods sold (COGS) and better operating margins.

PRODi,t 1 . Sit ASit ASit—-1
— = - - —_— — )+ —_ .
21 a+ B (Ai,t—1)+ BoMVi; + B3TobinQj; B4 (Ai,t—l )+ Bs (Ai,t—l) Bs ( air ) Eit (I1)

where:

- PROD is the sum of cost of goods sold (COGS) and change in inventory,

- (ASi,t/Ai,t-1) is the change in sales, and

- (ASit-1/A1,t-1) is lagged change in sales.

The abnormal production cost (REMPROD) is the absolute value of the residuals of the
model (II).

. Abnormal level of cash-flows from operations (REMCFO)

The third measure detects manipulation of sales through lenient credit terms. This
model identifies the offering of lenient credit with negative abnormal cash flows from

operations (CFO).
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)+ B2MVit B3TobinQii+ Ba (=) Bs (5

)+ €it (11D

Where: CFO is net cash flow from the operations of firm i for year t.
The abnormal cash-flow (REMCFO) is the absolute value of the residual of the model (III).

In our study, we use the absolute values of the residual to analyze the magnitude of
accrual based earnings management (AEM) and real activities manipulation (REM). The
reasons to explain why we use the absolute values for some following reasons: (i) using both
signed or unsigned earnings management, whether income upward or downward result in
concealing true firm performance (J.-B. Kim & Sohn, 2013). (ii)) AEM, REM can be
performed to temporarily in an unexpected direction if manager s’ intention is intend to
smooth earnings along different periods(Badertscher, Phillips, Pincus, & Rego, 2009; B.
Francis, Hasan, & Li, 2016; H. Jiang, Hu, Zhang, & Zhou, 2018). For example, managers can
increase production level by increasing ending inventory level or offering deep discounts
leading to a higher current demand from customers to temporality decrease earnings. Or they
may also invest more in R&D, or advertising, leading to exhibit unusually lower discretionary
expenditures. These activities are income decreasing in the current year but income increasing
in the future when the benefits from those increased investment are realized. (ii1) In particular,
real activities manipulation may also automatically reverse in future from an economic
perspective. Firms can make up by spending more on R&D for one period. However,
managers cannot remain for a long period, they have to cut down in another period. Similarly,
firms’ overproduction in one period will become equal by a decrease in production in another
period, because in a long term the total production quantity is balanced out to the total number
of units that are actually sold (L. L1, 2012). (iv) (J.-B. Kim & Sohn, 2013) also show that the
main thrust of results do not change whether the absolute value of AEM and REM are used.

The larger absolute values of residuals show the greater of earnings management.

2.4.3 Measuring independent variables and control variables

2.4.3.1 Independent variables

The State and foreign ownership are measured as the number of shares hold by

State/foreign owners to total shares.

2.4.3.2 Control variables

We employ several control variables that have been used in previous EM studies. Although,
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audit committee is importance in EM studies, most of Vietnamese listed firms still apply the
traditional corporate governance model (model 1) without audit committee. Thus, audit committee

does not use in this paper. All control variables are measured at the end of the previous year.

- Board independence (Dbdipen). Boards with independent members may curb
corporate misconduct. (Beasley, 1996; Fama & Jensen, 1983b; Klein, 2002; Xie, Davidson
I, & DaDalt, 2003) found a negative relationship between the percentage of independent
directors on the board and EM. Similarly, for US companies, (Klein, 2002) showed the
existence of a negative relationship between the independent board and EM. Conversely,
another previous study also found no relation between them (Park & Shin, 2004). It is

measured by the proportion of non-executive members on the board of directors.

- CEO duality (CEO_D). Some previous studies of the relationship between CEO duality
and EM have exhibited mixed results. (Gull, Nekhili, Nagati, & Chtioui, 2017) found that CEO
duality positively affects EM. In a meta analysis (seven studies), (Garcia-Meca & Sanchez-
Ballesta, 2009) could find no evidence of any correlation between CEO duality and EM. CEO is

measured by a dummy variable coded 1 if the CEO is chairman of the board, and otherwise 0.

- Auditors’ reputation (AUDIT). Big-4 auditors are supposed to better detect EM
because of their supposed deeper knowledge, larger competence, and incentive to curb EM to
protect their reputation. Thus they may have more motivation to maintain greater audit quality
because they usually have larger clients and globally known brand names (Becker, DeFond,
Jiambalvo, & Subramanyam, 1998; Chi, Lisic, & Pevzner, 2011; Daniel A. Cohen &
Zarowin, 2010; J. R. Francis, Maydew, & Sparks, 1999; Watts & Zimmerman, 1986). The

involvement of a Big-4 auditor is measured by a dummy variable.

- Firm size (Firmsize). Many previous studies have examined the relationship between
firm size and EMs. On the one hand, larger firms are more likely to design and maintain a
well-developed governance framework in order to control the internal system effectively and
to reduce the likelthood of manipulating earnings by management (Beasley, Carcello,
Hermanson, & Lapides, 2000). And they should receive better audit services from established
audit firms due to larger operating budgets, which in turn could help prevent earnings
misrepresentations (Becker et al., 1998; J. R. Francis et al., 1999). Moreover, the stricter
disclosure requirements placed by regulators on larger firms reduce information asymmetry
and may discourage such firms from engaging in EM activity (Lee & Choi, 2002). Finally,
larger firms are more likely to be under closer scrutiny by outsiders than smaller firms, which

can potentially reduce managers’ opportunity to exercise their accounting discretion (Koh,
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2003). But on the other hand, larger firms are controlled by sophisticated investors who may
push for the adoption of aggressive accounting policies and EM particularly (Richardson,
2000). Although large firms may have stronger internal control systems, they also have
stronger management power, which may be used to override the internal control systems to
manipulate earnings. Finally, larger firms are more likely to exploit latitude in accounting
discretion to reduce political attention by reducing reported earnings (Watts & Zimmerman,

1986, 1990). Firm size is computed as the log of the firm’s total assets.

- Leverage (Finlever). Leverage plays an important role in monitoring the discretionary
activities of managers (Jensen & Meckling, 1976). Companies that select short-maturity debts
are probably less involved in EM by reducing agency costs (Alzoubi, 2018). Moreover, firms
with high levels of debt may constrain the discretionary accruals manipulation because they
undergo better monitoring through third parties such as creditors and bankers. Most of the
scholars working in this area have shown that debt is significantly negatively related to EM
(Becker et al., 1998; DeAngelo, DeAngelo, & Skinner, 1994). However, (DeFond & Jiambalvo,
1994; Lazzem & Jilani, 2017) highlighted that leverage is positively associated with EM
because of the existence of covenants in the firm’s debt contracts. In addition, (Watts &
Zimmerman, 1986) suggested that the managers of highly leveraged firms are likely to manage
earnings to improve the firm’s negotiating power in order to get funds at satisfactory conditions.

Financial leverage is estimated as total liabilities divided by total assets.

- ROA (ROA). In order to measure financial performance, ROA is chosen as a proxy
and appears as a control variable in the regression model. (Barua, Davidson, Rama, &
Thiruvadi, 2010; Dechow & Dichev, 2002) documented a negative association between ROA
and discretionary accruals, in line with Watts and Zimmerman (1990), who showed that firms
with higher financial performance tend to manage earnings downwards because of a desire to

avoid tax or to limit political cost. ROA is calculated as net profit over total assets of the firm.

- Firm growth (SalesG and B/MRatio). Sales growth and book-to-market value are included
to control for firm growth. Firms with good growth opportunities need to raise external funds to
expand (Lemma, Negash, & Mlilo, 2013), and such firms have incentives to improve earnings
quality to benefit from a lower cost of capital (Gaio, 2010) and to present a good picture of their
future potential. In the same vein, Shen and Chih (2007) remarked that growth firms, which need
external financing, may find it optimal to improve their earnings quality through EM, though they
may find it harder to fool the market by manipulating earnings when they come under scrutiny.

Sales growth is calculated as the change in sales between the previous year and the current year,
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whereas book-to-market value is the ratio of book value to market value of equity.

We also include year, industry and stock exchange dummies to control year, industry

and stock exchange effects.

Table 1: Variables definition

Variable Definition Measure

Dependent variables

AEM mjm Discretionary accruals using | Absolute value of residuals estimated
Jones modified model (1995) | using Jones modified model

AEMkotha Discretionary accruals using | Absolute value of residuals estimated
Kothari et al. (2005) using Kothari et al.(2005)

REMDIS The abnormal discretionary | Absolute value of residuals from
expenses Gunny (2010) model

REMPROD The abnormal production | Absolute value of residuals from
cost Gunny (2010) model

REMCFO The abnormal cash flow from | Absolute value of residuals from
operations Gunny (2010) model

Independent variables

Sown The percentage of shares | Number of shares owned by State
owned by State divided by total shares
Fown The percentage of shares | Number of shares owned by foreign

owned by foreign investors

investors divided by total shares

Control variables

Dbdipen

Board independence

The proportion of non-executive
members in board of directors
(independent directors/total directors)

CEO D CEO duality Dummy variable coded 1 if CEO is
chairman of the board, otherwise 0
AUDIT Audit by big four auditor Dummy variable that equals 1 if the
firm is audited by a Big4, otherwise 0.
Firmsize Firm size Natural logarithm of the total assets
Finlever Finaeverage Total liabilities divided by total assets
ROA Return on assets Net income in year t divided by total
assets in year end t-1
SalesG Sale growth Change in sales from year t-1 to year t
B/MRatio Book-to-market value Ratio of book value to market value

of equity.

In this paper, we have two independent variables (State ownership, foreign ownership).

One important thing is that the control variables are lagged one year relative to the dependent
variable, except for dummy variables that are less affected by time series, such as CEO_D.
This lag is employed to show the effect of changes on the governance structure on earnings

management.
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2.4.4 Research model

The paper employs (Petersen, 2009)’s techniques to analyze the ownership structure and
EM. According to Petersen, standard errors in panel data studies are often miscalculated.
Thus, he offers ways to correct such miscalculations by various estimation techniques. In
finance applications, firm effect, according to which the residuals of a given firm may be
correlated across years, and time effect, according to which the residuals of a given year may
be correlated across firms, are general forms of dependence. In this study, the data contain a
strong significant firm effect. In fact, possible biases or underestimation of the true variability
of the coefficient estimates in standard errors may occur in OLS if the residuals are correlated
across observations. Thus, we use a wide variety of techniques to estimate standard errors.
First, a potential problem with the pooled regressions is the possibility of within-firm
autocorrelations, which would bias the standard errors. To control for this bias, we use the
robust standard errors methodology, as it produces unbiased standard errors and correct
confidence intervals (Petersen, 2009). Second, standard errors clustered by firm are used
because they are unbiased and produce correct sized confidence intervals, as illustrated by
Petersen (2009). Moreover, year and industry fixed effects are considered in the model to

control the industry and year impact on this relationship.

Two equations to test the impact of State and foreign ownership (Sown/Fown) on
earnings management are as follows:
AEM; = o+ BiSown;.i/Fown; .+ Bodbdipen;; + B3CEO_D;; + BsAUDITit.; + BsROA; 1.
+BsBMRatioi.; + Bsfirmsizei.; + BsFinlever;; + B9SaleGi . + & (1)
REM=a+ + B;Sown,;.1/Fown; .1+ B2dbdipen;.; + B3CEO_D;; + B4sAUDITi.; + BsROA; .
+BsBMRatioi.; + Bsfirmsizei.; + BsFinlever;; + B9SaleGi . + & (2)

All hypotheses were tested using OLS regression estimators for all Vietnamese listed

firms in two stock exchanges (HSX and HNX) from 2008 to 2017.

2.5 Empirical results
2.5.1 Descriptive statistics

Panels A, B of table 2 present the State and foreign ownership by industry over 2008 to
2017. The highest State ownership is for utilities (43.9%) whereas foreign ownership is the
highest in Oil and Gas industry (16%). While technology sector is not as attractive as others
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for the State with an ownership of 14.2%, basic materials is the sector with the lowest foreign

investors level (5.5%).

In panel C of table 2, the average Sown is within a range from 21.4% to 29.1%,
whereas, the average Fown is from 4.8% to 10.8% over the period 2008-2017. We can see
that Sown still plays an important role in Vietnamese listed firms, though it is slightly

decreasing during the period.

Table 2: Descriptive statistics for State and Foreign Ownership

Panel A: The level of State Ownership by industry

State Ownership by Industry

Num.Obs Mean Std.Dev Min Max
Basic materials 776 0.221 0.277 0 1
Consumer goods 765 0.177 0.212 0 0.69
Consumer Services 432 0.308 0.198 0 0.84
Financials (no bank) 752 0.154 0.257 0 1
Health Care 180 0.183 0.158 0 0.51
Industrials 2,332 0.273 0.248 0 1
Technology 217 0.142 0.194 0 0.51
Oils & gas 45 0.403 0.217 0 0.77
Utilities 280 0.439 0.233 0 1

Panel B: The level of Foreign Ownership by industry

Foreign Ownership by Industry

Num.Obser Mean Std.Dev Min Max
Basic materials 776 0.055 0.085 0 0.46
Consumer goods 765 0.116 0.143 0 0.65
Consumer Services 432 0.069 0.123 0 0.49
Financials (no bank) 752 0.095 0.132 0 0.51
Health Care 180 0.153 0.187 0 0.63
Industrials 2,332 0.064 0.113 0 0.59
Technology 217 0.122 0.156 0 0.49
Oils & gas 45 0.160 0.125 0 0.40
Utilities 280 0.079 0.123 0 0.49
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Panel C: State and Foreign ownership by Year

Number of State Ownership Foreign Ownership
Observations Mean Mean
2008 552 0.291 0.048
2009 570 0.263 0.048
2010 580 0.234 0.061
2011 585 0.224 0.066
2012 594 0.246 0.075
2013 599 0.247 0.087
2014 599 0.241 0.099
2015 570 0.236 0.103
2016 570 0.223 0.108
2017 560 0.214 0.108
Table 3: Descriptive Statistics for the full sample
Obs | Mean Std.Dev. Min Max
AEMmjm 5375 | .116 128 0 .92
AEMkotha 5346 | .112 126 0 .86
REMPROD 5252 | .136 143 0 3.05
REMCFO 5346 | .122 129 0 .79
REMDIS 4838 | .068 .065 0 42
Sown 5143 | .239 247 0 1
Fown 5143 | .085 128 0 .65
dbdipen 4472 | .676 266 0 1
CEO D 4514 | 321 467 0 1
AUDIT 4532 | 22 414 0 1
ROA 5431 |.059 .088 -1.779 .78
BMRatio 4460 | -14.621 10.414 -43.113 7.19
firmsize 5431 |26.972 1.475 21.37 33
Finlever 5431 | .498 224 .002 .97
SaleG 5431 | .984 29.199 -1 2038.04
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Table 4a: Correlation matrix- Accruals based earnings management

AEMmjm | AEMkotha | Sown  |Fown dbdipen |[CEO_D | AUDIT |ROA BMRatio | firmsize |Finlever |SaleG
AEMmjm |1
AEMkotha [0.966™ |1
Sown -0.106™" [-0.1197" |1
Fown -0.058" [-0.064" [-0.1497 1
dbdipen  [0.008 0.001 -0.082"[-0.02 1
CEO D [0.0507 0.055" -0.1947°1-0.004 [0.1837 |1
AUDIT -0.093™ 1-0.095™ 0.019 [0.3257" [-0.190""[-0.1077"| 1
ROA -0.068" [-0.067 [0.1257" [0.178"" [0.041" [-0.012 [0.018 |1
BMRatio | 0.024 0.025 -0.08177[-0.013 [-0.012 [-0.07777]-0.033 [-0.096""[1
firmsize  [-0.055"  [-0.037" -0.040™ [0.31577 [-0.34177(-0.07777[0.468" [-0.041" [-0.038"" |1
Finlever | 0.006 0.024 0.080" [-0.22377[-0.22377[-0.031 [0.0387 [-0.3397[-0.009 03207 |1
SaleG 0.03 0.025 -0.022 [-0.011 [-0.045" [-0.014 [-0.009 [-0.06277]0.027 -0.002 [0.011 1
"p<0.1, p<0.05," p<0.01
Table 4b: Correlation matrix-Real activities manipulation activities
REMPRO
b REMCFO|REMDIS |Sown |Fown [dbdipen [CEO_D [AUDIT [ROA |BMRatio|firmsize |Finlever |SaleG
REMPRO
D
REMCFO (022177 |1
REMDIS (03147 [0.014 1
Sown 0.001 -0.037" [0.058" |1
Fown 0.110™"  [-0.029 |0.187" | l
138
dbdipen  |0.067"  [0.013 0063 | o |-0.000 |1
085
CEO D {0.013 0043" [-0033 | o |-0.007 02017 |1
206
AUDIT  {0.023 0.078° 0041 [0.009 (0334 | |1
0.172"" 0.091
ROA 0.189™  [0.205" [0.175 [0.14377{0.16077]0.063" [-0.022 [0.004 |1
BMRatio [-0.008  [0.007 |00 | .. looo0 |-0010 | . |oo021 | |
066 067 0.078
firmsize  |-0.093""  [-0.046™ [-0.126"" |-0.044"[0.334™"| | . 0448 |-0.054" |-0.015 |1
329" 0.068
Finlever [-0.054"  [-0.053" |-0.150"" |0.066™" | .| .. l0.021 [0022 | . |0.023 |0314™ |1
206" 0.222 364
SaleG 0.017 -0.01 -0.002 [-0.024 |-0.011 [-0.045™[-0.015 |-0.008 '070*** 0.028  [-0.003 [0.009 |1

p<0.1,” p<0.05"

T p<0.01
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The sample consists of an unbalanced panel over the period 2008-2017, of stocks listed
on the HSX or the HNX. The financial data are from Stoxplus. Table 3 reports descriptive
statistics to give a broad picture regarding accrual based earnings management and real
activities manipulation. The mean value of AEMmjm, AEMkotha, REMPROD, REMCFO
and REMDIS are .116, .112, .136, .122 and .068, respectively. The level of Sown has a mean

value of 23.9%, whereas Fown average is 8.5%.

Tables 4a and 4b present the correlation matrix for the measure of AEM (AEMmjm and
AEMkotha) and REM (REMCFO, REMPROD, REMDIS), Sown, Fown and control
variables. The correlation coefficients between State, foreign ownership and AEMmjm,
AEMkotha are all highly significantly negative. They support the hypothesis that firms with
higher State and foreign ownership curb AEM.

While the coefficient between Sown and REMCFO is significantly negative, it is
significantly positive with REMDIS. In terms of Fown, the correlations with REMPROD and
REMDIS are significantly positive. Firms with more foreign owners engage more in both

REMPROD and REMDIS.

There are statistically significant correlations between the dependent variables
(AEM/REM) and control variables. AEM is also significantly positively correlated with the
CEO_D and negatively correlated with Audit, ROA and firmsize. In terms of real earnings
management, REMCFO, REMPROD and REMDIS are significantly negatively correlated
with firm size and Finlever variables whereas, with ROA, they are significantly positively
correlated. Furthermore, REMCFO 1is statistically significantly positively correlated with
CEO_D, this variable being insignificantly related to REMPROD and REMDIS. We notice
that lower size firms cannot afford the big4 auditors, exhibits a higher ROA and higher
BMRatio and are more engaged in AEM.

There is no excessively high problem of multicollinearity between the independent
variables because most of the correlation coefficients magnitudes are below 0.8 (Gujarati,

2009).

2.5.2 Empirical results and analysis of the impact of state ownership on both
accrual based earning management and real activities manipulation.

2.5.2.1 Regression results

In this section, the paper presents regression analyses with both AEM and various REM
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measures and the percentage of SO to examine the relationships among the key variables. The

paper controls for industry and year. Tables 5a (columns 1 and 2) and 5b show the results of

the regression analyses.

Table 5a: State ownership and Accrual based earnings management

(1) 2 3) “4)
VARIABLES AEMmjm AEMkotha AEMmjm AEMmjm
Sown -0.0368%** -0.0371%** -0.0361%** -0.0254%**
(0.00979) (0.00975) (0.00979) (0.00875)
dbdipen -0.0172%* -0.0174%%* -0.0178** -0.0164**
(0.00896) (0.00863) (0.00900) (0.00777)
CEO D -0.00147 -0.000803 -0.00142 -0.000659
(0.00510) (0.00497) (0.00511) (0.00461)
AUDIT -0.00870 -0.0114%** -0.00834 -0.00508
(0.00551) (0.00533) (0.00555) (0.00449)
ROA -0.00778 -0.0211 -0.00836 0.00779
(0.0298) (0.0288) (0.0298) (0.0290)
BMRatio -0.000112 0.000167 -6.08e-05 -0.000207
(0.000604) (0.000598) (0.000602) (0.000557)
firmsize -0.0114%** -0.00970*** | -0.0124*** -0.0105%**
(0.00202) (0.00200) (0.00235) (0.00177)
Finlever 0.00196 0.00420 0.00459 0.00113
(0.0156) (0.0154) (0.0162) (0.0140)
SaleG 0.00190*** 1 0.00185%*** 0.00190%** 0.00190%**
(0.000468) (0.000423) (0.000469) (0.000477)
_lexchange 2 0.00486
(0.00602)
AEMmjm_1 0.153%**
(0.0281)
AEMmjm_2 0.102%**
(0.0261)
Constant 0.417*** 0.390%** 0.439%** 0.363%**
(0.0619) (0.0560) (0.0674) (0.0484)
Year effects Yes Yes Yes Yes
Industry effects Yes Yes Yes Yes
Observations 2,967 2,947 2,967 2,756
R-squared 0.072 0.074 0.072 0.110

Robust standard errors in parentheses

koK p<0_01, ko p<0‘05, * p<0‘1
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Where: Column 1: Represent the results of the regression for AEM measured byJones
modified model as a dependent variable . Column 2: Represent the results of the regression
for AEM measured by Kothari model as a dependent variable. Column 3: Robustness test for
listing place with AEMmjm and stock exchange fixed effect (Iexchange 2). Column 4:
Robustness test with lag in AEMmjm model with lag length two periods (two years).
AEMmjm_1 is AEMmjm with a lag of one period, AEMmjm_2 is AEMmjm with a lag of

two periods.

Table Sb: State ownership and Real Activities Manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
Sown -0.0176 -0.0181%* 0.0147
(0.0151) (0.00988) (0.0104)
dbdipen -0.00183 -0.0200** -0.00199
(0.0125) (0.00818) (0.00816)
CEO D -0.00106 0.00411 -0.00641
(0.00749) (0.00544) (0.00477)
AUDIT 0.0213** -0.00704 0.0116
(0.00834) (0.00516) (0.00720)
ROA 0.315%** 0.1971%*** 0.125%**
(0.0551) (0.0458) (0.0318)
BMRatio -0.00144* -0.000713 -0.00360%**
(0.000873) (0.000644) (0.00130)
firmsize -0.0188%*** -0.0111%** -0.0108%***
(0.00303) (0.00202) (0.00277)
Finlever 0.0623*** 0.00243 0.00482
(0.0160) (0.0149) (0.0133)
SaleG 0.00418%** 0.00118** 4.53¢-05
(0.000983) (0.000459) (0.000143)
Constant 0.591%** 0.407%** 0.416%**
(0.0811) (0.0559) (0.0753)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 2,969 2,947 2,648
R-squared 0.149 0.078 0.172

Robust standard errors in parentheses
*okok p<0_01, ko p<0‘05, * p<0‘1




where: column 1: Represent the results of the regression for REMPROD as a dependent

variable

column 2: Represent the results of the regression for REMCFO as a dependent variable.

column 3: Represent the results of the regression for REMDIS as a dependent variable.

The coefficient of State ownership (Sown) has a highly significant negative value of
B=-0.0368 (p<0.01) in terms of AEMmjm, whereas it is significantly negative only at a
10% level with REMCFO. It means that firms with a high Sown engage in less accruals
based earnings management (AEMmjm) and abnormal cash flows from operations
(REMCFO). Thus, hypothesis 1 (more Sown mitigates earnings management) is
confirmed in terms of AEM and REMCFO. This analysis may reflect the nature of
business in a country like Vietnam where the shares of most firms are owned by the
government. If the government owns shares of most firms listed on the stock exchanges,
these firms will have little incentive to manipulate earnings because the main objective is
to meet the requirements set by the government rather than the stakeholders’ needs (L.

Wang & Yung, 2011).

Among control variables, the coefficient of firmsize is negative and significant
whereas the coefficient of SaleG is significantly positively in terms of AEM and REM
(except REMDIS). It means that the larger firms maintain a well-developed governance
framework in order to control internal system effectively leading to reduced earnings
management (Beasley et al., 2000). The sign of SaleG is in line with the study of (Shen &
Chih, 2007) which mentions that growth firms engage in earnings management in order to
blow their statement to attract external funding. In addition, the coefficient of big4 auditor
is not always significant but tends to be negative in the regressions with AEM and
positive in the regressions with REM. Big 4 auditors have a deep expertise and experience
leading to a reduction in AEM but they are not expert enough in client’s operations and
technology to mitigate REM. The enforced GAAP framework is one of the main reference
document of auditors, and it is not a guide concerning real operations of the firm
(Roychowdhury, 2006). In addition, lower size firms cannot afford Big4 auditors to detect
earnings management related to REMPROD. BMRatio is used as a proxy for firm growth,
where lower BMRatio features higher firm growth (Fama & French, 1992), which, in
turns higher EM. The coefficient of BMRatio is significantly negatively related to
REMPROD and REMDIS as expected.
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2.5.2.2 Robustness check

Some additional tests have been conducted to examine the robustness of the empirical

findings.

First, the paper estimates the models with other measures of the dependent variables
for AEM, the alternative model as (McNichols & Stubben, 2018) mentioned is the Kothari
model, the results being in column 2 on table 5a. The significant results are identical. We
also attempt to examine whether the empirical findings are induced by stock exchange
effects. Because of the difference in size of the two stock exchanges in Vietnam, the
requirements for listing a firm on HSX are generally different from those on HNX in
terms of profitability, shareholders etc. Thus, we try to ensure that the empirical results
are not coming from stock exchange related factors. To do this, the stock exchange is
added as a fixed effect in the robustness check and the model is re-estimated. We also use
lagged dependent variables (AEM, REMPROD, REMCFO, REMDIS). One important
thing, adding lags of dependent variables to the right-hand side of regression is usually
sensitive to the degree of autocorrelation in the errors. Thus, we also use lag length (two

periods) to eliminate autocorrelation in the residuals.

For AEM, the results do not exhibit high differences with the previous regression results
as can be seen in column 3 and 4 on table 5a (robustness tests for AEM, measured by

Modified Jones Model).

Concerning REM, as shown on table 6a, there is no significant stock exchange effects.
But results are sensitive to the lag effect, as shown on Table 6b: the variable Sown is no
longer significant when REM is measured by REMCFO but becomes significant (at the same
level of 10%), and still negative, when REM is measured by REMPROD. It has to be
mentioned that the explanatory power of the model is rather high: the mean adjusted R2 is
31% for the REMPROD model, 13% for the REMCFO model, and 76.3% for the REMDIS
model. The coefficients of all the lagged variables are positive and significant, indicating a

firm uses real manipulation over several successive years.
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Table 6a: State ownership and Real activities manipulation-Robustness check

(for stock-exchange fixed effect)

(1) (2) 3)
VARIABLES REMPROD REMCFO REMDIS
Sown -0.0165 -0.0171* 0.0141
(0.0150) (0.00982) (0.0103)
dbdipen -0.00261 -0.0207** -0.00158
(0.0127) (0.00820) (0.00800)
CEO D -0.00101 0.00417 -0.00637
(0.00750) (0.00544) (0.00478)
AUDIT 0.0218%** -0.00655 0.0113
(0.00832) (0.00519) (0.00721)
ROA 0.315%** 0.190%*** 0.125%**
(0.0551) (0.0457) (0.0318)
BMRatio -0.00137 -0.000643 -0.00370%**
(0.000878) (0.000648) (0.00129)
firmsize -0.0201*** -0.0124%%** -0.0100%***
(0.00336) (0.00232) (0.00296)
Finlever 0.0661*** 0.00603 0.00275
(0.0172) (0.0153) (0.0142)
SaleG 0.00418%*** 0.00119%** 4.38e-05
(0.000981) (0.000457) (0.000145)
_Iexchange 2 0.00695 0.00665 -0.00395
(0.00908) (0.00586) (0.00676)
Constant 0.623%** 0.438%** 0.398***
(0.0878) (0.0621) (0.0789)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 2,969 2,947 2,648
R-squared 0.149 0.079 0.172

Robust standard errors in parentheses
wkx p<().01, ** p<0.05, * p<0.1
where: column 1: Represent the results of the regression for REMPROD as a dependent
variable
column 2: Represent the results of the regression for REMCFO as a dependent
variable.

column 3: Represent the results of the regression for REMDIS as a dependent variable.

—lexchange 2: Stock exchange fixed effects
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Table 6b: State ownership and Real activities manipulation-Robustness check

(for lagging effect)

(D 2 3)
VARIABLES REMPROD |REMCFO REMDIS
Sown -0.0156* -0.00787 0.00223

(0.00938) (0.00852) (0.00307)
dbdipen -0.00587 -0.0186%*** -0.00176

(0.00845) (0.00700) (0.00302)
CEO D 0.00169 0.00455 0.000237

(0.00474) (0.00469) (0.00149)
AUDIT 0.0131** -0.00214 0.00112

(0.00517) (0.00424) (0.00186)
ROA 0.162%** 0.1209%** 0.0220*

(0.0332) (0.0400) (0.0128)
BMRatio -0.00124** -0.000486 -0.000867%**

(0.000520) (0.000536) (0.000401)
firmsize -0.0124%** -0.00943%*x* -0.00220%***

(0.00220) (0.00176) (0.000709)
Finlever 0.0382%*** -0.00627 0.00363

(0.0119) (0.0130) (0.00390)
SaleG 0.00415%** 0.00120** -0.000121

(0.000950) (0.000520) (7.57e-05)
REMPROD 1 0.362%**

(0.0321)
REMPROD 2 0.13]%**

(0.0297)
REMCFO 1 0.184%**

(0.0315)
REMCFO 2 0.110%**
(0.0231)
REMDIS 1 0.715%**
(0.0337)
REMDIS 2 0.183%**
(0.0302)

Constant 0.330%** 0.330%** 0.0340

(0.0547) (0.0505) (0.0306)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 2,765 2,736 2,490
R-squared 0.310 0.130 0.763

Robust standard errors in parentheses

##% p<(.01, ** p<0.05, * p<0.1
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Where: Robustness test with lag length two periods (two years)

Column 1: Lagging effect of REMPROD with REMPROD 1 is lagged in one period
and REMCFO 2 is lagged in two periods

Column 2:Lagging effect of REMCFO with REMCFO 1 is lagged in one period,
REMCFO 2 is lagged in two periods.

Column 2: Lagging effect of REMDIS with REMDIS 1 is lagged in one period,
REMDIS 2 is lagged in two periods.

2.5.3 Empirical results and analysis of the impact of foreign ownership on both
accrual based earning management and real activities manipulation

2.5.3.1 Regression

Column 1 in table 7a and table 7b reports the regression results. While the coefficient of
Fown is not significant with AEM using modified Jones model, it is significantly positive
with abnormal production costs (REMPROD, at 5%) and abnormal discretionary expenses
(REMDIS, at 1%). Thus, the results in column 1, 3 on table 7b give evidence that an increase
of 1% in Fown leads to an increase in both REMPROD and REMDIS of 6.46% and 10.3%,

respectively.

These results suggest that firms with a high proportion of foreign owners doesn’t
manipulate their earnings through accruals but engage in more manipulation of real activities
regarding both overproduction cost and discretionary expenses. Overall, the results do not
provide support to hypothesis 2 (more foreign ownership mitigates earnings management) in

terms of AEM and REM.
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Table 7a: Foreign ownership and Accruals based earnings management (main results

and robustness tests)

6] ) 3) 4
VARIABLES AEMmjm AEMkotha | AEMkotha | AEMkotha
Fown -0.0261 -0.0307 -0.0279* -0.0298*
(0.0201) (0.0198) (0.0163) (0.0165)
dbdipen -0.0150%* -0.0151* -0.0141* 0.170%**
(0.00910) (0.00878) (0.00748) (0.0268)
CEO D 0.00202 0.00275 0.00356 0.100%**
(0.00504) (0.004870 (0.00425) (0.0247)
AUDIT -0.00754 -0.00996* -0.00518 -0.0149%**
(0.00548) (0.00534) (0.00435) (0.00750)
ROA -0.0196 -0.0322 -0.00822 0.00351
(0.0295) (0.00534) (0.0284) (0.00427)
BMRatio -2.69¢-06 0.00027 9.14e-05 -0.00446
(0.000610) (0.0006) (0.000523) [(0.00436)
firmsize -0.0101%** -0.00823*** 1 -0.00765%** | -0.00848
(0.00218) (0.00216) (0.00185) (0.0285)
Finlever -0.00851 -0.0071 -0.00803 0.000169
(0.0171) (0.01666) (0.0147) (0.000518)
SaleG 0.00193*** ~ 10.00189*** | 0.00189*** | -0.00915%**
(0.000460) (0.000415) (0.000455) |(0.00209)
AEMkotha 1 0.170%*** 0.170%**
(0.0268) (0.0268)
AEMkotha 2 0.0992%** 1 0.100%**
(0.0247) (0.0247)
_lexchange 2 0.00793
(0.00488)
Constant 0.382%** 0.354%** 0.301%** 0.337%**
(0.0641) (0.0584) (0.0514) (0.0557)
Year effects Yes Yes Yes Yes
Industry effects | Yes Yes Yes Yes
Observations 2,967 2,947 2,736 2,736
R-squared 0.067 0.069 0.112 0.112

Robust standard errors in parentheses

k% n<0.01, ** p<0.05, * p<0.1
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Where: Column 1: Represent the results of the regression for AEM measured byJones

modified model as a dependent variable
Column 2: Robustness test for AEM measured by Kothari model as a dependent variable

Column 3: Robustness test for AEMkotha modelwith lag length two periods (two
years). AEMkotha 1 is AEMkotha with a lag of one year, AEMkotha 2 is AEMkotha with a

lag of two years

Column 4: Robustness test for Kothari model with lag length two periods (two years)

and stock exchange fixed effect HSX and HNX (Iexchange 2)

Table 7b: Foreign ownership and Real activities manipulation

(1) (2) 3)
VARIABLES REMPROD REMCFO REMDIS
Fown 0.0646** -0.0215 0.103*%**
(0.0313) (0.0205) (0.0252)
dbdipen -0.00251 -0.0187** -0.00610
(0.0124) (0.00817) (0.00805)
CEO D -8.15e-05 0.00590 -0.00850*
(0.00747) (0.00532) (0.00471)
AUDIT 0.0179%* -0.00602 0.00625
(0.00816) (0.00511) (0.00743)
ROA 0.297%*** 0.187*%** 0.118%%**
(0.0540) (0.0460) (0.0304)
BMRatio -0.00128 -0.000671 -0.00310**
(0.000880) (0.000653) (0.00128)
firmsize -0.0206%** -0.01071%** -0.0141%**
(0.00316) (0.00213) (0.00287)
Finlever 0.0702%** -0.00418 0.0228*
(0.0166) (0.0159) (0.0133)
SaleG 0.00423%** 0.00120%** 6.63e-05
(0.000954) (0.000455) (0.000123)
Constant 0.622%%** 0.386*** 0.487***
(0.0831) (0.0573) (0.0765)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 2,969 2,947 2,648
R-squared 0.151 0.077 0.194

Robust standard errors in parentheses
*x% p<0.01, ** p<0.05, * p<0.1
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where: column 1: Represent the results of the regression for REMPROD as a

dependent variable

column 2: Represent the results of the regression for REMCFO as a dependent
variable.
column 3: Represent the results of the regression for REMDIS as a dependent

variable.

Consistent with prior literature, firm size is significantly negatively associated in all
AEM and REM regressions, suggesting that larger firms have better internal control systems,
leading to lower earnings management. Besides, the coefficient between sale growth and both
AEM, REM (except REMDIS) is positively significant. It means that firms with strong

growth rates engage in higher EM, which is consistent with prior literature.
2.5.3.2 Robustness check
Additional tests have been widely used to examine the robustness of the empirical findings.

The paper applies three methods like in the section 5.2.2.

For AEM, the results exhibit high differences with the previous regression results as can
be seen in column 3 and 4 on table 7a (robustness tests for AEM, measured by Kothari

Model). The results are sensitive to the lag effect and stock exchange effects.

Concerning REM, as shown one 8a, there is no significant stock exchange effects.
Nevertheless the results are changed to the lag effect, as shown on Table 8b: the coefficient
between Fown and REM is still significant (at the same level of 1%), and also positive, when

REM is measured by REMDIS.
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Table 8a: Foreign ownership and Real activities manipulation-Robustness check (for

where:

variable

stock-exchange place effect)

(1 (2) 3)
VARIABLES REMPROD REMCFO REMDIS
Fown 0.0631%** -0.0234 0.105%%**
(0.0312) (0.0207) (0.0254)
dbdipen -0.00327 -0.0196** -0.00546
(0.0126) (0.00819) (0.00789)
CEO D -0.000111 0.00588 -0.00837*
(0.00747) (0.00534) (0.00471)
AUDIT 0.0185%* -0.00534 0.00575
(0.00813) (0.00515) (0.00747)
ROA 0.297*** 0.187*** 0.118***
(0.0539) (0.0459) (0.0303)
BMRatio -0.00122 -0.000595 -0.00324**
(0.000883) (0.000657) (0.00127)
firmsize -0.0218%** -0.0116%** -0.0130%**
(0.00349) (0.00240) (0.00304)
Finlever 0.0737%** -6.61¢-05 0.0196
(0.0177) (0.0161) (0.0141)
SaleG 0.00423%** 0.00120%** 6.56e-05
(0.000953) (0.000454) (0.000125)
_Iexchange 2 0.00666 0.00781 -0.00622
(0.00906) (0.00589) (0.00674)
Constant 0.653%** 0.421%** 0.461%**
(0.0898) (0.0631) (0.0796)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 2,969 2,947 2,648
R-squared 0.151 0.078 0.195

Robust standard errors in parentheses

w3k p<(.01, ** p<0.05, * p<0.1
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column 2: Represent the results of the regression for REMCFO as a dependent variable.
column 3: Represent the results of the regression for REMDIS as a dependent variable.
—lexchange 2: Stock exchange fixed effects

Table 8b: Foreign ownership and Real activities manipulation-Robustness check

(for lagging effect)
(1 (2) 3)
VARIABLES REMPROD REMCFO REMDIS
Fown 0.0221 -0.0191 0.0254%**
(0.0198) (0.0170) (0.00707)
dbdipen -0.00559 -0.0179** -0.00261
(0.00842) (0.00692) (0.00304)
CEO D 0.00292 0.00547 -0.000264
(0.00470) (0.00455) (0.00144)
AUDIT 0.0119** -0.00114 -0.000178
(0.00509) (0.00430) (0.00188)
ROA 0.152%** 0.128%*** 0.0207
(0.0328) (0.0398) (0.0129)
BMRatio -0.00114** -0.000482 -0.000755*
(0.000518) (0.000539) (0.000402)
firmsize -0.0129%** -0.00873*** -0.00304***
(0.00227) (0.00182) (0.000758)
Finlever 0.0395%** -0.0108 0.00783%**
(0.0122) (0.0137) (0.00392)
SaleG 0.00418%** 0.00120%** -0.000113
(0.000935) (0.000520) (7.10e-05)
REMPROD 1 0.361%***
(0.0320)
REMPROD 2 0.13] %%
(0.0297)
REMCFO 1 0.185%**
(0.0313)
REMCFO 2 0.111***
(0.0232)
REMDIS 1 0.710%%
(0.0332)
REMDIS 2 0.181 %%
(0.0298)
Constant 0.339%** 0.315%** 0.0540%*
(0.0558) (0.0510) (0.0317)
Year effects Yes Yes Yes
Industry effects Yes Yes Yes
Observations 2,765 2,736 2,490
R-squared 0.309 0.130 0.765

Robust standard errors in parentheses

k% n<0.01, ** p<0.05, * p<0.1
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Where: Robustness test with lag length two periods (two years)

Column 1: Lagging effect of REMPROD with REMPROD 1 is lagged in one period
and REMCFO 2 is lagged in two periods

Column 2: Lagging effect of REMCFO with REMCFO 1 is lagged in one period,
REMCFO 2 is lagged in two periods.

Column 3: Lagging effect of REMDIS with REMDIS 1 is lagged in one period,
REMDIS 2 is lagged in two periods.

For robustness tests for AEM we only use the Kothari model after we run several
regressions with AEMmjm and AEMkotha. However, the results show that Fown and
AEMkotha exhibit a negative and significant coefficient at the 10% level only when adding
AEM lags as reported in column 3 on table 7a show. It means that a 1 percent increase in
Fown decreases by nearly 3% AEM. Furthermore, the same result is observed when the
dummy variable related to the stock exchange is added. The result is presented in column 4 on
table 7a. Hence, the hypothesis 2 (more foreign ownership is likely to mitigate earnings
management) is confirmed in terms of AEM, but only when using the combined model. One
explanation can be that foreign investors with deep knowledge and experience in finance and
accounting enhance monitoring and consideration to financial reports and so limit accrual

earnings management (J. Guo et al., 2015).

In the same way, the introduction of a lag structure of dependent variables and of a
dummy variable for market place is made for REM, as presented in table 8b. The introduction
of a lag structure doesn’t question the positive influence of Fown on REMDIS, which remains
highly significant. But it makes the influence of REMPROD insignificant. For its part, the

listing place has no influence of the relationship.

In all the cases, the coefficients of all the lagged variables are positive and significant,
indicating a firm uses manipulations (through accruals or real activities) over several successive

years.

2.6 Conclusion

This study examines the association between accrual based earnings management, real
activities manipulation and various ownership structures. By using a sample of more than

3,000 firm year observations, the study runs several alternative panel regressions of accrual
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based earnings management and real activities manipulation on a set of State and foreign
ownership and firm-specific control variables. The results suggest that State and foreign
ownerships positively affect the quality of financial reporting by reducing accrual based
earnings management particularly. Our findings are totally consistent with the existing
previous studies in emerging countries (Ding et al., 2007; T. Hoang et al., 2014; L. Wang &
Yung, 2011). In terms of real activities manipulation, while more State ownership tends to
reduce the probability that a firm’s manager boosts earnings through abnormal cash-flows, a
strong presence of foreign investors leads to the opposite effect, with higher manipulations
through overproduction and abnormal expenses. So the influence of State ownership on the
quality of the accounting numbers is positive, whatever the measure used, which allows us to

validate our Hypothesis 1: More State ownership mitigates earnings management.

The results concerning foreign ownership are mixed. When the link is significant, it is
positive, contrary to our expectation. Thus, we can’t conclude on Hypothesis 2: More foreign
ownership mitigates earnings management. This result is not totally consistent with studies of
(J. Guo et al., 2015), who state that more foreign ownerhip is associated with a lower level of
the three types of real earnings management, named abnormal cash flow from operations,
abnormal discretionary expenses and abnormal production costs. These results may be
explained by the fact that foreign investors have a lower level of control on managerial
behavior because of the differences in geography, language and culture (B. B. Choi, Lee, &
Park, 2013; Hoang, Abeysekera, & Ma, 2019). Moreover, the 49% maximum of allowed
foreign ownership does not enhance enough the power and the access to the firm’ operational
information related to the firm monitoring. This information asymmetry between domestic
and foreign investors may lead to an increase in managerial autonomy, for example by using
REM (S. H. Kim et al., 2020). Furthermore, foreign investors often have a short term horizon
while REM is a long term politics involving the timing and structuring of the normal business
operations, and might affect future cash flows (Zang, 2012). Thus, managers prefer REM than
AEM when firms have high foreign ownership. We can make the assumption that there is a
substitution effect between AEM and REM, REM being more difficult to control by foreign

investors.

We also apply many alternative thresholds effects of State ownership as percentage of
Sown higher than percentage of Fown, or percentage of Sown lower than percentage of Fown,
or percentage of Sown is divided into three thresholds (1) firms having Sown as blockholders,

who hold more than 5 percent, (2) Sown holds more than 20 percent shares, but lower than 50
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percent shares and (3) Sown holds more than 50 percent shares. However, these results are
insignificant.

The paper brings several contributions. First, it contributes to prior literature as it
expands the knowledge on the effect of ownership diversity literature. Second, the paper
applies a rigorous methodology based on finance panel data proposed by Petersen (2009).
Third, it helps Vietnamese policymakers to manage the capital of government effectively and
to increase firms’ reporting transparency and accountability to investors. It also helps other
emerging nations with weak corporate governance and underdeveloped institutions even if
there may be limits to the generalization outside Vietnam. With the expectation of a decrease
in State listed firms and an increase in foreign ownership, this paper provides other arguments
in emerging countries like Vietnam to consider how this tendency may influence financial

reporting transparency.
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Chapter 3. Board gender diversity and earnings
management. An empirical study in the
Vietnamese context

Abstract

Our study investigates the effect of women on boards and women as corporate leaders on both accruals
based earnings management and real activities manipulation. The study attempts to find empirical evidence that
women on boards and women as corporate leaders have a negative impact on earnings management (EM) in
Vietnamese listed firms, as shown in the previous literature. Using data from Vietnamese listed firms over the
period 2008-2017, the results show that chairwomen reduce earnings management, whereas the number of
women on the board of executives increases EM when measured by accrual based earnings management in the
Kothari model. Women on boards measured by the Shannon index increase accrual-based earnings management
in the Kothari model and real activities manipulation measured by abnormal overproduction cost. The
contribution of this study is important for regulators to encourage gender quotas in Vietnamese listed firms in

order to increase the level of shareholder protection.
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3.1 Introduction

This study examines whether Vietnamese listed firms with gender-diverse boards show
lower earnings management, as reported in previous studies. The study has several motivations:
(1) The general context is increasing pressure on gender diversity of boards in developed nations
because of growing regulations. Several studies have examined the relationships between
women on boards and earnings management, but they have been focused on one-tier board
systems like those in the UK and South Korea (Arun, Almahrog, & Aribi, 2015; H. A. Kim,
Jeong, Kang, & Lee, 2017). So, the monitoring role of board gender diversity in a dual board
system such as in Vietnam, on where board system does not belong to one-tier board or two-tier
board, is less known. (iii) Vietnam is a newly emerging nation that is transitioning from a
planned economy to a market-oriented economy, and Vietnam has low investor protection, a
high ownership concentration, and singular governance rules. Thus, women on boards and
women as corporate leaders may affect the quality of the monitoring role and the quality of
financial report, leading to an improved information environment (Ferdinand A Gul et al.,

2011).

This study investigates the relationship between gender diversity in the board room and
women as corporate leaders and two types of earnings management (EM) measures: accrual-
based earnings management (AEM) and real activities manipulation (REM). In particular, we
ask the following question: do women on boards and female corporate leaders mitigate

AEM and/or REM?

The findings of this study first reveal that chairwomen are less likely to engage in AEM,
but that there is a positive association between the presence of women on boards—measured
by the Shannon index—and both AEM management measured by the Kothari model and
REM measured by abnormal overproduction. Moreover, we also find that a greater number of

women on the board of executives induce more AEM in the Kothari model.

The results offer some contributions. First, the study can extend the existing knowledge
about EM, as the area of investigation (Vietnam) is very unique and indicates much, too,
about developing countries. Second, the findings are important for policymakers in terms of
introducing mandatory quotas for women on boards or enforcing legislation and guidance for

financial reporting in Vietnam.

This paper is organized as follows. Section 3.1 is an overview of internal governance

structure and board gender diversity in Vietnamese listed firms. Section 3.2 presents the
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literature review and the hypothesis development related to board gender diversity and EM.
Section 3.3 describes the data, the model, and independent variables, and takes a look at the
two types of EM measures. The empirical results are presented in Section 3.4 and Section 3.5.

Section 3.6 concludes the paper.

3.2 Overview of internal governance structure and board gender diversity
in Vietnamese listed firm.

3.2.1 Corporate governance structure in Vietnam

According to the law of enterprise (2014) for Vietnamese listed firms, which took effect
beginning 1* July 2015, joint stock companies (JSC) may select one of the following models:
(a) model 1: a general meeting of shareholders (GMS), a board of directors (BoD), a board of
executives (BoE) which is appointed by the BoD, and board of supervisors (BoS), which is
elected by the GMS and independent from both the BoD and BoE; or (b) model 2: a GMS, a
BoD, and a BoE with the following caveats applicable to the BoD: there must be at least 20%
of the members who are independent, to oversee and organize implementation of control over
management and operation of the company, or there must be an audit committee under the

board. These structural items are outlined below.

Concerning the GMS, it is the highest decision-making body. All major issues affecting
the firm are decided by the GMS, such as approving (i) the nominations for the BoD and audit
committee membership; (i1) the annual report and financial statements; (ii1) the distribution of
profits and losses (including the payment of dividends); and (iv) amendments of the statutes

(including equity), reorganization and dissolution, and extraordinary transactions.

The second body of the corporate governance framework is the BoD, which plays a
central role and acts in the interests of the company. The BoD of a listed firm consists of five
to eleven members, one third of whom must be independent (i.e., members who do not hold
management positions in the listed firm), because to exhibit good corporate governance
practices, the BoD must be effective, professional, and independent. The main responsibility
of the BoD is guiding and setting a firm’s strategy and business priorities, including the
annual financial and business plan, as well as guiding and controlling managerial
performance. It protects the rights of all shareholders and oversees the work of the CEO, the

BoE, and financial control systems.
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The CEO, who can be the chairperson if the GMS approves, is responsible for day-to-
day management of the firm. The CEO is the legal representative of the firm unless the firm
statutes appoint the chairperson of the BoD to this position. The CEO is accountable to the
BoD. Legislation, statutes and internal regulations, and the contract signed between the CEO
and the firm regulate the authority and election of the CEO, as well as the nature of his or her

relations with the other governing bodies.

The BoE is appointed by the BoD and could be selected from the BoD to be in charge
of daily operations. The BoE is responsible for the day-to-day management of the firm and

carries out the decisions set by the BoD.

Next, the BoS is elected by the shareholders. The control board has from three to five
members, who must not hold any position in either the BoD or the BoE or be relatives of any
member of those boards. The main duty of the BoS is to oversee and supervise the BoD and
BoE in managing and operating the firm (according to the 2014 Vietnamese enterprise law,

which has been effective since July 2015).

However, these practices vary among countries, especially regarding the board system.
There are countries that have a one-tier board system, like the US, and others that have a two-
tier board system, like Germany. In a one-tier board, all the directors (both executive directors
and non-executive directors) form one board, called the board of directors. In a two-tier board
there is an executive board (all executive directors) and a separate supervisory board (all non-
executive directors). Vietnam is not characterized by either a one-tier or a two-tier board
system, but the supervisory board is an independent body and there are compulsory internal

governance structures in Vietnam. The Figure below will clearly show the distinction.

BOARD OF DIRECTORS
Board anageme
CA CA . > C
Management PEIVISOry boarc
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Figure 1: Comparison between board systems

3.2.2 Corporate gender diversity in Vietnam

Due to Vietnam pursuing a socialist market-oriented economy, the government
intervenes strongly and directly in the economy to achieve government goals. Gender
diversity is one of the central goals of development strategies. Thus Vietnamese government
pushed firms to have more women on boards by promulgating, launching, and supporting
policies. As a results, Vietnamese listed firms has achieved key gender equality. The
proportion of women as CEO, for example, is more than 7%, and the proportion of women on
boards has increased to nearly 14%, which is a higher percentage than in other countries in

South Asia, the Middle East, North Africa, and Sub-Saharan Africa (IFRC, 2015).

But although one of an important first step in supporting women promoting in
leadership positions is the National Gender Equality Strategy for 2011-2020 (Decision
No. 2351/QD-TTg),, no special support to encourage a gender gap. Women are still
subordinated to men rather than leaders. Women have the lowest female to male ratio in
top management, whereas Vietnamese women have a high presence rate in labour force.
In addition, women on boards in Vietnam still face many obstacles such as lack of
knowledge, market information, trade promotion, resources, and opportunities to network

. 16
for business development .

3.3 Linkage between gender diversity and earnings management:
literature review and hypothesis development

Given the governance structure of Vietnamese firms, gender diversity may be
appreciated at two different levels: as members of the different boards (BoD, BoE, and BoS),
which we call in this paper “women on boards”; or in key executive positions (CEO or chair),
which we call “women as corporate leaders”. In both cases, the previous literature and related

theoretical frameworks provide insights on the linkage between gender diversity and EM.

3.3.1 Women on boards and earnings management

The impact of gender diversity on the quality of financial information can be considered

1 http://www.mekongbiz.org/wp-content/uploads/2017/04/WBAs-Position-Paper_English.pdf
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from two angles, given both its fiduciary and advisory nature (Ben - Amar, Francoeur, Hafsi,

& Labelle, 2013; Labelle, Gargouri, & Francoeur, 2010)

3.3.1.1 Fiduciary perspective: gender diversity for better protection of shareholders’
interests

From the fiduciary perspective, statutory diversity, which is a measure of heterogeneity
in the process of board composition, is crucial for the effective ability of management to
defend shareholders’ interests (Fama & Jensen, 1983a). The board’s monitoring function is a
vital element of an organization’s governance system. One of the main objectives of the board
is to monitor and protect the shareholders’ interests(Fama & Jensen, 1983a). Recent studies
have provided evidence that statutory diversity plays an active role in ensuring the quality of
reported earnings (Arun, Almahrog, & Aribi, 2015; Srinidhi, Gul, & Tsui, 2011). According
to the evidence on fiduciary governance, statutory diversity is likely to enhance the board’s
effectiveness by improving the strategic decision-making process and by enhancing effective
monitoring of management, which in turn improves the firm’s performance by reducing
agency costs (Ben - Amar et al., 2013). So, according to agency theory, firms’ performance
would be more effective with women appointed to board roles. Boards with women may
contribute more value for firms by monitoring management more effectively (Adams &
Ferreira, 2009). Therefore, women on boards improve earnings quality as a tangible
consequence of a higher level of monitoring by improving the board’s oversight function
(Srinidhi et al., 2011). In fact, greater board diversity can enhance monitoring, leading to less
risky corporate outcomes (Adams, 2016), since many findings have suggested that men tend
to take more risks than women (Adams & Ferreira, 2009; James P Byrnes, Miller, & Schafer,
1999; Faccio et al., 2016). And (Neffati, Fred, & Schalck, 2011) studied EM and risk through
222 US firms from 1994 to 2001 and showed that EM is positively correlated with all three
types of risk (overall risk, operational risk, and financial risk). As already mentioned, one type
of real EM is cutting investments, such as R&D, which has a relation to a firm’s future risk
profile (Comin & Philippon, 2005). Women are more risk-averse and have lower propensities
to engage in EM, especially real activities manipulation. Thus, one may infer that gender

diversity on boards leads to less EM in terms of the fiduciary perspective.

3.3.1.2  Advisory perspective: gender diversity for a greater value of corporate monitoring

The advisory perspective is related to demographic diversity and resource provision.

Boards of directors play an important in the firm through monitoring management on
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behalf of shareholders and providing resources. In fact, boards with deeper knowledge and
competencies have stronger critical thinking and are better in giving advice and
counselling. By enrichment and as a complement to agency theory, the advisory
perspective helps to explain clearly these questions: How and where does firm value come
from? Furthermore, effective boards also require demographic diversity such as gender or
experience diversity in order to contribute and improve their strategic management
decisions. Gender diversity along with individual traits (experience, tenure, qualification)
guide and contribute to organizational learning and decision making. Due to different age,
tenure, and other characteristics, gender diversity could have a particular impact on

outcomes and EM (Adams & Funk, 2012).

(Gull et al., 2018) were the first scholars who showed that women directors’ expertise is
a main factor that promotes the effective monitoring of EM by studying a sample of French
firms listed during 2001-2010. Furthermore, they found that female directors’ business
knowledge level in finance or accounting contributes to the effective monitoring of EM. This
is because financial expertise can be more intuitively linked to their knowledge and ability,
helping female directors to understand how managerial decisions affect accounting numbers
and therefore, helping them to detect managerial attempts to manage earnings (Lara, Osma,

Mora, & Scapin, 2017).

Tenure is recognized by many studies as one of the factors that affect EM (Ali &
Zhang, 2015; Park & Shin, 2004; Xie et al., 2003) Due to longer tenure as managers, male
board members would be less effective monitors (Xie et al., 2003). But in terms of tenure,
some studies have revealed that female CEOs have significantly shorter board tenure than
male CEOs (Abbott, Parker, & Presley, 2012; Bugeja, Matolcsy, & Spiropoulos, 2012;
Duong & Evans, 2016). And (Gull et al., 2018) found that women’s experience, which
they referred to as tenure, as well as multiple directorships and nationality have a positive
effect on the magnitude of current discretionary accruals. One possible explanation is that
EM can be considered as a virus that spreads from one organization to another through
multiple directorships (Chiu, Teoh, & Tian, 2013). With regard to tenure (Xie et al., 2003)
also found that the tenure of independent directors and the level of current discretionary

accruals are positively associated.

Thus (Abbott et al., 2012), by using US data from 1997 to 2002, suggested that the
heterogeneity created by the presence of women on boards has a group dynamic benefit

which can be linked to an outcome-based measure of board monitoring efficacy at the

81



individual level.

Hence, from this perspective, EM may be reduced if women are designated on boards.
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Figure 2: Board gender diversity and earnings management

Modified from model of (Labelle, Makni Gargouri, & Francoeur, 2010) and (Ben-
Amar, Francoeur, Hafsi, & Labelle, 2013)

As a result, gender-diverse boards could lead to more EM detection and added value for

firms.

So, the previous literature, according to two different theoretical frameworks, has found
that female presence on boards tends to decrease EM. Thus, we propose the following

hypothesis:
Hypothesis 1: Women on boards are likely to curb earnings management.

To measure the degree of gender diversity, we consider as proxies of board diversity
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women on the BoD, women on the BoE, and women on the BoS.

3.3.2 Women as corporate leaders and earnings management

The ability of the board to oversee management largely depends on key monitoring
positions. Women may be appointed to different leading positions in a firm, such as the chair
or the CEO. The presence of women at such high executive levels may have important

implications on EM.

However, the effect of women in each position on EM is different. A chairwoman is the
person who has the highest decision-making level in the firm in order to meet organizational
goals. A chairwoman influences the firm’s monitoring and control rather than running the
business to meet shareholder needs. Instead a female CEO is mainly responsible for a firm’s
strategies and financial statements. Fiduciary governance is also based on the idea that the
board’s independence from management will improve the overseeing quality of the board,
which will indirectly enhance the firm’s performance (Fama & Jensen, 1983a). Statutory or
fiduciary governance focuses on strongly recommended governance practices, for example, the
separation of the CEO and chairperson roles. The board chair, alongside other directors,
occupies the highest decision-making level in the organization. He or she has the strongest
influence over monitoring and control (i.e., hiring, firing, and remuneration) concerning the
CEO’s and other executives’ tasks. The chairperson is expected to lead the board by capturing
the value of the diversity of opinions and maintaining coherence among board members in
order to bring everyone around to shared organizational goals (Machold, Huse, Minichilli, &
Nordqvist, 2011; McNulty, Pettigrew, Jobome, & Morris, 2011) by using their role and
position. For his/her part, the CEO exerts most of his/her influence in the BoE on the firm’s
strategy such as decisions about financial issues or investment in order to fulfil firm
performance well. Nevertheless, he/she runs the business in a way that is relevant to his/her

characteristics.

According to precedent studies, some characteristics of boards may have an impact on
the quality of financial reports and EM particularly. In this regard, a chairwoman and/or
female CEO tends to be highly ethical, less aggressive or more cautious in financial decision
making, and more risk-averse in making investments (Ali & Zhang, 2015; Arun, Almahrog,
& Aribi, 2015; Duong & Evans, 2016; Gull et al., 2018; H. A. Kim et al., 2017; S. Yu, Lord,
Peni, & Vdhdmaa, 2010).
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Nevertheless, previous studies have shown contradictory results about the position of
women as corporate leaders in terms of EM. (Gull et al., 2018) found that chairwomen do not
mitigate EM through discretionary accruals, whereas (Lakhal et al., 2015) stated that female
chairs reduce discretionary EM. In terms of female CEOs, (Gull et al., 2018; H. A. Kim et al.,
2017) stated that they are negatively associated with discretionary accruals, whereas (Lakhal
et al., 2015; S. Yu et al., 2010) found no relationship between discretionary accruals and
female CEOs. But generally speaking, and with regard to their leadership style, the previous
literature has suggested that a female chair is more likely to detect earnings manipulation

(Lakhal et al., 2015). Therefore, we propose the following hypothesis:

Hypothesis 2: Women as corporate leaders are likely to mitigate earnings management.

3.4 Variables measurement and research design
3.4.1 Data and sample selection

The sampling frame in this study is listed firms in Vietnam. The sample consists of
all the Vietnamese firms listed on both the Ho Chi Minh Stock Exchange (HSX) and the
Hanoi Stock Exchange (HNX), apart from those in banking and other financial industries.
Industry classifications in Vietnam are based on the industry classifications benchmark
(ICB), excluding banking firms. Only industries with more than 15 industry years were
kept in the sample. Banks and financial institutions were excluded because their financial
statements are prepared in a different regulatory environment, and the information
reported on those financial statements also follows a different format. Most financial data
were collected from StoxPlus (stoxplus.com), which is the main company providing data
in Vietnam, and some were directly collected from the websites for HSX (www.hsx.vn)
and HNX (www.hnx.vn). Corporate governance data were collected by hand on the

financial reports of the firms.

The collecting period was from 2008 to 2017. HOSE began operations in 2000 and
HNX in 2005, starting with the negotiation method. Until the end of the year 2005, HNX
applied a continuous order matching method in parallel with the negotiation method.
However, the number of listed firms in 2006/2007 is quite small and data are not available to

collect and test hypotheses correctly. Thus, 2008 is set as the beginning year of the study.
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3.4.2 Measures for dependent variable: earnings management

AEM and REM are applied to measure EM. Basically, both AEM and REM may be
used by firms to reach financial targets or to avoid earnings decreases/losses. However, the
use of AEM may be limited since firms are restricted by the auditors’ and regulators’ scrutiny
in accordance with regulations. As a result, although it is more costly than AEM (Daniel A
Cohen et al., 2008b), REM can be chosen by managers trying to meet a firm’s targets,
because (i) it is not limited by regulations compared to AEM, (ii) it is harder for an outsider to
observe (Schipper, 1989), and (iii) it is not judged to be in violation of securities law. A study
of (Zang, 2012) suggested that AEM and REM can substitute for each other based on their
relative costs, suggesting that if REM is less expensive than AEM, more REM will be
applied, and vice versa. In particular, some previous studies have stated that State-owned
enterprises are less engaged in AEM because they prefer to use REM (Aharony et al., 2000;
Jian & Wong, 2010). This is a reason why we use both AEM and REM in this study. More
precisely and following precedent studies, we use their absolute value. Indeed, their absolute
values allow to capture the level of earnings management, whether upward or downward: for

all of them, thus, the greater the measure and the greater is the earning management'’.

3.4.2.1 Accrual-based earnings management

AEM refers to the considerable discretion that managers have to influence reported net
income through discretionary accruals. Discretionary accruals are the accruals over which
managers can exercise some control. Based on the existing literature, this research uses the
magnitude of discretionary (abnormal) accruals to measure EM (Daniel A Cohen et al., 2008b;
Dechow et al., 1995; Jones, 1991). The main arguments have been put forward for this measure
to apply in the Vietnamese context. The system of accounting of Vietnamese listed firms has
been traditionally tax oriented. Thus, Vietnamese authorities have fixed almost all accounting
choices that may affect accounting results, such as the depreciation method for fixed assets or
the life span used to calculate this depreciation in each specific industry. This has long made it
difficult for Vietnamese firms to adjust their earnings via non-cash accruals. But this has
changed over the last decade because Vietnamese listed firms have been required since the
beginning of 2006 to make provisions for various potential losses (No. 15/2006/QD-BTC). This
has brought the Vietnamese accounting language closer to international standards, while also

offering Vietnamese firms the opportunity to manage their earnings via more discretionary

' In terms of nominal values, a smaller REMDIS or REMCFO indicates a higher upward REM. For all others, it
is a higher measure that indicates a higher REM.
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accruals. Therefore, for the 2008—2017 period, using discretionary accruals for EM is relevant

because this conservatism principle is applied in Vietnam.

To measure AEM, this study develops two models. First, this is consistent with previous
studies according to which the modified Jones model provides the most powerful test in
detecting earnings management and it is suitable in emerging markets and Vietnam
particularly (B. Lin et al., 2012a; Q. Liu & Lu, 2007; Phuong, 2017). Second, we employ the
performance adjusted model of Kothari (Frankel et al., 2002; Kothari et al., 2005). Because
the modified Jones model is a simple model of accruals using change in revenues and fixed
assets, it cannot be fully descriptive. So, different authors have suggested controlling for
various factors to improve the model (McNichols & Stubben, 2018). Kothari et al. (2005)
added ROA to mitigate the problematic heteroscedasticity and mis-specified issues that exist

in other aggregate accruals models.

So, the AEM is measured as discretionary accrual using a cross-sectional version of the
modified Jones model as follows. First, total accruals of a firm are divided into a discretionary
part and a non-discretionary part and are defined as the difference between net income before

extraordinary items (NI) and cash flow from operating activities (OCF):

TAix = Net income;; - OCF;j;
The next step is to determine the coefficients that are used to estimate the firm-specific
normal accruals. This results in a modified Jones model, as shown in Equation (1):
TA;; 1 ASales; PPE;;
—  =a(— )+t Bk (— )tk (—— ) teu(D)
Assets; .1 Assets; .1 Assetsi .1 Assets; .|
The coefficients that are estimated with Equation (1) are used to determine the normal
accruals (NA). The following model is used:
1 ASales;-AARit PPE;;
NA;; =a(———) B ( ) T B () (@

Assets; .| Assets; .| Assets; .|

where:

TA, s total accruals for firm I at time t
- NA|; is normal accruals for firm 1 at time t

- AARijt is the change in accounts receivable from the preceding year,

Assets,,, ; 1s total assets for year ¢-7 and firm i,

ASaleit is the change in sales for firm i from year t-1 to year t

- PPEit is the gross value of property, plant, and equipment in year .

&7



- &y 1s the residual of firm 1 at time t.
While computing the normal accruals, reported revenues of the sample firms are
adjusted from the change in accounts receivable to capture any potential accounting discretion

arising from credit sales, which relates to non-discretionary accruals (Cohen et al., 2008).

Following the prior literature (Dechow et al., 1995), discretionary accruals are estimated
as the absolute value of the difference between total accruals and normal accruals:

TA;;

|DAi,t‘ = ‘( ) - NAi,t‘ (3)

Assets; .

All variables are scaled by prior year total assets to control for heteroscedasticity.

The Kothari model is based on the modified Jones model plus ROA..;, which is return

on assets at the end of year t-1.

Following previous studies, we employ the absolute value of discretionary accruals as

EM.

3.4.2.2 Real activities manipulation

Different models may be applied to measure REM. Previous studies on Chinese firms
have stated that REM measured by Roychowdhury (2006) may not be effective in an
emerging context (C. A. Cheng et al., 2015). Thus, we use the model developed by (Gunny,
2010), because the estimation incorporates market valuation (Greiner et al., 2017). By
including market value, the resulting REM in the Gunny model excludes information that has

already been incorporated by the market. We use three different measures for REM'®.
. Abnormal level of reduction of discretionary expenses (REMDIS)

The first type of real earnings management methods is the reduction of discretionary
expenses (DIS) such as advertising expenses, research and development expenses (R&D) and
selling, general and administrative expenses (SG&A) as the most preferred method for

overstating earnings.

The formula of DIS below consists of advertising expenses and both R&D and SG&A,
if SG&A is available; the formula still exists when advertising expenses and R&D are

missing, set 0. Because some firms may be engaged in innovative activities without reporting

18 According to (Katherine A. Gunny, 2010), the timing of the sale of fixed assets to report gains is also one of the types of REM since it is
used as a way to manage earnings by the difference betwwen net book value and the current market value. However, our study does not take
into account the timing of the sale of fixed assets for several reasons: previous studies have shown that REM is used in Vietnam through
lenient credit terms and discount policies rather than using the timing sale of fixed assets in order to improve revenue and decrease cost
(Loan & Thao); and due to data availability, we do not study the timing sale of fixed assets to date.
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R&D expenses (Koh & Reeb, 2015) or missing data, these situations will not be captured in

tests.
DISi,t 1 . InterFt ASi,t ASi,t
L1 at By (Ai,t—1)+ B2MV;+ B3TobinQj; + B4 ( T )+ Bs (Ai’t_1 )+ Be (Ai,t—l * DD) +&; (I)
where.

- discretionary expenses (DIS) is the sum of advertising expenses (AD); R&D
expenses; and selling, general, and administrative expenses (SG&A).

- natural log of market value (MV) proxies for firm size;

- Tobin’s Q measures the marginal benefit to cost for each unit of new investment;

- internal funds (InterF) controls for the funds available for investment that are
generated from the firm;

- and change in sales (ASt/At-1) controls for the impact of trends in sales on
discretionary expenses.

Considering the “sticky” cost behaviour, Katherine A. Gunny (2010) interacted change
in sales (ASt) with an indicator variable (DD) that is equal to one when total sales decrease
from the prior year (between t-1 and t), and zero if not. As a result, the impact of positive ASt
on normal levels of discretionary expenses is not constrained by this model to be the same as
that of negative ASt.

The abnormal discretionary expense (REMDIS) is the absolute value of the residuals of
the model (I).

. Abnormal level of production costs (REMPROD)

The second measure detects abnormal production cost (PROD). Managers of
manufacturing firms can manage earnings upward by producing more goods than necessary.
With higher levels of production, firms can spread fixed overhead costs over a larger number
of units, thereby lowering fixed costs per unit. Thus, overproduction results in a lower cost of

goods sold (COGS) and better operating margins.

PRODit 1 . Sit ASit ASit—1
ae | OF B (Ai,t—1)+ B2MVic + B3 TobinQir +B (Ai,t—l )+ Bs (Ai,t—1)Jr Bo ( A1 )" Eit
(1)
where:

- PROD is the sum of cost of goods sold (COGS) and change in inventory,
- (ASit/A1,t-1) 1s the change in sales, and

- (ASit-1/A1,t-1) is lagged change in sales.
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The abnormal production cost (REMPROD) is the absolute value of the residuals of the
model (II).

. Abnormal level of cash-flows from operations (REMCFO)

The third measure detects manipulation of sales through lenient credit terms. This

model identifies the offering of lenient credit with negative abnormal cash flows from

operations (CFO).
CFOoi,t 1 . Si.t ASit
Ai,t——]_ =at B] (Ai,t—l )+ BZMVit+ B3Tob1nQit + [34 (Al,f——1)+ BS (Al,t——l) + Eit (HI)

Where: CFO is net cash flow from the operations of firm i for year t.
The abnormal cash-flow (REMCFO) is the absolute value of the residual of the model (III).

In our study, we use the absolute values of the residual to analyze the magnitude of
accrual based earnings management (AEM) and real activities manipulation (REM). The
reasons to explain why we use the absolute values for some following reasons: (i) using
both signed or unsigned earnings management, whether income upward or downward
result in concealing true firm performance (J.-B. Kim & Sohn, 2013). (ii)) AEM, REM can
be performed to temporarily in an unexpected direction if manager s’ intention is intend to
smooth earnings along different periods(Badertscher et al., 2009; B. Francis et al., 2016;
H. Jiang et al., 2018). For example, managers can increase production level by increasing
ending inventory level or offering deep discounts leading to a higher current demand from
customers to temporality decrease earnings. Or they may also invest more in R&D, or
advertising, leading to exhibit unusually lower discretionary expenditures. These activities
are income decreasing in the current year but income increasing in the future when the
benefits from those increased investment are realized. (iii) In particular, real activities
manipulation may also automatically reverse in future from an economic perspective.
Firms can make up by spending more on R&D for one period. However, managers cannot
remain for a long period, they have to cut down in another period. Similarly, firms’
overproduction in one period will become equal by a decrease in production in another
period, because in a long term the total production quantity is balanced out to the total
number of units that are actually sold (L. Li, 2012). (iv) (J.-B. Kim & Sohn, 2013) also
show that the main thrust of results do not change whether the absolute value of AEM and
REM are used. The larger absolute values of residuals show the greater of earnings

management.
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3.4.3 Measures for independent variable: gender diversity

According to our theoretical framework, our study develops two types of measures of
gender diversity: one type that measures the importance of “women on boards” and another

one measures the presence of “women as corporate leaders”.
- Women on boards

The study measures women’s participation on the boards each year as the number of
women on the different boards: BoD, BoE, and BoS. These data were collected by hand for
firms having women represented on boards for a majority of the year (more than six months)
or a full year (Francoeur, Labelle, & Sinclair-Desgagné, 2007), because some women were
not appointed for a full year or a company may have had incomplete data (e.g., delisted firms

exist for only some months of the year).

This metric of gender diversity on corporate boards was used as the number of women
on boards (FOBlevel), the presence of women on boards (FOB dummy), and a percentage
(dFOB), measured by the number of women on boards divided by total board members.
However, this is a simple method but not always a true measure of diversity. For example,
boards having only women or men become completely homogeneous boards. Therefore we
also employ the Shannon index as a measure to examine whether the boards are diverse in

terms of gender or not.

To measure the degree of gender diversity, we consider as proxies the number of
women on the BoD, BoE, and BoS as FBODIevel, FBOElevel, and FBOSIlevel, respectively,
and the presence of women on the BoD, BoE, and BoS as FBODdummy, FBOEdummy, and
FBOSdummy, respectively. Percentage (dFBOD, dFBOE, dFBOS) is measured by the
number of women on the BoD (BoE, BoS) divided by total board (BoD, BoE, BoS) members.

- Women as corporate leaders

Concerning the second type of variables for “women as corporate leaders”, we also
consider women in two leader positions: female chairs and female CEOs. We use a dummy
variable to measure these leader positions. If one of the members is appointed to various

positions in boards, we examine only the highest position.

3.4.4 Measures for control variables

We employ several control variables that have been used in previous EM studies.
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Although, audit committee is importance in EM studies, most of Vietnamese listed firms still
apply the traditional corporate governance model (model 1) without audit committee. Thus,
audit committee does not use in this paper. All control variables are measured at the end of

the previous year.

- Board independence (Dbdipen). Boards with independent members may curb
corporate misconduct. (Beasley, 1996; Fama & Jensen, 1983b; Klein, 2002; Xie et al., 2003)
found a negative relationship between the percentage of independent directors on the board
and EM. Similarly, for US companies, (Klein, 2002) showed the existence of a negative
relationship between the independent board and EM. Conversely, another previous study also
found no relation between them (Park & Shin, 2004). It is measured by the proportion of non-

executive members on the board of directors.

- CEO duality (CEO_D). Some previous studies of the relationship between CEO
duality and EM have exhibited mixed results. (Gull et al., 2017) found that CEO duality
positively affects EM. In a meta analysis (seven studies), (Garcia-Meca & Sanchez-Ballesta,
2009) could find no evidence of any correlation between CEO duality and EM. CEO is

measured by a dummy variable coded 1 if the CEO is chairman of the board, and otherwise 0.

- Auditors’ reputation (AUDIT). Big-4 auditors are supposed to better detect EM
because of their supposed deeper knowledge, larger competence, and incentive to curb EM to
protect their reputation. Thus they may have more motivation to maintain greater audit quality
because they usually have larger clients and globally known brand names (Becker et al., 1998;
Chi et al., 2011; Daniel A. Cohen & Zarowin, 2010; J. R. Francis et al., 1999; Watts &

Zimmerman, 1986). The involvement of a Big-4 auditor is measured by a dummy variable.

- Firm size (Firmsize). Many previous studies have examined the relationship between
firm size and EMs. On the one hand, larger firms are more likely to design and maintain a
well-developed governance framework in order to control the internal system effectively and
to reduce the likelihood of manipulating earnings by management (Beasley et al., 2000). And
they should receive better audit services from established audit firms due to larger operating
budgets, which in turn could help prevent earnings misrepresentations (Becker et al., 1998; J.
R. Francis et al., 1999). Moreover, the stricter disclosure requirements placed by regulators on
larger firms reduce information asymmetry and may discourage such firms from engaging in
EM activity (Lee & Choi, 2002). Finally, larger firms are more likely to be under closer
scrutiny by outsiders than smaller firms, which can potentially reduce managers’ opportunity

to exercise their accounting discretion (Koh, 2003). But on the other hand, larger firms are
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controlled by sophisticated investors who may push for the adoption of aggressive accounting
policies and EM particularly (Richardson, 2000). Although large firms may have stronger
internal control systems, they also have stronger management power, which may be used to
override the internal control systems to manipulate earnings. Finally, larger firms are more
likely to exploit latitude in accounting discretion to reduce political attention by reducing
reported earnings (Watts & Zimmerman, 1986, 1990). Firm size is computed as the log of the

firm’s total assets.

- Leverage (Finlever). Leverage plays an important role in monitoring the discretionary
activities of managers (Jensen & Meckling, 1976). Companies that select short-maturity debts
are probably less involved in EM by reducing agency costs (Alzoubi, 2018). Moreover, firms
with high levels of debt may constrain the discretionary accruals manipulation because they
undergo better monitoring through third parties such as creditors and bankers. Most of the
scholars working in this area have shown that debt is significantly negatively related to EM
(Becker et al., 1998; DeAngelo et al., 1994). However, (DeFond & Jiambalvo, 1994; Lazzem
& lJilani, 2017) highlighted that leverage is positively associated with EM because of the
existence of covenants in the firm’s debt contracts. In addition, (Watts & Zimmerman, 1986)
suggested that the managers of highly leveraged firms are likely to manage earnings to
improve the firm’s negotiating power in order to get funds at satisfactory conditions.

Financial leverage is estimated as total liabilities divided by total assets.

- ROA (ROA). In order to measure financial performance, ROA is chosen as a proxy
and appears as a control variable in the regression model. (Barua et al., 2010; Dechow &
Dichev, 2002) documented a negative association between ROA and discretionary accruals,
in line with Watts and Zimmerman (1990), who showed that firms with higher financial
performance tend to manage earnings downwards because of a desire to avoid tax or to limit

political cost. ROA is calculated as net profit over total assets of the firm.

- Firm growth (SalesG and B/MRatio). Sales growth and book-to-market value are
included to control for firm growth. Firms with good growth opportunities need to raise external
funds to expand (Lemma et al., 2013), and such firms have incentives to improve earnings
quality to benefit from a lower cost of capital (Gaio, 2010) and to present a good picture of their
future potential. In the same vein, Shen and Chih (2007) remarked that growth firms, which
need external financing, may find it optimal to improve their earnings quality through EM,
though they may find it harder to fool the market by manipulating earnings when they come

under scrutiny. Sales growth is calculated as the change in sales between the previous year and
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the current year, whereas book-to-market value is the ratio of book value to market value of

equity.

- State ownership (Sown). State-owned enterprises (SOEs) are always provided
additional funds or guaranteed to have state support (Bhattacharya et al., 2003; Ding et al.,
2007; L. Wang & Yung, 2011). Thus, managers have less financial pressure to engage in
earnings management. (Y. Wang & Campbell, 2012) demonstrated that a higher degree of
Sown tends to deter EM"°.

- Foreign ownership (Fown). The presence of foreign investors can enhance the
oversight function of internal governance mechanisms, leading to better monitoring.
Previous studies have reached different conclusions in different contexts. For instance, (H.
J. Kim & Yoon, 2008a) and (Mazumder, 2016) documented that the level of accruals, which
is a measure of EM, decreases with foreign equity ownership, whereas there is no
statistically significant impact of Fown on EM (Lai & Tam, 2017). The scholars also stated
that foreign-owned firms, especially firms with a high and stable foreign proportion in the
capital structure, engage in less REM (J. Guo et al., 2015; Shayan-Nia et al., 2017).
Specifically, these firms are able to constrain upwards REM related to discretionary
expenditure but not the operating cycle (Shayan-Nia et al., 2017).(J. Guo et al., 2015), in
studying Japanese firms, also stated that firms with more foreign ownership curb EM, but

. . . ... 20
via operating activities™ .

' Our study in chapter 1 confirms these results.

2% Our study in chapter 1 confirms the literature when we consider AEM but not with REM. A substitution effect between AEM and REM is
likely to occur.
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Table 1: Variables definition

Variable Definition Measure
Dependent variable : earnings management
AEMmjm Discretionary accruals using Jones | Absolute value of residuals estimated
modified model (1995) using Jones modified model
AEMkotha Discretionary accruals using Kothari | Absolute value of residuals estimated
et al. (2005) using Kothari et al.(2005)
REMDIS The abnormal discretionary expenses | Absolute value of residuals from Gunny
(2010) model
REMPROD The abnormal production cost Absolute value of residuals from Gunny
(2010) model
REMCFO The abnormal cash flow from | Absolute value of residuals from Gunny
operations (2010) model

Independent variable : gender diversity

A. Gender diversity through Female on Boards (H1)

Female on all the boards

FOBIlevel Number of female members on the | Total number of women members on
boardroom boards

dFOB Proportion of female on the | The number of women board members to
boardroom the number of all board members

FOBdummy Female presence on boards Dummy variable coded 1 if having female

on all boards, otherwise 0

Shannon index

Shannon index for gender

Shannon=- Zi(Pi/N)In(Pi/N) where

P; is calculated the proportion of female
board members in the category and N
denotes the number of categories for an
attribute of interest. The values range from
0 to 0.69, the later figure corresponding to
the greatest possible degree of diversity
(Shannon, 1948)

Female on Boards

of directors (BOD)

FBOD level Number of female members on | The number of women board members of
board of directors the board of directors
dFBOD Proportion of female on the board of | The number of women board members of
directors the board of directors to the number of all
board members of the board of directors
FBODdummy Female presence on board of | Dummy variable coded 1 if having female
directors on board of directors, otherwise 0

Female on Boards

of executives (BOE)

FBOElevel Number of female members on | Total number of female appointed on
board of executives board of executives
dFBOE Proportion of female on the board of | The number of women board members of the

executives

board of executives to the number of all board
members of the board of excutives
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Variable Definition Measure
FBOEdummy Female presence on board of | Dummy variable coded 1 if having female
executives on board of executives, otherwise 0

Female on Boards of supervisory (BOS)

FBOS Number of female on board of | The number of female on board of
supervisory supervisory to the number of all members
of board of supervisory
dFOS Proportion of female on the board of | The number of women board members of the
supervisory board of supervisory to the number of all
board members of the board of supervisory
FBOSdummy Female presence on board of | Dummy variable coded 1 if having female
supervisory on board of supervisory, otherwise 0

B. Gender diversi

ty through Female as corporate leade

rs (H2)

FCHAIR

A female chair

A dummy variable that equals to 1 if the
chair is a women and to 0 otherwise

FCEO

A female promoted for CEO position

A dummy variable that equals to 1 if the
CEO is a women and to 0 otherwise

Control variables

Dbdipen

Board independence

The proportion of non-executive members

in board of directors (independent

directors/total directors)

CEO D CEO duality Dummy variable coded 1 if CEO is
chairman of the board, otherwise 0
AUDIT Audit by big four auditor Dummy variable that equals 1 if the firm
is audited by a Big4, otherwise 0.
Firmsize Firm size Natural logarithm of the total assets
Finlever Financial leverage Total liabilities divided by total assets
ROA Return on assets Net income in year t divided by total
assets in year end t-1
SalesG Sale growth Change in sales from year t-1 to year t
B/MRatio Book-to-market value Ratio of book value to market value of equity
Sown The percentage of shareholding | Number of shares owned by State divided
owned by State by total shares
Fown The percentage of shareholding | Number of shares owned by foreign
owned by foreign investor divided by total shares
3.45 Research model

The paper employs Petersen (2009) techniques to analyse the effect of gender diversity on

EM. According to Petersen, standard errors in panel data studies are often miscalculated. Thus,

he offers ways to correct such miscalculations by various estimation techniques. In finance

applications, firm effect, according to which the residuals of a given firm may be correlated

across years, and time effect, according to which the residuals of a given year may be correlated
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across firms, are general forms of dependence. In this study, the data contain a strong
significant firm effect. In fact, possible biases or underestimation of the true variability of the
coefficient estimates in standard errors may occur in OLS if the residuals are correlated across
observations. Thus, we use a wide variety of techniques to estimate standard errors. First, a
potential problem with the pooled regressions is the possibility of within-firm autocorrelations,
which would bias the standard errors. To control for this bias, we use the robust standard errors
methodology, as it produces unbiased standard errors and correct confidence intervals
(Petersen, 2009). Second, standard errors clustered by firm are used because they are unbiased
and produce correctly sized confidence intervals, as illustrated by Petersen (2009). Moreover,
year and industry fixed effects are considered in the model to control the industry and year
impact on this relationship. One important thing is that the independent variables are lagged one
year relative to the dependent variable (Petersen, 2009), except for dummy variables that are
less affected by time series, such as CEO duality. This lag is employed to show the effect of

changes on the governance structure in firm behaviour and earnings.

Four equations are used to test the impact of gender diversity on EM. Three of these
deal with women on boards (Hypothesis 1) and measures based on proportions (Equation 1),
number of instances (Equation 2), and dummy variables (Equation 3). Each of those three
equations are declined along the four types of board presence that we identified (all boards,
BoD, BoE, and BOS). The fourth equation addresses women as corporate leaders (Hypothesis
2) and is tested for both types of corporate leaders we identified (CHAIR and CEO).
They are as follows:
- Hypothesis 1
AEM/REM; = a+ [ ;shannon index/dFOB/dFBOD/dFBOE/dFBOS;+ [, Dbdipen;,; +
A3 CEO D;,+ £4AUDIT;,; + (£sROA;.; + fsBMRatio;,.; + [ firmsize;,.; + 5
sFinlever;,; + [ oSaleG;.; + 5 190Sown;, .+ G iFown; .+ (1)
AEM/REM; ;= a+ [ FOBlevel/FBODlevel/FBOElevel/FBOSlevel;+ (5, Dbdipen;,; +
A3 CEO iit+ f4AUDIT; ; + Fs5ROA;.; + 5 sBMRatio;,; + 5 firmsize;,.; + [
sFinlever;,; + [ ¢SaleGi.; + £ 19Sown; i+ G 1iFown; .+ € ,(2)
AEM/REM; = a+ [ 1FOBdummy/FBODdummy/FBOEdummy/FBOSdummy;+ />
Dbdipen;,.; + 73 CEO D;,+ [4AUDIT;.; + (5ROA;.; + 5 sBMRatio;,; + 5
Sirmsize; . + G sFinlever;.; + [FoSaleGi.; + 5 19Sown;. .+ G iFown;, .+ £,(3)
-Hypothesis 2
AEM/REM; = a+ [ FCHAIR/FCEO;+ [, Dbdipen;,.; + /3 CEO _D;,+ (4AUDIT;,,
+ GsROA;.; + 5 sBMRatio;.; + 05 firmsize;,; + [ sFinlever;,; + [£oSaleG;.; + 510

Sown; i+ B 1iFown .+ £, (4)
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All hypotheses were tested using OLS regression estimators for all Vietnamese listed
firms in two stock exchanges (HSX and HNX) from 2008 to 2017.

The analysis of the impact of the different female corporate occupations on EM has been
done five times with five different EM measures: two for AEM and three for REM. The significant

results are presented in the following sections, and the entire results are in the Appendix.

3.5 Empirical results
3.5.1 Descriptive statistics

The sample consists of an unbalanced panel, over the period 2008-2017, of stocks listed
on the HSX or the HNX. The financial data are from Stoxplus, whereas the data on board
gender diversity were hand collected from annual reports provided by Stoxplus. The reports
contain information about the BoD, BoE, and BoS. We filtered out firms with missing data.
As a result, the sample consists of a panel of 4,367 firm-year observations of women on
boards for the period 2008 to 2017, for firms listed either on the HSX or the HNX.

Table 4-1a: Level and percentage of women on boards in sample firms

f
Number o 0 ) 5 om3

women

(N =4367) Numb«ter o Numb?:r o Nurnbc.er o Numbf:r o
observations observations observations observations
W t

omen on g 901 2063 907  [2077] 703 |16.1| 1856 | 42.5
least one boards
‘Women on BoD 1833 42 1144 26.2 476 10.9 914 20.9
Women on BoE 2268 51.93 1001 22.92 260 5.95 838 19.2
Women on BoS 1765 40.42 914 20.93 646 14.79 1042 23.86

Table 4.1a shows the summary statistics regarding the level of board gender diversity
and percentage of board gender diversity across our sample. The statistics show that there is
no woman on any board in our sample for only 901 (20.63%) firm year observations, whereas
the board exhibiting the highest percentage of “no gender diversity” is the BoE (more than
50%). The BoS has the highest percentage of diversity with more than three women appointed
(23.86%). Due to women seated on different boards and in different quantities, we consider

three different measures of women on boards—a dummy variable, the fraction, and number of
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women on boards - in four types of board occupations: women on boards, women on BoD,

women on BoE, and women on BoS.

Table 4-1b: Descriptive statistics of women on boards and earnings management

Variable Obs Mean Std.Dev. Min Max
AEMmjm 4318 | .118 131 0 92
AEMkotha 4318 | .114 128 0 .856
REMPROD 4242 | 135 .145 0 3.047
REMCFO 4318 | .122 13 0 785
REMDIS 3899 | .068 .065 0 416
MEMBOARDS 3799 | 9.282 2.399 3 23
FOBlevel 3608 | 1.82 1.643 0 11
Shannon index 2707 | .515 134 224 .693
FOBdummy 3608 | .75 433 0 1
dFOB 3576 | .193 165 0 .8
FBODlevel 3608 | .72 .888 0 6
FBODdummy 3608 | .492 5 0 1
dFBOD 3571 | .133 159 0 .8
FBOElevel 3608 | .5 78 0 5
FBOEdummy 3608 | .37 A48 0 1
dFBOE 3563 | .133 .199 0 1
FBOSlevel 3608 | .848 983 0 4
FBOSdummy 4367 | .595 491 0 1
dFBOS 2457 | 412 318 0 1
FCHAIR 3608 | .079 27 0 1
FCEO 3608 | .059 236 0 1
dbdipen 3256 | .677 264 0 1
CEO_D 3606 | .32 467 0 1
AUDIT 3307 | .205 404 0 1
ROA 4367 | .061 .086 -.996 784
BMRatio 3942 | -16.68 9.575 -43.113 7.185
firmsize 4367 | 26.86 1.478 21.154 32.843
Finlever 4367 | .501 223 0 989
SaleG 3838 | .596 7.921 -99 316.056
Sown 3271 | .245 25 0 1
Fown 3271 | .078 122 0 .65

Where MEMBOARDS = total members of BoD, BoE, and BoS
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The average number of board members (MEMBOARDS) is 9.282, within a range of 3 to
23, as shown in Table 4.1b. The average number of women on boards is 1.82, within a range
of 0 to 11 members, in Vietnamese listed firms. The ratio women on boards is 19.3% that is
higher than the 10.2% reported in China (Luo, Xiang, & Huang, 2017), and even the 12.4% in
the UK (Arun, Almahrog, & Aribi, 2015).

Concerning the type of boards women are appointed to, most of the firms in the sample
have women on boards (0.75). The mean of the FBOS is 0.595, which is higher than than the
0.492 mean of FBOD and 0.37 mean of FBOE. The level of women on the BoD has a mean

value of 0.72, the proportion of women on boards of directors is around 13%.

The number of women on the BoE is lower than on the BoD, 0.5 compared with 0.72,

whereas the fraction of women on the BoE is the same as the BoD.

The highest number and percentage of women on board is for BoS—nearly 0.85 and

41%, respectively.

The percentages of firms with women as chair and CEO are very low in the Vietnamese

context-only 7.9% and 5.9% respectively.

The mean values of AEMmjm, AEMkotha, REMPROD, REMCFO, and REMDIS are
0.118, 0.114, 0.135, 0.122, and 0.068, respectively, indicating that on average Vietnamese
listed firms are involved in EM. Those are higher than Korean listed firms which the means of
AEM, REMPROD, REMCFO and REMDIS are 0.111, 0.094, 0.071 and 0.074, respectively
(H. A. Kim et al., 2017; Oh & Jeon, 2017).

Table 4.1b also shows descriptive statistics for control variables. The proportion of
independent directors is 67.7%. Only 20.5% of firms are audited by Big-4 accounting firms.
The mean of financial leverage is approximately 50%. On average, 59.6% of Vietnamese
listed firms show the increase in sales over 2008 to 2017. While on average only 7.8% of

firms have foreign investors, the mean of state ownership in listed firms is 24.5%.

3.5.2 Empirical results and analysis: impact of “women on boards” on earnings
management

To check the impact of the presence of women as members of the boards (BoD, BoE,
BoS), different measures have been done with different measures: women on boards (number
and percentage of women on boards, the presence of women on boards by using a dummy

variable, women on boards of directors (number and percentage of women on the BoD, the
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presence of women on the BoD), women on the BoE (number and percentage of women on
the BoE, the presence of women on the BoE), and women on the BoS (number and
percentage of women on the BoS, the presence of women on the BoS). The results show no
significant effect of the different variables capturing the presence of women (number,
fraction, dummy variable on all boards, or BoD, BoE, BoS) on the two measures of AEM and
on the three measures of REM, except for percentage of women on boards measured by the
Shannon index and number of women on the BoE. Only those significant results are presented
in the main text (the results for presence of women on boards in general through Shannon
Index (3.4.2.1) and then when focusing on women on boards of executives (3.4.2.2)), while

the results with other measures of women on different boards are in the Appendix 2.

3.5.2.1 Empirical results and analysis of the impact of women on boards on earnings
management.

3.5.2.1.1 Correlation analysis
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Table 4.2.1a: Correlation matrix for women on boards (Shannon index) and accrual based earnings management.

AEM AEM Shannon
) ) dbdipen | CEO_D | AUDIT | ROA BMRatio | firmsize | Finlever | SaleG | Sown Fown
mjm kotha index
AEM |
mjm
AEM ees
0.968 1
kotha
Shannon i i
0.052 0.054 1
index
dbdipen | -0.01 -0.015 0226 |1
CEO D |[0.05" 0.05" 0.053" 0.1687 |1
AUDIT | -0.093"" | -0.092"" | -0.1097" | -0.127"" | -0.043" |1
ROA 0.052° |-0.0447 ]0.026 0.035 0.01 0.012 1
BMRatio | 0.016 0.018 0.0687 ]-0.0001 |-0.097 |-0.018 0.105 |1
firmsize | -0.035 -0.019 0.1097 1-03117 |-0.046" [0.4617 |-0.067" |-0.032 1
Finlever | 0.029 0.0437 [-0.165 |-0.192"" | -0.022 -0.012 -0.376" | -0.005 03117 |1
SaleG 0.1107° [0.133™ ]0.036 -0.047" | -0.008 -0.007 0.036 0.03 0.0477 10.0387 |1
Sown -0.0977" 1-0.108 | -0.143"" ] -0.052° |-0.2017" [-0.0697" |0.118 |-0.054 0.1127 10.0757 [-0.024 | 1
Fown -0.065 | -0.068"" |0.026 -0.013 0.007 0.402"° 10.188"" | -0.021 0.343" | -0223 [0.005 |-0.154"" |1

"p<0.1,7 p<0.05 " p<0.0l1
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Table 4.2.1b: Correlation matrix for women on boards (Shannon index) and real activities manipulation.

REM REM REM Shannon

dbdipen [CEO D |AUDIT [ROA BMRatio [firmsize [Finlever [SaleG  [Sown Fown
PROD |CFO DIS index -

REMPROD |1

REMCFO  [0.2157 |1

REMDIS 0.348"" -0.0067 |1

Shannon " .
0.079  10.03 0.054 1
index

dbdipen 0.0747 [0.004 [0.055° [0.252"7 |1

CEO D 0.035  [0.0497 [0.027 1[0.047" [0.184 |1

AUDIT 0.018  |0.088" 10.077"" |-0.118 0.1097" [0.030 |1

ROA 0.1857 10.177 0.182"" 10.0034  [0.059° [-0.033 [0.009 |1

BMRatio  [-0.002 [0.012  [0.003  [0.0967 [-0.009 [0.0777" [0.007 [-0.077 i

firmsize -0.0977 [-0.032  [0.1357 [-0.1537" -0.2997 [-0.036 [0.445 -0.097 [-0.012 1

Finlever -0.0517 [-0.034  [0.14277 [-0.182"" -0.199™" [-0.012 [-0.015 [-0.370" [-0.017  [0.306" |1

SaleG 0.087" 10.1357 |0.018  [0.029 -0.002  [0.01 0.001  [0.1137" ]0.032 0.054"  0.003 |1

Sown 0.013  [-0.038 0.073"" [-0.1397" -0.052" [-0.2257" [0.069"" [0.125" [-0.051" [-0.1037" [0.07  [0.085" |1

Fown 0.115 }0.032 [0.187 [0.025 0.008  [0.015  [0.4007 |0.154 0.006  [0.359"" |0.202"" (0.04 -0.148 |1

"p<0.1,” p<0.05 " p<0.01
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Tables 4.2.1 a and b show the correlation matrix for the measures of AEM (AEMmjm
and AEMkotha) and REM (REMCFO, REMPROD, REMDIS), women on boards, and

control variables.

The correlation coefficients between women on boards measured by the Shannon index

and AEMmjm, AEMkotha, and REMPROD, REMDIS are significantly positive.

There are statistically significant correlations between the dependent variables
(AEM/REM) and control variables. AEM measured by both the modified Jones model and
the Kothari model are significantly positively correlated with the (CEO D) and SaleG,
whereas those are negatively correlated with AUDIT, ROA, and State and foreign
ownership. In terms of REM, REMPROD, REMCFO and REMDIS are significantly
positively correlated with ROA.

The correlation matrix indicates that there are not multicollinearity problems because

most of the correlation coefficient magnitudes are below 0.8 (Gujarati, 2009)

3.5.2.1.2 Regression analysis

In this section, we discuss regression analyses for both AEM and REM and percentage
of women on boards measured by the Shannon index to examine the relation among the key
variables. We employ the Shannon index because it is more sensitive to small changes in the
gender diversity of boards because of a logarithmic measure. Diversity indexes reach their
maximum value when the number of women on board is the same as the number of men. We

control for industry and year.
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Table 4.2.1-1: Regression with Shannon index for women on boards and accrual based

earnings management (and robustness tests)

(1) (2) 3) “4)
VARIABLES AEMmjm AEMkotha AEMkotha AEMkotha
shannonindex 0.0362 0.0401* 0.0401* 0.0381**
(0.0222) (0.0217) (0.0217) (0.0191)
AEMkotha 1 0.178%**
(0.0313)
AEMkotha 2 0.0782%**
(0.0260)
dbdipen -0.0265%* -0.0257** -0.0257%* -0.0254***
(0.0111) (0.0108) (0.0109) (0.00935)
AUDIT -0.0115%* -0.0119* -0.0119* -0.00773
(0.00647) (0.00629) (0.00634) (0.00499)
CEO_D -0.000591 -0.000429 -0.000430 0.00187
(0.00652) (0.00640) (0.00640) (0.00551)
ROA -0.0174 -0.0205 -0.0205 0.00468
(0.0377) (0.0351) (0.0350) (0.0357)
BMRatio -0.000193 0.000153 0.000152 -5.33e-05
(0.000753) (0.000746) (0.000747) (0.000636)
firmsize -0.0112%** -0.00968*** | -0.00965%** -0.00900%**
(0.00246) (0.00243) (0.00291) (0.00208)
Finlever 0.00759 0.00778 0.00767 0.00792
(0.0202) (0.0200) (0.0208) (0.0172)
SaleG 0.00237%** 1 0.00226*** |0.00226%** 0.00232%**
(0.000144) (0.000134) (0.000134) (0.000147)
Sown -0.0371%%* -0.0356%** -0.0356%** -0.0240**
(0.0130) (0.0127) (0.0126) (0.0112)
Fown -0.0308 -0.0374 -0.0373 -0.0294
(0.0253) (0.0247) (0.0247) (0.0208)
Iexchange -0.000211
(0.00747)
Constant 0.420%** 0.365%** 0.364%** 0.334%**
(0.0760) (0.0746) (0.0830) (0.0611)
Fixed effects IY IY IY IY
Observations 2,008 2,008 2,008 1,984
R-squared 0.091 0.093 0.093 0.138

Robust standard errors in parentheses
wkx p<(.01, ** p<0.05, * p<0.1
Column 1: Represent the results of the regression for AEM measured byJones modified

model as a dependent variable

Column 2: Represent the results of the regression for AEM measured by Kothari model
as a dependent variable

Column 3: Robustness test for listing place with AEMkotha and stock exchange fixed
effect (Iexchange 2)

Column 4: Robustness test with lag in AEMkotha model with lag length two periods
(two years). AEMkotha 1 is AEMkotha with a lag of one period, AEMkotha 2 is AEMkotha
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with a lag of two periods.

Table 4.2.1-1 presents the results of panel regressions of gender diversity on AEM
(columns 1 and 2). Surprisingly, the proportion of women on boards measured by the
Shannon index has an insignificant effect on AEM measured by the modified Jones model ),
whereas it is significantly positive at the 10% level when AEM is measured by the Kothari
model. The overall results show that a 1% rise in the percentage of women on boards increase
AEMkotha by 2.17%. This result is not as expected. This finding does not confirm the first
hypothesis and does not support agency theory. Hence, women negatively affect the

effectiveness of board monitoring, leading to weakening the detection of AEM.

Table 4.2.1-2: Regression with Shannon index for women on boards and real activities

manipulations
® @) 3)
VARIABLES REMPROD REMCFO REMDIS
shannonindex 0.0635* 0.0290 -0.00704
(0.0330) (0.0226) (0.0235)
dbdipen -0.00729 -0.0279%%** -0.0109
(0.0144) (0.00984) (0.0105)
AUDIT 0.0120 -0.0143** 0.0122
(0.0104) (0.00646) (0.0116)
CEO D 0.00855 0.00703 -0.00609
(0.00881) (0.00682) (0.00606)
ROA 0.29]1%** 0.128** 0.117%%*
(0.0641) (0.0569) (0.0401)
BMRatio -0.00126 -0.00119 -0.00314%*
(0.000997) (0.000765) (0.00159)
firmsize -0.0217%%* -0.00986%** -0.0169***
(0.004006) (0.00254) (0.00358)
Finlever 0.0929*** -0.00431 0.0299*
(0.0198) (0.0202) (0.0169)
SaleG 0.00487*** 0.00159*** 6.36¢-05
(0.000373) (0.000201) (0.000142)
Sowner -0.0160 -0.0132 0.0182
(0.0175) (0.0131) (0.0128)
Fowner 0.0827%* -0.0224 0.126***
(0.0370) (0.0263) (0.0297)
Constant 0.807%** 0.366%** 0.528%***
(0.182) (0.0717) (0.101)
Fixed effects 1Y IY IY
Observations 2,024 2,008 1,808
R-squared 0.153 0.080 0.176

Robust standard errors in parentheses

*okok p<0_01, ko p<0‘05, * p<0‘1
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where: column 1: Represent the results of the regression for REMPROD as a dependent variable
column 2: Represent the results of the regression for REMCFO as a dependent variable.
column 3: Represent the results of the regression for REMDIS as a dependent variable.

Similarly, women on boards measured by the Shannon index are significantly positively
correlated only with REMPROD, as shown in Table 4.2.1.2. This means that women on
boards are associated with more abnormal overproduction cost (REMPROD) and as a

consequence with more REM.

One argument to explain why women on boards measured by Shannon index is
positively associated with EM is that the Vietnamese listed firms have highly-concentrated
ownership structure in the top managers. In addition, most of Vietnamese listed firms are
State owned firms or family owned firms, where families (founders) contribute to a large part
of the boards and founders: (Kien & Duc), 2015) found on a sample of firms in 2013 that
families (founders) account for 43.2 percent (55.3 percent) of the boards and founders. In
family owned firms, managers have high control rights, which may manage the firm to obtain
a private benefit and affect the firm’s policies by seeking to allocate the firm’s resources to
generate the private benefits. It indicates that the higher the control rights, the higher EMs
(Ratnawati, Abdul-Hamid, & Popoola, 2016). Women on boards in family owned firms may
increase EM to maximize their private benefits. Furthermore, in emerging markets and
particularly in Vietnam are weak for control and insider protection leading to complicated
group associations and in both AEM (for short term) and REMPROD (for long term), which
is far from auditors’ eyes. This result is consistent with (Fan & Wong, 2002) who state that
earnings management is higher among firms in which ownership is concentrated in the hands
of blockholders like families. In addition, women exhibit characteristics of greater risk
aversion and less confidence, indicating less added value for the firm, whereas there is an
increased pressure for firm growth leading women on board reducing financial reporting

quality by engaging in EM.

Thus, the hypothesis that “women on boards mitigate earnings management” is not

confirmed in terms of AEM and REM.

Among control variables, the coefficient of firm size is negative and significant,
whereas the coefficient of SaleG is significantly positive in terms of AEM and REMPROD.
This means that large firms maintain a well developed governance framework in order to

control internal systems effectively, leading to less EM (Beasley et al., 2000). The sign of
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SaleG is in line with the study of Shen and Chih (2007), which found that growth firms
engage in EM to misrepresent their statement to attract external funding. In addition, the
coefficient of having a Big-4 audit is insignificant with EM measured by REMPROD,
REMDIS, whereas it is significantly negative with AEM and REMCFO. The reason could be
that auditors in Big-4 firms with deep expertise and experience are not sufficiently expert in
the client’s operations and technology to be able to affect REMPROD. The enforced GAAP
framework is one of the main documents of auditors, and it is not a guide for real operations
of the firm (Roychowdhury, 2006). In fact, firms audited by Big-4 practices are associated
with less EM, which is consistent with previous studies (Becker et al., 1998; J. W. Lin &
Hwang, 2010). The effect of firmsize on AEM and REM is consistent with the findings of
many prior studies (Beasley et al., 2000; Koh, 2003). The positive coefficient of leverage
regarding REMPROD suggests that firms with higher leverage have greater incentives to

manage earnings through overproduction cost.

3.5.2.1.3 Robustness checks
Some additional tests have been conducted to examine the robustness of the empirical findings.

First, we attempted to examine whether the empirical findings are induced by stock
exchange effects. Because of the difference in size of the two stock exchanges in Vietnam, the
requirements for listing a firm on HSX are generally different from those on HNX in terms of
areas such as profitability and shareholders. Thus, we tried to ensure that the empirical results
are not coming from stock exchange-related factors. To do this, the stock exchange is added
as a fixed effect in the robustness check and the model is re-estimated with both AEM and
REM. Regarding AEM, we perform robustness tests only with the Kothari model, given the
insignificant results with AEM in the modified Jones model. This gives no significant
difference neither for AEM nor for REM (see column 3 of Table 4.2.1-1 and Table 4.2.1-3.

Second, we also use lagged dependent variables (AEM, REMPROD, REMCFO,
REMDIS). One important point is that adding lags of dependent variables to the right-hand
side of the regression usually has sensitive effects on the autocorrelation degree in the errors.
Thus, we also use lag length (two periods) to eliminate autocorrelation in the residuals. The
results do not exhibit high differences with the previous regression results, as can be seen in
column 4 in Table 4.2.1-1 and 4.2.1- 4. Just, it has to be mentioned that the explanatory power
of the models increases with lagged variables. The mean adjusted R? is 32.8% for REMPROD
(Table 4.2.1-4), and 13.8% for AEM (column 4 in Table 4.2.1-1).
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Table 4.2.1-3: Shannon index for women on Boards and real activities manipulation-

Robustness check

(1) (2) 3)
VARIABLES REMPROD REMCFO REMDIS
shannonindex 0.0626* 0.0285 -0.00559
(0.0325) (0.0226) (0.0231)
dbdipen -0.00802 -0.0283*** -0.0103
(0.0146) (0.00991) (0.0103)
AUDIT 0.0124 -0.0141%** 0.0118
(0.0103) (0.00647) (0.0118)
CEO D 0.00856 0.00705 -0.00604
(0.00882) (0.00682) (0.00606)
ROA 0.291%** 0.128** 0.117%**
(0.0638) (0.0568) (0.0401)
BMRatio -0.00122 -0.00117 -0.00327%**
(0.00101) (0.000768) (0.00159)
firmsize -0.0227*** -0.0104%** -0.0160%***
(0.00431) (0.00289) (0.00376)
Finlever 0.0956*** -0.00285 0.0273
(0.0209) (0.0205) (0.0181)
SaleG 0.00487*** 0.00159%** 5.95e-05
(0.000368) (0.000201) (0.000143)
Sown -0.0159 -0.0131 0.0181
(0.0175) (0.0131) (0.0127)
Fown 0.0812%** -0.0233 0.127%**
(0.0371) (0.0265) (0.0300)
Iexchange 0.00510 0.00281 -0.00491
(0.0101) (0.00749) (0.00864)
Constant 0.830%** 0.378*** 0.335%**
(0.183) (0.0786) (0.0805)
Fixed effects 1Y IY IY
Observations 2,024 2,008 1,808
R-squared 0.154 0.080 0.177

Robust standard errors in parentheses
w3 50,01, ** p<0.05, * p<0.1
where: column 1: Represent the results of the regression for REMPROD as a dependent
variable
column 2: Represent the results of the regression for REMCFO as a dependent variable.
column 3: Represent the results of the regression for REMDIS as a dependent variable.
—lexchange 2: Stock exchange fixed effects
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Table 4.2.1-4: Shannon index for women on Boards and real activities manipulation-

Robustness check(using lag dependent variables)

(D) (2) (3)
VARIABLES REMPROD REMCFO REMDIS
shannonindex 0.0438** 0.0256 -0.00743
(0.0217) (0.0193) (0.00570)
dbdipen -0.0112 -0.0257*** -0.00477
(0.00983) (0.00789) (0.00362)
AUDIT 0.00614 -0.00765 -0.000930
(0.00671) (0.00510) (0.00266)
CEO D 0.00661 0.00755 0.00175
(0.00571) (0.00550) (0.00172)
ROA 0.183*** 0.0754 0.0194
(0.0418) (0.0501) (0.0174)
BMRatio -0.000726 -0.00106* -0.000620
(0.000581) (0.000620) (0.000458)
firmsize -0.0131%** -0.00894*** -0.00276%**
(0.00291) (0.00210) (0.000890)
Finlever 0.0564*** -0.00586 0.00903*
(0.0140) (0.0167) (0.00475)
SaleG 0.00478*** 0.00161*** -0.000144**
(0.000420) (0.000272) (6.86€-05)
Sown -0.0124 -0.00588 0.00413
(0.0113) (0.0108) (0.00391)
Fown 0.0329 -0.0219 0.0288***
(0.0216) (0.0210) (0.00867)
REMPROD 1 0.400%**
(0.0354)
REMPROD 2 0.121%%*
(0.0327)
REMCFO 1 0.209%***
(0.0377)
REMCFO 2 0.105%**
(0.0233)
REMDISEXP 1 0.756***
(0.0355)
REMDISEXP 2 0.153%**
(0.0327)
Constant 0.493%%* 0.330%** -0.0304
(0.175) (0.0613) (0.0391)
Fixed effects IY IY IY
Observations 1,988 1,984 1,805
R-squared 0.328 0.148 0.790

Robust standard errors in parentheses
*H% p<0.01, ** p<0.05, * p<0.1

Robustness test with lag length two periods (two years). Column 1: Lagging effect of
REMPROD with REMPROD 1 is lagged in one period and REMCFO 2 is lagged in two
periods. Column 2: Lagging effect of REMCFO with REMCFO 1 is lagged in one period,
REMCFO 2 is lagged in two periods. Column 3: Lagging effect of REMDIS with
REMDIS 1 is lagged in one period, REMDIS 2 is lagged in two periods.
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Table 4.2.2a: Correlation matrix for women on boards (FBOE level) and accrual based earnings management.

AEM AEM | FBOE
mim Kotha level dbdipen | CEO_D | AUDIT ROA | BMRatio | firmsize | Finlever | SaleG Sown | Fown

AEMmjm |1

AEMkotha | 0.965™ 1

FBOElevel | 0.046 0.0517 |1

dbdipen 0.017 0.009 01047 | 1

CEO D 0.04" 0.047° ]0.0727 [0.1777 |1

AUDIT -0.095"" [ -0.099"" [ 0.017 0.1897" [-0.17" |1

ROA -0.002 -0.015 |0.0487 [0.0477 |-0.005 |0.015 1

BMRatio | 0.056 0.055° [-0.017 [-0.004 [-0.057" [-0.034 [-0.098" |1

firmsize -0.1107" [-0.0957" [ 0.1057" |-0.347"" [ -0.083"" [ 0.470" |-0.055" [-0.063" |1

Finlever | -0.040" [-0.025 |[-0.089" |-0.212"" |-0.035 |0.038 03757 [-0.002 [03237 |1

SaleG 0.1 0.1007" | -0.01 0.004 0.017 0.006 0.034 0.031 0.027 [-0.022 |1

Sown -0.0947" [ -0.1017" [ -0.206"" | -0.064" | -0.213"" | 0.013 0.116 |-0.081"" | -0.048" [0.079™" |-0.044" |1

Fown -0.056" |-0.064" |0.1557 |-0.048" [-0.007 [03237 [0.1967 [-0.014 [03197 [-0224""[-0.003 |-0.164" |1

"p<0.1,  p<0.05," p<0.01
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Table 4.2.2b: Correlation matrix for women on boards (FBOE level) and real activities manipulation.

REM |REM |REM |FBOE
PROD | CFO DIS level dbdipen | CEO D | AUDIT | ROA BMRatio | firmsize | Finlever | SaleG | Sown | Fown

REMPROD | 1

REMCFO [0.218 |1

REMDIS [0.2837 [0.011 |1

FBOElevel [0.028 [0.015 [0.032 |1

dbdipen 0.040 [0.006 [0.037 [-0.051" |1

CEO D 0.024 [0.0447 [-0.0497 [0.079™" [0.196 |1

AUDIT 0.001  [-0.08" [0.022 [-0.029 -0.170"" 1-0.087 |1

ROA 0.1807" [0.152"" [0.180"" [0.001 0.0707"  [-0.024 [0.004 |1

BMRatio  [0.006 [0.022  [0.027  [0.009 -0.003 0.0437 [-0.019 [-0.0717" |1

firmsize 20.13877[-0.10577[-0.146" [0.019 20.3357 [-0.07177[0.445 [-0.067" [-0.0427 |1

Finlever  [-0.052" [-0.077  [-0.158" [-0.091"" [-0.220"" [-0.024 [0.02 -0.3697[-0.023  [0.3217 |1

SaleG 0.185" 0.073" [0.020  [-0.013 0.005 0.017 [0.006 [0.035 [0.033 -0.031 [-0.024 |1

Sown 20.012  [-0.026 [0.057 [-0.2107" [-0.069"" [-0.226"7 0.002 [0.130"" |-0.064" [-0.054" [0.067° [-0.045 |1

Fown 0.069 [-0.035 [0.169™" [0.107"" [-0.022 -0.011  [0.3307" [0.162"" [0.01 0336 [-0.206" [-0.002 [-0.15577]1
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3.5.2.2 Empirical results and analysis of the impact of number of women on boards of
executives (FBOElevel) and earnings management

3.5.2.2.1 Correlation analysis

The correlation matrix for the measures of AEM (AEMmjm and AEMkotha) and REM
(REMCFO, REMPROD, REMDIS), the number of women on the BoE (FBOElevel), and
control variables are available in Table 4.2.2a, b. The firm year observations in sample are

listed on the HSX and HNX from 2008 to 2017.

The correlation coefficients between the number of women on the BoE and AEMmjm,
AEMkotha is significantly positive at 5% and 10% respectively, which means that number of
female seats on board of executive is positively correlation EM measured by modified Jones

model and Kothari model.

There are some statistically significant correlations between FBOElevel and dbdipen,
CEO_D, firmsize, Finlever, Sown, Fown. The correlation between presence of women on
board of executive and dbdipen, Finlever and Sown are negatively, whereas FBOElevel is

positively correlated with Fown, ROAROA, CEOCEQO_D and firmsize

There is no excessively high problem of multicollinearity between the independent
variables because most of the correlation coefficient magnitudes are below 0.8 (Gujarati,

2009).

3.5.2.2.2 Regression analysis

We estimate the model by the alternative number of women on the BoE. The coefficient
number of women on the BoE is significantly positive at the 10% level when AEM is
measured by the Kothari model, as shown in Table 4.2.2-1. Hypothesis H,, “Women on
boards are likely to curb earnings management”, is not validated regarding women on the

BoE.
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management (and robustness tests)

Table 4.2.2-1: Number of women on board of executives and accruals based earnings

(1) 2) 3) “4)
VARIABLES AEMmjm AEMkotha AEMkotha AEMkotha
FBOElevel 0.00541 0.00576* 0.00569* 0.00535*
(0.00346) (0.00337) (0.00337) (0.00279)
AEMkotha 1 0.168***
(0.0265)
AEMkotha 2 0.104%**
(0.0250)
dbdipen -0.0139 -0.0145 -0.0149 -0.0139*
(0.00972) (0.00933) (0.00938) (0.00783)
AUDIT -0.00848 -0.0106* -0.0103* -0.00626
(0.00573) (0.00554) (0.00558) (0.00438)
CEO D -0.000446 0.00110 0.00115 0.00350
(0.00548) (0.00539) (0.00539) (0.00455)
ROA -0.00315 -0.0157 -0.0160 0.00834
(0.0311) (0.0304) (0.0304) (0.0299)
BMRatio 0.000128 0.000400 0.000432 0.000137
(0.000624) (0.000617) (0.000616) (0.000531)
firmsize -0.0102%** -0.00826*** -0.00882*** | .0.00777***
(0.00224) (0.00222) (0.00250) (0.00186)
Finlever -0.00445 -0.00407 -0.00255 -0.000540
(0.0184) (0.0181) (0.0186) (0.0153)
SaleG 0.00187*** 0.00182*** 0.00182*** 0.00186***
(0.000478) (0.000434) (0.000434) (0.000470)
Sown -0.0325%%* -0.0325%** -0.0321%** -0.0177*
(0.0112) (0.0111) (0.0110) (0.00961)
Fown -0.0393* -0.0472%* -0.0478** -0.0379**
(0.0223) (0.0217) (0.0218) (0.0179)
Constant 0.410%** 0.359%** 0.372%** 0.303***
(0.06006) (0.0589) (0.0642) (0.0512)
Fixed effects IY IY IYE IY
Observations 2,626 2,626 2,626 2,586
R-squared 0.070 0.075 0.075 0.121

Robust standard errors in parentheses

4% p(0.01, ** p<0.05, * p<0.1

Column 1: Represent the results of the regression for AEM measured byJones modified
model as a dependent variable

Column 2: Represent the results of the regression for AEM measured by Kothari model
as a dependent variable

Column 3: Robustness test for listing place with AEMkotha and stock exchange fixed effect
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Column 4: Robustness test with lag in AEMkotha model with lag length two periods
(two years). AEMkotha 1 is AEMkotha with a lag of one period, AEMkotha 2 is AEMkotha

with a lag of two periods.

Women on the BoE, who may seat on multiple boards leading to multiple directorships,
have greater stock ownership showing the longer director turnover. Due to longer turnover
and multiple directorships, women on the BoE are higher experience and lower monitoring
(Xie et al., 2003), weak corporate governance (Cashman, Gillan, & Jun, 2012), which in turns
increase EM and financial fraud ((Larcker et al., 2007).

Table 4.2.2-2: Number of women on board of executives and real activities manipulation

(1 (2) 3)
VARIABLES REMPROD REMCFO REMDIS
FBOElevel -0.000100 0.00122 -0.000981
(0.00436) (0.00347) (0.00343)
dbdipen -0.00442 -0.0221** -0.00909
(0.0125) (0.00888) (0.00841)
AUDIT 0.0137 -0.00899* 0.00523
(0.00840) (0.00540) (0.00799)
CEO D 0.00108 0.00634 -0.00666
(0.00775) (0.00585) (0.00498)
ROA 0.308*** 0.189%*** 0.107***
(0.0548) (0.0492) (0.0310)
BMRatio -0.00147 -0.000637 -0.00316**
(0.000904) (0.000669) (0.00137)
firmsize -0.0213%*** -0.0103*** -0.0146%***
(0.00342) (0.00220) (0.00302)
Finlever 0.0836%** -0.00163 0.0216
(0.0174) (0.0171) (0.0143)
SaleG 0.00421%*** 0.00116** 9.24e-05
(0.000959) (0.000468) (0.000118)
Sown -0.0196 -0.0165 0.0150
(0.0152) (0.0113) (0.0109)
Fown 0.0608* -0.0288 0.115%**
(0.0328) (0.0229) (0.0266)
Constant 0.638%** 0.396%** 0.351%**
(0.0898) (0.0582) (0.0688)
Fixed effects 1Y IY IY
Observations 2,645 2,626 2,339
R-squared 0.135 0.076 0.165

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1




where: column 1: Represent the results of the regression for REMPROD as a dependent

variable
column 2: Represent the results of the regression for REMCFO as a dependent variable.
column 3: Represent the results of the regression for REMDIS as a dependent variable.

Table 4.2.2-2 illustrates the relationship between the number women on the BoE and
three types of REM. The result shows that the effect of the number of women on the BoE on
REM is insignificant. Hypothesis Hi, “Women on boards are likely to curb earnings
management”, is thus rejected through REM.

3.5.2.2.3 Robustness check

We performed robustness test only with the Kothari model due to an insignificant
coefficient of the number of women on the BoE with AEM using the modified Jones model as
well as with all REM measures. We first tests the impact of lagged variables, and second, the

stock exchange was added as a dummy variable. Then the model is re-estimated (columns 2, 3

of Table 4.2.2-1).

The results of the impact of the number of women on the BoE on AEM are similar to
previous results. Thus the hypothesis that women on the BoE is likely to mitigate EM is not

confirmed.

3.5.3 Empirical results and analysis of “women as corporate leaders” on earnings
management

The analysis for women as corporate leaders has been done with chairwoman and
female CEO and five different measures: two for AEM and three for REM. The result is
significant only with chairwoman. So it is the only measure we present in the following
section. The results with the four other measures and the results of female CEO with the five

measures are in the Appendix.
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Table 4.3.1-a: Correlation matrix for Chairwomen and accrual based earnings management.

AEM AEM
mim totha FCHAIR | dbdipen | CEO_D | AUDIT | ROA BMRatio | firmsize | Finlever | SaleG Sown Fown

AEMmjm | 1

AEM -

fotha 0.965 1

FCHAIR |-0.032 [-0.038 |1

dbdipen | 0.016 0.008 0.022 1

CEO D |[0.0417 [0.048" |0.004 0.1787 | 1

AUDIT [ -0.096" [-0.099"" [ 0.049 [-0.188"" [-0.100"" | 1

ROA -0.002 |-0.016 [0.048" |0.048" |-0.006 | 0.020 1

BMRatio | 0.055" | 0.053" | -0.037 -0.005 |-0.057" |-0.034 [-0.0997 |1

firmsize | -0.109" [-0.0947" [ 0.074 [-0.345" [-0.084" [ 047 [-0.057 [-0.062" |1

Finlever [-0.037 |-0.022 |-0.028 [-0.211" [-0.036 [0.037" [-0.383"" |-0.001 03247 |1

SaleG 0.1007" [0.100™" [-0.010 | 0.004 0.017 0.006 0.034 0.032 -0.027 |[-0.022 |1

Sown 0.096"" [ -0.103"" [ -0.063" | -0.065" [-0.215" | 0.015 0.1147 1-0.080"" |-0.047" [ 0.079™" |-0.044" |1

Fown -0.056° | -0.064" |0.17 -0.048" |-0.008 |0.3247 [0.1957 |-0.014 0318 | 02257 | -0.003 | -0.165" |1

"p<0.1,7 p<0.05 " p<0.0l1
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Table 4.3.1-b: Correlation matrix for Chairwomen and real activities manipulation.

EIEZID EEZI REMDIS | FCHAIR | dbdipen |CEO_D |AUDIT |ROA BMRatio | firmsize |Finlever | SaleG Sown Fown
REMPROD | 1
REMCFO [0.218" |1
REMDIS [0.2837 [0.01 1
FCHAIR [0.061° [-0.025 0.057" |1
dbdipen  [0.04 0.006 0.036  0.058" |1
CEO D 0.023 [0.0457 [-0.0497 [-0.004 [0.198" |1
AUDIT 0.002 [-0.079 [0.023  [0.051" [-0.169" [-0.087 |1
ROA 0.187" [0.1517"  [0.1797 [0.009  [0.073"" [-0.026 [0.01 1
BMRatio |0.006 [0.023 0.026 [-0.035 [-0.003 [-0.0437 [-0.019 [-0.07377[1
firmsize  [-0.139" [-0.105"  [-0.146" [0.0417 [-0.33377[-0.07277[0.445"" [-0.069" [-0.042" |1
Finlever  [-0.052" [-0.076  [-0.159"" [-0.018 [-0.219"7[-0.025 [0.021 [-0.378" [-0.022 |0.322"" |1
SaleG 0.185" [0.073™"  [0.02 -0.011 [0.005 [0.017 [0.006 [0.036 [0.033 [-0.031 [-0.024 |1
Sown -0.014  [-0.028 0.057° [-0.06° [-0.07" [-022777]0.004 [0.1277" [-0.062" [-0.052"" [0.067" |-0.045" |1
Fown 0.068" [-0.035 0.1697 0.058" [-0.022 [-0.012 [0.33™" [0.161" [0.01 0336 [-0.207"7[-0.002 [-0.155"" |1
' p < 0.1, " p 0.05, p < 0.0
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3.5.3.1 Correlation matrix for chairwomen and earnings management

The correlation matrix between the variables are shown in Table 4.3.1 a and b and give
a first indication about the sign and the impact of Chairwomen and EM. The correlation of
Chairwomen is insignificantly correlated with AEM and REMCFO, whereas it is significantly
positively correlated with REMPROD and REMDIS.

There are statistically significant correlations between the dependent variables
(AEM/REM) and control variables. AEMmjm is also significantly positively correlated with
CEO D, BMRatio, and SaleG and negatively correlated with AUDIT, firmsize, and

ownership diversity.

Chairwomen is positively correlated with AUDIT, ROA, firmsize and Fown. The

opposite applies for Sown.

There is no excessively high problem of multicollinearity between the independent
variables because most of the correlation coefficient magnitudes are below 0.8 (Gujarati,

2009).

3.5.3.2 Regression analysis

The purpose of this part is to examine the relationship between female chairs and both
AEM and REM. The results are displayed in Tables 4.3.2-1 and 4.3.2-2. While the coefficient
of chairwomen is not significant with REM, it exhibits a negative and significant coefficient
at the 5% level with AEM measured by the Kothari model. In other words, a female chair
contributes to improving the earnings by mitigating AEM. Thus, the hypothesis that
chairwomen are less engaged in EM is confirmed in terms of AEMkothari. This result is

consistent with results found by (Lakhal et al., 2015).
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Table 4.3.2-1: Chairwomen and accrual based earning management (and robustness tests)

© @) 3) @
VARIABLES AEMmjm AEMkotha AEMkotha AEMkotha
FCHAIR -0.0118 -0.0154** -0.0163** -0.0125%*
(0.00798) (0.00769) (0.00778) (0.00676)
AEMkotha 1 0.168%**
(0.0265)
AEMkotha 2 0.104%**
(0.0250)
dbdipen -0.0151 -0.0157* -0.0161* -0.0152%%*
(0.00951) (0.00912) (0.00916) (0.00768)
AUDIT -0.00934 -0.0115%* -0.0111** -0.00707
(0.00568) (0.00548) (0.00551) (0.00436)
CEO D -0.000234 0.00129 0.00134 0.00369
(0.00551) (0.00540) (0.00541) (0.00456)
ROA -0.00167 -0.0140 -0.0144 0.01000
(0.0315) (0.0306) (0.0306) (0.0299)
BMRatio 5.92¢-06 0.000261 0.000309 1.50e-05
(0.000608) (0.000602) (0.000604) (0.000515)
firmsize -0.00979*** 1 -0.00777*** |-0.00862%** -0.00735%**
(0.00226) (0.00224) (0.00249) (0.00188)
Finlever -0.00460 -0.00415 -0.00182 -0.000625
(0.0185) (0.0181) (0.0186) (0.0153)
SaleG 0.00187***  10.00182*** |0.00182%** 0.00185%**
(0.000482) (0.000439) (0.000439) (0.000474)
Sowner -0.0361%** -0.0364*** -0.0358*** -0.0214**
(0.0109) (0.0107) (0.0107) (0.00926)
Fowner -0.0353 -0.0427* -0.0435%* -0.0339*
(0.0226) (0.0220) (0.0221) (0.0182)
Iexchange 0.00467
(0.00618)
Constant 0.401%** 0.348%** 0.368%** 0.294%**
(0.0613) (0.0597) (0.0641) (0.0517)
IY IY IY IY
Observations 2,626 2,626 2,626 2,586
R-squared 0.070 0.074 0.075 0.121

Robust standard errors in parentheses
% n<().01, ** p<0.05, * p<0.1
Where: Column 1: Represent the results of the regression for AEM measured byJones

modified model as a dependent variable

Column 2:Represent the results of the regression for AEM measured by Kothari model

as a dependent variable

Column 3: Robustness test for listing place with AEMkotha and stock exchange fixed
effect (Iexchange 2)

Column 4: Robustness test with lag in AEMkotha model with lag length two periods
(two years). AEMkotha 1 is AEMkotha with a lag of one period, AEMkotha 2 is AEMkotha
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with a lag of two periods.

Table 4.3.2-2: Chairwomen and real activities manipulation

(D) @) 3)
VARIABLES REMPROD REMCFO REMDIS
FCHAIR 0.0217 -0.00986 0.00949
(0.0174) (0.00794) (0.0127)
dbdipen -0.00549 -0.0220%** -0.00957
(0.0124) (0.00868) (0.00809)
AUDIT 0.0137 -0.00917* 0.00522
(0.00846) (0.00534) (0.00792)
CEO D 0.00134 0.00630 -0.00656
(0.00775) (0.00584) (0.00499)
ROA 0.307%%** 0.190%** 0.108%**
(0.0549) (0.0489) (0.0309)
BMRatio -0.00140 -0.000688 -0.00309**
(0.000880) (0.000669) (0.00135)
firmsize -0.0216%** -0.0102%** -0.0147%**
(0.00345) (0.00219) (0.00303)
Finlever 0.0830%** -0.00147 0.0214
(0.0174) (0.0172) (0.0142)
SaleG 0.00421*** 0.00116** 9.24¢-05
(0.000956) (0.000470) (0.000118)
Sowner -0.0185 -0.0177 0.0160
(0.0151) (0.0110) (0.0105)
Fowner 0.0582* -0.0271 0.114%%**
(0.0329) (0.0230) (0.0267)
Constant 0.648%** 0.391%%** 0.354%%**
(0.0908) (0.0582) (0.0687)
Fixed effects 1Y IY IY
Observations 2,645 2,626 2,339
R-squared 0.137 0.076 0.166

Robust standard errors in parentheses

where: column 1: Represent the results of the regression for REMPROD as a dependent

variable
column 2: Represent the results of the regression for REMCFO as a dependent variable.

column 3: Represent the results of the regression for REMDIS as a dependent variable.
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3.5.3.3 Robustness check

Regarding AEM, we added the stock exchange as a fixed effect in the model which
measured AEM by the Kothari model, and we re-estimated it. The result is presented in
column 4 of Table 4.3.2-1. The choice of a lag structure of dependent variables was made, as

shown in column 3 of Table 4.3.2-1.

The coefficient of Chairwomen is significantly negative using the alternative models.
Once again the hypothesis that women as corporate leaders mitigates EM is confirmed when

we work with AEMkothari.

3.6 Conclusion

Table 2: Summary of the empirical results

Results
Board Variables
AEM REMPROD | REMCFO REMDIS
Board gender diversity
Women on Shannon index + + Insignificant | Insignificant
boards dFOB/FOBIlevel/FOBdummy Insignificant | Insignificant | Insignificant | Insignificant
Board of o o o o
dFBOD/dFOBDIlevel/FBODdummy | Insignificant | Insignificant | Insignificant | Insignificant
directors
Board of dFBOE/FBOEdummy Insignificant | Insignificant | Insignificant | Insignificant
executives FBOEIlevel + Insignificant | Insignificant | Insignificant
Board Of . . . . . . . .
dFBOS/FBOSIlevel/FBOSdummy | Insignificant | Insignificant | Insignificant | Insignificant
supervisory

Female as corporate leaders

Chairwomen - Insignificant | Insignificant | Insignificant

Female CEO Insignificant | Insignificant | Insignificant | Insignificant

The objective of this study was to investigate whether the presence of women on boards
and women as corporate leaders has an impact on earnings management of Vietnamese listed
firms. We performed several alternative panel regressions of accrual-based earnings

management and real activities manipulation on women’s participation on boards (all boards,
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boards of directors, boards of executives, and supervisory boards) and women as corporate
leaders (chairwoman and CEO). Our findings are consistent with previous studies, that
chairwomen mitigate accruals-based earnings management (Lakhal et al., 2015). This result is
consistent with the idea that women are more ethical and less prone to taking risk in their
decisions that affect earnings management. The empirical results also show the number of
women on boards of executives engage in AEM measured by the Kothari model. But the
results are most different concerning the influence of women, not as corporate leaders but
“just” as present on boards : indeed, women on boards, measured by the Shannon index
among the different boards and in terms of number in the board of executives (FBOElevel),
engage in more accrual-based earnings management measured by the Kothari model and real
activities manipulation measured by abnormal overproduction. It would be interesting to
deepen the analysis by studying board diversity related to the education, experience, and
tenure of women on boards. Unfortunately, due to limitations in data, this analysis could not
be done. An important point of explanation is that the decision to appoint women on corporate
boards, who keep improving the effectiveness and efficiency of the corporate governance
mechanism, should be based not only on the implementation of gender quotas but also on
their statutory and demographic attributes (Gull et al., 2018) in Vietnamese listed firms.
Another important point to consider is the type of company, which may be a family-owned

enterprise or a State-owned firm.

So, women on boards and women on board of executives engage more in EM, whereas
Chairwomen are associated with less EM. Thus, we suspect that the presence of women on
boards lead to weaker monitoring related to EM. Thus, we also follow the critical mass theory
to divide women on board into two groups (Lakhal et al., 2015), (i) the first group is under the
mean of FOB (one women on board) and (ii) the second group is board with two or more
FOB. Our result shows that the coefficient between one FOB and AEM is negative, but
insignificant except REMPROD (as presented in table 1.1, 1.2, 1.3 and 1.4 in appendix 1-C).

The results of this study contribute to the literature on corporate governance in
emerging markets. As shown by the empirical results, policies and reforms should emphasize
the promotion of women as leading position such as chairwomen instead of putting pressure

on increasing the number of women in the boardroom.

The findings of the study are subject to several limitations. First, gender is only one
aspect of women on boards, and the study did not investigate the effects of other

characteristics and tendencies regarding gender diversity, such as education, financial
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experience, and tenure, in examining the relationship between board gender diversity and EM.
Second, the study also does not investigate the role of blockholders as family owned
enterprises because of limited data. Third, the study was focused on Vietnamese firms, and

thus can hardly be generalized to other markets.
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APPENDIX 1: Results with different other measures of gender diversity and various
measures for AEM and REM

APPENDIX 1-A : Different other measures of “Female on boards” (Shannon Index and
FBOLevel being tabulated in the paper)

1. Female on Boards

Table 1-1: Percentage of women on boards and accruals based earnings management

(1) (2)
VARIABLES AEMmjm AEMkotha
dFOB 0.00820 0.0149
(0.0172) (0.0174)
dbdipen -0.0164* -0.0178*
(0.00960) (0.00927)
AUDIT -0.00886 -0.0105*
(0.00570) (0.00551)
CEO D -4.48e-05 0.00141
(0.00550) (0.00541)
ROA 0.000679 -0.0137
(0.0327) (0.0313)
BMRatio 5.24e-05 0.000327
(0.000618) (0.000615)
firmsize -0.00995%** -0.00803***
(0.00223) (0.00221)
Finlever -0.00198 -0.00195
(0.0187) (0.0183)
SaleG 0.00185%** 0.00180%**
(0.000485) (0.000439)
Sown -0.0365%** -0.0363***
(0.0109) (0.0108)
Fown -0.0367 -0.0450%**
(0.0225) (0.0219)
Constant 0.403*** 0.353%**
(0.06006) (0.0589)
Fixed effects 1Y
Observations 2,616 2,616
R-squared 0.070 0.074

Robust standard errors in parentheses
*H%k p<0.01, ** p<0.05, * p<0.1
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Table 1-2: Percentage women on boards and real activities manipulation

) @) (4)
VARIABLES REMPROD REMCFO REMDIS
drFOB 0.0127 0.0117 0.00193
(0.0244) (0.0177) (0.0149)
dbdipen -0.00536 -0.0233*** -0.00922
(0.0128) (0.00877) (0.00831)
AUDIT 0.0143* -0.00852 0.00557
(0.00847) (0.00543) (0.00833)
CEO_D 0.000904 0.00638 -0.00676
(0.00775) (0.00587) (0.00499)
ROA 0.314%*** 0.191%** 0.109***
(0.0556) (0.0504) (0.0319)
BMRatio -0.00144 -0.000631 -0.00317**
(0.000895) (0.000668) (0.00136)
firmsize -0.0213*** -0.0103*** -0.0146***
(0.00342) (0.00218) (0.00303)
Finlever 0.0854*** 2.91e-06 0.0218
(0.0177) (0.0174) (0.0145)
SaleG 0.00419*** 0.00115** 9.12e-05
(0.000959) (0.000469) (0.000121)
Sown -0.0192 -0.0175 0.0156
(0.0150) (0.01112) (0.0104)
Fown 0.0602* -0.0283 0.114***
(0.0327) (0.0231) (0.0266)
Constant 0.835*** 0.393*** 0.350***
(0.169) (0.0579) (0.0692)
Fixed effects Y Y Y
Observations 2,635 2,616 2,329
R-squared 0.136 0.076 0.165

Robust standard errors in parentheses

k% p<(),01, ** p<0.05, * p<0.1




Table 1-3: Number of women on boards and accruals based earnings management

M 2
VARIABLES AEMmjm AEMkotha
FOBIlevel 0.000891 0.00127
(0.00172) (0.00170)
Dbdipen -0.0159* -0.0167*
(0.00952) (0.00915)
AUDIT -0.00868 -0.0106*
(0.00575) (0.00555)
CEO D -0.000143 0.00141
(0.00551) (0.00542)
ROA -0.00247 -0.0151
(0.0315) (0.0305)
BMRatio 6.64¢-05 0.000342
(0.000620) (0.000616)
Firmsize -0.0101%** -0.00814***
(0.00225) (0.00223)
Finlever -0.00460 -0.00411
(0.0185) (0.0182)
SaleG 0.00186%** 0.00181%**
(0.000479) (0.000434)
Sown -0.0348%** -0.0347%**
(0.0110) (0.0109)
Fown -0.0373* -0.0454%*
(0.0225) (0.0219)
Constant 0.407%** 0.00127
(0.0609) (0.00170)
-0.0167*
Observations 2,626 (0.00915)
R-squared 0.069 -0.0106*

Robust standard errors in parentheses

k% p<(),01, ** p<0.05, * p<0.1
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Table 1-4: Number of women on boards and real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
FOBIlevel 0.00224 0.000923 -5.43e-05
(0.00239) (0.00172) (0.00151)
dbdipen -0.00475 -0.0227%%* -0.00881
(0.0126) (0.00868) (0.00832)
AUDIT 0.0155%* -0.00848 0.00536
(0.00849) (0.00545) (0.00836)
CEO D 0.000934 0.00636 -0.00673
(0.00775) (0.00587) (0.00497)
ROA 0.308%** 0.189%** 0.108%**
(0.0549) (0.0491) (0.0311)
BMRatio -0.00141 -0.000633 -0.00313**
(0.000889) (0.000668) (0.00135)
firmsize -0.0216%** -0.0104%** -0.0146%**
(0.00342) (0.00220) (0.00303)
Finlever 0.0844*** -0.00141 0.0216
(0.0175) (0.0172) (0.0144)
SaleG 0.00420%** 0.00116** 9.33e-05
(0.000953) (0.000467) (0.000120)
Sown -0.0178 -0.0165 0.0155
(0.0149) (0.0111) (0.0103)
Fown 0.0592%* -0.0289 0.114%**
(0.0325) (0.0230) (0.0266)
Constant 0.642%** 0.397%** 0.350%**
(0.0894) (0.0583) (0.0692)
Fixed effects 1Y Iy Iy
Observations 2,645 2,626 2,339
R-squared 0.136 0.076 0.165

Robust standard errors in parentheses

k% p<(),01, ** p<0.05, * p<0.1




Table 1-5: Presence of women on boards and accruals based earnings management

)
VARIABLES AEMmjm AEMkotha
FOBdummy -0.002 -0.000680
(0.00576) (0.00567)
Dbdipen -0.0158%* -0.0165%*
(0.00952) (0.00915)
AUDIT -0.00980* -0.0117%*
(0.00567) (0.00550)
CEO D -3.72e-05 0.00150
(0.00550) (0.00540)
ROA -0.00216 -0.0148
(0.0316) (0.0306)
BMRatio 3.66e-05 0.000308
(0.000611) (0.0006006)
Firmsize -0.00994*** -0.00797***
(0.00223) (0.00222)
Finlever -0.00497 -0.00458
(0.0184) (0.0181)
SaleG 0.00186%** 0.00182%**
(0.000483) (0.000438)
Sown -0.0356%** -0.0357%**
(0.0109) (0.0107)
Fown -0.0362 -0.0444**
(0.0225) (0.0219)
Constant 0.355%** 0.355%**
(0.0589) (0.0589)
Fixed effects 1Y Iy
Observations 2,626 2,626
R-squared 0.073 0.073

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1
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Table 1-6: Presence of women on boards and real activities manipulation

(1) 2 3)
VARIABLES REMPROD REMCFO REMDIS
FOBdummy -0.00813 0.00323 0.00778
(0.00757) (0.00575) (0.00474)
dbdipen -0.00438 -0.0225%** -0.00888
(0.0125) (0.00868) (0.00832)
AUDIT 0.0121 -0.00856 0.00692
(0.00850) (0.00543) (0.00821)
CEO D 0.00125 0.00634 -0.00695
(0.00775) (0.00586) (0.00498)
ROA 0.308%** 0.189%** 0.108%**
(0.0544) (0.0492) (0.0310)
BMRatio -0.00150* -0.000645 -0.00302**
(0.000892) (0.000667) (0.00134)
firmsize -0.0213%** -0.0103%** -0.0146%**
(0.00342) (0.00218) (0.00301)
Finlever 0.0833*** -0.00164 0.0217
(0.0173) (0.0171) (0.0143)
SaleG 0.00420%** 0.00117** 9.75e-05
(0.000966) (0.000466) (0.000116)
Sown -0.0201 -0.0170 0.0157
(0.0150) (0.0110) (0.0105)
Fown 0.0625%* -0.0289 0.113%**
(0.0327) (0.0231) (0.0266)
Constant 0.646%** 0.392%** 0.346%**
(0.0897) (0.0580) (0.0685)
Fixed effects 1Y Iy Iy
Observations 2,645 2,626 2,339
R-squared 0.136 0.076 0.167

Robust standard errors in parentheses

#x% n<().01, ** p<0.05, * p<0.1




2. Female on boards of directors

Table 2-1: Percentage women on boards of directors and accruals based earnings

management
(1 )
VARIABLES AEMmjm AEMkotha
dFBOD -0.00337 0.00364
(0.0152) (0.0156)
Dbdipen -0.0156 -0.0169*
(0.00969) (0.00932)
AUDIT -0.00954* -0.0114%*
(0.00566) (0.00546)
CEO D 7.58e-05 0.00149
(0.00550) (0.00541)
ROA 0.000290 -0.0143
(0.0328) (0.0314)
BMRatio 3.11e-05 0.000299
(0.000612) (0.000607)
Firmsize -0.00990*** -0.00802%**
(0.00223) (0.00221)
Finlever -0.00236 -0.00243
(0.0186) (0.0183)
SaleG 0.00186*** 0.00181%**
(0.000487) (0.000442)
Sown -0.0373%** -0.0371%%*
(0.0108) (0.0107)
Fown -0.0361 -0.0448%*
(0.0226) (0.0220)
Constant 0.519%** 0.474%**
(0.0794) (0.0739)
Fixed effects 1Y Iy
Observations 2,615 2,615
R-squared 0.070 0.074

Robust standard errors in parentheses
*EE p<0.01, ** p<0.05, * p<0.1
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Table 2-2: Percentage women on boards of directors and real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
dFBOD -0.0197 0.000248 -0.00493
(0.0237) (0.0163) (0.0166)
dbdipen -0.00327 -0.0224** -0.00880
(0.0127) (0.00886) (0.00839)
AUDIT 0.0128 -0.00933* 0.00526
(0.00840) (0.00533) (0.00817)
CEO D 0.00123 0.00651 -0.00661
(0.00781) (0.00588) (0.00501)
ROA 0.313%*** 0.1971*** 0.108***
(0.0552) (0.0504) (0.0319)
BMRatio -0.00150* -0.000654 -0.00318**
(0.000904) (0.000669) (0.00137)
firmsize -0.021 1%** -0.0103%** -0.0146%**
(0.00341) (0.00217) (0.00303)
Finlever 0.0844**%* -0.000415 0.0216
(0.0175) (0.0173) (0.0144)
SaleG 0.00421*** 0.00116** 9.39¢-05
(0.000967) (0.000471) (0.000119)
Sown -0.0212 -0.0182* 0.0154
(0.0151) (0.0110) (0.0105)
Fown 0.0622* -0.0279 0.114%**
(0.0332) (0.0232) (0.0269)
Constant 0.634%** 0.494%** 0.500%**
(0.0896) (0.0757) (0.0806)
IY IY IY
Observations 2,634 2,615 2,328
R-squared 0.136 0.076 0.165

Robust standard errors in parentheses
*H%k p<0.01, ** p<0.05, * p<0.1




Table 2-3: Number of women on boards of directors and real activities manipulation

(1) 2 3)
VARIABLES REMPROD REMCFO REMDIS
FBODlevel -0.00235 0.000435 -0.000478
(0.00419) (0.00281) (0.00331)
Dbdipen -0.00353 -0.0227%%* -0.00862
(0.0127) (0.00885) (0.00842)
AUDIT 0.0134 -0.00913* 0.00532
(0.00841) (0.00533) (0.00814)
CEO D 0.00125 0.00639 -0.00669
(0.00779) (0.00587) (0.00499)
ROA 0.308%** 0.189%** 0.107%**
(0.0544) (0.0491) (0.0311)
BMRatio -0.00149* -0.000653 -0.00313**
(0.000900) (0.000668) (0.00135)
Firmsize -0.0211%%* -0.0103%** -0.0146%**
(0.00340) (0.00217) (0.00303)
Finlever 0.0834*** -0.00170 0.0216
(0.0173) (0.0171) (0.0143)
SaleG 0.00421%** 0.00116** 9.34¢-05
(0.000961) (0.000468) (0.000118)
Sown -0.0205 -0.0170 0.0153
(0.0150) (0.0110) (0.0103)
Fown 0.0623* -0.0285 0.114%**
(0.0331) (0.0232) (0.0271)
Constant 0.634%** 0.396%** 0.349%**
(0.0894) (0.0580) (0.0691)
Fixed effects 1Y Iy Iy
Observations 2,645 2,626 2,339
R-squared 0.135 0.076 0.165

Robust standard errors in parentheses

#x% n<().01, ** p<0.05, * p<0.1




Table 2-4: Presence and number of women on boards of directors and accruals based

earnings management

(1) (2) 3) 4)
VARIABLES AEMmjm AEMkotha AEMmjm AEMkotha
FBODdummy 0.00138 0.00437
(0.00500) (0.00492)
FBODlevel -0.000481 0.000628
(0.00270) (0.00272)
dbdipen -0.0160* -0.0173* -0.0156 -0.0168*
(0.00963) (0.00926) (0.00970) (0.00934)
AUDIT -0.00919 -0.0110%** -0.00944* -0.0115%**
(0.00567) (0.00548) (0.00568) (0.00549)
CEO D -9.49¢-05 0.00146 -5.12¢-05 0.00144
(0.00550) (0.00541) (0.00550) (0.00541)
ROA -0.00221 -0.0145 -0.00231 -0.0149
(0.0316) (0.0305) (0.0316) (0.0305)
BMRatio 5.33e-05 0.000340 4.04¢-05 0.000315
(0.000616) (0.000612) (0.000613) (0.000608)
firmsize -0.00998%*** -0.00808%*** -0.00991*** -0.00802%**
(0.00223) (0.00222) (0.00223) (0.00222)
Finlever -0.00480 -0.00422 -0.00494 -0.00452
(0.0184) (0.0181) (0.0184) (0.0181)
SaleG 0.00186%*** 0.00181%*** 0.00187*** 0.00181%***
(0.000480) (0.000434) (0.000482) (0.000437)
Sown -0.0353*** -0.0349%*** -0.0357%*** -0.0354%**
(0.0109) (0.0108) (0.0109) (0.0108)
Fown -0.0372 -0.0462%** -0.0364 -0.0450%**
(0.0227) (0.0220) (0.0226) (0.0219)
Constant 0.406%** 0.356%** 0.405%** 0.356%**
(0.0607) (0.0592) (0.0608) (0.0592)
Fixed effects IY IY IY IY
Observations 2,626 2,626 2,626 2,626
R-squared 0.069 0.074 0.069 0.073

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1
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Table 2-5: Presence of women on boards of directors and real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
FBODdummy -0.00304 0.00380 -0.000183
(0.00729) (0.00528) (0.00508)
Dbdipen -0.00387 -0.0232%%* -0.00879
(0.0126) (0.00876) (0.00836)
AUDIT 0.0133 -0.00870 0.00537
(0.00838) (0.00535) (0.00817)
CEO D 0.00109 0.00640 -0.00673
(0.00776) (0.00586) (0.00496)
ROA 0.308%** 0.189%** 0.108%**
(0.0542) (0.0492) (0.0312)
BMRatio -0.00149* -0.000631 -0.00312%*
(0.000895) (0.000665) (0.00136)
Firmsize -0.0212%** -0.0104%** -0.0146%**
(0.00343) (0.00218) (0.00302)
Finlever 0.0833*** -0.00144 0.0216
(0.0174) (0.0171) (0.0143)
SaleG 0.00421%** 0.00116** 9.32¢-05
(0.000961) (0.000465) (0.000119)
Sown -0.0200 -0.0166 0.0155
(0.0149) (0.0110) (0.0104)
Fown 0.0619% -0.0297 0.114%**
(0.0330) (0.0232) (0.0270)
Constant 0.638%** 0.396%** 0.350%**
(0.0899) (0.0581) (0.0691)
Fixed effects 1Y Iy Iy
Observations 2,645 2,626 2,339
R-squared 0.135 0.076 0.165

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1




Table 2-6: Number of women on boards of directors and real activities manipulation

(1) 2 3)
VARIABLES REMPROD REMCFO REMDIS
FBODlevel -0.00235 0.000435 -0.000478
(0.00419) (0.00281) (0.00331)
Dbdipen -0.00353 -0.0227%%* -0.00862
(0.0127) (0.00885) (0.00842)
AUDIT 0.0134 -0.00913* 0.00532
(0.00841) (0.00533) (0.00814)
CEO D 0.00125 0.00639 -0.00669
(0.00779) (0.00587) (0.00499)
ROA 0.308%** 0.189%** 0.107%**
(0.0544) (0.0491) (0.0311)
BMRatio -0.00149* -0.000653 -0.00313**
(0.000900) (0.000668) (0.00135)
firmsize -0.0211%%* -0.0103%** -0.0146%**
(0.00340) (0.00217) (0.00303)
Finlever 0.0834*** -0.00170 0.0216
(0.0173) (0.0171) (0.0143)
SaleG 0.00421%** 0.00116** 9.34¢-05
(0.000961) (0.000468) (0.000118)
Sown -0.0205 -0.0170 0.0153
(0.0150) (0.0110) (0.0103)
Fown 0.0623* -0.0285 0.114%**
(0.0331) (0.0232) (0.0271)
Constant 0.634%** 0.396%** 0.349%**
(0.0894) (0.0580) (0.0691)
Fixed effects 1Y Iy Iy
Observations 2,645 2,626 2,339
R-squared 0.135 0.076 0.165

Robust standard errors in parentheses

#x% n<().01, ** p<0.05, * p<0.1




3. Female on boards of executives

Table 3-1: Percentage women on boards of executives and accruals based earnings

management
(1 (1)
VARIABLES AEMmjm AEMkotha
dFBOE 0.0175 0.0209
(0.0137) (0.0137)
Dbdipen -0.0164* -0.0172%*
(0.00957) (0.00919)
AUDIT -0.00871 -0.0106*
(0.00570) (0.00550)
CEO D 0.000144 0.00168
(0.00551) (0.00542)
ROA 0.00423 -0.0101
(0.0321) (0.0305)
BMRatio 5.43¢-05 0.000320
(0.000613) (0.000605)
firmsize -0.0100%** -0.00808***
(0.00223) (0.00221)
Finlever -0.000633 -0.000619
(0.0185) (0.0181)
SaleG 0.00187%** 0.00182%**
(0.000486) (0.000442)
Sown -0.0355%** -0.0352%%*
(0.0111) (0.0110)
Fown -0.0398* -0.0480%*
(0.0223) (0.0216)
Constant 0.378%** 0.313%**
(0.0628) (0.0609)
Fixed effects IY IY
Observations 2,612 2,612
R-squared 0.070 0.075

Robust standard errors in parentheses

#x% n<().01, ** p<0.05, * p<0.1
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Table 3-2: Percentage women on boards of executives sand real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
dFBOE 0.00180 0.0124 -0.00433
(0.0213) (0.0144) (0.0134)
Dbdipen -0.00408 -0.0232%%* -0.00902
(0.0126) (0.00869) (0.00836)
AUDIT 0.0136 -0.00869 0.00512
(0.00848) (0.00538) (0.00803)
CEO D 0.000751 0.00656 -0.00668
(0.00779) (0.00588) (0.00501)
ROA 0.312%** 0.194%** 0.107%**
(0.0554) (0.0501) (0.0317)
BMRatio -0.00146 -0.000646 -0.00318**
(0.000901) (0.000664) (0.00138)
firmsize -0.0212%** -0.0103%** -0.0147%%*
(0.00345) (0.00218) (0.00304)
Finlever 0.0842%** 0.000950 0.0212
(0.0176) (0.0172) (0.0145)
SaleG 0.00421%** 0.00116** 9.17e-05
(0.000964) (0.000473) (0.000118)
Sown -0.0201 -0.0177 0.0154
(0.0152) (0.0112) (0.0108)
Fown 0.0602* -0.0322 0.116%**
(0.0331) (0.0224) (0.0266)
Constant 0.637%** 0.399%** 0.360%**
(0.0900) (0.0742) (0.0706)
Fixed effects 1Y Iy
Observations 2,631 2,612 2,31Y25
R-squared 0.136 0.077 0.166

Robust standard errors in parentheses

#x% n<().01, ** p<0.05, * p<0.1




Table 3-3: The presence of women on boards of executives and accruals based earnings

management
6] )
VARIABLES AEMmjm AEMkotha
FBOEdummy 0.00574 0.00746
(0.00597) (0.00590)
Dbdipen -0.0150 -0.0156*
(0.00955) (0.00919)
AUDIT -0.00891 -0.0109**
(0.00571) (0.00551)
CEO D -0.000253 0.00127
(0.00547) (0.00538)
ROA -0.00241 -0.0150
(0.0315) (0.0305)
BMRatio 5.96e-05 0.000331
(0.000614) (0.000606)
Firmsize -0.00992*** -0.00794***
(0.00223) (0.00222)
Finlever -0.00467 -0.00424
(0.0184) (0.0180)
SaleG 0.00188%** 0.00183%**
(0.000478) (0.000434)
Sown -0.0335%** -0.0330%**
(0.0113) (0.0112)
Fown -0.0378* -0.0459**
(0.0224) (0.0218)
Constant 0.403%** 0.350%**
(0.0606) (0.0589)
Fixed effects IY IY
Observations 2,626 2,626
R-squared 0.069 0.074

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1
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Table 3-4: Presence of women on boards of executives and real activities manipulation

(1) 2 3)
VARIABLES REMPROD REMCFO REMDIS
FBOEdummy -0.000167 0.00585 0.000721
(0.00727) (0.00603) (0.00509)
Dbdipen -0.00440 -0.0218%* -0.00874
(0.0124) (0.00873) (0.00833)
AUDIT 0.0137 -0.00872 0.00545
(0.00840) (0.00537) (0.00800)
CEO D 0.00108 0.00625 -0.00677
(0.00774) (0.00584) (0.00497)
ROA 0.308%** 0.189%** 0.108%**
(0.0547) (0.0493) (0.0309)
BMRatio -0.00147 -0.000640 -0.00311**
(0.000899) (0.000661) (0.00137)
Firmsize -0.0213%** -0.0103%** -0.0146%**
(0.00342) (0.00218) (0.00301)
Finlever 0.0836%*** -0.00149 0.0216
(0.0174) (0.0171) (0.0143)
SaleG 0.00421%** 0.00117** 9.41e-05
(0.000959) (0.000466) (0.000118)
Sown -0.0196 -0.0151 0.0158
(0.0153) (0.0114) (0.0108)
Fown 0.0608* -0.0293 0.114%**
(0.0328) (0.0229) (0.0265)
Constant 0.639%** 0.392%** 0.349%**
(0.0898) (0.0577) (0.0683)
IY IY IY
Observations 2,645 2,626 2,339
R-squared 0.135 0.076 0.165

Robust standard errors in parentheses

#x% n<().01, ** p<0.05, * p<0.1




4. Female on supervisory boards

Table 4.1-The number women on supervisory boards and accrual based earnings

management
(1 )
VARIABLES AEMmjm AEMkotha
FBOSlevel 0.000739 0.000401
(0.00281) (0.00273)
dbdipen -0.0160%* -0.0166*
(0.00948) (0.00914)
AUDIT -0.00897 -0.0113%*
(0.00587) (0.00565)
CEO D -5.04¢-05 0.00151
(0.00550) (0.00540)
ROA -0.00262 -0.0150
(0.0314) (0.0305)
BMRatio 5.05e-05 0.000314
(0.000617) (0.000609)
firmsize -0.00997*** -0.00799***
(0.00224) (0.00222)
Finlever -0.00480 -0.00450
(0.0185) (0.0181)
SaleG 0.00186*** 0.00181%**
(0.000481) (0.000437)
Sown -0.0355%** -0.0356%**
(0.0108) (0.0107)
Fown -0.0367 -0.0445%*
(0.0225) (0.0219)
Constant 0.405%*** 0.354***
(0.0607) (0.0590)
Fixed effects IY IY
Observations 2,626 2,626
R-squared 0.069 0.073

Robust standard errors in parentheses
*EE p<0.01, ** p<0.05, * p<0.1
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Table 4.2-The number women on supervisory boards and real activities manipulation

® @) ®)
VARIABLES REMPROD REMCFO REMDIS
FBOSlevel 0.00607 0.000840 0.00134
(0.00421) (0.00286) (0.00245)
Dbdipen -0.00612 -0.0228%** -0.00926
(0.0127) (0.00864) (0.00832)
AUDIT 0.0170%** -0.00874 0.00611
(0.00859) (0.00556) (0.00815)
CEO D 0.00137 0.00646 -0.00663
(0.00783) (0.00587) (0.00497)
ROA 0.306%** 0.189%** 0.108%**
(0.0548) (0.0492) (0.0309)
BMRatio -0.00143 -0.000649 -0.00311%*
(0.000885) (0.000668) (0.00135)
Firmsize -0.0215%** -0.0103%** -0.0146%**
(0.00341) (0.00220) (0.00302)
Finlever 0.0845%** -0.00161 0.0218
(0.0175) (0.0172) (0.0143)
SaleG 0.00416%** 0.00116** 8.12¢-05
(0.000968) (0.000470) (0.000124)
Sown -0.0192 -0.0172 0.0154
(0.0150) (0.0110) (0.0105)
Fown 0.0609%* -0.0282 0.114%**
(0.0324) (0.0230) (0.0264)
Constant 0.638%** 0.395%** 0.350%**
(0.0889) (0.0580) (0.0691)
Observations 2,645 2,626 2,339
R-squared 0.137 0.076 0.165

Robust standard errors in parentheses

#x% n<().01, ** p<0.05, * p<0.1




Table 4.3-The presence women on supervisory boards and accrual based earnings

management
6] )
VARIABLES AEMmjm AEMkotha
FBOSdummy 0.00226 0.00105
(0.00508) (0.00500)
Dbdipen -0.0157* -0.0165%*
(0.00951) (0.00915)
AUDIT -0.00875 -0.0113**
(0.00591) (0.00572)
CEO D -3.19e-05 0.00151
(0.00551) (0.00541)
ROA -0.00295 -0.0151
(0.0316) (0.0306)
BMRatio 5.21e-05 0.000314
(0.000616) (0.000608)
firmsize -0.00999*** -0.00800***
(0.00224) (0.00222)
Finlever -0.00470 -0.00446
(0.0184) (0.0181)
SaleG 0.00186*** 0.00181%**
(0.000482) (0.000438)
Sown -0.0353%** -0.0356%**
(0.0109) (0.0107)
Fown -0.0367 -0.0445%*
(0.0226) (0.0219)
Constant 0.405%** 0.354%**
(0.0607) (0.0590)
Fixed effects IY IY
Observations 2,626 2,626
R-squared 0.069 0.073

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1
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Table 4.4-The presence women on supervisory boards and real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
FBOSdummy 0.00114 0.000601 0.00387
(0.00713) (0.00510) (0.00438)
Dbdipen -0.00449 -0.0226%** -0.00900
(0.0125) (0.00868) (0.00830)
AUDIT 0.0138 -0.00903 0.00626
(0.00857) (0.00556) (0.00810)
CEO D 0.00104 0.00643 -0.00666
(0.00780) (0.00587) (0.00495)
ROA 0.307*** 0.189%** 0.107%**
(0.0547) (0.0493) (0.0308)
BMRatio -0.00146 -0.000654 -0.00306**
(0.000895) (0.000666) (0.00134)
firmsize -0.0213%** -0.0103%** -0.0147%%*
(0.00344) (0.00220) (0.00303)
Finlever 0.0836%** -0.00168 0.0217
(0.0175) (0.0172) (0.0143)
SaleG 0.00421%** 0.00116** 8.54¢-05
(0.000958) (0.000469) (0.000120)
Sown -0.0191 -0.0172 0.0158
(0.0149) (0.0110) (0.0104)
Fown 0.0612% -0.0282 0.114%**
(0.0329) (0.0230) (0.0264)
Constant 0.590%** 0.395%** 0.350%**
(0.0918) (0.0579) (0.0689)
Fixed effects IY IY IY
Observations 2,646 2,626 2,340
R-squared 0.135 0.076 0.166

Robust standard errors in parentheses

% p<0.01, ** p<0.05, * p<0.1




Table 4.5-The percentage women on supervisory boards and accrual based earnings

management
€] )
VARIABLES AEMmjm AEMkotha
dFBOS 0.0100 0.00993
(0.00974) (0.00947)
Dbdipen -0.0178 -0.0193*
(0.0116) (0.0111)
AUDIT -0.0115 -0.0119*
(0.00731) (0.00712)
CEO D -0.00105 -0.000109
(0.00625) (0.00606)
ROA 0.00565 -0.0223
(0.0454) (0.0435)
BMRatio 2.21e-05 0.000314
(0.000764) (0.000750)
Firmsize -0.0113%** -0.00959***
(0.00277) (0.00268)
Finlever -0.000151 -0.00126
(0.0234) (0.0232)
SaleG 0.00187%** 0.00184***
(0.000501) (0.000453)
Sown -0.0328** -0.0280**
(0.0129) (0.0128)
Fown -0.0272 -0.0327
(0.0273) (0.0264)
Constant 0.416%** 0.397***
(0.0752) (0.0708)
Fixed effects Iy Iy
Observations 1,851 1,851
R-squared 0.078 0.081

Robust standard errors in parentheses

k% p<(0.01, ** p<0.05, * p<0.1
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Table 4-6-The percentage women on supervisory boards and real activities

manipulation
6] ) 3)
VARIABLES REMPROD REMCFO REMDIS
dFBOS 0.0247 0.0110 0.00311
(0.0162) (0.0101) (0.00937)
Dbdipen 0.0143 -0.0220** -0.0179*
(0.0164) (0.0102) (0.0105)
AUDIT 0.0181 -0.0147** 0.0124
(0.0115) (0.00679) (0.0104)
CEO D 0.00169 0.00604 -0.00613
(0.00981) (0.00659) (0.00593)
ROA 0.349%** 0.178%** 0.0884**
(0.0794) (0.0662) (0.0386)
BMRatio -0.00218** -0.000639 -0.00437**
(0.00108) (0.000749) (0.00170)
firmsize -0.024 1 *** -0.0113%** -0.0185%**
(0.00479) (0.00281) (0.00401)
Finlever 0.0980%*** 0.00425 0.0277
(0.0221) (0.0217) (0.0181)
SaleG 0.00411%** 0.00119%** 1.26e-05
(0.00100) (0.000441) (0.000138)
Sown -0.0300 -0.00915 0.0185
(0.0195) (0.0127) (0.0125)
Fown 0.0553 -0.00895 0.143%**
(0.0416) (0.0283) (0.0297)
Constant 0.660*** 0.406%** 0.439%#*
(0.134) (0.0781) (0.0939)
Fixed effects 1Y Iy Iy
Observations 1,866 1,851 1,657
R-squared 0.160 0.084 0.199

Robust standard errors in parentheses

k% p<(.01, ** p<0.05, * p<0.1




APPENDIX 1-B : Other measure of “Female as corporate leaders” : Female CEOs

(Chairwomen being tabulated in the paper)

Table 1-1: Female CEOs and accrual based earnings management

(1 )
VARIABLES AEMmjm AEMkotha
FCEO -0.00577 -0.00534
(0.00824) (0.00868)
Dbdipen -0.0158* -0.0165%*
(0.00951) (0.00913)
AUDIT -0.00928 -0.0115%*
(0.00571) (0.00552)
CEO D 2.59¢-05 0.00159
(0.00551) (0.00542)
ROA -0.00171 -0.0143
(0.0316) (0.0307)
BMRatio -3.58e-06 0.000266
(0.000611) (0.000599)
Firmsize -0.00990*** -0.00793***
(0.00225) (0.00223)
Finlever -0.00462 -0.00429
(0.0184) (0.0181)
SaleG 0.00187*** 0.00182%**
(0.000482) (0.000438)
Sown -0.0359%** -0.0361%%*
(0.0109) (0.0108)
Fown -0.0357 -0.0436%*
(0.0226) (0.0220)
Constant 0.404*** 0.353%**
(0.0611) (0.0594)
Fixed effects IY IY
Observations 2,626 2,626
R-squared 0.069 0.073

Robust standard errors in parentheses
*EE p<0.01, ** p<0.05, * p<0.1
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Table 1-2: Female CEOs and real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
FCEO 0.00180 -0.000222 0.00947
(0.0188) (0.0101) (0.0145)
dbdipen -0.00438 -0.0226%** -0.00924
(0.0125) (0.00868) (0.00829)
AUDIT 0.0137 -0.00919* 0.00519
(0.00840) (0.00536) (0.00801)
CEO D 0.00104 0.00642 -0.00691
(0.00774) (0.00587) (0.00496)
ROA 0.308%** 0.189%** 0.107%**
(0.0547) (0.0491) (0.0307)
BMRatio -0.00145 -0.000658 -0.00309%*
(0.000886) (0.000665) (0.00136)
firmsize -0.0213%%* -0.0103%** -0.0146%**
(0.00346) (0.00219) (0.00303)
Finlever 0.0835%** -0.00172 0.0211
(0.0173) (0.0171) (0.0143)
SaleG 0.00421%** 0.00116** 9.31e-05
(0.000958) (0.000469) (0.000118)
Sown -0.0194 -0.0172 0.0161
(0.0150) (0.0110) (0.0106)
Fown 0.0604* -0.0282 0.113%**
(0.0332) (0.0229) (0.0269)
Constant 0.639%** 0.395%** 0.352%**
(0.0911) (0.0584) (0.0690)
Fixed effects 1Y Iy Iy
Observations 2,645 2,626 2,339
R-squared 0.135 0.076 0.166

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1




APPENDIX 1-C: Results with different level of number of women on boards and
various measures for AEM and REM

Table 1-1: Difference number of women on boards and accrual based earnings

management.
@) 2) 3) 4) ) (6)
VARIABLES | AEMmjm AEMkotha | AEMmjm AEMkotha | AEMmjm | AEMkotha
FOBIlevel 1 -0.00873 -0.0081
(0.00531) (0.0051)
FOBIlevel 2 0.00513 0.00511
(0.00623) (0.00611)
FOBIlevel 3 0.00219 0.00286
(0.00601) [ (0.00591)
dbdipen -0.016%* -0.0168* -0.0156 -0.0164* -0.0159%* -0.0167*
(0.0095) (0.0091) (0.00950) (0.00913) (0.00950) [(0.00913)
AUDIT -0.0089 -0.0111%* -0.00898 -0.0111%* -0.00900 -0.0111%**
(0.0057) (0.0055) (0.00570) (0.00550) (0.00575) [ (0.0056)
CEO_D 0.00019 0.00174 3.24e-05 0.00160 -0.000119 [0.00144
(0.0055) (0.0054) (0.00551) (0.00541) (0.00551) [(0.0054)
ROA -0.0018 -0.0144 -0.00224 -0.0148 -0.00241 -0.015
(0.0315) (0.0306) (0.0316) (0.0306) (0.0315) (0.0305)
lagBMRatio | 9.39e-05 0.00036 6.72e-05 0.000333 5.42e-05 0.000324
(0.00062) (0.00061) (0.000612) |(0.000605) |(0.000618) |(0.000613)
lagfirmsize -0.0101*** | -0.0081*** |-0.0099%** | -0.00794*** | -0.01*** -0.008#**
(0.0022) (0.00221) (0.00224) (0.00223) (0.00224) {(0.00222)
Finlever -0.0044 -0.0041 -0.00483 -0.00448 -0.00475 -0.00435
(0.0183) (0.018) (0.0184) (0.0181) (0.0185) (0.0181)
SaleG 0.00185*** 10.0018*** 10.0019*** 1 0.0018*** 1 0.0019*** |0.0018***
(0.00048) (0.00044) (0.000481) {(0.000437) |(0.000480) |(0.000436)
Sown -0.0341*** | -0.0343*** | -0.0352%** |-0.0353*** | -0.0351%** | -0.0352%**
(0.0108) (0.011) (0.0108) (0.0107) (0.0110) (0.0109)
Fown -0.0358 -0.0437** -0.0363 -0.0441** -0.0371* -0.0450%**
(0.0224) (0.022) (0.0224) (0.0218) (0.0224) (0.0218)
Constant 0.4171%*** 0.359%#* 0.402%** 0.351%*** 0.406*#* | (0.355%**
(0.0606) (0.059) (0.0607) (0.0592) (0.0608) (0.0591)
Fixed effects |IY IY IY IY IY IY
Observations | 2,626 2,626 2,626 2,626 2,626 2,626
R-squared 0.070 0.074 0.069 0.074 0.069 0.073

Robust standard errors in parentheses
*H% p<0.01, ** p<0.05, * p<0.1

where: Column 1,2: General modified Jones model, Kothari model and Board with one
women on board (FOBIlevel 1). Column 3,4: General modified Jones model, Kothari model
and Board with two women on board (FOBlevel 2). Column 5,6: General modified Jones

model, Kothari model and Board with three and higher three women on board (FOBIlevel 3).
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Table 1-2: One woman on boards and real activities manipulation

(1 ) 3)
VARIABLES REMPROD REMCFO REMDIS
FOBIlevel 1 -0.0121* -0.00510 0.00693
(0.00712) (0.00529) (0.00534)
dbdipen -0.00493 -0.0228%*** -0.00851
(0.0125) (0.00866) (0.00833)
AUDIT 0.0141* -0.00894* 0.00492
(0.00835) (0.00534) (0.00793)
CEO D 0.00138 0.00658 -0.00702
(0.00779) (0.00587) (0.00498)
ROA 0.308*** 0.189%*** 0.107***
(0.0543) (0.0490) (0.0307)
BMRatio -0.00139 -0.000627 -0.00314%**
(0.000887) (0.000668) (0.00135)
firmsize -0.0215%** -0.0104%** -0.0146%***
(0.00341) (0.00219) (0.00300)
Finlever 0.0842%** -0.00142 0.0211
(0.0173) (0.0171) (0.0143)
SaleG 0.00419%** 0.00115%* 0.000105
(0.000962) (0.000471) (0.000116)
Sown -0.0173 -0.0164 0.0145
(0.0148) (0.0111) (0.0104)
Fown 0.0625%* -0.0277 0.114%**
(0.0326) (0.0229) (0.0264)
Constant 0.597%** 0.399%%** 0.348***
(0.0916) (0.0584) (0.0686)
Fixed effects 1Y IY IY
Observations 2,646 2,626 2,340
R-squared 0.137 0.076 0.167

Robust standard errors in parentheses

*H% p<0.01, ** p<0.05, * p<0.1




Table 1-3: Two women on boards and real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
FOBlevel 2 -0.00760 0.00819 0.000904
(0.00788) (0.00664) (0.00465)
dbdipen -0.00471 -0.0223%* -0.00883
(0.0125) (0.00867) (0.00831)
AUDIT 0.0129 -0.00856 0.00531
(0.00837) (0.00536) (0.00799)
CEO D 0.000835 0.00661 -0.00676
(0.00776) (0.00585) (0.00496)
ROA 0.307*** 0.189%** 0.107%**
(0.0547) (0.0490) (0.0309)
BMRatio -0.00150%* -0.000619 -0.00309%*
(0.000892) (0.000666) (0.00136)
firmsize -0.0213%%* -0.0102%** -0.0146%**
(0.00341) (0.00219) (0.00303)
Finlever 0.0834*** -0.00160 0.0216
(0.0173) (0.0171) (0.0143)
SaleG 0.00420%** 0.00118** 9.46e-05
(0.000958) (0.000469) (0.000118)
Sown -0.0197 -0.0167 0.0157
(0.0149) (0.0109) (0.0105)
Fown 0.0607* -0.0276 0.115%**
(0.0329) (0.0228) (0.0264)
Constant 0.592%** 0.390%** 0.350%**
(0.0915) (0.0584) (0.0692)
Fixed effects 1Y Iy Iy
Observations 2,646 2,626 2,340
R-squared 0.136 0.077 0.165

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1
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Table 1-4: Three women on boards and real activities manipulation

(1) ) 3)
VARIABLES REMPROD REMCFO REMDIS
FOBIlevel 3 0.0108 0.000884 -0.000707
(0.00789) (0.00608) (0.00504)
dbdipen -0.00520 -0.0226%** -0.00880
(0.0126) (0.00866) (0.00834)
AUDIT 0.0154%* -0.00904* 0.00512
(0.00846) (0.00544) (0.00817)
CEO D 0.000856 0.00641 -0.00677
(0.00775) (0.00587) (0.00496)
ROA 0.307*** 0.189%** 0.107%**
(0.0549) (0.0491) (0.0309)
BMRatio -0.00141 -0.000652 -0.00311%*
(0.000885) (0.000667) (0.00135)
firmsize -0.0215%** -0.0103%** -0.0146%**
(0.00341) (0.00220) (0.00303)
Finlever 0.0844*** -0.00167 0.0215
(0.0174) (0.0172) (0.0144)
SaleG 0.00418%** 0.00116** 9.51e-05
(0.000952) (0.000469) (0.000120)
Sown -0.0175 -0.0171 0.0156
(0.0149) (0.0112) (0.0104)
Fown 0.0592% -0.0284 0.115%**
(0.0324) (0.0230) (0.0265)
Constant 0.593%** 0.396%** 0.350%**
(0.0907) (0.0583) (0.0691)
Fixed effects 1Y Iy Iy
Observations 2,646 2,626 2,340
R-squared 0.136 0.076 0.165

Robust standard errors in parentheses

% n<().01, ** p<0.05, * p<0.1
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Chapter 4. Linking corporate governance and
earnings management in Vietnam: insider
trading as a mediator.

Abstract

In this study, we analyse how the relation between corporate governance on earnings management is
mediated by insider trading in the context of Vietnamese listed firms. This study examines three dimensions of
corporate governance that are relevant in the Vietnamese context : gender diversity of the boards, State
ownership and foreign ownership. And it contemplates two kinds of earnings management: accruals based
management (AEM) and real activities manipulations (REM). Using an unbalanced sample over the
investigation period 2008 — 2017, the findings suggest that the mediating role of insider trading is significant
only when EM is measured by the abnormal discretionary expense (REMDIS) and for State or foreign
ownerships. In those both models, our results show that, if the indirect effect is negative, it does not offset the
positive direct effect. Implications of this study are useful for improving corporate governance to monitor

earnings in Vietnamese listed firms.
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4.1 Introduction

This paper examines the relationship between ownership structure, board gender
diversity and insider trading. More precisely, it is focused on the mediating effect of insider
trading on relationship of those three features of corporate governance with earnings
management. The paper is motivated by some reasons: (i) The general context is increasing
pressure on gender diversity of boards in developed nations because of growing regulations.
Several studies have examined the relationships between women on boards and insider
trading, earnings management, but they have been focused on one-tier board systems like
those in the UK and South Korea (Arun, Almahrog, & Aribi, 2015; H. A. Kim et al., 2017).
So, the monitoring role of board gender diversity in a dual board system such as in Vietnam is
less known. Moreover, earnings management comes from the desire to prop up the firms’
stock price to get high managerial compensation, in a developed capital market where
ownership and management are separated and corporate governance is strong. Meanwhile,
Vietnam is a newly emerging nation that is transitioning from a planned economy to a
market-oriented economy and Vietnam has weak investor protection and corporate
governance in comparison to developed countries. (ii) The Vietnamese listed firms have
highly-concentrated ownership structure the State still controls some major industries in
Vietnam but foreign investors have increased sharply with the ceiling up to 49%. With
various goals, there is a difference in the way the state and foreign ownership impact on
earnings management. (iii) According to the No 58/2012/ND-CP law issued in July 2012, the
firms that have reported losses for three consecutive years, will be delisted. Therefore, listed
companies may potentially use earnings management to avoid losses. (iv) Vietnamese insider
law and regulations permit insiders announcement their trade cancelations within 3 trading
days after the end of the requested period, which caused by incentives managers to manage
stock price by postponing disclosure information. (v) There is no research using audited data
on a long period (nearly 10 years) to examine the relationship between ownership structure

and earnings management, especially real activities manipulation in Vietnam.

Our research question deals with the link between corporate governane and earnings
management on one hand and insider trading on earnings management, on the other hand, all

in the specific context of Vietnam. But, given the link between corporate

governance and insider trading, a more global view of the relation between those three

dimensions maybe contemplated with insider trading as a mediator between corporate
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governance and earnings management.

While the relation between State ownership on earnings management through accruals
has been well examined in Vietnam (T. C. Hoang, 1. Abeysekera, & S. Ma, 2014), the paper
takes the first look at the relationship between ownership structure (State and foreign
investors) and women on boardrooms on both accruals-based earnings management and real
activities manipulation. Moreover, we highlight the role of insider trading as mediator
between ownership structure, women on boards and earnings management. After filtering out
firms with missing data, the sample consists of an unbalanced panel for the period 2008 to
2017, which were both in the Ho Chi Minh Stock Exchange (HSX) and Hanoi Stock
Exchange (HNX).

The paper is organized as follows: section 1 provides the background of this study (1).
Section 2 presents a literature review and the development of the hypotheses about the link
between corporate governance, insider trading and earnings management. Section 3 describes
the data, the variables and the empirical model. The empirical results in the special context of
Vietnam are presented in section 4, whereas section 5 brings a conclusion and discussion of

the results.

4.2 Background for the study

After Vietnam has persured a socialist market-oriented economy in 1986, the national
economy has opened a new chapter. Especially, two stock exchanges named Ho Chi Minh
stock exchange (HSX) and Ha noi stock exchange (HNX) were well-known. Vietnam has
become one of the financial center in the Asian region. Furthermore, Vietnam has become one
of the countries with the highest economic growth rate in Asia (IMF, 2010*'). All those
elements make the transparency, reliability and accountability of the reports disclosure critical

for investors.

But in this context, Vietnam has a low investor protection and firms remain with a weak
corporate governance. Vietnam follows the socialist oriented market economy, named
“equitization”. But State owned enterprises (SOESs) still has to preserve the State’s assets to
fulfill government’ aims. Therefore, this process is not “privatization”. The equitization of
SOEs is incomplete because the Vietnamese government still holds a large percentage (above

50%) of ownership in the listed SOEs in strategic industries or key sectors like electricity

2 hitps://www.imf.org/~/media/Websites/IMF/imported-flagship issues/external/pubs/ft/ar/2010/eng/pdf/_arl0engpdf.ashx
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production, telecommunications, mineral exploration, oil, gas and water supply (Vu, 2012).
As a result, supervision of the State ownership holder over the enterprise managers is
irregular, undisciplined, inefficient and weak because of the lack of a mechanism for
ensuring coordination between State authorities. Moreover, rights of foreign investors are not
clear and effectively implemented in the reality, which means owners are not treated equally
in joint ventures. For example, the conflict between article 10-the law on foreign investment
which posits that foreign owners will bear all risks and losses in percentage of their capital
share, and article 11- decree 24/2000/ND-CP, Joint Venture’ owners will bear all risk and
losses within capital amount that they contributed to the legal capital of the Joint Ventures. In
terms of board gender diversity, the role of gender diversity has also not been paid enough
attention in spite of some of policies support to women such as the National Gender Equality
Strategy for 2011-2020. These policies have not been implemented in practice. Moreover,

women on boards in Vietnam still meet many obstacles.

Vietnam has become an attractive investment destination with lots of opportunities and
perspectives, and is the country with the highest foreign direct investment (C. Wang &
Balasubramanyam, 2011). The efforts to monitor and protect shareholders in Vietnam market
through market regulations, legal framework and corporate governance are promulgated. One
of the rules is guidelines for disclosure of insider trading. Insiders in Vietnam are defined as
top executives, institutional investors and their family members and three specific rules apply
to them : (1) they must announce their trading on annual reports at least three days prior to the
actual trade executions ; (ii) their expected trading time frame does not exceed 30 trading
days, (ii1) insiders must report their trade results to State Securities Committee (SSC), stock
exchange (SE), their own company and relevant media (Circular No. 155/2015/TT-BTC). In
terms of insider trading on private information, Act 181 of Criminal Laws No. 37/2009/QH12
(Criminal Laws) issued in 2009 stipulates that the insiders who violate the Criminal Laws
may be prohibited from their current positions of the company from one to five years, be
required to give back abnormal profits from their trades, be liable for a fine of VND 100
million - VND 500 million (about $ 5,000 -$ 25,000) and a term of imprisonment from 6
months to 3 years (enhanced to 2 to 7 years if insider trading activities have severe
consequences). However, insiders still may impact market reactions and stock prices because
if their operations are not executed, they must announce their cancelations within 3 trading
days after the end of the requested period. Compared with UK and Hong Kong where insiders

only publish their trades within 3 and 5 trading days, respectively after their trade completion,
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investors on Vietnamese market may manipulate stock price by postponing disclosure

information.

Transparency, Vietnam may provide an excellent case study of the impact of corporate
governance (ownership structure, board gender diversity and trade of insiders) on earnings
management. Vietnam differs from other countries in respect of various institutional

characteristics as concentrated ownership, political system and policies as analyses above.

4.3 Linkage between earnings management, corporate governance and
insider trading: literature review and hypothesis development

4.3.1 Linkage between insider trading and earnings management

Insiders, who have superior information analysis ability and may take advanced
information to serve their interest, may impact financial market through their trading. In fact,
insider trading bases on firms’ accounting information to refect the market. It means that if
the market incorrectly interpreted the earnings as a value-relevant signal, insider may take
advanced accounting information to serve their interest. Basically, insiders trade on the basis
of both superior information and contrarian beliefs of future earnings of a firm (Piotroski &
Roulstone, 2004). The previous empirical studies emphasise that insiders get their interest
from managing the earnings. They have strong incentives and motivation to manipulate or
influence earnings for a number of reasons, such as blowing up the stock price before
seasoned equity offerings (Jo, Kim, & Park, 2007). (Aboody, Hughes, & Liu, 2005) argue that
pricing of the earnings quality and informed insiders are larger profits when trading shares
with greater exposure risk aspect. (Q. Cheng & Warfield, 2005) suggest that managers are
motivated to become involved in earnings management when they have high equity
incentives to increase the value of the shares and then sell. In addition, (Sawicki & Shrestha,
2008) reveal that insiders manage earnings downward when they buy stocks of their own
firms and manage earnings upward when they sell shares. (Chowdhury, Mollah, & Al
Farooque, 2018) find that the effect of insider trading on absolute value of discretionary

accruals is positive. The paper also follows previous studies to predict:

Hypothesis 1: Insider trading is positively associated with earnings management.
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4.3.2 Corporate governance and earnings management

The three features of corporate governance that we focus on, and which are specific in
Vietnam, may have an incidence on earnings management. These features are: the place of

women in firm’s govenance, State ownership and foreign ownership.

4.3.2.1 Board gender diversity and earnings management

One of the governance issues is the change in female positions in firms all over the
world caused by changes in other director characteristics and firm circumstances (Ferreira,
2015). Board gender diversity is said to lead to more ethics, less risk-taking, better monitoring
and thus to improve the quality of financial reports through mitigating earnings management
(Faccio et al., 2016). As a result, gender-diverse boards could lead to more earnings
management detection and added value for firms. Previous studies highlight that female
appointed on the boards improve the effectiveness of corporate governance (Adams, 2016;
Adams & Ferreira, 2009; Y. Liu, Wei, & Xie, 2014; Sila, Gonzalez, & Hagendorff, 2016). ).
Information is more published and transparent (Adams & Ferreira, 2009). (Srinidhi et al.,
2011) provided evidence that, as a tangible consequence of women on board, earnings quality
would be improved through a higher level of monitoring function of the board. Numerous
researchers state that board gender diversity mitigates earnings management (Arun,

Almahrog, & Aribi, 2015; Gull et al., 2018; S. Yu et al., 2010). Thus, we suggest that:

Hypothesis 2a - Earnings management is negatively associated with board gender

diversity

4.3.2.2 State ownership and earnings management

SOEs have a growing vital in the economic and social life not only in developed
countries but also in emerging countries. Concerning SOE in emerging countries, there may

be opposite views concerning the impact of State ownership on earnings management.

On one hand, The State is likely to report lower earnings quality for some reasons. First,
managers in SOEs who are politicians or ex-politicians than businessmen (C. A. Cheng et al.,
2015), must hide the expropriation of corporate resources for political purposes than for their
financial or positive firm’s results (Fan et al., 2007). Second, State owned enterprises are low
level of governance in management and monitoring leading to engage management autonomy
caused by an increase in earnings management activities (D. Choi et al., 2020). Furthermore,

the combined ownership in firms, where the state retains a percentage of shares and family or
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founder’s private firms also maintain their controlling, may have contrasting interests or
conflicting views leading to motivate data manipulation and remained the establishment for
earnings management (D. Choi et al., 2020; F. Guo & Ma, 2015). State ownership is positively
associated with earnings management when State is not a largest shareholder of the firms.
Because a firm can be held by several of parties as State asset management. Each parties has

their own interest that State owned firms may engage in management (F. Guo & Ma, 2015).

There are also opposite reasons that may mention the existence of a negative correlation
between State ownership and EM. First, agency problems give raise to conflicts between the
managers and shareholders about the way firms distribute their benefits (Fama & Jensen,
1983b). These problems do not develop in SOEs because the main aims of SOEs are generally
to behave according to the interests of their State rather than to maximize the wealth of their
shareholders. Second, agency theory also suggests that using debt affects managerial behaviors
(Jensen, 1986). Managers work for firm value rather than for their own interests because of the
external monitoring (banks) and debt covenants. Regarding this point, SOEs are always
provided additional funds or guaranteed by State support (Bhattacharya et al., 2003; Ding et al.,
2007; L. Wang & Yung, 2011). In other words, they have an easy access to capital from the
government. Therefore, managers have less financial pressure to engage in earnings
management. Third, another common agency problem is related to the remuneration of
manager. Managers are rewarded based on firm performance. With advantages of internal
information and a better understanding of “firm’s-health”, managers can opportunistically take
action, to reach good firm performance even, which may have a negative impact on owners.
Nevertheless, the compensation of managers in SOEs is uncommon because various social and
political goals limit the maximizing of their firm value (C. A. Cheng et al., 2015; Fan et al.,
2007).

Although (Ben-Nasr et al., 2015) found that State owner engages in discretionary
abnormal accruals by using 350 privatized firms from 45 countries, most of previous studies
about the relationship between earnings management and State ownership come from China.
And they mostly support a negative relationship between earnings management and State
ownership. First, by using 273 State and privately-owned Chinese companies listed in 2002,
(Ding et al,, 2007) establish a link between ownership structure and firms’ earnings
management practices through discretionary accruals: the results show that privately-owned
listed firms favor earnings boosting methods more than their State-owned counterpart.

Second, using 557 listed firms in China from 1998 to 2006, (L. Wang & Yung, 2011) also
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found the same result. Based on a sample of 1329 Chinese listed companies and 11,947
company years from 1998 to 2009, (Y. Wang & Campbell, 2012) demonstrate that a higher

degree of state ownership tends to deter earnings management.

Thus, based on the above-mentioned arguments and findings, we propose the following

hypothesis:

Hypothesis 3a: More state ownership mitigates earnings management.

4.3.2.3 Foreign ownership and earnings management

Foreign ownership has become more important in emerging markets, which may bring
some advantages in terms of accounting quality. First, the presence of foreign investors can
enhance the oversight function of internal governance mechanisms leading to better
monitoring (Aggarwal et al., 2011; Gilson & Milhaupt, 2005; W. Huang & Zhu, 2015; Paik &
Koh, 2014). Thus, the conflicts of interests may be reduced, the monitoring of the firms may
be enhanced, which should lead to better corporate reporting behaviors and better earnings
quality. Second, foreign investors may improve corporate governance, leading to prevent
managers from taking advantage of corporate information asymmetry to serve their own
interests. In other words, foreign investors may be more effective in deterring managerial

opportunism (R. Chung et al., 2004; J. Guo et al., 2015; W. Huang & Zhu, 2015).

Foreign investors affect earnings management in two opposite signs. On one hand, with
higher foreign ownership, managers are more likely to manage earnings to meet market
expectations because they try to satisfy their foreign investors who, in turn focus, on current

profits to boost stock prices (Paik & Koh, 2014).

Previous studies bring different conclusions in different contexts. For instance (H. J.
Kim & Yoon, 2008a; Mazumder, 2016) document that the level of accruals, which is a
measure of earnings management, decreases with foreign equity ownership, whereas there is
no statistically significant impact of foreign ownership on earnings manipulation (Lai & Tam,
2017). Related to REM, scholars also state that foreign owned firms, especially for firms with
a high and stable foreign proportion in the capital structure, engage in less real earnings
management (F. Guo & Ma, 2015; Shayan-Nia et al., 2017). Specifically, they are able to
constrain upwards real earnings management related to discretionary expenditure but not the
operating cycle (Shayan-Nia et al., 2017). And according to (J. Guo et al., 2015), Japanese
firms with foreign ownership curb earnings manipulations related to operating activities. On

the other hand, (S. H. Kim et al., 2020) mention that managers in firms with more foreign
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investors are more likely to manage earnings in both AEM and REM, caused by information
asymmetry between domestic and foreign investors. It means that foreign investors face
difficulties to access the firm’s operational information, leading to information gap to insiders

(managers and domestic shareholders) to manage earnings opportunistically.

Based on the aforementioned arguments and prediction of agency theory, the hypothesis

is formulated as follows:

Hypothesis 4a: More foreign ownership mitigates earnings management

4.3.3 The mediating role of insider trading between board gender diversity,
ownership structure and earnings management

4.3.3.1 Board gender diversity and insider trading

Previous studies highlight that females appointed on the boards imrpove the
effectiveness of corporate governance (Adams, 2016; Adams & Ferreira, 2009; Y. Liu et al.,
2014; Sila et al., 2016). Gender diversity, which is supposed to bringbetter monitoring, more
risk aversion and more ethics, may constrain insider trading. Hence, (Adams & Ferreira,
2009) suggest that in firms with women on boards, the information is more published and
transparent. Moreover, having women on boards reduces asymmetric information : male
directors could not take advanced information to serve their interests when female directors
are on the board (Abad, Lucas-Pérez, Minguez-Vera, & Yagiie, 2017). Next, women on
boards are more ethical than male whereas illegal or legal insider trading may be seen as
unethical. (Scarlat, Shields, & Clacher, 2015) find that insider trading profits decline
following switches from male to female CEOs and they argue that female executives change

the corporate culture and encourage more ethical decisions related to insider trading.

In summary, the more women sitting on the boards, the “better” is the boardroom’s
behavior, the more transparent is company information, the more limited is the opportunistic

behaviors of males.

Thus, we formulate the hypothesis related to the influence of a gender-diverse boards on
insider trading as follows: [Insider trading is negatively associated with board gender

diversity (Hypothesis 2b-H>p).

And hence, combined with H2a : Insider trading is a mediator in the association

between board gender diversity and EM (Hypothesis 2c-H,.)
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4.3.3.2 State ownership and insider trading

Some scholars find that State ownership is positively related to insider trading because
of information asymmetry (R. Chen, El Ghoul, Guedhami, & Wang, 2017; J. J. Choi, Sami, &
Zhou, 2010). In fact, there are informational consequences of particular State policies as
privatization, IPO (initial public offering) or unfolded new investment policies which are
related to strategic and plan of Goverment. This lack of transparency increases the level of
information asymmetry in the market, which leads to an increase in the cost of capital for
uninformed traders. Thus, there is aspecific information asymmetry in SOE, which results in
insider trading. Although some Vietnamese listed firms have been transferred from State-
owned to private-owned step by step, the government still has a significant ownership. The
main aim of Vietnamese SOE is the maximization of public welfare. Therefore, the
government tries to enhance general transparency information for all interested people,
leading to an agency costs reduction (Hope, Thomas, & Vyas, 2009). And this may lead to a
decrease in insider trading sincethere is less information asymmetry in SOE in Vietnam
because of an increase in information transparency. As a result, the paper also predicts that

insider trading is negatively related to State ownership (Hypothesis 3b-H3p)
And hence:

Insider trading is a mediator in the association between State ownership and EM

(Hypothesis 3c-Hj.)

4.3.3.3 Foreign ownership and insider trading

It is commonly thought that foreign investors have an information disadvantage about a
local firm compared with domestic investors (Choe, Kho, & Stulz, 2005). If so, foreign
investors could be associated with a firm with low information asymmetry (L. Jiang & Kim,
2004). In this case, an increase in foreign ownership leads to an increased demand and
pressure for increased disclosure by local firms, resulting in higher value relevance of
accounting information (Sami & Zhou, 2004). This should lead to a strengthening shareholder

activism and board representation (Abad et al., 2017).

Increased information transparencycan improve market liquidity and reduce information
asymmetry in the market, which, in returns, means lower insider trading because managers
don’t need to trade based on private information (insider information). As a result, insider

trading is negatively associated with foreign investors (Hypothesis 4b-(H))
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And hence, combined with H4a : Insider trading is a mediator in the association

between foreign ownership and EM (Hypothesis 4c-(Hy.))

Figure 1 and table 1 below give a synthesis of the hypotheses and show the framework

of the mediation analysis

Dashed line: Hye / Hac/H 4

Corporate
Direct effect

Figure 1: Synthesis of

Corporate
H2a / H 3a / H4a

Total erfrect >

the model

Table 1: Synthesis of the hypotheses

Effect of IIT on EM

H; —Insider trading is positively associated with earnings management.

Effect of CG on EM
H2a - Earnings management is negatively associated with board gender diversity
H3a - Earnings management is negatively associated with State ownership

H4a - Earnings management is negatively associated with foreign ownership

Effect of CG on IIT
H2b - Insider trading is negatively associated with board gender diversity
H3b - Insider trading is negatively associated with State ownership

H4b - Insider trading is negatively associated with foreign ownership

Mediator effect of IIT on EM
H2c - Insider trading is a mediator in the association between board gender diversity and EM

H3c - Insider trading is a mediator in the association between State ownership and EM

H4c - Insider trading is a mediator in the association between foreign ownership and EM
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4.4 Variable measurement and research design

In this section, the paper presents the collected data, the measuring of dependent and

control variables as well as the research model.

4.4.1 Data and sample selection

The sampling frame in this study is listed firms in Vietnam. The sample consists of all
Vietnamese firms listed on both the Ho Chi Minh Stock Exchange (HOSE) and the Hanoi
Stock Exchange (HNX), apart from banks and other financial industries. Banks and financial
institutions are excluded because their financial statements are prepared in a different
regulatory environment, and the information reported on those financial statements also
follows a different format. The financial statement data items were collected from StoxPlus
company (stoxplus.com), which is the main company providing data in Vietnam from 2008 to
2017. HOSE began operations in 2000 and HNX in 2005 with the negotiation method in the
beginning. Until the end of the year 2005 (2/11/2015), HNX applied continuous order
matching method in parallel with the negotiation method. However, the number of listed
firms in 2006, 2007 is quite small and data is not available to collect and test hypotheses
correctly. Thus, 2008 is set as the starting year of the study.

Industry classifications in Vietnam are based on the industry classifications benchmark
(ICB), excluding bank firms. Only industries with more than 15 industry-years, REM

measures are kept.

4.4.1.1 Measures for dependent variable: earnings management

AEM and REM are applied to measure EM. Basically, both AEM and REM may be
used by firms to reach financial targets or to avoid earnings decreases/losses. However, the
use of AEM may be limited since firms are restricted by the auditors’ and regulators’ scrutiny
in accordance with regulations. As a result, although it is more costly than AEM (Daniel A
Cohen et al., 2008b), REM can be chosen by managers trying to meet a firm’s targets,
because (i) it is not limited by regulations compared to AEM, (ii) it is harder for an outsider to
observe (Schipper, 1989), and (ii1) it is not judged to be in violation of securities law. A study
of (Zang, 2012) suggested that AEM and REM can substitute for each other based on their
relative costs, suggesting that if REM is less expensive than AEM, more REM will be

applied, and vice versa. In particular, some previous studies have stated that State-owned
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enterprises are less engaged in AEM because they prefer to use REM (Aharony et al., 2000;
Jian & Wong, 2010). This is a reason why we use both AEM and REM in this study. More
precisely and following precedent studies, we use their absolute value. Indeed, their absolute
values allow to capture the level of earnings management, whether upward or downward: for

all of them, thus, the greater the measure and the greater is the earning management™.

4.4.1.1.1 Accrual-based earnings management

AEM refers to the considerable discretion that managers have to influence reported net
income through discretionary accruals. Discretionary accruals are the accruals over which
managers can exercise some control. Based on the existing literature, this research uses the
magnitude of discretionary (abnormal) accruals to measure EM The main arguments have
been put forward for this measure to apply in the Vietnamese context. The system of accounting
of Vietnamese listed firms has been traditionally tax oriented. Thus, Vietnamese authorities
have fixed almost all accounting choices that may affect accounting results, such as the
depreciation method for fixed assets or the life span used to calculate this depreciation in each
specific industry. This has long made it difficult for Vietnamese firms to adjust their earnings
via non-cash accruals. But this has changed over the last decade because Vietnamese listed
firms have been required since the beginning of 2006 to make provisions for various potential
losses (No. 15/2006/QD-BTC). This has brought the Vietnamese accounting language closer to
international standards, while also offering Vietnamese firms the opportunity to manage their
earnings via more discretionary accruals. Therefore, for the 2008-2017 period, using
discretionary accruals for EM is relevant because this conservatism principle is applied in
Vietnam.To measure AEM, this study develops two models. First, this is consistent with
previous studies according to which the modified Jones model provides the most powerful
test in detecting earnings management and it is suitable in emerging markets and Vietnam
particularly (B. Lin et al., 2012a; Q. Liu & Lu, 2007; Phuong, 2017). Second, we employ the
performance adjusted model of Kothari (Frankel et al., 2002; Kothari et al., 2005). Because
the modified Jones model is a simple model of accruals using change in revenues and fixed
assets, it cannot be fully descriptive. So, different authors have suggested controlling for
various factors to improve the model (McNichols & Stubben, 2018). Kothari et al. (2005)
added ROA to mitigate the problematic heteroscedasticity and mis-specified issues that exist

in other aggregate accruals models.

%2 In terms of nominal values, a smaller REMDIS or REMCFO indicates a higher upward REM. For all others, it
is a higher measure that indicates a higher REM.
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So, the AEM 1is measured as discretionary accrual using a cross-sectional version of the
modified Jones model as follows. First, total accruals of a firm are divided into a discretionary
part and a non-discretionary part and are defined as the difference between net income before

extraordinary items (NI) and cash flow from operating activities (OCF):
TAi; = Netincome;, - OCFj,

The next step is to determine the coefficients that are used to estimate the firm-specific
normal accruals. This results in a modified Jones model, as shown in Equation (1):

TAi’t 1 AsaleSijt PPEi’t
= a ( ) + B ( ) + B2 ( ) tei(l)

Assets .1 Assets; .1 Assets; .1 Assets; .1
The coefficients that are estimated with Equation (1) are used to determine the normal
accruals (NA). The following model is used:

1 ASales; -AARit PPE;;
NA;, = a ( ) T B« ) + B2 ( ) (@)

Assets; .| Assets; .1 Assets; .|

where:

- TA|;1s total accruals for firm I at time t

- NA; is normal accruals for firm i at time t

- AARj¢ is the change in accounts receivable from the preceding year,
- Assets,,, ; 1s total assets for year -/ and firm i,

- ASaleit 1s the change in sales for firm 1 from year t-1 to year t

- PPEjt is the gross value of property, plant, and equipment in year .

- & 1s the residual of firm 1 at time t.

While computing the normal accruals, reported revenues of the sample firms are
adjusted from the change in accounts receivable to capture any potential accounting discretion

arising from credit sales, which relates to non-discretionary accruals (Cohen et al., 2008).

Following the prior literature (Dechow et al., 1995), discretionary accruals are estimated

as the absolute value of the difference between total accruals and normal accruals:
TA;;
DA = ¢ ) - NAl (3

Assets (.|

All variables are scaled by prior year total assets to control for heteroscedasticity.
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The Kothari model is based on the modified Jones model plus ROA;, which is return

on assets at the end of year t-1.

Following previous studies, we employ the absolute value of discretionary accruals as

EM.

4.4.1.1.2 Real activities manipulation

Different models may be applied to measure REM. Previous studies on Chinese firms
have stated that REM measured by Roychowdhury (2006) may not be effective in an
emerging context (C. A. Cheng et al., 2015). Thus, we use the model developed by (Gunny,
2010), because the estimation incorporates market valuation (Greiner et al., 2017). By
including market value, the resulting REM in the Gunny model excludes information that has

already been incorporated by the market. We use three different measures for REM™.
. Abnormal level of reduction of discretionary expenses (REMDIS)

The first type of real earnings management methods is the reduction of discretionary
expenses (DIS) such as advertising expenses, research and development expenses (R&D) and
selling, general and administrative expenses (SG&A) as the most preferred method for

overstating earnings.

The formula of DIS below consists of advertising expenses and both R&D and SG&A,
if SG&A is available; the formula still exists when advertising expenses and R&D are
missing, set 0. Because some firms may be engaged in innovative activities without reporting

R&D expenses (Koh & Reeb, 2015) or missing data, these situations will not be captured in

tests.
DISi,t 1 . InterFt ASi,t ASi,t
T B (G + BaMViet BsTobinQic+ By (G700 Bs () + Be (G * DD) +eie(D)
where:

- discretionary expenses (DIS) is the sum of advertising expenses (AD); R&D
expenses; and selling, general, and administrative expenses (SG&A).
- natural log of market value (MV) proxies for firm size;

- Tobin’s Q measures the marginal benefit to cost for each unit of new investment;

23 According to (Katherine A. Gunny, 2010), the timing of the sale of fixed assets to report gains is also one of the types of REM since it is
used as a way to manage earnings by the difference betwwen net book value and the current market value. However, our study does not take
into account the timing of the sale of fixed assets for several reasons: previous studies have shown that REM is used in Vietnam through
lenient credit terms and discount policies rather than using the timing sale of fixed assets in order to improve revenue and decrease cost
(Loan & Thao); and due to data availability, we do not study the timing sale of fixed assets to date.
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- internal funds (InterF) controls for the funds available for investment that are
generated from the firm;

- and change in sales (ASt/At-1) controls for the impact of trends in sales on
discretionary expenses.

Considering the “sticky” cost behaviour, Katherine A. Gunny (2010) interacted change
in sales (ASt) with an indicator variable (DD) that is equal to one when total sales decrease
from the prior year (between t-1 and t), and zero if not. As a result, the impact of positive ASt
on normal levels of discretionary expenses is not constrained by this model to be the same as
that of negative ASt.

The abnormal discretionary expense (REMDIS) is the absolute value of the residuals of
the model (I).

. Abnormal level of production costs (REMPROD)

The second measure detects abnormal production cost (PROD). Managers of
manufacturing firms can manage earnings upward by producing more goods than necessary.
With higher levels of production, firms can spread fixed overhead costs over a larger number
of units, thereby lowering fixed costs per unit. Thus, overproduction results in a lower cost of

goods sold (COGS) and better operating margins.

PRODit Sit ASit ASi,t—1
Ait—1 + B (A t— 1)+ B2MVie+ B3TobinQie +Ba (7; 17" Bs (Alt DT B6(A1,t—1 )+ Eit
(ID
where:

- PROD is the sum of cost of goods sold (COGS) and change in inventory,
- (ASi,t/Ai,t-1) is the change in sales, and
- (ASit-1/A1,t-1) is lagged change in sales.

The abnormal production cost (REMPROD) is the absolute value of the residuals of the
model (II).

. Abnormal level of cash-flows from operations (REMCFO)

The third measure detects manipulation of sales through lenient credit terms. This

model identifies the offering of lenient credit with negative abnormal cash flows from

operations (CFO).
CFOi,t A
ATroT OB G BMViet BiTobinQu Ba (o )+ Bs (e €5 (1)
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Where: CFO is net cash flow from the operations of firm i for year t.
The abnormal cash-flow (REMCFO) is the absolute value of the residual of the model (III).

In our study, we use the absolute values of the residual to analyze the magnitude of
accrual based earnings management (AEM) and real activities manipulation (REM). The
reasons to explain why we use the absolute values for some following reasons: (i) using
both signed or unsigned earnings management, whether income upward or downward
result in concealing true firm performance (J.-B. Kim & Sohn, 2013). (ii)) AEM, REM can
be performed to temporarily in an unexpected direction if manager s’ intention is intend to
smooth earnings along different periods(Badertscher et al., 2009; B. Francis et al., 2016;
H. Jiang et al., 2018). For example, managers can increase production level by increasing
ending inventory level or offering deep discounts leading to a higher current demand from
customers to temporality decrease earnings. Or they may also invest more in R&D, or
advertising, leading to exhibit unusually lower discretionary expenditures. These activities
are income decreasing in the current year but income increasing in the future when the
benefits from those increased investment are realized. (iii) In particular, real activities
manipulation may also automatically reverse in future from an economic perspective.
Firms can make up by spending more on R&D for one period. However, managers cannot
remain for a long period, they have to cut down in another period. Similarly, firms’
overproduction in one period will become equal by a decrease in production in another
period, because in a long term the total production quantity is balanced out to the total
number of units that are actually sold (L. Li, 2012). (iv) (J.-B. Kim & Sohn, 2013) also
show that the main thrust of results do not change whether the absolute value of AEM and
REM are used. The larger absolute values of residuals show the greater of earnings

management.

4.4.1.2 Measuring independent variables, mediator and control variables
4.4.1.2.1 Independent variables

The State and foreign ownership are measured as the number of shareholdings by State
/Foreign to total shares, whereas percentage women on boards is measured by the number of

women board members to the number of all board members.

4.4.1.2.2 Insider trading as a mediator variable

There are many methods to measure insider trading as net sales (Kraft, Lee, &
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Lopatta, 2014), net purchase ratio (NPR) (Khan, Baker, Chaudhry, & Maheshwari, 2005).
However, these measurements do not reflect insider trading exactly if buying and selling
are equal. Thus, the paper uses the number of shares traded by insiders to measure insider

trading.

(Number of stocks sold+number of stocks purchased)
[T=

Total shares outstanding of firm

4.4.1.2.3 Measures for control variables

- Board independence (Dbdipen). boards with independent CEO curb corporate
misconduct and make different decisions because those are outsiders and independent from
the firm. Therefore, they do not impact their wealth if they give ideals and take the risk of
challenging assumptions about what is good for the firm. Furthermore, they also do not
support actions that would reduce shareholders’ wealth.

Regarding EM, (Beasley, 1996; Fama & Jensen, 1983b; Klein, 2002; Xie et al., 2003)
found a negative relationship between the percentage of independent directors on the board
and EM. Similarly, for US companies, (Klein, 2002) showed the existence of a negative
relationship between the independent board and EM. Conversely, another previous study also
found no relation between them (Park & Shin, 2004).

In term of insider trading, by using board independence as a feature of corporate
governance, (Dai, Fu, Kang, & Lee, 2016) state that the board independence is likely to be
crucial for corporate governance to be effective in controlling and monitoring insiders'
incentives, who engaged in opportunistic insider trading.

It is measured by the proportion of non-executive members on the board of directors.

- CEO duality (CEO_D). Some previous studies of the relationship between CEO
duality and EM have exhibited mixed results. (Gull et al., 2018) found that CEO duality
positively affects EM. In a meta analysis (seven studies), (Garcia-Meca & Sanchez-Ballesta,
2009) could find no evidence of any correlation between CEO duality and EM.

Related to insider trading, (Tang, Chen, & Chang, 2013) show that a CEO duality
engages more private information trading.

CEO is measured by a dummy variable coded 1 if the CEO is chairman of the board,
and otherwise 0.

- Big-4/5/6 auditors (AUDIT): they are better to detect earnings management

because of their supposed deep knowledge, competence and act to curb earnings
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management to protect their reputation. Moreover, they have more motivation to maintain
greater audit quality because they usually have a larger client and are globally known
brand names (Becker et al., 1998; Chi et al., 2011; Daniel A. Cohen & Zarowin, 2010; J.
R. Francis et al., 1999; Watts & Zimmerman, 1986). The involvement of a Big-4 auditor
is measured by a dummy variable.

- Firm size (Firmsize). TThere are a lot of previous studies on the relationship between
firm size and EMs. On the one hand, larger firms may have less. They are more likely to
design and maintain a well-developed governance framework in order to control internal
system effectively in comparison to smaller ones, and to reduce the likelihood of
manipulating earnings by management (Beasley et al., 2000). And they should receive better
audit services from established audit firms due to larger operating budgets, which in turn
could help prevent earnings misrepresentations (Becker et al., 1998; J. R. Francis et al., 1999).
Moreover, the stricter disclosure requirements placed by regulators on larger firms reduce
information asymmetry and may discourage such firms from engaging in EM activity (Lee &
Choi, 2002). Finally, larger firms are more likely to be under closer scrutiny by outsiders than
smaller firms, which can potentially reduce managers’ opportunity to exercise their
accounting discretion (Koh, 2003).

On the other hand, firm size may have a positive impact on EM due to the following
reasons. First, large firms are controlled by investors leading to adopt aggressive
accounting policies and earnings management particularly (Richardson, 2000). Second,
although large firms may have stronger internal control system, they also have a stronger
management power, which may be used to override the internal control systems to
manipulate earnings. Third, larger firms are more likely to exploit latitude in accounting
discretion to reduce political attention by reducing reported earnings (Watts &
Zimmerman, 1986, 1990).

Related to insider trading, (K. H. Chung & Charoenwong, 1998) mentioned that larger
firms are less engaged in insider trading.

Firm size is computed as the log of the firm’s total assets.

- Leverage (Finlever). it plays an important role in monitoring discretionary activities of
managers (Jensen & Meckling, 1976). Companies that select short-maturity debts are
probably less involved in EM by reducing agency costs (Alzoubi, 2018). Moreover, firms
with high levels of debt may constrain the discretionary accruals manipulation because they
undergo better monitoring through third parties such as creditors and bankers. Most of the

scholars working in this area have shown that debt is significantly negatively related to EM
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(Becker et al., 1998; DeAngelo et al., 1994). However, (DeFond & Jiambalvo, 1994; Lazzem
& Jilani, 2017) highlighted that leverage is positively associated with EM because of the
existence of covenants in the firm’s debt contracts. In addition, (Watts & Zimmerman, 1986)
suggested that the managers of highly leveraged firms are likely to manage earnings to
improve the firm’s negotiating power in order to get funds at satisfactory conditions.

In term of insider trading, (Dai et al., 2016) found that insider trading is negatively
associated with leverage. It means that firms using more leverage are minimizing gains of
insiders.

Financial leverage is estimated as total liabilities divided by total assets.

- ROA (ROA): in order to measure financial performance, ROA is chosen as a proxy
and appears as a control variable in the regression model. (Barua et al., 2010; Dechow &
Dichev, 2002) documented a negative association between ROA and discretionary accruals in
line with Watts and Zimmerman (1990), who showed that firms with higher financial
performance tend to manage earnings downwards because of a desire to avoid tax or to limit
political cost.

(Piotroski & Roulstone, 2005) suggest that insider trades are positively associated with ROA

ROA is calculated as net profit over total assets of the firm.

- Firm growth (SalesG and B/MRatio). Sales growth and book-to-market value are
included to control for firm growth. Firms with good growth opportunities need to raise
external funds to expand (Lemma et al., 2013), and such firms have incentives to improve
earnings quality to benefit from a lower cost of capital (Gaio, 2010) and to present a good
picture of their future potential. In the same vein, Shen and Chih (2007) remarked that growth
firms, which need external financing, may find it optimal to improve their earnings quality
through EM, though they may find it harder to fool the market by manipulating earnings
when they come under scrutiny. Sales growth is calculated as the change in sales between the
previous year and the current year, whereas book-to-market value is the ratio of book value to
market value of equity.

(Piotroski & Roulstone, 2005) also stated that insider trades are positively associated

with B/MRatio.
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Table 2: Variables definition

Variable Definition Measure
Dependent variables
AEM mjm Discretionary accruals using Jones | Absolute value of residuals estimated using
modified model (1995) Jones modified model
AEMkotha Discretionary  accruals  using | Absolute value of residuals estimated using
Kothari et al. (2005) Kothari et al.(2005)
REMDIS The abnormal discretionary | Absolute value of residuals from Gunny (2010)
expense model
REMPROD | The abnormal production cost Absolute value of residuals from Gunny (2010)
model
REMCFO The abnormal cash flow from | Absolute value of residuals from Gunny (2010)
operations model
Independent variables
dFOB Percentage women on boards Number of women board members to the
number of all board members™*
Sown The percentage of shareholding | Number of shares owned by State divided by
owned by State total shares
Fown The percentage of shareholding | Number of shares by foreign investors divided

owned by foreign investors

by total shares

Mediator variable

1T

Insider trading

the firm’s total shares sold and purchased by the
firm’s directors and boards
members divided by the number of shares
outstanding at the end of fiscal year t

executives,

Control variables

CEO D CEO duality Dummy variable coded 1 if CEO is chairman
of the board, otherwise 0

AUDIT Audit by big four auditor Dummy variable that equals 1 if the firm is
audited by a Big4, otherwise 0.

B/MRatio book to market value Ratio of book value to market value of equity.

Firmsize Firm size Natural logarithm of the total assets

Finlever Financial leverage Total liabilities divided by total assets

Dbdipen Board independence The proportion of non-executive members in
board of directors (independent directors/total
directors)

SalesG Sale growth Change in sales from year t-1 to year t

ROA Return on assets Net income in year t divided by total assets in

year end t-1

2% Other variables for gender diversity have been taken into account and will be discussed in the
presentation of the results.
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In this paper, we have three independent variables (women on boards, State ownership,
foreign ownership). One important thing is that the control variables are lagged one year
relative to the dependent variable, except for dummy variables that are less affected by time
series, such as CEO_D. This lag is employed to show the effect of changes on the governance

structure on earnings management and insider trading.

4.4.2 Research model

In order to measure to what extent insider trading mediates the effect of women on
boards, State ownership and foreign ownership on earnings management, the paper employs
mediation analysis. As can be seen on Figure 1, insider trading and earnings management are
consequent variables whereas independent variables (women on boards, State ownership,
foreign ownership) are antecedent variables. Independent variables causally impact earnings
management and insider trading. There are two distinct pathways by which women on boards,
State ownership and foreign ownership influence earnings management. One pathway is a
direct effect, the independent variables impacting earnings management without passing
through insider trading. The other pathway goes from the independent variables to EM
through insider trading. In other words, EM is then impacted by independent variables, which
influence insider trading, that, in turn, influences EM. To check hypotheses about mediation,

the paper applies (Hayes, 2017) written in Stata.

The equations to test the impact of women on boards, State ownership and foreign
ownership on earnings management, with a direct effect and an indirect effect (through
insider trading) are as follows:

1IT= a+ 8,dFOB+ 8,Sown + 83;Fown + 8,CEO_D + 85 lagAUDIT + 8slagBMRatio +
8lagfirmsize + + BslagFinlever + B9lagdbdipen + 8y lagSaleG + 8;; lagROA +&y,
AEM/REM= a + 8IIT + \ ;|dFOB+ A ;Sown + A ;Fown + N ,CEO D + A5 lagAUDIT + A dlagBMRatio
+ N lagfirmsize + A glagFinlever + N glagdbdipen + \ ;9 lagSaleG + \ ;; lagROA +€y,
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4.5 Empirical results
45.1 Descriptive statistics

Table 3a: Descriptive statistics for full sample

Variable Obs Mean Std.Dev. Min Max
AEMmjm 5,059 | .111 121 0 .92
AEMkotha 5,059 | .107 117 0 .827
REMCFO 5,059 | .116 12 0 723
REMPROD 5,064 | .134 132 0 1.983
REMDIS 4,553 | .067 064 0 416
1T 2,081 |.069 147 0 2.788
Sown 4,821 | .242 243 0 967
Fown 4,821 |.092 13 0 .65
dFOB 4,597 | .194 164 0 .8
CEODUAL 4,641 | .324 468 0 1
AUDIT 4,079 | .205 404 0 1
BMRatio 3,659 | -16.003 9.924 -43.113 7.185
firmsize 4,493 | 41.467 8.983 21.69 52.999
Finlever 4,493 | .499 222 .002 971
dbdipen 4,016 |.683 264 0 1
SaleG 3,861 | .281 4.423 -1 244.456
ROA 4,493 | .058 .083 -.996 784
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Table 3b-Correlation matrix among variables

AEM AEM . . . .
mim totha IIT Sown Fown dFOB CEO D | AUDIT | BMRatio | firmsize | Finlever dbdipen | SaleG | ROA

AEMmjm 1

AEMkotha | 0.966 |1

T 0.028 0.034 1

Sown -0.0957" | -0.107 [ -0.1397" | 1

Fown -0.0637 | -0.066 |-0.154"" | -0.1337" [ 1

dFOB 0.035 0.044 0.0937 | -0.082" [ 0.037 1

CEO D -0.014 |-0.0083 |[-0.019 |-0.164" |-0.036 |0.08 1

AUDIT -0.0947" | -0.095" | -0.1027" | 0.019 0368 |-0.167 |-0.1217 |1

BMRatio 0.087" 0.079" 0.127 | -0.064" |-0.016 0.082" -0.017 -0.04 1

firmsize -0.092" | -0.083" |-0.1127" | 0.044 0.022 -0.09 0.022 0.036 09547 |1

Finlever -0.032 -0.016 -0.027 0.086" -0.2077 | -0.155" | -0.026 0.028 -0.021 0.016 1

dbdipen -0.058" | -0.056" [0.0727 |-0.02 20.000 [0.1727 02197 |-0.2047" [ -0.028 0.022 -0.1917 |1

SaleG 0.16 [0.156 |0.031 -0.036 0.002 0.05 0.03 -0.012 0.06" -0.058" | -0.037 0.031 1

ROA -0.002 -0.03 -0.09377 [ 0.1147 [0.2237 ]0.043 0.019 0.056" | -0.044 0.046 -0.333" [ 0.03 0.06° |1

"p<0.1," p<0.05 " p<0.0l1
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Table 3c-Correlation matrix among variables

REMCFO |REMPROD |REMDIS |IIT Sown Fown dFOB |CEO D |AUDIT |BMRatio |firmsize |Finlever |dbdipen |SaleG |ROA
REMCFO |1
REMPROD [0.224 |1
REMDIS  [-0.006 0327 1
T -0.001 0.081" 0.021 1
Sown -0.05 0.004 0.077"  [-0.1297 |1
Fown -0.057 0.098"" 02047 [-0.1717[-0.127 |1
dFOB 0.042 0.03 0.05 0.1047" [-0.065" [0.02 1
CEO D 0.024 0.035 -0.065° [-0.014 [-0.1647 [-0.041 [0.09" |1
AUDIT -0.08" 0.056 0.083"  [-0.11477[-0.001 [0.398" [-0.17377[-0.106" |1
BMRatio  [0.055 0.003 -0.018  [0.1017" [-0.045 [-0.032 [0.085" [-0.005 [-0.0314 |1
firmsize -0.055 -0.006 0.008 0.10577[0.045 [0.031 [-0.097"[0.006 [0.0344 [-0.988" |1
Finlever -0.021 -0.041 0.18177 [-0.03  [0.076" [-0.191 [-0.151" [-0.025 [-0.004 [-0.003  [0.002 |1
dbdipen -0.034 0.038 0.046 0.092" [-0.022 [0.014 [0.196" [0.227" [-0.19877[-0.013  [0.014 [-0.1907 |1
SaleG 0116 0263 0.028 0.033 [-0.037 [0.002 [0.052 [0.031 [-0.0116 [0.063" [-0.06  [-0.039 [0.033 |1
ROA 0.0697 [0.1517 0.1997 [-0.082" [0.1187 [0.2007" [0.022 [0.011 [0.057 [-0.041 [0.046 [-0.3297 [0.048 [0.062" |1
" p < 0.1, " p < 0.05, p < 0.01
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The sample consists of an unbalanced panel of stocks listed in the HSX or the HNX
over the period 2008-2017. The financial data are from Stoxplus. The descriptive statistics of
all variables are reported in table 3a. The percentage of shares trade by insiders in this sample
had an average of 6.9%. The average percentage shares owned by State was 24.2%, whereas
the average percentage shares owned by foreign investors was only 9.2% in the Vietnamese

context. The average ratio of female boards members was 19.4%.

The AEM measured by modified jones model and Kothari model has a mean value of
nearly 0.11, whereas REMPROD, REMCFO and REMDIS are 0.134, 0.116 and 0.067,

respectively.

The mediating role of insider trading in the relation between corporate governance and
earnings management required that both corporate governance and insider trading were
related to earnings management, and that corporate governance and insider trading were
interrelated. In order to control this, we performed correlations between corporate

governance, IIT, EM and control variables are reported in Table 3b,c.

The correlation coefficients between State ownership, foreign ownership, AEMmjm and
AEMkotha are all significantly negative (at the level of 1% for Sown, 5% only for Fown).
They support the hypothesis that firms with higher State and foreign ownership curb AEM.
Concerning State ownership, the coefficient with REMDIS is significantly positive (10%), the
other are insignificant. It means that firms with more State ownership are more likely to
engage in EM through REMDIS. In terms of foreign ownership, the correlation and
coefficients with REMPROD and REMDIS are highly (1%) significantly positive : more
foreign ownership is associated with more EM when it is measured by REMPROD and
REMDIS. For its part, the percentage of women on boards (dFOB) is positively related with
the five measures of EM, but none of those correlations proves to be significant (event at the

10% level).

In terms of correlation between EM and insider trading (IIT), the only significant
correlation is between IIT and REMPROD and is positive (10%). It means that lower insider
trading is associated with lower REMPROD.

There are statistically significant correlations between the dependent variables of EM
and several control variables: AEM is significantly, negatively correlated with big4, firm size,
and board dependence, whereas it is significant positively correlated with BM ratio and sale

growth. In terms of REM, only ROA has positive, significant relation for all three measures.
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REMCFO, REMPROD and REMDIS are strongly significantly positively correlated with sale
growth. And REMCFO is also negatively correlated to CEO_D, Bigd and REMDIS to

financial leverage.

There is no excessively high problem of multicollinearity between the independent variables

because most of the correlation coefficients magnitudes are below 0.8 (Gujarati, 2009).

4.5.2 Regression results

The mediation analysis with insider trading as a mediator variable has been done with
five different measures of EM (two for AEM, three for REM) and for three features of

corporate governance : gender diversity of the boards, State ownership and foreign ownership.

Concerning the association between Insider Trading and earnings management, our
results show a significant association, which is positive as expected, only if EM is measured

through REMDIS. All the other ones are non significant.

Concerning the association between the three corporate governance dimensions and
earnings management, our results show that dFOB has no influence on EM, whatever the
measure used. But State ownership and foreign ownership are both significantly associated
with most of our EM measures. They are highly negatively associated with our two measures
of AEM. They play in a contrasting way for our three measures of REM: both Sown and
Fown are negatively associated with REMCFO and highly (both at 1%) positively associated
with REMDIS, only Fown been also positively associated with REMPROD.

The results of regressions show that Insider Trading is significantly associated with our
three corporate governance dimensions: it is positively associated with gender diversity (5%
significant association with dFOB), and highly negatively associated with our both ownership

dimensions (State Ownership and foreign ownership).

Finally, our results show that the mediating effect of Insider Trading on this relation is
significant only when earnings management is measured by REMDIS : for the four other
measures, and though a significant effect of IT on corporate governance dimensions and the
relative association between those corporate governance dimensions on EM, this potential

indirect effect is not significant.

As this mediating effect is the focus of this paper and since the only significant results
are shown when computing discretionary expenses (REMDIS) as a measure of EM, only the

corresponding results are presented in the main text (showing in Tables 4, 5 and 6 the direct,
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indirect and total path between our three features of corporate governance REMDIS). The
results with the four other EM measures are presented in Appendix (and their associations

with DFOB in Tables 7 to 10, with Sown in Tables 11 to 14, with Fown in Tables 15 to 18).

4.5.2.1 Women on boards, insider trading and earnings management

Hoa =A+p*6=.013

Figure 2: The framework of women on boards and REMDIS, IT as a mediator.

Table 4: Direct effects, indirect effects and total effect of women on boards (dFOB) and
abnormal discretionary expenses (REMDIS) through insider trading

Effects Path B Std Error | Z P Normal-based
value | value 95% conf. intervals
Direct effect dFOB >REMDIS 0111 .0127 .87 382 -.0138 .036
Indirect effect | dFOB ->IIT 0641 ** 028 225 | 024 .0083 a2
IIT->REMDIS 0305** 0132 2.32 .02 0047 056
Indirect via IIT .00196 .00127 1.54 | .123 -.0005 .004
Total effect dFOB ->REMDIS 013 .0129 1.01 312 -0123 | .0384

"p<0.10," p<0.05," p<0.01
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Table 4 describes the indirect, direct and total effects of the relationship between
women on boards and EM through REMDIS with IIT as a possible mediator. The result
shows that the total effect of women on boards on REMDIS is positive but insignificant. Both
direct and indirect effect through IIT are insignificant. Hypotheses H,, “Earnings
management is negatively associated with board gender diversity” and Hyy, “Insider trading is
negatively associated with board gender diversity” are not confirmed. While hypothesis H;
“insider trading is positively associated with earnings management” is confirmed in terms of
REMDIS, H,. “insider trading is a mediator in the association between board gender
diversity and earnings management” is rejected.

To check the impact of the presence of women as member of the boards or executives,
different other measures of gender diversity have been used: women on boards measured by
Shannon index, women on board of directors (number of women in the board of directors
divided by number of directors in the board), women on board of executives (number of
women in the board of executives), chairwoman and female CEO. We obtained no

significantly different results with those measures.

4.5.2.2 State ownership, insider trading and earnings management

State Haa=A+B*6=.028""

>

Figure 3: The framework of State ownership and REMDIS, IT as a mediator.
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Table S: Direct effects, indirect effects and total effects of State ownership and abnormal

discretionary expenses (REMDIS) through insider trading

Effects Path B Std Error | Z value | P value | Normal-based
95% conf.
intervals

Direct effect |[Sown->REMDIS .0314*** 1.0098 3.22 .001 0123 .051

Indirect Sown->1IT - 104%** .019 -5.42 | .000 - 141 -.066

etfect [IT->REMDIS 031+ | 0132 232 | .02 0047 | 056

Indirect via IIT -.0032%* 00146 | -2.17 .03 -006 [-.00031

Total effect | Sown->REMDIS .028%** .0096 2.93 .003 | .009 .047

"p<0.10,” p<0.05 " p<0.01

Table 5 gives the indirect, direct and total effects of the relationship between State
ownership and REMDIS through insider trading as a mediator. The results show that there is
a positive and significant total effect between State ownership and REMDIS. It means more
State ownership increases earnings management. Therefore, hypothesis Hs, “Earnings
management is negatively associated with State ownership” is not confirmed. The indirect
effect through Insider Trading is negative and significant when REM is measured by the
abnormal discretionary expenses. Therefore, hypothesis Hiy, “Insider trading is negatively
associated with State ownership” and Hjs. “insider trading is a mediator in the association
between State ownership and EM” are validated. More State ownership is associated with less
insider trading and less insider trading is associated with a smaller REMDIS, that is less
REM. This negative, indirect effect through the mediation of Insider Trading doesn’t
compensate for the highly positive, direct effect of Sown on REMDIS. But this mediation
analysis helps to understand the underlying mechanism: a decrease in the magnitude of the
relation between State ownership and REMDIS (.0314 in direct effect compared with .028 in

total) is obtained via the reduction of insider trading.

4.5.2.3 Foreign ownership, insider trading and earnings management

The regression analysis is summarized in Table 6. It shows the indirect, direct and
total effects of the relationship between foreign ownership and REMDIS through insider
trading as a mediator. The conclusions are similar to the State ownership. Insider trading

appears to be a mediator between foreign ownership and REMDIS. The indirect effect is
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negative and significant. In this case, more foreign ownership is associated with less
insider trading (B is significantly negative), which in turn makes lower REM (the
coefficient between IIT and REMDIS is also significantly positive). With REMDIS, all
hypotheses are confirmed, except H4, (“Earnings management is negatively associated
with foreign ownership”). It means Ha, “Insider trading is negatively associated with
foreign ownership” and Hy. “Insider trading is a mediator in the association between

foreign ownership and EM” are validated.

Foreign Hy, =\+B*6=.0798"" >

Figure 4: The framework of foreign ownership and REMDIS, IT as a mediator.

Table 6- Direct effects, indirect effects and total effects of Foreign ownership and

abnormal discretionary expenses (REMDIS) through insider trading

Effects Path B Std Z P Normal-based
Error value | value
95% conf
Intervals
Direct effect| Fown->REMDIS 086%** .0195 4.42 | .000 .048 124
Indirect Fown->Insider trading - 206%** .029 -7.08 | .000 =262 | -.149
ffect
e Insider trading->REMDIS| .031** | 013 | 232 | .020 | .0047 | .06
Indirect via II'T -.006%* .0027 -23 | .022 | -.0116 |-.0009
Total effect |Fown->REMDIS L0798 019 416 | .000 | .0422 | .117

"p<0.10, p<0.05," p<0.01
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4.6 Conclusion

The main purpose of this study is to provide new insights into how gender diversity,
State and foreign ownership influence earnings management by investigating the mediating
role of insider trading. We perform regressions based on mediation models, the mediation
variable being insider trading. The tests have been done with two measures for accrual
earnings management (AEM) and three measures for real earnings management (REM). The
main results show a significant mediator effect of insider trading only when earnings
management is measured through abnormal discretionary expenses (REMDIS); for all our

four other measures of EM, there is no significant indirect effect.

If focusing on this unique mediating effect with REMDIS as proxy of earnings
management, our results show that corporate governance is associated with EM only for our
two measures based on ownership structure (State ownership and foreign ownership): gender
diversity of the boards show no influence on EM, neither directly or indirectly trough IT
mediation effects, although female on boards significantly increases insider trading, which in

turn shows to significantly raise REMDIS.

Concerning the two features of corporate governance that show to influence EM — State
ownership and foreign ownership- the total effect is not the one we expected: they have a
positive impact on REMDIS. However, for both of them, there is a decrease in magnitude of
total effect compared with direct effect, that can be explained by the mediation analysis: more
State and foreign ownership reduces insider trading, which in turn, raises earnings
management. This indirect negative action on EM is not enough to curb EM, but this result
validates the role of insider trading as a mediator between corporate ownership and real

activities manipulations through abnormal expenses.

The negative influence of State or foreign ownership on insider trading can be
explained. Namely, the main aim of the Vietnamese government is the maximization of
public welfare. Therefore, the government cannot defer general information for all people
who are interested. Thus, the information published leads to reduce agency costs (Hope et al.,
2009) make lower information asymmetry in SOE in Vietnam. As a result, an increase in
information transparency preventing insiders ‘opportunistic behaviour leads to a decrease in
insider trading (Chowdhury et al., 2018). Similarly, firms with more foreign ownership
experience less trades of insiders because: (1) foreign investors enhance the oversight function

of internal governance mechanisms leading to better monitoring (ii) they improve corporate
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governance leading to prevent managers from taking advantage of corporate information
asymmetry to serve their own interests. As a result, foreign investors are associated with a
firm with low information asymmetry (L. Jiang & Kim, 2004). Therefore, high quality of
accounting data leading to stronger public information also lowers information asymmetry
and lowers insiders’ opportunistic behavior meaning lower insider trading (Chowdhury et al.,
2018). As a result, in the indirect path, with lower insider trading, managers in firms with
more State and foreign ownership tend to less manipulate earnings by increasing R&D
expenses, advertising expenses or selling, general and administrative expenses (the State and
foreign ownership have a negative impact on REMDIS via insider trading). But it remains
that firms with more State and foreign ownership still engage in more earnings management

through REMDIS in total.

Different reason may explain why firms with more state and foreign ownership increase
abnormal discretionary expenses (not a negative relation as expected). In fact, the main aim of
the Vietnamese government is political purposes. Therefore, firms report lower earnings
quality in order to hide the expropriation of corporate resources, especially research and
development expenses. In addition, there are many family owned firms in Vietnam, 31.1% of
the firms (Kien & Duc),2015). There are often combined ownership in firms where the State
may not be the largest shareholder of the firms, for example if the State retains a percentage
of shares and family or founder’s private firms also maintain their control. In such situations
where a firm is held by several parties with their own interests, potential contrasting interests
or conflicting views may lead to data manipulation and earnings management (D. Choi et al.,

2020; F. Guo & Ma, 2015).

Similarly, foreign investors may have a lower control on managerial behavior because
of geographical, language and culture diversity (B. B. Choi et al., 2013; Hoang et al., 2019).
Moreover, in the case of Vietnam, the 49% maximum foreign ownership do not enhance their
power and access onto the firm’s operational information, which may be associated with
information asymmetry between domestic and foreign investors, leading to an increase in

managerial autonomy and opportunities for earnings management (S. H. Kim et al., 2020).

This article has some important implications. First, it extends the literature about the
relations between corporate governance, insider trading and earnings management, applying a
mediation analysis. More precisely, it underlines the mediating role of insider trading, even if
it is only with one of our measures of earnings management. Second, the empirical study on

Vietnamese data can help policymakers in emerging countries in their decisions about State,
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foreign ownership and investor protection regulation. Third, it also helps investors to better
understand financial report clearly for firms having high percentage of State and/or foreign

ownership.
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APPENDIX

Table 7: Direct effects, indirect effects and total effects of woman on board (dFOB) and

accrual based earnings management using modified Jones model through insider

trading
Path B Std Error | Z value | P value Normal-based
95% conf. intervals
Direct dFOB- .008 .0197 42 .677 -.03 .047
effect >AEMmjm
Indirect dFOB- .0588** .0273 2.15 .031 .0053 1124
effect >IIT
IIT- -.009 .0228 -40 .689 -.0537 .035
>AEMmjm
Indirect via | -.0005 .0015 -0.35 0.728 -.0036 .0025
1T
Total effect | dFOB- .0077 .0198 .39 .697 -.031 .046
>AEMmjm

"p<0.10," p<0.05," p<0.01

Table 8: Direct effects, indirect effects and total effects of woman on board (dFOB) and

accrual based earnings management using Kothari model through insider trading

Path B Std Error | Z value | P value | Normal-based
95% conf.
intervals
Direct effect | dFOB->AEMkotha .0159 .02 79 428 -024 | .055
Indirect effect | dAFOB->IIT .0588** | .0267 2.21 .027 .0066 A11
IIT->AEMkotha -.0057 .022 -26 796 - .037
.049
Indirect via IIT -.0003 .0015 -22 .825 -.0033 .0026
Total effect dFOB->AEMkotha 0156 .02 77 441 -.024 .055

"p<0.10," p<0.05," p<0.01
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Table 9: Direct effects, indirect effects and total effects of woman on board (dFOB) and
abnormal cash flow through insider trading

Path B Std Error | Zvalue | Pvalue | Normal-based
95% conf. intervals
Direct dFOB- .0237 .02 1.18 238 -.0157 .0631
effect >REMCFO
Indirect dFOB->IIT | .0588** .0268 2.19 .028 .0062 1114
effect IT- -.0066 .0296 -22 .823 -.065 .051
>REMCFO
Indirect via | -.0004 .00196 -.20 .842 -.004 .0034
IIT
Total effect | dFOB- .023 .02 1.15 252 -.0165 .063
>REMCFO

"p<0.10," p<0.05," p<0.0l1

Table 10: Direct effects, indirect effects and total effects of woman on board (dFOB) and

abnormal over production through insider trading

Path B Std Error | Z value | P value | Normal-based
95% conf. intervals
Direct dFOB- .0085 .025 34 734 -.041 .058
effect >REMPROD
Indirect dFOB->IIT .0596** .026 2.29 .022 .0085 11
effect 1IT- 097 71 137 172 ~042 235
>REMPROD
Indirect wvia | .0058 .006 .94 348 -.0063 .0178
1T
Total effect | dFOB- 014 .0268 .53 .595 -.038 .067
>REMPROD

"p<0.10," p<0.05," p<0.0l1
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Table 11: Direct effects, indirect effects and total effects of state ownership (Sown) and

accrual based earnings management using modified Jones model through insider

trading
Path B Std Error | Z P value Normal-based
value 95% conf. intervals
Direct effect | Sown- -.053** .016 -3.3 .001 -.085 | -.022
>AEMmjm
Indirect Sown->1IT -.103*** .018 -5.74 .000 -138 | -.068
effect IIT- 2009 023 4 689 ~054 | .035
>AEMmjm
Indirect via | .00094 .0024 A .691 -.0037 | .0056
HT
Total effect | Sown- -.052%* .0157 -3.33 .001 -.083 | -.0215
>AEMmjm

"p<0.10, p<0.05," p<0.01

Table 12: Direct effects, indirect effects and total effects of state ownership (Sown) and

accrual based earnings management using Kothari model through insider trading

Path B Std Error Z value | P value Normal-based
95% conf.
intervals
Direct effect | Sown- -.056%** 016 -3.56 .000 -.088 | -.025
>AEMKkotha
Indirect Sown->IIT - 103%** 018 -5.74 .000 - 138 | -.068
effect IIT- -.0057 .022 -26 796 -.049 |.037
>AEMkotha
Indirect via | .0006 .0022 26 794 -.0038 | .005
T
Total effect | Sown- -.0559*** | 015 -3.63 .000 -.086 | -.0257
>AEMKkotha

"p<0.10,  p<0.05 " p<0.0l
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Table 13: Direct effects, indirect effects and total effects of state ownership (Sown) and

abnormal overproduction cost through insider trading

Path B Std Error | Z value | P value | Normal-based
95% conf.
intervals
Direct effect Sown->REMPROD | .0088 0175 5 .616 -.0255 |.043
Indirect effect | Sown->IIT - 103*** 1 018 -5.64 .000 -.139 -.067
HT->REMPROD .097 71 1.37 172 -.042 235
Indirect via IIT -.01 .007 -1.35 179 -.0245 | .0046
Total effect Sown->REMPROD | -.0012 017 -.07 .944 -.035 .033

"p<0.10, p<0.05," p<0.01

Table 14: Direct effects, indirect effects and total effects of state ownership (Sown) and

abnormal cash flow through insider trading

Path B Std Error | Z value | P value | Normal-based
95% conf. intervals
Direct effect | Sown->REMCFO | -.0327** 016 -2.02 .044 -.065 -.001
Indirect Sown->IIT - 103*** | 018 -5.85 .000 -.138 -.069
effect IIT->REMCFO | -.0066 0296 22 | .823 065 | .051
Indirect via IIT .00068 .0031 22 .824 -.005 .0067
Total effect | Sown->REMCFO | -.032%%* 0156 -2.05 | .04 -.063 -.0015

"p<0.10, p<0.05" p<0.0l

203




Table 15: Direct effects, indirect effects and total effects of Foreign ownership (Fown)

and accrual based earnings management using modified Jones model through insider

trading
Path B Std Error | Z value | P value Normal-based
95% conf.
Intervals
Direct effect | Fown->AEMmjm |-.047** .022 -2.08 .038 -092 | -.0027
Indirect effect | Fown->IIT - 181*** 1031 -5.93 .000 -.241 -.121
OT->AEMmjm  |-.009 .023 -4 .689 -.0537 .035
Indirect via IIT .0017 .004 41 .681 -.006 -.0095
Total effect Fown->AEMmjm |- .046%* .022 -2.04 .041 -.09 -.0018

"p<0.10, p<0.05," p<0.01

Table 16: Direct effects, indirect effects and total effects of Foreign ownership (Fown)

and accrual based earnings management using Kothari model through insider trading

Path B Std Error | Z P value | Normal-based
value 95% conf. intervals
Direct effect | Fown->AEMkotha | -.044* .0229 -1.91 057 -.0887 0012
Indirect Fown->IIT - 181 H** .029 -6.17 .000 -.239 -.124
effect IT->AEMkotha | -0057 | .022 26 | 796 | -049 | .037
Indirect via IIT .001 .004 26 797 -.0068 .0088
Total effect Fown->AEMkotha | -.043* .022 -1.91 .056 -.086 .0011

"p<0.10, p<0.05," p<0.01
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Table 17: Direct effects, indirect effects and total effects of foreign ownership (Fown)

and abnormal cash flow through insider trading

Path B Std Error Z value | P value | Normal-based
95% conf.
intervals
Direct Fown-
-.042% .024 -1.71 .088 -.089 .0062
effect >REMCFO
Indirect Fown->IIT | -.181*** .0298 -6.07 .000 -24 -.123
effect IIT-
-.0066 .0296 =22 .823 -.065 051
>REMCFO
Indirect via
.0012 .0056 22 .829 -.0097 012
1T
Total effect | Fown-
-.04* .0237 -1.71 .088 -.087 .006
>REMCFO

"p<0.10, p<0.05," p<0.0l

Table 18: Direct effects, indirect effects and total effects of Foreign ownership (Fown)

and abnormal over production through insider trading

Path B Std Error Z P value Normal-based
value 95% conf.
intervals
Direct Fown- .089%* .031 291 | .004 15
effect >REMPROD 029
Indirect | Fown->IIT - 181 *** 031 -5.93 .000 =241 | -121
effect I T->REMPROD .097 71 1.37 172 -042 | 235
Indirect via IIT -.0175 .0123 -1.43 154 -.042 | .0066
Total Fown-
effect SREMPROD 072%* 0315 2.28 023 .01 134
"p<0.10, p<0.05," p<0.0l1

205




Normal-based

Z
Path B Std Error P value 95% conf
value )
intervals
Fown-
Direct effect .089%* 031 91 .004 .029 15
>REMPROD
Fown->IIT - I8 F*E .031 -5.93 .000 =241 - 121
1T-
Indirect .097 .71 1.37 172 -.042 235
>REMPROD
effect
Indirect via
-.0175 .0123 -1.43 .154 -.042 0066
IIT
Fown-
Total effect 072%* .0315 2.28 .023 .01 134
>REMPROD
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Chapter 5. Linking corporate governance and
stock price informativeness in Vietham: the
mediating effect of earnings management:

Abstract

Vietnam is an interesting experimental area about corporate governance, especially regarding board
gender diversity, state ownership and foreign ownership. This article tests the link between these three
characteristics and Stock Price Informativeness (SPI), using both Accrual earnings management and Real
earnings management measures on a sample of quoted Vietnamese firms between 2008 and 2017. We find that
women on board, state ownership and foreign ownership have all a positive impact on SPI, though it was not the
expected result concerning state ownership. Previous studies have shown a link between earnings management
(EM) and SPI on one hand, corporate governance and EM on the other hand. EM is then a candidate as a
mediator between corporate governance and SPI. In our results, the mediating role of EM in this relationship is
mixed: it is highly positive and significant only when EM is measured by REM (abnormal discretionary
expenses) and not by AEM. This channel through REM shows an indirect positive impact of women on board,
state and foreign ownership on SPI through the combination of a positive impact of women on board, state and
foreign ownership on REM and a positive impact of REM on SPI. The discussion of those results may help

regulators in this transitional economy.

% This paper was presented at the CIG 2020
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5.1 Introduction

Previous studies stated that stock price is changing when new information is published
(Fama, 1965; Fama & Blume, 1966). The response of stock price is due to both macro-
economic information (market and industry related) as the announcement of monetary policy,
interest rate.... and firm-specific information as firm’s performance, corporate governance.
While all stocks in the market are impacted by macro-economic information, one firm’s stock
is affected by its own specific information (price non-synchronicity). The stock price
informativeness (SPI) is a measure of the efficiency of the resource allocation: the more
capital in financial market is allocated efficiently, the more SPI is improved (Wurgler, 2000).
In fact, stock price informativeness is the inverse measure of stock price synchronicity, which
is “the extent to which market and industry returns explain variation in firm-level stock
return” (Piotroski & Roulstone, 2004). In other words, stock price informativeness refers as
the extent to which firm specific information is stored into stock price. It has been largely
studied in previous literature (Ben-Nasr & Cosset, 2014; De Cesari & Huang-Meier, 2015;
Ferreira, Ferreira, & Raposo, 2011; Ferdinand A Gul et al., 2011; He et al., 2013; Wurgler,
2000).

Different ways of estimating stock price informativeness have been proposed: (i) the
idiosyncratic volatility of the firm’s stock returns, (ii) the fraction of this idiosyncratic
volatility in the total firm’s risk, (ii1) the future earnings response coefficient measuring how
current stock prices predict future earnings by regressing the stock returns on past, present

and future earnings.

Stock-price informativeness is not of the same level in developed and emerging
countries. The quality and quantity of information differs across markets or firms, and thus
the movement of stock price (Fernandes & Ferreira, 2008; Fernandes & Ferreira, 2009; L.
Jiang, Kim, & Pang, 2014; Jin & Myers, 2006; Morck, Yeung, & Yu, 2000). Stock prices
impound firm specific information differently across countries because of differences in
investor rights protection, the openness of capital markets, and information environment
opaqueness (e.g.,(Jin & Myers, 2006; K. Li, Morck, Yang, & Yeung, 2004; Morck et al.,
2000). Namely, Morck et al. (2000) show that stock prices are more informative in countries
with relatively high GDP and developed financial systems because of stronger property rights
protection. Jin and Myers (2006) focus on the opaqueness in an international sample of 40

stock markets. They find that more opaqueness is associated with less firm specific risk for
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investors, an indicator of a lower stock price informativeness. Higher information
transparency leads to lower earnings management which will lead to more stock price
informativeness. (Fernandes & Ferreira, 2008) using data from 40 countries from 1980 to
2003, state that emerging countries have lower stock price informativeness than developed
countries, SPI being larger especially for international cross-listing firms and firms in
countries with the strongest investor protection. (K. Li et al., 2004) is the first study to find
the relation between stock price informativeness measured by idiosyncratic stock return
variation and openness of the market. By compared two opposite capital market openness,
named lower capital market openness and higher capital market openness, they found that
firm-specific information is impounded more fully into stock prices in emerging markets with
higher capital market openness than other ones. Furthermore, the relation between stock price
synchronicity and capital market openness is negative and is magnified by country-level
institutions. They also document evidence that firm-specific stock return variation is validly
related to the interaction regarding capital market openness and a good government index.
(Chan & Hameed, 2006) show that in emerging markets, the lack of publicly available firm-
specific information and less stringent disclosure lead stock prices to be less informative.
Using a sample of Chinese firms from 1996 to 2003, (Ferdinand A. Gul et al., 2010) examine
the effects of firm level corporate governance on stock price informativeness. They first state
that stock price informativeness decreases, but at an increasing rate, with the shareholding by
the largest shareholder. Moreover, the informativeness is higher when the largest shareholder
1s not government-related. It means that government-related and large shareholders have little

incentive to disclose value-relevant, firm-specific information to outsider shareholders.

With different studies showing SPI is more difficult to reach in emerging countries, it
appears fundamental to find the mechanisms that could enhance SPI in these countries.
Vietnam is chosen as an emblematic example of these countries because (i) Even if
Vietnamese listed firms have been transferred from State ownership to private ownership step
by step, the government still has a significant ownership and remains a strategic partner. (i)
The accounting information lacks transparency and is considered of low quality. Moreover,
(i1) Vietnam has low investor protection and weak corporate governance. Thus, managers may
manipulate financial information easily and informed traders have lower information cost and
can thus take-advanced information to serve their interest (J. Francis, LaFond, Olsson, &
Schipper, 2005). Related to women on corporate boards in Vietnam, the general context is an

increasing pressure on gender diversity of boards in developed nations because of growing
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regulations. Moreover, women on boards in Vietnam still meet many obstacles. In addition,
several studies have examined the relationships between women on boards and earnings
management, stock price informativeness, but they have been focused on one-tier board
systems like those in the UK and South Korea (Arun, Almahrog, & Aribi, 2015; H. A. Kim et
al., 2017). So, the monitoring role of board gender diversity in a dual board system such as in
Vietnam is less known. Furthermore, a lack of research revealed earnings management as a

mediator between ownership structure, board gender diversity and SPI.

Our research question deals with the link between corporate governance and stock price
informativeness in the specific context of Vietnam. Given the Vietnamese specificities we’ve
just evoked, corporate governance is viewed through two particular dimensions of corporate
ownership (State and Foreign ownership) and on a feature of board composition (gender
diversity). But, given the link between corporate governance and earnings management, a
more global view of the relation between those three dimensions maybe contemplated with

earnings management acting as a mediator between corporate governance and SPIL.

The paper is organized as follows: the first section leans on the literature to develop the
hypotheses about the links between corporate governance, earnings management and SPIL
Section 5.2 describes the data, the variables and the empirical model. The empirical results in

the special context of Vietnam are presented in section 5.3.

5.2 Linkage between stock price informativeness, corporate governance
and earnings management: literature review and hypotheses
development

5.2.1 Linkage between earnings management and stock price informativeness

Even if it is mobilized only in the second part of our study, and to contemplate the
mediating effect of EM, we first evoke the founding linkage between EM and SPI to allow us

then a thorough presentation of our main hypotheses setting.

Previous research links EM to SPI. Some scholars have applied the stock price
synchronicity to measure firm level stock price informativeness (Durnev et al., 2004;
Piotroski & Roulstone, 2004). Their results show that the higher the stock price synchronicity,
the lower the firm specificities are reflected in the stock price. It means that stock price
synchronicity is an inverse measure of stock price informativeness (Morck et al., 2000).

Earnings management is related to accounting information of firms. Furthermore, earnings
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figures which are public information will affect the private information environment and will
impact the price of stocks by incorporating accounting information into this price. Many
researches have studied the relationship between earnings management and stock price
informativeness at country level and firm level. In terms of country level, by using 40 stock
markets from 1990 to 2001, (Jin & Myers, 2006) focus on the quality of accounting
information to suggest that firms with lower earnings management have a better stock price
informativeness. (Cahan, Emanuel, & Sun, 2009), who used data across 13 countries with
4,238 firms, state that the stock price captures useful accounting information. It means that

the quality of stock price depends on the quality of earnings.

At firm level, the information asymmetry between public and private information
affects the SPI, which measures the incorporation of information into stock price and reflects
investors’ trading on private information. The literature includes two opposite views
regarding the link between EM and SPI. First, some arguments are in favor of a positive link
between EM and SPI. When the performance falls outside the range, a firm is likely to
manipulate financial statements and to defer their disclosure. For example, firms expose a
temporal increase income (earnings surprise) leading to an increase in trading volume and
return volatility, especially around earning announcements. As a result, informed traders are
able to shift their portfolio weights based on their advantages on private information, whereas
uniformed traders lose. Informed traders will have a lower cost to gain private information
than uninformed traders. Moreover, a lower cost of private information results in more
informed trading leading to more SPI (Durnev et al., 2004; Rajgopal & Venkatachalam,
2011). Thus, firms with high EM lead to get high SPI (Rajgopal & Venkatachalam, 2011).

Conversely, if firm disclosures information into public, informed traders could not take
advantage of information to serve their interest. But, when accounting data has a good quality,
it encourages informed traders with superior information analysis ability to process publicly
available information into value relevant private information (Morck et al., 2000). A high
quality of public information lowers the cost of private information which leads to more
informed trading and a higher informative price, (Durnev et al., 2004). All things considered

firms with less EM are likely to have a better SP1.

Hypothesis 1 (H;) -Stock price informativeness is negatively associated with earnings

management.
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5.2.2 Corporate governance and stock price informativeness

The three features of corporate governance that we focus on, and which are specific in
Vietnam, may have an incidence on SPI. These features are: the place of women in firms’

governance, state ownership and foreign ownership.

The quality of corporate governance could improve the informational and functional
efficiency of capital market, especially in emerging markets where country level investor
protection is poor (Ferdinand A. Gul et al., 2010). Indeed, they are likely to impact voluntary
disclosure and corporate transparency. One of the attributes that make high quality earnings,
transparency, reliability, and accountability of reporting to investors is good corporate
governance. It limits the opportunistic behaviors of managers, gives a stronger investor

protection and a higher monitoring of management in the financial reporting process.

5.2.2.1 Board gender diversity and SPI

Board gender diversity helps to improve corporate governance by stronger monitoring.
Increased public disclosure protects uninformed investors and is likely to increase confidence
and investment of uniformed traders. Increased uninformed investors’ ownership also
increases the marginal benefit of collecting and deploying private firm-specific information
for informed investors. Thus, gender diversity could affect SPI through two improvements in
board governance: (i) this openness at the board level encourages greater public disclosure by
managers by mitigating their taking advantage from their governance information for their
own interest. (i1) it increases the oversight over the managers, which makes financial reports
more transparent. A richer information environment encourages investors to collect more

firm-specific private information by reducing the cost of their capital.

Only one study focuses on gender diverse boards and SPI: (Ferdinand A Gul et al.,
2011) show that stock prices of firms with gender-diverse boards reflect more firm-specific
information after controlling for corporate governance, earnings quality, institutional
ownership and acquisition activity. They also find that gender diversity improves SPI through
increased public disclosure in large firms and by encouraging private information collection

in small firms.
Those elements support the argument that board gender diversity improves SPI:

H,, - Stock price informativeness is positively associated with board gender diversity
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5.2.2.2 State ownership and SPI

Ownership structure and SPI have recently drawn the concern of previous studies.
However there still remains a controversial issue among studies. On the one hand, some
scholar mentioned that state ownership is negatively associated with stock price synchronicity
which leads to more SPI (Huu Nguyen, Minh Thi Vu, & Truc Thi Doan, 2020). Unlike other
typical shareholders, the main aims of state ownership are political objectives rather than
maximizing their wealth. Thus, managers in SOE have incentives to tunnel corporate
resources and impede the flow of firm’s information to outsiders, which lead to poor financial
disclosure and less transparent environment. Furthermore, state ownership is generally
referred to as “block-holders” in invested firms (K. Liu, 2018). Block-holders have advanced
information over uninformed investors. Thus, they tend to have access to more precise firm
specific information at a lower cost, which leads to increase the probability of informed
trading and decrease the firm’s stock return synchronicity (Brockman & Yan, 2009; Durnev et

al., 2004; Piotroski & Roulstone, 2004).

Another strand of literature examines the impact of state ownership (Ben-Nasr &
Cosset, 2014; Firth, Fung, & Rui, 2007; Hou, Kuo, & Lee, 2012). On a theoretical point of
view, with government as the largest shareholder, the firm has less motivation to disclose
value-relevant, firm-specific information to outside shareholders. Firms with high state
ownership get financial support from the Government, implying that state-owned firms rely
less for funding on the stock market and also have a lower SPI (Ferdinand A. Gul et al.,
2010). Since the collection of private firm-specific information is costly in a less transparent
environment, state ownership may discourage informed trading, reducing the incorporation of
firm-specific information in the stock price (Grossman & Stiglitz, 1980) and hence leading to

less informative stock prices.

However, the measure of the impact of state ownership on SPI is inconclusive. Using a
sample of privatized firms from 41 countries between 1980 and 2012, Ben-Nasr and Cosset
(2014) find evidence that a higher state ownership is associated with a lower SPI measured by
firm-level stock price variation. Furthermore, they suggest that the relation between state
ownership and SPI depends on political institutions. In particular, the adverse effects of state
ownership on SPI are more pronounced in countries with lower political rights (i.e., lower
political constraints on the government). But by using data in a Chinese context, (Hasan,
Song, & Wachtel, 2014) find that firms with higher government ownership, lower foreign

ownership and greater political connections exhibit a better SPI. It remains difficult to
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disentangle the relative effects of those different parameters and so the conclusions remain

unconvincing.

Following (Grossman & Stiglitz, 1980) theoretical arguments and Ben-Nasr and Cosset

(2014), we anticipate that state ownership has a negative impact on SPI:

H3, - Stock price informativeness is negatively associated with state ownership

5.2.2.3 Foreign ownership and SPI

Authors emphasize that foreign investors are likely to improve the stock price efficiency
in the local market in a number of aspects (He et al., 2013; He & Shen, 2014; Vo, 2017).
First, foreign investors are supposed to have deeper knowledge, investment experience and
skills to collect and analyze firms’ and information. So they can directly facilitate the
incorporation of value-relevant information into stock prices via their informed trading.
Furthermore, foreign investors, mostly institutional investors, are likely to be knowledgeable
participants in arbitrage who reduce potential mispricing, making the share prices to more
closely track the fundamental value. Second, foreign investors could help improve the price
efficiency indirectly via enhanced corporate governance. Foreign investors, especially those
from countries with strong shareholder protection, could promote the corporate governance
practices in the invested firms (Aggarwal et al., 2011). Finally, they are qualified and
independent investors which helps mitigate the use by insiders of firm specific information to
serve their interest and leads to more efficient stock prices (Aggarwal et al., 2011; Gilson &
Milhaupt, 2005; W. Huang & Zhu, 2015; Morck et al., 2000; Paik & Koh, 2014). Foreign
shareholders are effective in deterring managerial opportunism (R. Chung et al., 2004; J. Guo

etal., 2015; W. Huang & Zhu, 2015).

Indeed, previous studies stress that higher foreign ownership is related to better SPI. (C.
Y. Chung, Kim, & Ryu, 2017; Ferdinand A. Gul et al., 2010; Vo, 2017) examine the impact
of foreign investors on SPI using various methods and in different contexts, i.e, Chinese,
Korea and Vietnam. As a result, they find that foreign ownership improves information
environment. The evidence of (Bae, Ozoguz, Tan, & Wirjanto, 2012) or Chung et al. (2017)
implies that foreign investors help incorporate the global information into stock prices and
thus improve SPI in local markets. As an exception, Hasan et al. (2014) find that Chinese
companies with higher government ownership, lower foreign ownership and greater political
connections exhibit more SPI. (R. D. Huang & Shiu, 2009) provide evidence that foreign

investors enjoy a long-run information advantage over domestic investors.
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Thus, the paper predicts that foreign ownership is positively associated with SPI:

H,, - Stock price informativeness is positively associated with foreign ownership

5.2.3 The mediating role of earnings management between corporate governance
and SPI

The theoretical arguments and empirical studies described in sub sections 1.1. and 1.2
lead to consider the link between EM and SPI and the impact of special features of corporate
governance on SPI. But numerous studies show as well that board gender diversity; state
ownership and foreign ownership are related to EM. Put together, these results encourage
studying earnings management as a mediator in the relationship between the three governance

features relevant in Vietnam and SPI.

5.2.3.1 Board gender diversity and earnings management

One of the governance issues is the change in female positions in firms all over the world
caused by changes in other director characteristics and firm circumstances (Ferreira, 2015).
Board gender diversity, is said to lead to more ethics, less risk-taking, better monitoring and
thus to improve the quality of financial reports through mitigating earnings management
(Adams & Ferreira, 2009; James P Byrnes et al., 1999; Faccio et al., 2016). As a result, gender-

diverse boards could lead to more earnings management detection and add value for firms.

Previous studies highlight that female appointed on the boards make the effectiveness of
corporate governance improved (Adams, 2016; Adams & Ferreira, 2009; J. Huang & Kisgen,
2013; Y. Liu et al., 2014; Sila et al., 2016).

Numerous researchers studied the relation between board gender diversity and earnings
management (Arun, Almahrog, & Aribi, 2015; Gull et al.,, 2018; S. Yu et al., 2010).
Information is more published and transparent (Adams & Ferreira, 2009). (Srinidhi et al.,
2011) provided evidence that, as a tangible consequence of women on board, earnings quality

would be improved through a higher level of monitoring function of the board.
Thus, we suggest that:
H,y, - Earnings management is negatively associated with board gender diversity

If board gender diversity is associated to earnings management and on the other hand

earnings management is associated to stock price informativeness (H1), hence:

H,. - Earnings management is a mediator in the association between board gender
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diversity and SPI

5.2.3.2 State ownership and earnings management

Since the main aim of state ownership is political rather than the maximization of
shareholder wealth, investor protection and corporate governance may be weaker. To hide this
expropriation, governments may lead manager in state-owned firms to manipulate selectively

disclosed accounting information, which results in a less informative environment.

Namely there are some elements in favor of a positive effect of state ownership on
earnings management. In developed economies, earnings management may be used to
enhance firm value for a variety of reasons and due do different executives’ incentives
(Beneish, 2001) such as: financial analysts’ expectations, debt covenants, management
compensation, and other institutional or regulatory factors (Daniel A Cohen et al., 2008b;
Healy & Wahlen, 1999). Managers of state-owned entities - SOEs - may engage in earnings
management for different reasons. Ben-Nasr et al. (2015) found that state ownership engages
in discretionary abnormal accruals by using 350 privatized firms from 45 countries. They
show that SOEs are likely to report lower earnings quality in order to hide the expropriation
of corporate resources for political purposes. In addition, they have a lower level of
governance and monitoring leading to increased management autonomy, which gives them
the opportunity to engage in earnings management (D. Choi et al., 2020). Furthermore, the
combined-ownership firms, where the state retains a percentage of shares and family or
founders also maintain their controlling, may have contrasting interests or conflicting views
leading to inspire data manipulations and earnings management (D. Choi et al., 2020; F. Guo
& Ma, 2015). State ownership is positively associated with earnings management in some
cases. A firm can be held by several of parties as state capital investment corporation, SOEs
affiliated with the central government or SOEs affiliated with local government, each parties
has their own interest and noneconomic concerns. Thus, state owned firms may engage in

management (F. Guo & Ma, 2015).

However, in the opposite view, state owned firms is less likely to engage in earnings
management for some reasons. First, conflicts between managers and shareholders within
agency problems (Fama & Jensen, 1983b) should not take place in SOEs because their main
aims are generally to act to the best interest of the State rather than to maximize the wealth of
their shareholders. Second, agency theory also underlines how the use of debt financing

affects managerial behaviors (Jensen, 1986) because of external monitoring of banks and debt
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covenants. But as far as they are concerned, SOEs are always provided with additional funds
or guaranteed by State support (Bhattacharya et al., 2003; Ding et al., 2007; McNichols &
Stubben, 2018; L. Wang & Yung, 2011), which relieves their financial pressure. Third,
another common agency problem is related to managers’ compensation, which can sometimes
lead them to opportunistic actions. In the case of SOEs, this is not a critical issue since
various social and political goals limit compensation incentives (C. A. Cheng et al., 2015; Fan
et al., 2007). Moreover, the main aim of state-owned enterprise is maximization of public
welfare. Therefore, the government tries to enhance general transparency information for all
people, who are interested, leading to reduce agency costs (Hope et al., 2009). In other words,
there should be less information asymmetry in SOEs in Vietnam and less incentive to

manipulate financial statements.
H3, - Earnings management is negatively associated with state ownership
And hence, by combining Hj, with H;, we get Hj,:

H;. - Earnings management is a mediator in the association between state ownership

and SPI

5.2.3.3 Foreign ownership and earnings management

Foreign ownership may affect earnings management directly or indirectly in some
ways. (S. H. Kim et al., 2020) mention that managers in firms with more foreign investors are
more likely to manage earnings due to information asymmetry between domestic and foreign
investors. It means that foreign investors may find it difficult to access to the firm’s
operational information leading to information gap between managers and domestic
shareholders. This could encourage insiders to manage earnings opportunistically. Moreover,
with higher foreign ownership, managers may be more likely to manage earnings to meet
market expectations and satisfy their foreign investors who, in turn, focus on current profits

by boosting stock prices (Paik & Koh, 2014).

Conversely, foreign investors may provide effective monitoring to enhance the
valuation of discretionary accruals (R. Chung et al., 2004; H. J. Kim & Yoon, 2008b;
Mazumder, 2016). (J. Guo et al., 2015; Hsu, 2015; Shayan-Nia et al., 2017) also state that
foreign owned firms - especially firms with a high and stable foreign proportion in the capital
structure - engage less in real earnings management. Specifically, they appear to manage
upwards earnings management related to discretionary expenditure (Shayan-Nia et al., 2017).

And according to J. Guo et al. (2015), Japanese firms with foreign ownership curb earnings
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manipulation related to operating activities. Moreover, foreign investors who come from
countries with strong shareholder protection, may promote the price efficiency indirectly via
improved corporate governance in the invested firms (Aggarwal et al., 2011). And they may
have more sophisticated management skills and be capable of mitigating agency problem and

promoting better governance and information (Shleifer & Vishny, 1997).

In summary, we consider like Morck et al. (2000) that by enhanced monitoring in
corporate governance, foreign shareholders restrain earnings management and mitigate
insiders and controlling shareholders from expropriating other shareholders. Thus, the
presence of foreign shareholders encourages sophisticated investors to engage in information
discovery and informed trading, which results in more efficient stock prices. Foreign
investors may help improve internal or external governance mechanisms that drive firm

managers to disclose high quality information (Armstrong, Balakrishnan, & Cohen, 2012).
Hy, - Earnings management is negatively associated with foreign ownership
And hence, by combining Hy, with H;, we get Hy.

H,. - Earnings management is a mediator in the association between foreign ownership

and SPI

Figure 1 and Table 1 give a synthesis of the hypotheses and show the framework of the

mediation analysis.

Dashed line: Hoc / Hze/H 4c

Corporate governance

Direct effect

Corporate governance

H2a /H3a /H4a
Totateffect

Figure 1: The framework of the mediation analysis.
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Table 1: Synthesis of the hypotheses

Effect of EM on SPI

H, -Stock price informativeness is negatively associated with earnings management.

Effect of CG on SPI
H2a - Stock price informativeness is positively associated with board gender diversity
H3a - Stock price informativeness is negatively associated with state ownership

H4a - Stock price informativeness is positively associated with foreign ownership

Effect of CG on EM
H2b - Earnings management is negatively associated with board gender diversity
H3b - Earnings management is negatively associated with state ownership

H4b - Earnings management is negatively associated with foreign ownership

Mediator effect of EM on SPI
H2c - Earnings management is a mediator in the association between board gender diversity and SPI
H3c - Earnings management is a mediator in the association between state ownership and SPI

H4c - Earnings management is a mediator in the association between foreign ownership and SPI

5.3 Variable measurement and research design

In this section, we present the collected data, the dependent variables and control

variables as well as the research model.

5.3.1 Data and sample selection

The sampling frame in this study is listed firms in Vietnam. The sample consists of all
the Vietnamese firms listed on both the Ho Chi Minh Stock Exchange (HSX) and the Hanoi
Stock Exchange (HNX) and other financial industries from 2008 to 2017. Banks and financial
institutions were excluded because their financial statements are prepared in a different
regulatory environment, and the information reported on those financial statements also
follows a different format. The financial data were collected from StoxPlus company
(stoxplus.com), which is the main company provider of data in Vietnam. The corporate

governance data were collected by hand on the financial reports of the firms. HSX began
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operations in 2000 and HNX in 2005 starting with the negotiation method. Until the end of
the year 2005, HNX applied continuous order matching method in parallel with the
negotiation method. However, the number of listed firms in 2006 and 2007 is too small to test

hypotheses correctly. Thus, 2008 is set as the beginning year of the study.

Industry classifications in Vietnam are based on the industry classifications benchmark
(ICB), excluding bank firms. Only industries with more than 15 industry-years REM

measures are kept.

5.3.2 Measure of stock price informativeness

(Roll, 1988) uses the coefficient of determination (R?) of two empirical versions of risk-
returns models, the single factor model and a multiple factor model based on APT. By
running single factor and multiple factor regression models, R? values provide an estimation
of the variation in the returns on a stock that cannot be explained by market and industry
returns. If the R? statistics is low, it indicates a large amount of firm-specific information is
incorporated into stock prices. In this case, stock price synchronicity (Ferreira et al., 2011;
Ferdinand A Gul et al., 2011) is low and SPI is high. The usual models about stock price
changes attribute them to (1) unpredictable movements in extensive economic factors, (2)
unpredictable changes in the firm’s market environment and (3) unpredictable events specific
to the firm itself. By observing and measuring these influences ex post, one could presumably

‘explain” stock price movements with a good degree of accuracy.

In our study, the stock price informativeness measure is derived from the R* of the
market model applied to weekly returns. A weekly return of each firm is defined as the
compounded return over five consecutive trading days within each weak. The paper uses
weekly returns to prevent the problem of thinly traded stock (An & Zhang, 2013). The
number of weekly return observations of each stock is maximum 52 observations for each
year. Firms with less than 15 observations are removed to avoid firms that went public, were
delisted, or experienced trading halts. Since the R” is highly skewed and bounded dependent
variable between zero and one, we apply a logistic transformation to obtain a near normally
distributed variable (Brockman & Yan, 2009). The stock price informativeness (SPI) is
defined as the following:

SPI=1log ((1-R*)/R*) (1)

SPI can be positive or negative depending on whether R? is higher than 0.5 or not.
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5.3.3 Measuring mediator variable and control variables

5.3.3.1 Earnings management as a mediator variable

Accrual based earnings management (AEM) and real activities manipulation (REM) are
applied to measure earnings management. Basically, both AEM and REM may be used by
firms to reach financial targets or to avoid earnings decreases /losses. However, the use of
AEM may be limited since they are restricted by the auditors’ and regulators’ scrutiny in
accordance with regulations. As a result, although it is more costly than AEM (Daniel A
Cohen et al., 2008b), REM can be chosen by managers trying to make earnings to meet firm’s
targets, because (i) it is not limited by regulations compared to accruals based earning
management, (ii) it is harder for an outsider to observe (Schipper, 1989), (iii) it is not judged
to be violations of securities law. The study of (Zang, 2012) suggests that AEM and REM can
substitute each other based on their relative costs, suggesting that if REM is less expensive
than AEM, more REM will be applied, and vice versa. Especially, some previous studies state
that State Owned Enterprises are less engaged in AEM because they prefer to use REM
(Aharony et al., 2000; Jian & Wong, 2010). That is a reason why we use both AEM and REM
in this study. More precisely and following precedent studies, we use their absolute value.
Indeed, their absolute values allow to capture the level of earnings management, whether
upward or downward: for all of them, thus, the greater the measure and the greater is the

earning management”.
Accrual based earnings management (AEM):

AEM refers to the considerable discretion that managers have to manage reported net
income through discretionary accruals. Discretionary accruals are the accruals over which
managers can exercise some control. Based on existing literature, this research uses the
magnitude of discretionary (abnormal) accruals to measure earnings management (Daniel A
Cohen et al., 2008b; Dechow et al., 1995; Jones, 1991). The main arguments have been put
forward for this measure to apply in the Vietnamese context. The system of accounting of
Vietnamese listed firms has been traditionally tax oriented. Thus, Vietnamese authorities have
fixed almost all accounting choices that may affect accounting results, such as the depreciation
method for fixed assets or the life span used to calculate this depreciation in each specific
industry. This has long made it difficult for Vietnamese firms to adjust their earnings via non-

cash accruals. But this has changed over the last decade because Vietnamese listed firms have

%% In terms of nominal values, a smaller REMDIS or REMCFO indicates a higher upward REM. For all others, it
is a higher measure that indicates a higher REM.
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been required since the beginning of 2006 to make provisions for various potential losses (No.
15/2006/QD-BTC). This has brought the Vietnamese accounting language closer to
international standards, while also offering Vietnamese firms the opportunity to manage their
earnings via more discretionary accruals. Therefore, for the 2008-2017 period, using
discretionary accruals for EM is relevant because this conservatism principle is applied in

Vietnam.

To measure AEM, this study develops two models. First, this is consistent with previous
studies according to which the modified Jones model provides the most powerful test in
detecting earnings management and it is suitable in emerging markets and Vietnam
particularly (B. Lin, Lu, & Zhang, 2012b; Q. Liu & Lu, 2007; Phuong, 2017). Second, the
paper employs the performance adjusted model of Kothari (Frankel et al., 2002; Kothari et al.,
2005). Because the modified Jones model is a simple model of accruals using change in
revenues and fixed assets, it cannot be fully descriptive. So, different authors suggest to
control for various factors to improve the model (McNichols & Stubben, 2018). Namely,
(Kothari et al., 2005) add ROA to mitigate the problematic heteroscedasticity and mis-

specified issues that exist in other aggregate accruals models.

So, the AEM is measured as discretionary accrual using a cross sectional version of the
modified Jones model as follows. First, total accruals of a firm are divided into a discretionary
part and a non-discretionary part and are defined as the difference between net income before

extraordinary item (NI) and cash flow from operating activities (OCF)
TAi; = Netincome;; - OCFi;
The next step is to determine the coefficients that are used to estimate the firm-specific
normal accruals. This results in the following modified Jones model as equation 1 below :

TA;; 1 ASales; PPE;;
= a ( ) + B ( ) + B2 ( ) teEi(l)

Assets; .1 Assets; .1 Assetsi .1 Assets; .1
The coefficients that are estimated with Equation (1) are used to determine the normal
accruals (NA). The following model is used:

1 ASales;; -AARit PPE;;
NA;, = a ( )+ B ( )+ B2 ( ) (@

Assets; 1.1 Assets; .1 Assets; .1
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\Where:

- TAi; is total accruals for firm i at time t

- NA|; is normal accruals for firm i at time t

- AARijt is the change in accounts receivable from the preceding year,
- Assetsij t-1 1s total assets for year ¢-1 and firm i,

- ASaleijt is the change in sales for firm i from year t-1 to year t

- PPEit is the gross value of property, plant and equipment in year ¢.

- gy residual of firm 1 at time t.

While computing the normal accruals, reported revenues of the sample firms are
adjusted from the change in accounts receivable to capture any potential accounting discretion

arising from credit sales, which relates to non-discretionary accruals (Daniel A Cohen et al.,

2008b).

Following prior literature (Dechow et al., 1995), discretionary accruals are estimated as
the absolute value of the difference between total accruals and normal accruals:
TA;,

DA = I ) - NAagl )
Assetsi .1

All variables are scaled by prior year total assets to control for heteroscedasticity.

Kothari model is based on the modified Jones model plus ROA:.;, which is a return on

assets at the end of the year t-1.
Real activities manipulation (REM)

Different models may be applied to measure REM. Previous studies on Chinese firms
state that REM measured by Roychowdhury (2006) may not be effective in an emerging
context (C. A. Cheng et al., 2015). Thus, our study rather uses the model that is developed by
(Katherine A Gunny, 2010), because the estimation incorporates market valuation (Greiner et
al., 2017). By including market value, the resulting REM in Gunny model excludes
information that has already been incorporated by the market. We use three different

individual measures for REM?’.

2 According to (Katherine A. Gunny, 2010), the timing of the sale of fixed assets to report gains is also one of types of REM since it is
used as a way to manage earnings by the difference between net book value and the current market value. However, our study does not take
into account the timing of the sale of fixed assets for some reasons: previous studies show that REM is used in Vietnam through lenient
credit terms, discount policies rather than using the timing sale of fixed assets in order to improve revenue and decrease cost (Loan & Thao)
(ii) Due to data availability, the paper does not study the timing sale of fixed assets so far.
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. Abnormal level of reduction of discretionary expenses (REMDIS)

The first type of real earnings management methods is the reduction of discretionary
expenses (DIS) such as advertising expenses, research and development expenses (R&D) and
selling, general and administrative expenses (SG&A) as the most preferred method for

overstating earnings.

The formula of DIS below consists of advertising expenses and both R&D and SG&A,
if SG&A is available; the formula still exists when advertising expenses and R&D are
missing, set 0. Because some firms may be engaged in innovative activities without reporting

R&D expenses (Koh & Reeb, 2015) or missing data, these situations will not be captured in

tests.
DISi,t 1 . InterFt ASit ASit
A1 at By (Ai,t_1)+ BoM Vi + B3 TobinQjq + Ba ( yIres) )+ Bs (Ai't_1 )+ Bs (Ai't_l * DD) +&; (D)
where.

- discretionary expenses (DIS) is the sum of advertising expenses (AD); R&D
expenses; and selling, general, and administrative expenses (SG&A).

- natural log of market value (MV) proxies for firm size;

- Tobin’s Q measures the marginal benefit to cost for each unit of new investment;

- internal funds (InterF) controls for the funds available for investment that are
generated from the firm;

- and change in sales (ASt/At-1) controls for the impact of trends in sales on
discretionary expenses.

Considering the “sticky” cost behaviour, Katherine A. Gunny (2010) interacted change
in sales (ASt) with an indicator variable (DD) that is equal to one when total sales decrease
from the prior year (between t-1 and t), and zero if not. As a result, the impact of positive ASt
on normal levels of discretionary expenses is not constrained by this model to be the same as
that of negative ASt.

The abnormal discretionary expense (REMDIS) is the absolute value of the residuals of
the model (I).

. Abnormal level of production costs (REMPROD)

The second measure detects abnormal production cost (PROD). Managers of
manufacturing firms can manage earnings upward by producing more goods than necessary.

With higher levels of production, firms can spread fixed overhead costs over a larger number
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of units, thereby lowering fixed costs per unit. Thus, overproduction results in a lower cost of
goods sold (COGS) and better operating margins.

PRODI,t Si,t ASi,t ASi,t—1
— + .
I + By (A = 7+ B2MVii+ B3 TobinQji s (—— el Bs (Alt D+ B6(A.’t_1 )+ Eit

(1)

where:

- PROD is the sum of cost of goods sold (COGS) and change in inventory,
- (ASi,t/Ai1t-1) is the change in sales, and
- (ASit-1/A1,t-1) is lagged change in sales.

The abnormal production cost (REMPROD) is the absolute value of the residuals of the
model (II).

. Abnormal level of cash-flows from operations (REMCFO)

The third measure detects manipulation of sales through lenient credit terms. This

model identifies the offering of lenient credit with negative abnormal cash flows from

operations (CFO).
CFOi,t Sit ASi,t
m =at By (A 1) B2MVi+ B3TobinQj; + B4 (Ai’tl 1) BS( “ )+ &i¢ (1IT)

Where: CFO is net cash flow from the operations of firm 1 for year t.
The abnormal cash-flow (REMCFO) is the absolute value of the residual of the model (III).

In our study, we use the absolute values of the residual to analyze the magnitude of
accrual based earnings management (AEM) and real activities manipulation (REM). The
reasons to explain why we use the absolute values for some following reasons: (i) using
both signed or unsigned earnings management, whether income upward or downward
result in concealing true firm performance (J.-B. Kim & Sohn, 2013). (i1) AEM, REM can
be performed to temporarily in an unexpected direction if manager s’ intention is intend to
smooth earnings along different periods(Badertscher et al., 2009; B. Francis et al., 2016;
H. Jiang et al., 2018). For example, managers can increase production level by increasing
ending inventory level or offering deep discounts leading to a higher current demand from
customers to temporality decrease earnings. Or they may also invest more in R&D, or
advertising, leading to exhibit unusually lower discretionary expenditures. These activities
are income decreasing in the current year but income increasing in the future when the

benefits from those increased investment are realized. (iii) In particular, real activities
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manipulation may also automatically reverse in future from an economic perspective.
Firms can make up by spending more on R&D for one period. However, managers cannot
remain for a long period, they have to cut down in another period. Similarly, firms’
overproduction in one period will become equal by a decrease in production in another
period, because in a long term the total production quantity is balanced out to the total
number of units that are actually sold (L. Li, 2012). (iv) (J.-B. Kim & Sohn, 2013) also
show that the main thrust of results do not change whether the absolute value of AEM and
REM are used. The larger absolute values of residuals show the greater of earnings

management.

5.3.3.2 Control variables measurement

All the variables used in the empirical tests are presented in Table 2. The control
variables are the traditional ones in this kind of study. Some references are indicated directly

in the table.

226



Table 2: Variables definition

Variable

Definition

Measure

Dependent va

riable

SPI

Stock price informativeness

Logistic transformation of the ratio of (1 — R%)/ R?

Independent variables

dFOB Percentage women on boards | Number of women board members to the number
of all board members**
Fown The percentage of | Number of shares hold by Foreign investors
shareholding  owned by | divided by total number of shares
foreign investors
Sown The percentage of | The number of shares hold by State divided by the

shareholding owned by State

total number of shares

Mediator variables

AEM mjm | Discretionary accruals using | Absolute value of residuals estimated using Jones
Jones modified model (1995) | modified model

AEMkotha | Discretionary accruals using | Absolute value of residuals estimated using Kothari
Kothari et al. (2005) et al.(2005)

REMDIS The abnormal discretionary | Absolute value of residuals from Gunny (2010)
expense model

REMPROD | The abnormal production | Absolute value of residuals from Gunny (2010)
cost model

REMCFO The abnormal cash flow from | Absolute value of residuals from Gunny (2010)

operations

model

Control variables

CEO D

CEO duality

Dummy variable coded 1 if CEO is chairman of the

board, otherwise 0

Audit

Audit by big four auditor

Dummy variable that equals 1 if the firm is audited
by a Big4, otherwise 0.
(Ferdinand A. Gul et al., 2010) finds that stock

price informativeness increases with audit quality.

B/M Ratio

book to market value

Ratio of book value to market value of equity.

The previous studies suggest that firms with high
growth potential tend to have more firm-specific
information incorporated into their stock prices (De
Cesari & Huang-Meier, 2015; Ferdinand A. Gul et

%8 Other variables for gender diversity have been taken into account and will be discussed in the presentation of

the results.
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Variable

Definition

Measure

al., 2010; Ferdinand A Gul et al., 2011).

Firmsize

Firm size

Natural logarithm of the total assets

The large firms act as a leading indicator of
economy-wide and industry-level trends. Thus the
movements of these firms are likely to be similar to
market movements. As a result, stock price
synchronicity is high indicating less SPI (Ferdinand
A. Gul et al., 2010; Ferdinand A Gul et al., 2011;
Piotroski & Roulstone, 2004). However, (Chan &
Hameed, 2006) do not find any evidence between

firm size and stock price synchronicity

Finlever

Financial leverage

Total liabilities divided by total assets

Leverage is negatively related with firm specific
stock return variation, which is as a proxy for stock
price informativeness. Thus, lower financial
leverage tends to be associated with more SPI
(Durnev et al., 2004).

Dbdipen

Board independence

The proportion of non-executive members in board
of directors (independent directors/total directors)
Previous studies find that more informative stocks
are associated with lower board independence
(Boubaker, Mansali, & Rjiba, 2014; Ferreira et al.,
2011).

SalesG

Sale growth

Change in sales from year t-1 to year t

ROA

Return on assets

Net income in year t divided by total assets in year
end t-1

A higher ROA leads to a higher SPI (Ferdinand A.
Gul et al., 2010; Ferdinand A Gul et al., 2011).

In this paper we have three independent variables (women on boards, state ownership,

foreign ownership). One important thing is that the control variables are lagged one year

relative to the dependent variable, except for dummy variables that are less affected by time

series, such as CEO_D. This lag is employed to show the effect of changes on the governance

structure on EM and SPI.
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5.3.4 Research model

In order to answer the question to what extent earnings management mediates the effect of
woman on board, state ownership and foreign ownership on stock price informativeness, the
paper employs mediation analysis. As can be seen on figure 1, earnings management and
stock price informativeness are consequent variables whereas independent variables (woman
on board, state ownership, foreign ownership) are antecedent variables. Independent variables
causally impact stock price informativeness and earnings management. There are two distinct
pathways by which woman on board, state ownership and foreign ownership influence stock
price informativeness. One pathway is a direct effect, the independent variables impacting SPI
without passing through earnings management. The other pathway goes from the independent
variables to SPI through EM. In other words, SPI is impacted by independent variables, which
influence earnings management that in turn influences SPI. To check hypotheses about

mediation, the paper applies (Hayes, 2017) written in Stata.

In this paper, we have three independent variables (women on board, state ownership, foreign

ownership).

The equations to test the impact of Woman on board, state ownership and foreign ownership
on stock price informativeness with a direct effect and an indirect effect (through earnings

management) are as follows:

AEM/REM; ;= ap+8; dFOB;; +8,Sown;, +83Fown;, +8,AUDIT;, ;+85 BMRatio; .
+8firmsize;,.; + 8;Finlever;,; + Bsdbdipen;, ;+ 89SaleG;, ;+ 8,0ROA;;.;+ 8;; CEO _D;, +&;,
1)

SPI; = ap+ A dFOB;, + MSown;, + AsFown;, + SAEM/REM;,; + Ay BMRatio;, | +Asfirmsize;,.

| + AsFinleveriy; + Ayir1+ €4(2)

229



Table 3a: Descriptive Statistics for the full sample

Variable Obs Mean Std.Dev. Min Max
STOCK PRICE | 5,104 | 1.048 2.521 -4.591 17.558
INFORMATIVENESS

AEMmjm 5,059 | .111 121 0 .92
AEMkotha 5,059 |.107 117 0 .827
REMPROD 5,064 | .134 132 0 1.983
REMCFO 5,059 | .116 12 0 723
REMDIS 4,553 | .067 .064 0 416
dFOB 4,597 | .019 .164 0 0.8
Sown 4,821 |.242 243 0 967
Fown 4,821 |.092 13 0 .65
CEO D 4,641 |.324 468 0 1
AUDIT 4,079 | .205 404 0 1
BMRatio 3,659 | -16.003 9.924 -43.113 7.185
firmsize 4,493 | 41.467 8.983 21.69 52.999
Finlever 4,493 | .499 222 .002 971
dbdipen 4,016 | .682 264 0 1
SaleG 3,861 | .281 4.423 -1 244.46
ROA 4,493 |.058 .083 -.996 784
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Table 3b: Correlation matrix among variables

AEM AEM CEO
SPI dFOB Sown Fown AUDIT |BMRatio |firmsize |Finlever |dbdipen |SaleG |ROA
mjm kotha D

SPI 1

AEMmjm 0.024 1

AEMkotha [0.021 0.9627 |1

dFOB 0.076 [0.0427 [0.046 1

Sown 0.031 -0.1037 [-0.112""  [-0.157 |1

Fown 0.06" -0.051°  [-0.061" 0.052°  [-0.152"" |1

CEO D -0.046" [0.034 0.04" 0.1037 [-02147" [-0.006 |1

AUDIT 0.023 -0.0937" [-0.0977"  [-0.152"" 0.015 031277 [-0.11277 |1

BMRatio  [0.2337 [0.05 0.048" 0.0797 [-0.082"" [-0.055" [-0.064"  [-0.039" |1

firmsize 02447 -0.052°  [-0.0447  [-0.097 [0.065 [0.04" 0.064" 0.0397  [-0.932"" |1
Finlever 0.067 [-0.026  |-0.010 -0.15877 10.0717 [-0.242"" ]-0.031 0.037 -0.0006 [0.016 1

E3

dbdipen 0.016 0.002 -0.0046 0.1637 [-0.069"" [-0.009 [0.185" -0.178" [-0.007 -0.002 [-02247 |1

SaleG 0.012  [0.1027 [0.1027 0.027 0.047  [-0.003 [0.016 0.005 0.032 -0.03 -0.02 0.004 1

E3 ¥ 3

ROA 0.05 -0.014  [-0.029 0.024 0.1197 [0.235 [-0.008 0.018 -0.0837 [0.062 -0.3897 0.06 0.034 |1

"p<0.1," p<0.05," p<0.01
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Table 3c: Correlation matrix among variables

REM | REM CEO
SPI REMDIS | dFOB Sown Fown AUDIT | BMRatio | firmsize | Finlever | dbdipen | SaleG | ROA
PROD | CFO D
SPI 1
REMPROD | 0.037 |1
REMCFO | 0.044 [0.228" |1
REMDIS | 0.128" | 0.309" [ 0.02 1
dFOB 0.069 [ 0.058" |0.03 0.064" 1
Sown 0.042" |-0.015 [-0.036 [ 0.064" 0.13277] 1
Fown 0.047" [ 0.106 |-0.021 [0.188" |0.04 |[-0.138" |1
CEO D -0.047 0013 [0039 [-0047" [0.1027 [-0227[-0.005 |1
AUDIT 0.03 0.026 | -0.078""] 0.038 -0.14977[ 0.0018 | 03257 [-0.0997 | 1
BMRatio | 02237 [-0.016 |0.023 [0.0002 |0.088 [-0.06 -0.0417 [ -0.052" | -0.024 |1
firmsize 202377 [ 0.012 |-0.024 [-0.006 20.0997[ 0.062° [0.041 [0.052° [0.033 [-0988" |1
Finlever -0.064" [ -0.082"| -0.067 | -0.173" | -0.157 [ 0.059° |-022" [-0.021 [0.017 |-0.018 0.018 1
dbdipen 0.024 [ 0.053° |-0.005 [0.06 0.186 [ -0.076" | 0.019 [0.207  |-0.159" [ -0.008 0.003 |-02297" |1
SaleG -0.013 [ 0.177 | 0.074" [ 0.017 0.027 | -0.041" | -0.003 [0.016 |0.005 |[0.034 -0.032 |-0.022 [0.005 |1
ROA 0.0427 [ 0.1947 | 0.1397 [ 0.1937 |-0.006 |[0.135 |[020  [-0.027 |o0.01 -0.056" [0.057° |-0384 [0.0827 [0.035 |1
"p<0.1, p<0.05," p<0.01
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5.4 Empirical results
5.4.1 Descriptive Statistics

The sample consists of an unbalanced panel over the period 2008-2017, of stocks listed
in the HSX or the HNX. The financial data are from Stoxplus. Table 1a reports descriptive
statistics to give a broad picture regarding stock price informativeness. The mean value of
stock price informativeness is around 1 and standard deviation of 2.521. The average value is
close to the finding of (He et al., 2013) with an average of 1.5 in emerging market. The AEM
measured by modified Jones model and Kothari model has a mean value of nearly 0.11,

whereas REMPROD, REMCFO and REMDIS is 0.134, 0.116 and 0.067, respectively.

Tables 1b and lc present the correlation matrix among variables. The correlation
coefficients between SPI and AEMmjm, AEMkotha are all positive. SPI is positively

correlated with foreign ownership, state ownership and percentage woman on boards.

While SPI is significantly positively correlated with REMCFO and REMDIS, it has an
insignificant association with REMPROD. It means that stock price informativeness is higher

when managers manipulate in REMCFO and REMDIS.

There are statistically significant correlations between the dependent variable (SPI) and
control variables. SPI is also significantly positively correlated with Book/Market Ratio, ROA

and negatively correlated with firm size and firm leverage.

There is no excessively high problem of multicollinearity between the independent
variables because most of the correlation coefficients magnitudes are below 0.8 (Gujarati,

2009).

5.4.2 Regression results

5.4.2.1 The relationship between women on board, ownership structure and stock
price informativeness (direct relation without earnings management as a
mediator).
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Table 3.2.1- The relationship between women on board, state and foreign ownership and

SPI
SPI Coef. Std. Err. Z P>|z| 95% Conf.
Interval

dFOB JT0** 303 232 |.020 109 1.295
Sown J25%%% | 21 3.46 |.001 314 1.136
Fown 1.013*** | 387 2.61 |.009 254 1.772
ROA .683 .667 1.02 | .306 -.624 1.99
BMRatio | -.041 .032 -1.27 | .203 -.103 .022
firmsize | -.1 .032 -3.12 | .002 -.162 -.037
Finlever | -.426 247 -1.72 | .085 -911 .058
_cons 4.652 .863 5.39 |.000 2.96 6.344

"p<0.10," p<0.05," p<0.0l

Table 3.2.1 shows the relationship between women on board, state and foreign
ownership and SPI without earnings management as a mediator. The coefficient of percentage
women on board, state and foreign ownership are positive and significant. The results suggest
that more women on board, higher state and foreign ownership give stronger SPI. Overall, the
results support hypotheses H,, and Ha,, but not Hs,. It means higher state ownership makes
higher SPI, which is contrary to our expectations. This result may reflect the nature of
business in a country like Vietnam. Namely, the state ownership is most often a “block-
holder” (K. Liu, 2018) which holds around 24% of the stocks in the Vietnamese context. And
block-holders have an advanced information over uninformed, they tend to have access to
more precise firm specific information at a lower cost, which leads to increase the probability
of informed trading and decrease the firm’s stock return synchronicity, causing more
informative pricing (Brockman & Yan, 2009; Durnev et al., 2004; Piotroski & Roulstone,
2004).

5.4.2.2 The relationship between women on board, ownership structure and stock
price informativeness with earnings management as a mediator.

The mediation analysis with earnings management as a mediator variable has been done
five times with five different measures: two for AEM, three for individual REM. Globally, the
most convincing results are with the Kothari model when we work with AEM and with the

discretionary expenses (REMDIS) when we work with REM. The results are presented in the

234



main text for these two measures, while the results with the four other measures are in Appendix.

5.4.2.2.1 Women on Board, earnings management and stock price informativeness

arnings
management

INFORMATIVENESS

variables

Hoa =A+(B*8)=.725""

Figure 2: The framework of women on Board and stock price informativeness, AEM as

a mediator.

Table 4 describes the indirect, direct and total effects of the relationship between
woman on board and stock price informativeness with earnings management as a possible

mediator.

Table 4: Direct effects, indirect effects and total effect of Women on boards (dFOB) and

stock price informativeness through accrual based earnings management (Kothari model)

Effects Path B Std Z value | 95% conf.
Error interval
Direct effect | dFOB ->SPI 694" 303 2.29 022 101
Indirect dFOB >AEMkotha 0144 013 113 | 258 | -.0106
effect AEMkotha->SPI 446 483 92 355 | -.499
Indirect via AEMkotha .0064 0117 .55 583 -.0165
Total effect | dFOB ->SPI 725 21 3.46 .001 314

*p<0.10,  p<0.05  p<0.01
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variables
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Figure 3: The framework of women on Board and stock price informativeness, REMDIS

as a mediator.

Table 5: Direct effects, indirect effects and total effect of Women on boards (dFOB) and

stock price informativeness through abnormal discretionary expense (REMDIS)

Effects Path B Std Error | Z P 95% conf.
value value | intervals
Direct effect dFOB ->SP1 6186 ** 301 2.05 .04 .028 1.21
Indirect effect | dFOB -
.02055 ** .0084 2.44 .015 .004 .037
>REMDIS
REMDIS->SPI 3.94 %% .73 5.4 .000 2.512 5.374
Indirect via
081 ** .0364 222 .026 .0096 152
REMDIS
Total effect dFOB ->SPI .6996%* 303 2.31 .021 .106 1.293

Table 4 shows the total effect of Woman on Board on SPI is positive and significant. It
1s mainly a direct effect, the indirect effect through AEM being insignificant. Hypothesis H2b
“Earnings management is negatively associated with board gender diversity is not validated.
Hypothesis 1 “Stock price informativeness is negatively associated with earnings
management” and hypothesis 2¢ “Earnings management is a mediator in the association

between board gender diversity and SPI" are not validated in terms of accrual based earnings
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management.

The table 5 gives the indirect effect, direct and total effect of the relationship between
woman on board and stock price informativeness with REMDIS as a possible mediator. The
total effect and indirect effect are strongly positive. The difference with AEM is that when
REM is measured by REMDIS (abnormal discretionary expenses), the indirect effect is
significant, validating hypothesis H2c of a mediator effect of REMDIS between female on
board and SPI. But w we observe that more female on board meaning more discretionary
expenses, thus, more earnings management, we find counter intuitive results for H2b. So, we
observe that women on board increase earnings management and that earnings management

increases SPI, which is contrary to our expectations (H1 rejected)

To check the impact of the presence of women as member of the boards or executives,
different measures have been used: women on boards (tables 4 and 5), women on board
measured by Shannon index, women on board of directors (number of women in the board of
directors divided by the number of directors in the board), women on board of executives
(number of women in the board of executives and number of women on board of executive
divided by the number of executives in the board), chairwoman and female CEO. The results
when the measure is the fraction of women in only one board are similar to the results
presented with the fraction of women in all the boards except there is no mediation through
REMDIS with women on board of directors. The variables chairwoman and Female CEO
have no significant effect on SPI. The positive impact of women on SPI is thus linked to their

participation to the firm’s boards.

5.4.2.2.2 State ownership, earnings management and stock price informativeness

Table 6 shows the results of the influence of state ownership on stock price informativeness
through AEM. The total effect of state ownership on SPI is positive and significant , contrary to
our expectations (H3a is rejected). In the indirect path, the effect of state ownership on SPI
through AEM is estimated as the product of the effect of state ownership on AEM () with the
effect of AEM impact on SPI (3). The coefficient between state ownership and AEM is
significant and negative (H3b is validated) but the coefficient between AEM and SPI is not
significant (H1 not validated) and as a result, the relation between state ownership and SPI
through AEM is insignificant. It means that the hypothesis H3c is not confirmed in terms of AEM
(measured by modified Kothari model, but as well by Jones model as reported in Appendix). The

main effect between state ownership and SPI is thus the direct effect with A significantly positive.
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Figure 4: The framework of State ownership and stock price informativeness, AEM as a
mediator.
Table 6: Direct effect, indirect effect and total effect of State ownership and stock price

informativeness through accrual based earnings management

(Kothari model)
95% conf.
Effects Path B Std Error | Z value | P value )
intervals
Direct effect Sown->SPI J46%** 211 3.53 .000 332 1.159
Sown->AEMkotha -.0463*** | 0089 -5.22 .000 -.064 -.0289
AEMkotha->SPI .446 483 .92 355 -.499 1.392
Indirect effect
Indirect via
-.021 .0226 -91 .363 -.065 .0238
AEMkotha
Total effect Sown->SPI JJ25%** 21 3.46 .001 314 1.136

*p<0.10,  p<0.05," p<0.01

Table 7 gives the indirect, direct and total effects of the relationship between state
ownership and stock price informativeness through REMDIS as a mediator. The results show
that all the results are very significant with this measure. There is a positive and significant
total effect between state ownership and SPI (H3a validated). The difference with AEM is
that the indirect effect is positive and significant with REMDIS: H3c is validated : the state

ownership increases earning management through increase in the abnormal discretionary
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expenses (contrary to H3b) and more earnings management is associated with a higher SPI
(which is contrary to H1). The combination of these two relationships leads to a significant
positive impact of state ownership on SPI through this mediation, which strengthen the

already positive, significant, direct effect we noticed.

REMDIS

INFORMATIVENES
S

variables

Hsa =A+(B*8)=.716"

Figure S: The framework of State ownership and stock price informativeness, REMDIS

as a mediator.

Table 7- Direct effects, indirect effects and total effects of state ownership and stock

price informativeness through abnormal discretionary expense.

Z P 95% conf.
Effects Path B Std Error
value value intervals

Direct effect Sown->SPI L3 F** .209 3.01 .003 220 1.041

Sown->REMDIS L0216%** .0059 3.69 .000 .01 .033
Indirect REMDISP->SPI 3.94%%* .73 5.4 .000 2.512 5.374

effect Indirect via
085 ** .028 3.04 .002 .0304 .14
REMDIS

Total effect Sown->SPI JJ16%** 21 3.41 .001 .304 1.127

p<0.10, p<0.05," p<0.01
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5.4.2.2.3 Foreign ownership, earnings management and stock price informativeness

Table 8 shows the result of the influence of foreign ownership on stock price
informativeness through accrual based earnings management. The positive and significant

total effect confirms that more foreign ownership is leading to better SPI (H4a is

validated).

The indirect effect is the product of the effect of the foreign ownership on AEM ()
with the coefficient of the manipulation earnings impact on SPI (). Both coefficients used to
estimate the indirect effect are insignificant when AEM is measured both by modified Jones
model (Appendix) or kothari model (here tabulated). Therefore, the hypotheses H4b and H4c
are not validated The mediating effect is not found. The total effect includes mainly the direct

effect that is positive and significant.

arnings
management

oreign
ownership

INFORMATIVENES
S

variables

Haa =A+(B*8)=1.019"

Figure 6: The framework of Foreign ownership and stock price informativeness, AEM

as a mediator.
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Table 8- Direct effects, indirect effects and total effects of Foreign ownership and stock

price informativeness through accrual based earnings management

(Kothari model)
V4 95% conf.
Effects Path § Std Error P value )
value interval
Direct effect Fown->SPI 1.037*** .389 2.67 .008 275 | 1.798
Fown->AEMFkotha -.0399%* 017 -2.34 .019 -.073 | -.0065
Indirect AEMkotha->SPI .446 483 .92 355 -.499 | 1.392
effect Indirect via
-.0178 .0207 -.86 .39 -.058 | .0227
AEMkotha
Total effect Fown->SPI 1.019%** 388 2.63 .009 259 | 1.779

p<0.10," p<0.05," p<0.01

When earnings management is measured by REMDIS, the regression analysis is
summarized in Table 9 (and tables 17, 18 in the appendix). It shows the indirect, direct
and total effects of the relationship between foreign ownership and stock price
informativeness through REMDIS (or REMCFO, REMPROD in appendix) as a mediator.
With REMDIS, the conclusions are different from the previous ones with AEM. What is
striking with REMDIS is the fact that, in this case, the direct effect of FO on SPI is just
slightly significant (at the 10% level only), but the total positive, much significant effect
is essentially captured through the mediating effect of REMDIS: REMDIS appears thus
to be a decisive mediator between foreign ownership and SPI. The indirect effect is
positive and significant. In this case, more foreign ownership is associated with high
discretionary expenses (B is significantly positive), which in turn make better SPI (the
coefficient 1s also significantly positive). With REMDIS, Hy. is validated but with a
pathway that was not expected (Hyp is not validated).
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INFORMATIVENESS
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Figure 7: The framework of Foreign ownership and stock price informativeness,

REMDIS as a mediator.

Table 9- Direct effects, indirect effects and total effects of Foreign ownership and stock

price informativeness through abnormal discretionary expenses (REMDIS).

Std
Effects Path B Z value | P value | 95% conf Intervals
Error

Direct effect Fown->SPI .699%* .39 1.79 073 -.065 1.46
Fown->REMDIS | .079%*** 0113 6.97 .000 .0564 1006

Indirect REMDIS->SPI 3.94 %% .73 5.4 .000 2.512 5.374

effect Indirect via
J1EEH 0725 4.27 .000 168 452
REMDIS
Total effect Fown->SPI 1.009%*** .388 2.6 .009 248 1.769

5.5 Conclusion

The main purpose of this study is to provide new insights into how gender diversity,

state and foreign ownership directly and indirectly influence the stock price informativeness.
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We perform regressions based on mediation models, the mediation variable being earnings
management. The tests have been done with two measures for accrual earnings management
(AEM) and three measures for real earnings management (REM). The main results are
presented with the measure of Kothari for AEM and with the abnormal discretionary expenses

(REMDIS) for REM.

We always show a significant, positive global relationship between our three corporate
governance variables and SPI, whatever the measure we use (AEM and REM). It is the most
important of our results and confirms two of our hypotheses relative to the positive influence
of gender diversity and foreign ownership on SPI (H2a and H4a) but rejects H3a: an
important state ownership doesn’t impair the level of SPI, contrary to our expectations.
Concerning the mediating role of earnings management in this relation (hypotheses H2¢c, H3c
and H4c), our study shows mixed results: it is never validated through AEM but
systematically through REMDIS. In the case of foreign ownership, this mediating effect of
REM even shows to be more decisive to capture this relation than the direct effect. When
getting closer into the indirect effect, we note that, contrary to our expectations, the
relationship between EM and SPI is either not significant or positive (H1 rejected).
Furthermore, the link between corporate governance and EM show mixed results: only State
ownership has an influence on AEM, in the negative sense that we anticipated, but our three
corporate governance variables have a positive association with REMDIS. So we cannot
validate H3b, and can partially reject H2b and H4b. The counter-intuitive result concerning
the association between State ownership and SPI (H3a) may be partially explained by this
later mediation analysis : the indirect positive impact of state ownership on SPI comes from
the combination of a positive impact of state ownership on earnings management and a

positive impact of earnings management on SPL.

Concerning the role of earnings management as a mediator, we find that all of three
variables - women on board, state ownership and foreign ownership - indirectly increase SPI
through increasing abnormal discretionary expenses (REMDIS, and not AEM), which in turn

increase SPI.

Concerning gender diversity engaging REMDIS, women entrepreneurs may lack
knowledge and market information, trade promotion, resources, and opportunities to network for
business development™. In addition, diversified groups exhibit increased conflicts, low cohesion

(Milliken & Martins, 1996) and decreased performance (Adams & Ferreira, 2009). Under

* http://www.mekongbiz.org/wp-content/uploads/2017/04/WBAs-Position-Paper English.pdf
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pressure of firm’s growth, managers may engage in EM (REMDIS) to achieve the firm’ goals.

Related to the positive association between state ownership and REMDIS, it can be
explained by the fact that the Vietnamese government is driven by political purposes rather than
for maximizing their wealth. Thus, managers in SOE have more incentives to tunnel corporate
resources and impede the flow of firm’s information to outsiders through REMDIS, which lead to
poor financial disclosure and less transparent environment. In addition, family owned firms are
present quite high in Vietnam context with 31.1% (Kien & Duc), 2015). The combined ownership
in firms, where the state retains a percentage of shares and family owned firm maintain their
controlling, may have contrasting interests or conflicting views leading to motivate data

manipulation and earnings management (D. Choi et al., 2020; F. Guo & Ma, 2015).

Similarly, firms with more foreign ownership may experience higher REMDIS because
foreign investors have a lower level of controlling managerial behavior. This could be due to the
differences in geography, language and culture (Choi, Lee, & Park, 2013; T. C. Hoang,
Abeysekera, & Ma, 2019); moreover, in the Vietnamese context, the 49% maximum of foreign
ownership may limit their power and access to the firm’ operational information, and hence their
monitoring of the firms. This may be associated with information asymmetry between domestic
and foreign investors, leading to increase in managerial autonomy and EM (S. H. Kim et al.,
2020).

A previous study on Vietnamese listed firms shows that managers are likely to engage
in earnings management to attain positive growth in earnings, to avoid reporting negative
earnings to not will be delisted (Tran & Duong, 2020). Managers tend to make a temporal
increase income or earnings surprises. Thus managers tend to reduce costs (as cutting down
advertising expenses, R&D expenses, and selling, general and administrative expenses) that
are more difficult for investors to understand and detect, and more complicated for boards,
auditors, regulators and outside stakeholders to monitor. This can explain why REMDIS is the

most sensitive measure in our study, the easiest real earnings management to be used.

Concerning the unexpected positive relationship between EM and SPI, In addition,
when the performance falls outside the range, a firm is likely to manipulate financial
statements. Managers are likely to defer their disclosure related to REMDIS because (i) easy
to manipulate and to avoid auditors’ eyes. As a result, informed traders are able to shift their
portfolio weights based on their advantages on private information, whereas uniformed
traders lose. Informed traders will have a lower cost to gain private information than

uninformed traders. Moreover, a lower cost of private information results in more informed
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trading leading to more SPI (Durnev et al., 2004). Thus, firms with high EM lead to get high
SPI (Rajgopal & Venkatachalam, 2011).

This article extends the literature about the relations between corporate governance,
earnings management and SPI, applying a mediation analysis. The empirical study on
Vietnamese data can help policymakers in emerging countries in their decisions about state

ownership and investor protection regulation.
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