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The Relationship Between Managerial Entrenchment
and Earnings Quality
Empirical Study on the Egyptian Listed Companies
Abstract
This study aims to examines the relationship between managerial

entrenchment and  earnings quality on the Egyptian Listed
Companies. To achieve this objective, the study examined the
relationship between five mechanisms of managerial entrenchment
and earnings management. These mechanisms are : CEO duality,
CEO tenure, board independence, managerial ownership, and
financial leverage .In addition the discretionary accruals (as an
inverse measure of earnings quality) were estimated using the
original Jones model. In order to test the hypotheses, the study relied
on a sample of 125 listed non-financial Egyptian companies, and
covering different 11 sectors, during the period (2017 - 2019) , Fixed
Effects Model (FEM) , regression model was adopted to test the
research hypotheses. The study found a negative significant
relationship between CEO duality, managerial ownership and
earnings quality .The study also found a positive significant
relationship between the percentage of non-executive directors on
corporate board of directors and earnings quality. Furthermore the
study found a nonlinear relationship between financial leverage and
earnings quality, take the shape of the letter U. The study failed to
find any significant impact for CEO tenure on earnings quality.

Kay wards : Managerial Entrenchment, Earnings Quality ,

Earnings Management.
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ilalastuy) A oeld (ﬁ.}} ¢ E)AU:S\ EL R Vel Lé daylull C'.i\.u\).ﬂ\ Jad (e

: (Jones, 1991) Al <l ghadl) IR (e &y ld)
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0 daa
() 38 AR (1) Asill cllaasuy) Jlea) : TAC
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0 Cua
(1) Bl A (1) As il 4 Laa) e Clilaaiul) aaa: NDA
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() 38l A (1) As il il Yl B il 0 AREV,
(1) Bl J3A () 488l @l jaeadll s laxall 5 YY) Jleal 1 PPE;

Sl e 5 ke DAC dWiaY) cililisiuy) dad (<5 il ¢ 42N 5 ghadl)

YA \‘~Y\‘;_'\L'"d\md\



iy ol dta Luall sy g3l e g il dalys” glyp¥limgag @yladl ppmaill gy BLell

piall ngl Sgana sasa gy [u

TAC/ TAir1=0aq (UTAi1) + ax( (A REVi)/ TAi1)
+o3(PPEic / TAia) + &it
ClilEaiay) aaa I sl o35 oz dsalll a8 e Lilaa) il g of Cas
daf A diasll oty ad Gy (1) B8N DA (1) A4Sl 4y jLaay)
cok & o« (Discretionary accruals) 4—olialy)  Glaat.y)
b LS cliliniuy)  Maa) (e g )URY) e G
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; (A REV,t/ TAit_l)'l' o3 (PPE,t / TAit-l) }
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Gn 2aall Gl s AT Aali ey L LY Bags (e s Y AS LA
Lin and Chang , 2008, Abdelghany,2005) : Jis &bl il
s3sa e s AS,dll aas of (Harjoto &Jo ,2011 Kang et al ,2017
Lo Bale aaall 5 € lSall o (Y0 Yo plaan) Al o <jelal 85 ~l Y
5ol s jlen (e Allall Lgatl g8 1 5 Leals ) 8 5 Aallall Ls o L85 83 gy aat
Caals L gloY) Bagay ASLEN aas o Aanh Ae dllia oy ¢ ZL)Y)
Lpnalaall Sulaall Badaty anall 5 0SS al B 30 ) ety 8l 2 )
- Ol Gallaall el 53 Allaa 5 Ao sSad) Cllgal) 448 ) 5 Al pal) AISH il
Aladinly ZLOYI Bl AS AN aaa G A dapk o die
A el cadial Gl sl el el A e ¢ Ay UAY) i)
G ¢ Al e ALl e lSsy cpilide cpaladl s o) a8
S80S o Y daa aaall 508 @I ,8) o (Dechow&Dichev,2002)
OS5 ) el e JB A sl clliaiul Lol ()5S o ey ¢ Letllany 1) il
e O (Meek et al ,2007) 40 s LS | anall b paa S 0 (ol
el e 5 yaiue A8 0 2gm sl 1yla0 ¢ anall 5 50€ S Al 8 J&5 #L,Y) 5l
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Sl o (A alal il (YA ¢ Al pibe) Al L) ciliags
¢ anall 3y ISl e ST Al CllSS Jeadl dca jea aaall 5 S
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b anall 308 SN G ) @l Al (Soliman & Ragab,2013)
clladll g o eisall Lia guad 5 4800l <ol daa HAl) Gl hY) e aaadl Uil
A jlae (M) Tadi a8 Cal plaY) s2a a5 pa A8 ) il il Sy ¢ il
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Sl e L)Y ol il jleay pLall ST adl g Lol 6% Ly
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SV Oseaty el G o ) (YT ¢ glaes) 5L e BN ¢ 2L Y
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S L)) Ale dua of ) @il (Beasley, 1996 ) dwl ja of axi ¢ #L )Y
BREW) p cﬁ)\ LK Cus sl C\._U‘Y\ 339 9 8yl Lulaa clac axe O
¥ Bagn Cona ) @l (g5 Lae ¢ Adlall a0 gl iy yat Jlaiad ala ) 5 ylaY)
e JS A il Lai LY 5l A jles Al 2l agie Gand) olasiul
G (T cilae wly Capdl YOOY e gl (Vo) ee mllact  VAC il
(Mashayekhi & 4wl 2 4 cilia g (3 gl & add ¢ XS | Login 283 Jayl
& LY Baga g 5 Y Galas pas G AuSe A8le v4a 5 I Bazaz ,2010)
A sine Ao d5a g e 5 ¢ o DU Ayl 5yl Lo Y1 A ) el Lol d s
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Cash Flows Operation daladal) 4,488 cigdai) -
le @b siall o 580 el JlasiW) 3 ger ) Aplaill dpaial) ulayd) jaie dilal o
clixd) asa o ) (Dechow et al.,1995) 55U e WU ¢ #L Y1 335
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(Statistical Power analysis) (bl 3 gall Judad 1 /A

Ual) aaa Ol (Kays Al pal) ppenc Jal e obl (o Aiall pas a0 )

cﬂejmujﬁj‘famy‘B)ﬂ\dMUﬂud#\a&uAcLB)LEJ:A
st g Aol e Ll e Ailian ) s 6ol Judat adiay Cua

dgua il Aagla o Cam ¢ Al Wgde A8 3 (Hypothesis) 4 il
paad o Lgalal e il g il 45 5k Galil) e (i Liag Gllaall
uliall 3 g8l Jalas

gl of Cua :(No. of Variables) i) gisal b @i piiall 2
aaa 3ol ) ety Laa edg pall Gila jy aldds) ) (a5 73 gail) &l puatia dae
Dl seleS e Lalaall digal)

oo Sl Alaal a5 14y slaal) (Statistical power) 4slasy) 5 il
Cua ((Power = 1 — f) 4l Liad 4dy a3 2y eagay Jla (8 (pma il
a5 Type Il error S8 ¢ sl (e Wadll o @l Jlaial Jiad B Ui
sl o sSisale 5 Und 488l 8 g Laiy Hy ud ) A Jdl Jlaial ddaboy
A sllaall Al aas 28y 4cli b5 .0.95 - 0.80 O

Adlais) a5 o — o8 :(Significance level) Asbasy) YAl s sio
Uadll 3 g 85l Adlaial Jind g el 0 sa s 2o dla (o8 CLES) aae
il sle Gy die Hy o) JWis) a5 Type | error JsY) ¢ sl (e
Letad AV (5 sin o sSi B0le 5 Bomia a5l 8 Hy 055 Ledie g AxaaY)
A llaall Al aas a8y 4mliaily S8 1 (0.05) %5

o gu) A8l Aleal) AV (5 giia g5 : 2B giall (Effect Size) Y ans
oo lele deans I cllall o aaing aual jidl/s aiiy o(laY 4 sl
A e i) Al o il G sl Caaldl 58 s A8 il )

Yy Yov) SUll sl
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wsd Gle el Y aaa a6 o sy L5 3 jsea due e Pilot Study

Lo SV aas ol s bale 5 Slan) 5t 3 ma uls @l gl gl e i

A slhaall iall a4l jls (S cdans e ¢ ) O
JiE il Aall JiaY) aaall aaad e dibias) 380 lid) LiSay Julyy
b adsiall BV aaa ad ig aiSas da o ol O 5 OV g il e Uadll
DAl 1Y e Gy TS s Y sl Auall aas oY sasa als
Poor (No) Power ) casall 48l Lagass of 6§ Y ol adl gl & 3 5
05 Tan 5l Al aaa o LS L o S claliind Y 525 (Planning
paall e Aall aan 3L ) (e Galall (S 13) Laiy Jlall y S8 1) Cus (e LalSa
(Alany) il a8 S Lae s Jansa 13g3 JLall s gl (528 T glaia JiaY)
Al Al (Al aaa) Al dilian ) 3 ) aranad U (V) @85 J saal) e s g
el Al Ll il

(%) adu Jgaall
(Aad) aa) dinaal) dpilianyl) B g8l aranal
Statistical Power analysis (A-priori Sample Size for Multiple Regression)
minimum required sample size for study

Anticipated effect size (f): 0.2
Desired statistical power level (p): 0.99
Number of predictors: 10
Probability level (a): 0.05
Minimum required sample size: 173

Oliaan Mgl te 0.05 50.80 V) s 358l ssime of CoOheN (1988) . (")
g5l e eladl Ci5aal 720 5 V1 g5l (e e Uadl QY 75 daajiy 7 lewd] Gulia Glss
(S gl eadl e syshaa AT e gl (A ISV gl o Uadl) S

v YY) ) 2l
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Proper Power ) caulidl 3@l Lhaas of Gl Jeandl (e iy
Qi saalia 173 (& Aulall z3 e JUEAY disall ana 3yaa sl ¢« (Planning
s Sl anng ¢ %39 gt b (5 g ¢ %O AV (5 giue 3aad e 2l
A yall claalial aae oY Tkt (Rslad) cilud ) 8 ae Lils) e
O (Al 2 23 g b samlie Y1) Canlial) 55l Jaladt i< ) slai Alal
Aaldiidl C..m\lﬂ\ PERN )353 PO s Ell

i gl Judadl) ¥/A
o onSll U (adli 8 aalad il clill) dallae e A0 Als e s
i ey el B Jemn Aoy Gaulie ) deadioadl @ el s chlaalidl
¢ (Ahasll @lelaa¥l ) Alaay) Gauagll 8 dasll diadll Jiai
(LY Jalat) dal yY1 4d sdan
dndia gl) Cilglasy) o

T (A Daaiall Ol juaiell da gl Gileban¥) (€) a8 Jgan ()
¢ (LY sasa) plll Ladl ;o as ¢ e gane GO ) ddiae Al )
Caagy @y g ¢ dalall @l yuiall g ¢ (oY) Gandll @lll) o) il
CA Al A GlS HE sstee e Gl yuriall Sl 8 el Gailadll el
Jie L) dda ¢l Slebaan¥ A (e @l g ¢ il paiadl oda dnuda 48 jaag
A s slmall Gl Aty g iy S pal) de 3l Gueulie aal e A Slaad) Ja gl
Oans L ol aally oY) aall ) deleaYl el (ulie aal Jiag
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(¢) o den
) Al &) priial dadea gl) g liaal)

Descriptive summary statistics

‘ Obs. ‘ Mean ‘ Std. Dev. ‘ Min ‘ Max

Dependent Variable:

Abs(DAC) | 369 | 02781 | 0913 | 00002 | 10785
Independent Variable:

CEODUAL 369 0.6314 0.483 0 1

CEOTENURE 369 4.8645 2.845 1 15

BIND 369 0.6462 0.238 0 1

MOWN 369 0.3475 0.325 0 1

LEV 369 0.5736 0.777 0.0088 10
Control Variables:

FSIZE 369 20.415 1.548 13.924 24.491

PROF 369 0.0599 0.187 -1.0521 1.9627

BSIZE 369 7.8997 2.570 3 17

CFO 369 0.0698 1.088 -15.129 11.831

(°) pdsea

L) s y& A LY 5000 g
Earning management structure in the sample firms

Earning Earning Management Down Earning Management Up
management ratios Obs. % Mean Obs. % Mean
%00 - %5 81 %47.9 | 0.0282 98 %49 0.0282

%06 - %10 38 %22.5 | 0.0814 30 %15 0.0848
%11 - %25 33 %19.5 | 0.1685 40 %20 0.1707
%26 — %50 9 %5.4 | 0.3419 10 %5 0.3888
%51 - %100 3 %1.8 | 0.8297 7 %3.5 | 0.7623
More than %100 5 %2.9 | 3.7818 15 %7.5 | 3.0591
Total 169 %100 | 0.2095 200 %100 | 0.3359

1 YY) ) 2l
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@l 3z B0 A LAY clBEatdd Adthal) el il jadell dudly
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Correlation matrix between variables in private sector
@ @ @® @ ) ®) ) ® | @ |@o

ABS(DAC) | (@) |1

CEODUAL | (2) | 01477 |1
[2.861]***

CEOTENURE | (3) |-0.0974 | 0.0328 |1
[-1.87]*** |[0.628]

BIND @ [-00637 |-0.1561 | 00409 |1
[1.22] |[-3.03]***|[0.783]

MOWN (5) [ 01278 |-0.1054 |-0.1259 | 02102 |1
[2.469]%* |[-2.03 ** |[-2.43 [** | [4.119]***

LEV (6) [ 03520 | 00794 |-0.0454 |-0.0839 |-0.0021 |1
[7.204]***|[1.526] |[-0.87] |[-1.61] |[[-0.04]

FSIZE (7) | 0.0842 |-0.1259 |-0.0473 | 00112 | 0.1534 |-0.0237 |1
[1.619]  |[-2.43]***|[-091] [[0.214] |[2.975]***|[-0.45]

PROF (8 [0.0858 | 00707 |-0.0108 |-0.0343 | 0.0748 |-0.3559 | 01719 |1
[1.649]* |[[1.358] [[-0.21] |[[-0.66] |[[1.437] |[-7.29]***|[3.344]***

BSIZE (9) [0.0153 |-0.0911 |-0.1163 | 0.2144 | 01274 |-0.0297 | 0.3272 |0.0988 |1
[0293] |[-L751% |[-2.24 1**|[4.204]%** | [2.460]** |[-057] |[6.632]*** |[1.902]*

CFO (10)[ -0.1148 | 0.0212 | 0.0244 |-0.0094 | 0.0325 |-05278 | 0.0816 | 01242 |-0.0459|1

[-2.21]** |[0.406] |[0.468] |[[-0.18] [[0.623] |[:11.91™* |[1.569] [2.399] = [-0.88]

Note: **=* ** *indicate significance at 1%, 5% and 10% respectively.

:(Inferential analysis) ¥aiwd) Judadll ¥/A
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Specifications Tests used in the study model

Tests used Description Results

Robust test Robust test for differing group intercepts F(122, 83.3): (23.364)***

Residual Test for differing group intercepts F(122, 236):  (6.5652)***

variance test (Pooled OLS versus FEM)

Breusch-Pagan  Test for differing group intercepts Chi- (144.49)***

test (Pooled OLS versus REM) Square(1):

Hausman test To compare between (REM versus FEM)  Chi- (29.142)***
Square(10):

Time test Wald joint test on time dummies Chi- (2.7019)
Square(2):

A1Ya ld el Ayl il HLaay) QS il o) sl Biaall (V) Jsanl) (e
oadll mb ) A el e el laal UL 96) (5 siue e dilas)
A (el Jbadl elEuly) dadl (il sy Gl LAY edgd adall
Ol s el ginall G MR a5 ade ae cdald IS Al Aige (A0 58 DA
iyl doalal Al Y Ag e o EAY) sl dallad okl
.(1Way Fixed Effects)

daanall gpmall Gyl A5k sk e AN BV 588 o g
Aol 400 COLbaall JS () (i day k) o3 ) Cus ¢(Pooled OLS)
GOl ol S il AT eV 8 AV axe 6l wlS Al ol
AU Aalealls LS cdaanall bl oy 50

Yie = By + P2 Xoi + -+ uy
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Diagnostic Tests used in the study model

Problems Tests used Results
Heteroskedasticity White's test Chi-Square(140):  (288.72)***
Serial Correlation Wooldridge test t(122): (-2.067 )**
Cross-Section Dependence Pesaran CD z: (-1.071)
Normality Jarque-Bera Chi-Square(2): (1883.1)***
Function Form Ramsey RESET Test F(2, 234): (68.344)***
Breakpoint Chow test Chi-Square(11):  (20.988)**
Collinearity Variance Inflation Factors (VIF) All values less than 10
Omit variables Omitting variables test based on covariance matrix F(6, 119): (879.19)***
Linearity Auxiliary regression for non-linearity test (squared terms) F(10, 122): (5.4341)***

Auxiliary regression for non-linearity test (log terms) Chi-Square(4): (9.1163)*

Aol migai i ) (A) by Jsaall (8 dpadidl ol JLadV) s ¢ Ll
Cross-Section ) 4l ClSHE Sl Gn dplaicV) S e ol
(73l Ml JSEN Aan) 2Dl S Ciua se 3 5aill of LS ¢(Dependence
& S a5y ae A (Chow) Luial Ll sy (Functional Form)
pe (VIF) pauaill Jalae Jial elal X (Breakpoint) 4 shll iyl
Jalre dad Gela Cua ¢ Al @) judall G (el &) g2 V) ASe dga g
L) zzagls () 0) e JB Al el 23 gai 8 Al G piall JSI adcadl)
@l aall e Liliaa) Caliss =3 salll i 2 of (Ot variables)

e e gl Cada Gy W e Ll
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Managerial Entrenchment and Earning management: Econometric results
Dependent variable: ABS(DAC)
Method: 1way fixed effects with white robust standard error

Variables Coefficient Std. Error t-Statistic Prob.
CEODUAL 0.02621 0.0056 4.670 0.000***
CEOTENURE 0.00175 0.0013 1.359 0.175
BIND -0.03815 0.0109 -3.488 0.001***
MOWN 0.06930 0.0050 13.93 0.000***
LEV -0.12633 0.0133 -9.498 0.000***
LEV_squared 0.08414 0.0046 18.41 0.000***
FSIZE 0.11326 0.0042 27.22 0.000***
PROF 0.27516 0.0268 10.26 0.000%***
BSIZE -0.00003 0.0027 -0.012 0.991
CFO 0.07050 0.0144 4.907 0.000***
Constant -2.08571 0.1015 -20.55 0.000***

Effects Specification
Cross-section fixed (dummy firm) Yes Firm GLS Weights Yes
Key Statistics
R-squared %90.6 Adjusted R-squared %85.4
Fisher test (F-stat.) (17.26)*** Durbin-Watson stat. 2.8981
Post-hoc Statistical Power %100

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.
5l g &J\J‘)}\ ugmaﬂ\ O YED P 4.;.»\)3.1 UAIAJ‘j (Q) ?§J d}daj\ Ul
e oY) Granill B sl w2l ¢ LY sl e alideS #L Y
b S Lpa e (S il ¢ LY 8350
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Jals Ll 8 phas) o5 ol AT il juria 3 5a o) At () gal) Uadll ) s yi8
&) el Laa (Y.AYA) (Durbin-Watson) dslbas) dad ciela i 23 gaill
D a5 A5l 23 5a3 Ol paate G (Y1 As Al (e (I3 Tl ) g g 20
Juadl (a8l Jgl g (eamll (a8l md ) ) (F-Stat) (Fisher) s jLasl
o) 4 giae (5 e die JKS A A jal) 23 il Ailiaa) VS 252 0
:(Robustness Checks) ¢siill paadl) o

339a e oY) sl i e Copaill Jads o)) Jilasl) Caagiay
Y sl ((Robust) s siue Y1 138 IS 13 L Gl (Sl chad #L Y]
o ¢ daadiiall culS il due o ¢ Jalanill dandiiil A5 lall caduialy 31 Caliay
Sle Al e bl ¢ el 8 Juladll el 88y deadieed) ALK ) ol y5 gl
dsed aadin) DA (e (JS e e ST alatial g Bl Qe ) aal
oand ol ) dly Ciguy oMY Graadll e padll ddlie ALS 5 Gl yd5e
alasinl o Al Hall 23 a0 i sale) JBA e MU () ) a8 Jsaall 8 oSl
4,4l (Panel Weighted Least Squares) 4k & 5 calise i o sl
axe il & yekal S5 (Heteroscedasticity) «bulall il axe dlSie an

oy Y~Y\‘;_'\L'"d\md\



iy sl da Loall sy il Wl iy sl iy glyp¥lisgas @olall ppmaill gy iiell

priall mgd Sgara asa gy /n

Aol o2 S Ml y | calise ol Coslud aladil i) & CaDd) 2 sa
ol e il (man Ay A0 ALY Basa Y peasill dDle
SOV mandl e jraeill Aaddiiaal) ALS ) il pgall 5l andiiaa) bl
(V4) podss
‘5.\..35&‘ uéﬂ\
Robustness Checks

Dependent variable: ABS(DAC)
Method: Panel Weighted Least Squares (weights based on per-unit error variances)

Variables Coefficient Std. Error t-Statistic Prob.
CEODUAL 0.05793 0.0099 5.795 0.000%***
CEOTENURE -0.00053 0.0015 -0.348 0.728
BIND -0.15590 0.0207 -7.519 0.000%***
MOWN 0.06031 0.0148 4.075 0.000%***
LEV -0.17816 0.0414 -4.297 0.000***
LEV_squared 0.13419 0.0145 9.244 0.000***
FSIZE 0.00821 0.0053 1.537 0.000
PROF 0.35357 0.0626 5.646 0.000%***
BSIZE 0.00050 0.0027 0.183 0.078
CFO 0.23813 0.0384 6.197 0.585***
Constant -0.00458 0.0868 -0.053 0.958

Key Statistics
R-squared %41.01 Adjusted R-squared %39.4
Fisher test (F-stat.) (24.89)*** Durbin-Watson stat. 2.9069

Post-hoc Statistical Power

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.

:A8Nall dlead) A1YAY) waat (Effect Size) Y1 aaa : L
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(V) fodse
Aalidal) ) alaal < pdisa
Interpretation for different effect sizes:

Effect Size Interpretation
Cohen's d r 7 Cohen (1988) Hattie (2009)
<0 <0 - Adverse Effect
0.0 0.00 0.000 Developmental
0.1 0.05 0.003 No Effect effects
0.2 0.10 0.010
03 0.15 0.022 Small Effect | | cooher effects
0.4 0.20 0.039
0.5 0.24 0.060 Intermediate
i
0.6 0.29 0.083
Effect i
0.7 033 0.110 Zone of desired
effects
0.8 0.37 0.140
0.9 0.41 0.168 Large Effect
>1.0 0.45 0.200

“ Cohen (1988) reports the following intervals for r: 0.1 to 0.3: small effect; 0.3 to 0.5:
Oranill Gl ydse Y (V) aaa) leadl AVAN (V) Jsaall (e WS
Al Al 3503 8 FL Y B3 g Sle s laY)
() a Jsa

Practical significance for Managerial Entrenchment Retention (Managerial Entrenchment variable)

CEODUAL CEOTENURE BIND MOWN LEV LEV_squared

Effect Size (Cohen's d) 0.6053 0.3277 -1.0205 1.9546 -0.8123 0.9760
Effect Size (r) 0.2982 0.1631 -0.4903 0.8652 -0.3957 0.4704
Confidence interval (%95)

Lower 0.1944 0.0592 -0.5942 0.7613 -0.4996 0.3666

Upper 0.4021 0.2669 -0.3865 0.9691 -0.2919 0.5743
t-stat. (Effect Size) [5.718]*** [3.096]** [9.641]*** [18.47]*** [7.674]*** [9.220]***
Interpretation InteErgséit iate Small Effect Ié?f:;gcet Large Effect Ié?f:;gcet E:fre%et

Note: *** ** * indicate significance at 1%, 5% and 10% respectively.
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