
DOI: 10.4018/IJCFA.301459

International Journal of Corporate Finance and Accounting
Volume 9 • Issue 1 


Copyright©2022,IGIGlobal.CopyingordistributinginprintorelectronicformswithoutwrittenpermissionofIGIGlobalisprohibited.



*Corresponding Author

1

The Effect of Board Characteristics 
on Earnings Management in 
Differently-Sized European Firms:
Earnings Management and Corporate Governance
Ioannis G. Dokas, Democritus University of Thrace, Greece*

ABSTRACT

Theeffectivenessandthemonitoringpotentialsoftheboardarecrucialparametersformanagement
in thedecision-makingprocess.Thisstudy investigates theeffectofboardcharacteristicson the
levelofearningsmanagementinEUlistedfirms.Thefindingsindicatethattheoversizedboards
functionasarestrictingdeterminanttothelevelofrealandaccrual-basedmanipulations.Also,the
averageboardtenureisnegativelycorrelatedwithrealearningsmanagementmeasures.Anadditional
researchqueryofthisresearchiswhethertheeffectoftheboardcharacteristicsisdiverseindifferent
sizedfirms.Insmallerfirms,theboardsizeimpactstheaccrual-basedmeasurespositively,while
inthebiggerfirms,thereisapositiveassociationonlywithrealearningsmanagementmeasures.
Furthermore,insmallerfirms,anincreaseinboardtenureseemstofacilitatethemanipulationsusing
accountingpoliciesandlimitthemanipulationsofrealactivities.Finally,theresultsdemonstratethat
CEO-chairmandualityisnegativelyrelatedtothelevelofrealearningsmanagement.
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1. INTRoDUCTIoN

Thecentralroleoftheboardofdirectorsistorepresenttheshareholdersandsecuretheirinterests
monitoringthemanagementdecisionsandprovidingguidelinesforfuturestrategies.Theownership
structuredeterminesthepowerandresponsibilitiesoftheboard,whichsimultaneouslyinfluences
managers’strengthinthedecision-makingprocess.Thequalityoftheboardcanlimitorenhancethe
powerofmanagersandtheirabilitytomanagethecorporateproblemsaccordingtotheirdiscretion
orfollowingtheboard’sandshareholders’instructions.

The board characteristics can determine crucial corporate processes such as the financial
reportingprocedures,whichaffectthefirmvalueandtheperceptionofoutsidersforthefinancial
performance of the firms. The board size can reflect information about the board’s monitoring
abilityanditsattentiononthemanagementdecisionsandcanbeasignificantdeterminantofthe
firmearningsperformanceandvalue(Yermack,1996;Eisenbergetal.,1998;FuerstandKang,2000).
Lipton andLorsch (1992) and Jensen (1993) suggest that oversizedboards lack communication
andeffectivecollaboration.Consequently,boarddirectorsdonotpaytherequiredattentiontothe
earningsmanagementpracticesallowingmanagerstoconfigurethelevelofmanipulationconsidering



International Journal of Corporate Finance and Accounting
Volume 9 • Issue 1

2

theirbenefits(Dechowetal.,1996;Kao&Chen,2004;Beineretal.,2004;JaggiandLeung,2007).However,
Xieetal.(2003),Ebrahim(2007),andRajeevanandAjward(2019)claimedthattheboardsizeisnegatively
relatedtoearningsmanagementbecauseastheboardsizeincreases,moreexperiencedandqualifiedmembers
participateintheboardoperations,detectingandlimitingtheearningsmanagementpractices.Thelevelofboard
independencecanmitigatetheearningsmanipulationbyassessingwithoutprejudicethemanagementactions
(Klein,2002;Xieetal.,2003;Be’dardetal.,2004;Busirinetal.,2015).Onthecontrary,managersoftenavoid
sharingcorporateinformationwithindependentdirectors,whichrendersthemonitoringworkofindependent
membersmorecomplexandinefficient(Vafeas,2005;AgrawalandChadha,2005;Larckeretal.,2007).Forbes
andMilliken(1999)emphasizedtheboardtenureasasignalofexperienceandexpertiseofboardmemberson
thedetectionofearningsmanagement,whichcontributestothelimitationofmanipulationpractices.Onthe
contrary,Vafeas(2005)supportedthatlong-termtenureinducesstrongbondsbetweendirectorsandmanagers,
leadingtheboardmemberstomorerelaxedscrutinyandmonitoringprocedures.Theboardmeetingfrequency
canbeafeatureofanactiveandefficientboardthatattendsandintervenesinthedecision-makingprocedure
(Vafeas,1999;RonenandYaari,2008;Lorsch,1992;Jensen,1993;Xieetal.,2003;Gulzar,2011).Thegathering
ofCEOandchairman’sdutiesononepersoncanprovideadvantagessuchasdiminishingcostandinformation
sharingproblems(YasserandMamun,2015;ChangandSun,2009)butalsocanleadtomoreintenseearnings
manipulationpractices.AccordingtoDechowetal.(1996),CEO-chairmandualityisafeatureoffirmsthatengage
inearningsmanagementmoreaggressively.Also,otherstudies(GulandWah,2002;Andreson,2003)supported
thenotionthatthemarketsandanalystsperceivetheCEO-chairmandualityasaweaknessforthemonitoring
dutiesoftheboard.Anothercharacteristicthatpossiblyaffectsearningsmanagementisboardattendance,which
accordingtotheliterature,canbeadeterminantoftheimprovementoffirmperformance(BrownandCaylor,
2004;Chouetal.,2013).Similarly,accordingtoLinetal.(2014),Quamhanetal.(2018)andBarrosandSarmento
(2019)theboardattendanceisassociatedwithhigherlevelsofaccountinginformationquality.

Thepurposeofthisstudyistoinvestigatetheimpactofboardcharacteristicsontheearningsmanagement
activitiesofEuropeanfirmsduringtheperiod2011-2019.Thecontributionofthisresearchistheexamination
oftheearningsmanagementbehaviorindifferent-sizedfirmstoobservethechangesoftheeffectoftheboard
characteristicsasthefirmgrows.Theearningsmanagementmeasuresarecalculatedwithrealandaccrual-based
estimationmodelstocaptureaccountingandoperatingactivitiesearningsmanagementtechnics.

The results of the entire sample indicate that board size is positively associated with real earnings
manipulationbecauseoftheinefficientcommunicationandcollaborationamongthedirectors.Moreover,the
memberswhoparticipateintheboardinalong-termperioddevelopmonitoringandadministrativequalifications
restrictingthemanipulationlevel.Inthesecondstageoftheempiricalanalysis,theearningsmanagementprofileof
thesamplefirmsseemstobediversifieddependingonthefirmsize.Ιnsmallerfirms,theboardsizeispositively
relatedtotheinvolvementofmanagersintheaccountingmanipulations,whileinbiggerfirms,anoversized
boardisacharacteristicoffirmsinvolvedinmanipulationsofoperatingactivities.Moreover,smallerfirmswith
higherboardtenureengagemoreaggressivelyinaccrual-basedmanipulationsincontrastwithbiggerfirmsin
whichanincreaseinboardsizeinduceadecreaseintherealearningsmanagementprocedures.Inaddition,the
CEO-chairmandualityseemstobeinverselycorrelatedwithrealactivitiesmanipulationsthroughthemethod
ofoverproduction(abnormalproductioncost)insmallerfirms.

Theremainderofthepaperisstructuredasfollows:Sect.2presentsanoverviewofthecomparativeliterature,
whileSection3includesthemethodologysteps.Section4providestheanalysisoftheempiricalresults,and
finally,Section5theconcludingremarks.

2. LITERATURE REVIEw AND HyPoTHESIS DEVELoPMENT

Oneofthemostdebatedtopicsinthefieldofaccountingisearningsmanagementandthefactorsthatfacilitate
orlimitsuchcorporatepractices.Managers,motivatedbyvariousfactors,oftenexercisetheirdiscretiononthe
financialstatementstoinformtheexternalsabouttheactualfirmperformanceorconcealtheunderlineproblems
(TruemanandTitman,1988;Rosner,2003).
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