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Abstract: This study aims to investigate the managerial ability of executives’ managers’ role in mitigating
the negative impact of real earnings management on future firm’s performance. The researcher
operationalizes managerial ability by using a measure developed by Demerjian, Lev, and McVay (2012).
This measure captures managers’ ability to efficiently convert firm resources into sales revenue relative to
their industry peers. In other words, higher-ability managers are more likely to generate more sales revenue
for a given set of resources compared to lower-ability managers. The researcher follows Roychowdhury
(2006) and Kothari et al. (2016) to calculate abnormal sales, abnormal production costs, and abnormal
discretionary expenses. To capture the total effects of three REM methods an aggregate REM that is a proxy
for real earnings activities was used. Following Gunny (2010) and Huang & Sun (2017) future performance
proxies are ROA and operating cash flows to total assets (CFO) for the next three years each year. Using a
panel sample of 605 firm-year observations from 2005 to 2015. The study concluded that there is a positive
significant relationship between the managerial ability of managers and earnings management through
manipulating real operational activities.
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0066 )30 Jacssias jiual) (3 8 (RM) daiaall = LY) 552l
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_n RM DEAScore| DEAscore* RM | ROI+1 ROI+2 ROI+3 CFO+1 CFO+2 CFO+3 | Leverage | LogTotalAssets
- RO . 055 050 200" | 49" | 002 | 080 | 02 | 4100 | 125 352"
Sig. (2-tailed) 77 217 000 | .001 040 058 012 014 002 000
PERSIOR sl A 755" 015 | -035 | -084 | -020 | -001 | -o06a | -o79 004
Sig. (2-tailed) A77 .000 732 441 062 497 .985 A55 053 921
| Poarson Comvelation| o | 755 d 017 | -018 | -037 | -002 | o008 | -049 | -074 016
e 217 000 689 691 409 961 843 280 068 696
[ROR1 VIR o || s 017 1 630" | 400" | 265" | 017 | 223" | -126" 060
Sig. (2-tailed) 000 732 689 000 000 000 685 000 003 160
ROnE PONSIBENRS  Sdin | a8 -018 639" : 582" | 213" | 021 | 283" | -0s2 -016
Sig. (2-tailed) 001 A41 .691 .000 .000 .000 641 .000 .250 Tq27
i POMBORCOTMt) oo | <ods 037 409" | 582 ; 212" | -006 | 388" | .050 -003
Sig. (2-tailed) 040 062 400 000 | .000 000 900 000 271 947
e enmopcenetsl e | e -002 265" | 273" | 2127 ’ 050 | 230" | .082 -053
Sig. (2-tailed) 058 497 961 000 | .000 000 240 000 053 211
e Pearson Correlation| - 102 | o001 008 w017 | o2 006 | -050 1 003 | -023 058
Sig. (2-tailed) 012 .985 .843 685 641 .900 .240 941 576 159
n e 110 -064 -.049 2237 283" 388" 2307 -003 1 068 -020
Sig. (2-tailed) 014 155 .280 .000 .000 .000 .000 941 129 649
Bl s s AT 074 126" | -052 | 050 082 | -023 | .o0e8 ) 205"
Sig. (2-tailed) 002 053 068 003 | 250 271 053 576 129 000
| Poarson Comrelation| .« | 004 016 060 | -016 | -003 | -053 | .058 | -020 | .205 .
Sig. (2-tailed) 000 921 696 160 | 727 947 211 159 649 000

**, Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
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v duhall cyuial Pearson ball blis)¥) cdlabaal bls)¥) disias miag (4) &) Jgaad)

WY 5 o dasine Al L)) 3B 35a5 Adlain) (4) 8y Jorall mag Wi %1 5 %5 dsine (551

32l (ROA.2 (ROAL, ) Jaih 45llly A cpiiadl A (ROA) Jsea¥l e 2iladl Janes (RM) dial

«CFOt, ) uiiad) @ b (CFO) Jpa) Mlas) ) dbdall Loaill wlisxlly (RM) dggall ~ L)Y
.(CFOy.;

o) o Bl agag ate Adlaal (4) o) Jotall daiagal) adl) Bl ¥ cBlalaa Cughif Las

Al Jazag (RM) Loiaall Cg\)\ 5laly (DEAscore) Ayl Hall jdse G Al (e uad) elall

e IS A 2D clgill (CFO) J ) (Alaa) () ddidal) duaiil cliaxlly (ROA) Jya) e

psall el dauSe L)) ADle 3pas Lllaal oo BLEY) Adghuan Lghghl Al @il (g

-(LogTotalAssets) 4<)ill aaag (Leverage) A<,all bl Zad))ll e NS (RM) Zaasl) ij\)\ 8yla

aidatl) dhl) il Lals

Bally deahall il puiia Aagds CoLESE) Caagy Lol V) i shemas dateasll Cilslasy) Caald) s
aflany) b)) Gadss DA e bl Jola dadyall e Al yall s3a G oS5 eyl e 8 hysiall o
bl g p CusSe Al ddiaall Ll e L3 Lol Multivariate Statistics <l uxial) saaeie
o zasall sl sae sl 5 s 3l Adla (e Sl Al 23 me Ji oSy e Gl
Do) il adly e gl Mg cAaSIal) g Al clpasall Gu Multicollinearity  Jadll 535y ASia
Zls) Alie o 3 Y hid) o (5) ) Jsaalls masall sadll e (VIF) lasls (Tolerance)
O LS (g 3saill yiie IS (s5imn o manall aalsl) (0 il (Tolerance) jlas) dad cialy cua Jadl)
£l 25mg i paal (i S B g g asall i S (s e (10) o i (VIF) sl dag
AS 5 Al i) G s

(5) a2 Joaad)
AaSlally Aisall Lyl Cpicia (s Al £ ls03Y) Ala HLE4) il

Collinearity Statistics
il
Tolerance VIF

RM 871 1.148
DEAscore 423 2.364
Leverage .937 1.067
LogTotalAssets .845 1.184
DEA score *RM 423 2.365
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Homoscedasticity 4ujgdall sUad¥) b il o HaadV) Jilas 8 Gaul) il jil) aa]
) g e oaS IS ey ol 313 YT iy Bslatiall clsaliall (uas ool Jangia of Gl g
M @y e Silly Heteroscedasticity culall (uilat ades cens L Cas bl of iy lly (s
Breusch—Pagan / Cook-Weisberg Ly Gl s e oY) ) duhall z il Cwad
Can bl Guilad ase of Lflgdal) sUadY) uls il pae st ll; White’s General Test 5 test
s (Prob > chi2 =0.0) Laall e cusdl 50.05 G i dahll z 3kl dgund) doginall Lod cialy
o5 Al ASEA) @l e iy Aglsdal slhall) ol @b e JLE Al da il daia sy
.Stata Lilaay) deall 4kl Robust Standard Errors 4uals aladsa) PIa o cas¥))

diiil ok sl g 5LasY) i Panel Data i)l eladll Jiaill degls ol [
Lglpial) cfyilil) 4dyhy Fixed Effects (LSDV) dnlll bl zila dijl L duhall -
Aaadaill lasgl) de e S (A 1) Zsal Aededl il 230 (Y Tl ale Sy (Random Effects
el dak aladind dead) e GsS (35 213) ST painne (e Lflsde LueS digadly (453 55)
Hausman Test cald) axtial )l elly (e sStilly «Gujarati, (2014) Random Effects  4.3)sil
Hausman Test Lia¥ dguaall Lginall (sgine cuilSy duhall 73l (sima Ao itnylal) o dlialiall
Random &slsiall i) daph Ladlas doadl () daa iy e %5 e ST bl z3lal
. Effects
ce3dll) LY slaY Agdall Aadlly cppaall Y1 53 ADaD) lasl JgV) z3salll Caagiul Ny
pang Alall dadl B aail) ey elldy ((AULEAY) Cligpaal) b aSadlly Y aaa Baly Claall
T agaill jlanity) Julat ilis A Jgaall Gy Al g dgai ada delinally cgiaad) S50 Jlaalg A0
(N

(6) A Jsaadl
Jo¥) gisaill jlasi¥) Julas il
LN By ddal) il o Gapaall Llay) B8l il

RM;; = o + B; DEA score; + 3, Leverage ;; + 3; LogTotalAssets j; +Year +Industry+

€
Random-effects GLS regression with ‘robust’ to control for heteroskedasticity.
Dependent Var. = RM; Coef. z. P>|z|

Constant 2.3318 | 9.51 0.000

DEA score 2124 | 2.70 0.007

Leverage 17146 | 1.23 0.217
LogTotalAssets -.2601 - 0.000

5.98
Year Included

DOI: 10.51325/ijbeg.v2i1.53 EuroMid Academy of Business & Technology




The International Journal of Business Ethics and Governance (IJBEG), Vol. 2, No. 1, 2019

Industry Included

Wald Test 735.37 Prob > chi2 = 0.0000
R-square: 0.3357

Number of obs. 605

Alay) 5l G dala) 3De agag ) (4) a8 Jetadls amiall jlaai¥) (et il cylal By
Ssise e @lldy dggall Lbadl) AaL el PA e 2 LY 5)d) dujlasy (DEASCOrE) (pyall
djlae DA e z WYL el 3 agihlgny agihsdl ppaall Jleiad 75 ) daiill a5 .0.01 Lisies
b oSaally (Y] e dadle e Ciligiasn (S ety USE0 Glaual paa 83l dbial) Z LYY 5l Al
aeihled oY) alasin) e daa @iy Tl abigive dime Sbsiad #LY) dmg Caagy 4Ly i)
o cldls (e 38 Al lalaall @l (8 LAY G50 Y1 (e Cagieal) Baiad G laY) agidy
duse Ble 39a5 Huang & Sun (2017) Laal Aol Lablie ciela A Aol (b 5 i) ¢l
Dlpall w0505 adfipe dpla) bk puy i€ 1Y) HIYE Aaad) Z LY 8y el A1 B o
b Y ey cliad dadipe Clae a5 LY G0 Sligies ) Lty 3580 U8 e Ll dalial
Glelad) el bl 51 Y gl @) ) ALyl aggaall 2 WY sl ddadsl b LA glay)
3 Lea lojlaall @l Gais Gyl lebaaty 8 1 AL da A4S alaey AN L) el e
iy 3 ol El Diri (2017) lgath ) duayal) (3455 Aol o2 (Kly . JlaeY) By b aginan o i3
reallas o Blaal)l Giags Y 5l e ajall alasiad 3 Ll agihlen oY) haal) 563 (gl
b pgdlal 1 oL ) dinsis age) e Al ciliaigal Al 52 e Cpppaall Luald Wi ity duad
at Jo¥) Q2 daa ase Lad culs Jll daal) a4 .(Rent extraction hypothesis) Jasl s
WS Aadal) i) Ao Gapaall )y Baal L5 s

Slaladl & LAV BIY) 15 o bl axdll gag 5ib asay o @l ool o LS
il agms il gl 38 AN aaa e W L Adaaad) Al AVl edal) DA e LllasY)
AassUL el e 38 Al dally Laa by 28N I3 aas JBY) ISHAI Ldall 2 WY1 5 o e
0.01 disies (siune 2ie g Z L)Y (e Corgioad) Gatatl Ldiaal) Lol
Aggaall Al AW e Gupadll a1 5l Eh las) Sz 3l Cangiad (Blad) 3
Jua Pla e Gl (FP) i) o)) 0o Gald) ye a8y .Gl il el ~WY) 5y
A clgiad) b (85 Jgf Jeadl) Maa) ) Llall e soid) S LY la) Jol Ao ilal)
Clsiad) b 838l Jof Joud) Maa) ) dlaaal) Lakil) clidall 9 ROA. 3 (ROAy.; (ROAL, 410
g salll padi Balels Gald) ald a8 M .(Gunny, 2010) CFOy.;3 < CFOy,, (CFOt,; 4.ul 433
ISl il eVls 2 WY1 oy Daiaal) dadidl) o A L . Juadia (S i Aiud) aladiuly
LY 5l Hdse (o Al Ge ey (DEAscore* RM) Aols e DA (e Calll gie je 2
JUaalg daSla i piie€ AGAN anag Alall dadll) Jay a3 By . (RM) daiial) ~L,Y) 5,3l (DEA score)
B 7 agaill jlaniy) Jalad @ilis NG Jgaall ams Al gigal (el delially clgiad) il
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FP

(7) s Sl
A 7 agaill laniy) Jalas il
Gl fiall o)y W) B iaial) Abasl) G Al o cpptall Ay)ay) 8al il

Bs LogTotalAssets ;; + Year +Industry+ &

— 79

= Bo + B1 DEAscore ; + B, RM;+ f3; DEAscore* RM j + 84 Leverage j; +

Random-effects GLS regression with ‘robust’ to control for
heteroskedasticity.
Model 2-1 | Model 2-2 | Model 2-3 Model 2-4 Model 2-5 Model 2-6
Dependent var. ROAt, ROAt., ROAt.; CFOt., CFOt., CFOt.;
Independt Vars.
0.0010 (0.0009) 0.0065 (0.0265) (0.0306) 0.0148
Constant
0.973 0.9770 0.8460 0.5380 0.4500 0.6640
RM (0.0254) (0.0197) 0.0035 (0.0164) (0.0095) (0.0075)
0.0000 0.0020 0.3770 0.0.39 0.092 0.099
DEAscore 0.006539 (0.0142) 0.0353- 0.06638 0.0154 0.0151
0.8280 0.5810 0.1980 0.003 0.4550 0.7660
0.0012 0.0179 0.0301 (0.0504) (0.0070) 0.0092
*
DEAscore™RM 750700 | _0.4790 0.1820 0.168 0.7520 0.7860
(0.0349) (0.0071) 0.0186 0.01685 0.0119 0.0385
Leverage
0.0830 0.7100 0.1750 0.422 0.7220 0.2200
0.0107 0.0117 0.0103 0.0135 0.0153 0.0067
LogTotalAssets
0.0210 0.0190 0.1110 0.065 0.02 0.2380
Year Included Included Included Included Included Included
Industry Included Included Included Included Included Included
Wald Test 42.36 25.15 8.8 36.19 30.12 9.52
Prob > chi2 0.0000 0.0010 0.1171 0.0000 0.0000 0.0899
Number of obs. 549 495 441 549 495 441
FPit =
ROl
ROI,,
ROl.;
CFO,,
CFO,,
CFO.;

G YN Janl s a8l 3y o (5) ads dotall smial) sy Julad @il cadag
P e elpm lgie puaall Al iad) oY) e daiaal) Jural) ddaid] (B aSatl) N Ga g LY
LB A J ) M) ) Adsndial) Laiil) clibaidly of cpidlil) ool DA Jguall) Ao atlal) Jira
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¢sly .Gunny (2005) dulsy Huang & Sun (2017) daba pa 385 A daiill LAy 4l Clgic
Ghiall oY1 e Lidall Z LYY 81 Aadsl aludl Y Ga G885 o Guesall iy 580 (e b
peaidi Gapaall 4)aY) 5adl)l Gl 43 49 Huang & Sun (2017) 4uls aragél 3 il e clS)al
Aaclge o ddlall 55l (550 Gupaall (Said @gilS$HE dae By Wbk Osasi ) A Jadl agd
Jasll sl g paall Hlidy by cAdlal) ol slae) b)) ae deail J<50 IKAN Ll <))
ddee & Baaall LY By dlaisl DA e 5IY) Ja el ¢ Ll oY) e Bl Jif LY 3
AN aie alall of allael (Ka ¥ Z LA ol 4 oSl (Ko Y a8 s ol G Alsall (LT B3k

80 —

pasty Al =LY o e )08 055 o adsiall (e Lol asediall AnlaY) bl (553 G Cpupaall
Jail) AR (adatl Aalaall hLalls Jasll e 35S cppaall 508 Ul (il g (3 geail) gl
2539 ake (8 (5) aby Joaadl asniall jlasi¥) Jalad @il gl o<1y Audadal) £ LYY 5y Aaddl el
Ly Bl il Gilasiuy Gald) 4asdiul ) (DEAscore* RM) leliil) jaiall gmsa il
lie Luaall QIGEN il o) Ao W) By Liial) AadidU adad) ) (2dds Lo gy psall
i LA JA Jpua) Alan) ) Dobbsal) agil) il of Joal) Ao silall Jira PIA (e els
bl cysial dadeall clelany) (3) ) Jotall Bagall A (e Wpmesdll ¢Sar Al daiil) g AW
Al HLEL andily Jaall e @l (Al Au)all dual (DEA score) auay) §adl) e Javgia &llyvindg
Al A dfiadd) Zuall opaall LplaY) 5508 agane ey 8 Laa (—.000096) dacisial) daid casly Cus
WD e cpptall Ay 5aal 5ib agag e SEH Gl Jod Gl Ko ellng bl i Pl
Syl el ) g LY 8oy Aaiadal) i)y o
dadal) luslu

delia o 53l agaias Lubll dreally 53 (553 (e Wbl Gady (o (38 Gpaes SISAD g
sl Slasls Ll oy e A Sl dad b Loags D caaas of e 5018 Gt djleal <)
ISl el ae dlabaiall Liaplad) LYY ) Sy 5eY) Jy end 13 Gl Cpaaliad) mllany @y i
S Oadase sl Gy il glgas CallaY1 G ae Ailaaal) (il paall Aual) deaudly 58l okl Cus
Jpemnll goliins IPO Gsedl b agadld A5V oyl ddae oL 48 fina B3] Lo ) S0 L eDlaal) s
Clgal ol Whe wdis ) dslall 053 Boad) 0o Jlga¥) (usi) oo Wilalial Lbail LU LY o
e el Cia 5 Lgilalial Lkl Gaudl e lseY) Cugsy el placal GIGEN b Lol auy 5
lyss DA (e chlinal) sl o bolagl il bl 8 Jead o oSee s 80 by Slissssal)
Bl D clgindl 3 lSE ol 8 sk laal e 508 05S5 ISE a2 of ) dSLRYL (550
AV

s ) AY) Gandas (B Galditl) cppsall ANy BaEl) ga Auhd el dadl) Cisgiul
Bl o Gusall Loy Bail 8l i ey @ADL iuad) o) o Lddal) 2 LYY §4)
L)) 58 S el o (AGY) Gl ligag o Jlee Yl cliia slafy Lududad) # LYY §1a) (o dadgial)
)l (g i ¢lld (ya Yoy ¢ pall 8 Al aginans dolen Jal e 2LV 8 oDl Qi ) (b
Bl Lasji ¢ aall 13gas elgd G ) Adlall LY sas Caudats sliiall Clhlee Cpuad 6 dulay)
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3aa3 (Karg ¢ drand) ) satiadl) bt e Bliadly Gopnall ~leall LY e Dlle B35a i) d)laY)
Bl e i lase duplay) bl 553 g maal) el o alsiall ek Ay Bl duladl Cilse sxc
WY O ol 5355 WA Jeadl 2 pialy clilantal) 8 eladl) ke jleasily (AaadU) AW
Jlae Y1 1l ey Logas aghali )V Ly Qa8 Languing AST 2090 oy 8y aliainl) Gl culinly
Dt 38 (Al i) dgag Wl slaaliall el (mliily ¢agih bl el 3hg¥l Bow llataly ¢3S
peallas o Lliall Gags UV 51 e el aladial 8 A0l agihlge AylaY) Chall 550 (g padll
ol ) oLi) dinsis age) o daisall Cliasgal dad 83L) ie Gapsall Lald L (3aiads duad sl
REPHL N P

Demerjian, et al. (2012) 4x3 ) (DEA score) alay) 5)sl)l ja5e Gald) asdiu) Mg
Gla Al e e el gaaty dabiadl 3lsall ) Plitad sl e el cppaall 2ulay) 550l (bl
Gl Gl s alasials (AR Aagal) copilaga Lo @llyg deliall Gt 3 A Gl 45l
I Gla i ) elanall o a8l 4580 44 5. aui o3 Data Envelopment Analysis (DEA)
1 g (DEA score) 4o\l Bl yaje claday 45l dajal) Wl ¢ (goiw (i dela (I 4S50
aaatg SN 5oLl dayy e Bl AAl (ailadll (axy ,ib sleaw) Demerjian, et al. (2012)
Cuaall Y1 5l ) i Tobit Regression jlaaty) 4l Residual s, ) 5l g
play) Jaxi g .Demerjian, et al. (2012) <3 3 (DEA score) iyl s)mall e J<iag
SO e degene A 5 a8 WSl DA e Jlee Y i 8 ey ALyl b uSaally
Glo Yol Ealdl andiul 3y ojlaill cOlelaall 5 yleialy dbadal) AasiVl Zaliall LG e
Kothari, Mizik & lela i) dagidy Ladall dbady) sy P e 2LV 5 lajle
DA o i) ) e Gald) e B9 .Rowchowdhury (2006) s Roychowdhury (2016)
A5 g 2D (CFO) Joua) Maa) ) &bl dpoatl) )y (ROA) o) o ilall Jaes
) gcusé Jilas (PIA e Ayl il 889 . Gunny 2010 ; Huang & Sun 2017)) w W
Dle 33y G Al @l cald 8y 358 55 12015 L) 2005 e gl sy Panel Data
Agiial) Al AhaYL cedall P ez WY1 512 dujleay el A)Y) 5380 Gu Ljsag Lulad
By bl dples P 0o z YL el b agihleas wgihal el el &5 S damll g
cliill b aSaally Y1 G dnle 2 Dligies (Bs3 ety S Sl sas B3l dads) £ L)Y
s agibleal B plasiul o JiaS ellyy la ddagion dine Cilisind =LY dag Ciags L))
JN) o bl el Al luleall @l & LBAN) 050 V) (e Caaginall st 8 dulay)
Al Al clially (ROA) Joal) o dilad) Jaee PIa e lgie el tie olgu IGENT i
SVl asias o gl Ay 50l 5l aas (053 406N lgie 2D (CFO) Jsua) Jlaa]
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