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Abstract

Using a large sample of Chinese listed companies during period from 2005 to 2014,
this paper investigates whether the managerial characteristics of Chairman affect
earnings management. Using McNichols [1] accrual-based and Roychowdhury [2]
real earning management, we find that companies with female, long-tenured, older
and more educated Chairman have lower absolute discretionary accruals and lower
real earnings management after controlling other factors that prior research has
shown to be associated with earnings management. The results suggest that Chinese
listed companies can improve earning quality by appointing more female, expe-
rienced, and educated chairmen, as well as increasing the tenure of Chairman.
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1. Introduction

In this paper, we investigate whether the characteristics of Chairman of the board affect
earnings management based on a large sample of Chinese listed companies.

Accounting information is of importance to firm’s decision making, debt contract
and corporate governance. Therefore, the accounting quality has attracted attention of
investors, creditors and scholars. For China, although it has experienced incredible le-
vels of growth, structural change and other factors that have enhanced its transforma-
tion, it is a critical issue for Chinese stock market regulators to increase earnings quality
and thus enhance market efficiency [3].

Earning quality has received lots of attention. However, those researches keep keen
concern on company characteristics, financial structure and external efforts in super-
vising and so on (Please refer to the review papers [2] [4]). It is often ignored that the

characteristics of top managers have significant influences on financial strategy and re-
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source allocation.

Since Hambrick and Mason proposed upper echelons in 1984, top managers’ charac-
teristics have become the research object of academic. Under Chinese corporate law,
the Chairman is the legal representative of the company; therefore, this person is en-
dowed with the highest level of authority in the firm and bears the overall responsibility
for firm operation. In most cases, the Chairman is also the highest paid employee. For
these reasons, some studies regard the position of Chairman as the top management
postin a firm [5].

Therefore, this study aims to provide empirical evidence and shed light on the rela-
tionship between characteristics of Chairman and earnings management by using a
sample of Chinese firms that were publicly listed between 2005 and 2014. We find that
companies with female, long-tenured, older and more educated Chairman have lower
absolute discretionary accruals and lower real earnings management after controlling
other factors that prior research has shown to be associated with earnings management.

The rest of the paper is organized as follows. Section 2 reviews the existing literature
and develops testable hypotheses. Section 3 describes the research design, models, va-
riable measures, and sample. Section 4 presents empirical evidence on whether Chair-

man’s characteristics affect earnings management. Section 5 concludes the study.

2. Literature Review and Hypothesis Development

Hambrick and Mason [6] originally proposed upper echelons theory. It researches the
company group of senior executives. The basic idea is the cognitive base and value, and
these qualities will affect the manager's actions and decisions, thereby affecting the
company’s performance and organizational competitive behavior. Since the cognitive
bases, values, and perception of upper level managers are inconvenient to measure,
Hambrick and Mason [6] use observable managerial characteristics as indicators of
impact and behaviors. In the paper, we choose gender, age, education and tenure that
are the most represented factors to investigate whether those factors affect earnings
management.

1) Gender

The female executives literature suggests that women tend to be less aggressive or
more cautions in financial decision. For example, Riley and Chow [7] find that women
are more risk averse than mean when making investment choices. Peng et al [8] show
that male managers are more apt to exhibit overconfidence in investment decisions
when compared with female managers.

With regards to corporate governance, Adams and Ferreira [9] use a US firm’s sam-
ple and find that female directors have better attendance records than male director. In
addition, gender-diverse boards allocated more effector to monitoring and CEO turno-
ver is more sensitive to stock performance in these firms.

In summary, prior research suggests that females are more caution and more likely to
improve corporate governance. This lead to the argument that female Chairman are

less likely to be aggressive in making judgments related to discretionary accruals and to
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have higher accruals quality.

Therefore, we formally state the hypothesis as follows:

H1: Ceteris paribus, firms with female Chairman will exhibit lower earnings ma-
nagement.

2) Tenure

Tenure of managers is another notable considerable factor in characteristic of senior
management. Tenure affects cognitive foundation, prompt executives to make a differ-
ent strategic choice, and eventually affect organizational performance. Tenure of senior
managers has an effect on communication between the team and other executives. The
longer the time to work jointly is, the better mutual understanding and communication
between senior managers is. There will be fewer conflicts within the top management
team. Organizational performance will be significantly improved [10]. If senior manag-
ers work in the company longer, they can more deeply understand the organization's
policies and procedures. And organizational experience as an indicator variable, tenure
also represents the level of familiarity with a common language in the internal organi-
zation [11]. The awareness of organization's resources and identification capability for
external environment is positively correlated to tenure of managers.

Wiersema and Bantel [12] found that average tenure of bankrupt enterprises is
shorter that the successful companies, which leads to lack of mutual understanding and
information gathering time, finally giving rise to the mistakes of strategic decision-
making. Thus, I hypothesize the following

H2: Ceteris paribus, firms with longer tenure Chairman will exhibit lower ear-
nings management in China.

3) Age

Executives with different age show variety in the risk tendency and behaviors, which
affects firm strategy and performance. An older Chairman tends to choose conservative
strategy and becomes risk-averse tendency. Meanwhile, the older Chairman has lower
passion and involvement to work, and is willing to live a peace condition. Therefore,
decision-making tend to be steady [6] [13]. Prendergast and Stolel [13] believe that in
order to show their abilities, the young managers likely to exhibit over-confidence in
corporate decision-making, meanwhile the greater possibility of manipulating earnings.

Moreover, the older Chairman has higher reputation compared with younger, so is
not willing to exaggerate the earnings by earnings management. The older Chairman
thinks risk things such as earnings management would affect their reputation. As well
as, the older Chairman attaches more attention to risk management and promotes
more stringent standards of control activity, then represses earnings management. He
and Liu [14] show that the age of executives is negatively related to financial restate-
ments.

Therefore, we propose the following hypothesis:

H3: Ceteris paribus, firms with older Chairman will exhibit lower earnings ma-
nagement.

4) Education
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To some extent, the individual’s education level reflects their knowledge and skills.
Thus, education can affect their values and decision-making of senior management by
improving the cognitive education and skills.

It is believed that Chairman with relatively high education has a wider range of
knowledge and more systematized knowledge system, and is thoughtful dealing with
problems [6]. Furthermore, prior research finds that level of education is positively re-
lated to individual’s cognitive complexity, receptivity to innovation and information
processing capabilities [15].

Earnings management is comparatively more professional and higher risk activity.
Chairman with higher level of education can efficiently acquire related accounting
knowledge. As a result, he can analyze related information fully, see pattern of earnings
management, understand the serious consequences of earnings management, and is
keenly aware potential risk. He can prevent the behavior of earning management to
occur. Therefore, we propose the hypothesis:

H4: Ceteris paribus, firms with higher education Chairman will exhibit lower

earnings management.

3. Research Design

3.1. Sample Selection

This paper uses Chinese listed companies during 2005 and 2014 as analysis sample.
Sample firms are listed on the boards of the Shenzhen and Shanghai stock exchanges.
We exclude financial firms because their liabilities are not strictly comparable to those
in other industries. The financial and accounting information data are extracted from
the China Stock Market and Accounting Research (CSMAR) database commercially
available from Shenzhen GTA Information Co. Ltd. To mitigate the influence of out-

liers, we winsorize each continuous variable at the first and 99th percentiles.

3.2. Variable Definition

The variables needed in the empirical analysis are variables reflected earnings manage-
ment, variables reflected characteristics of Chairman and control variables. Related de-

finition about variables as follow:

3.2.1. Measuring Accrual-Based Earnings Management
We use a cross-sectional model of accruals proposed by McNichols [1] to estimate dis-
cretionary accruals. She combines the Jones [16] and Dechow and Dichev [17] models,

and uses the following model to estimate discretionary accruals.

T CFO, CFO, CFO, AREV, PPE,
At :ao +a1 it-1 +062 it +0,’3 it+1 +064 it +C(5 it +‘9it (1)

At Atz Aca A Aca A

where:

TA, =total accruals for firm 7in year ¢, measured as the difference between income
before extraordinary items and operating cash flows (74, = NI, — CFO,).

A, = total assets for firm /in year ¢
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CFO, = cash flow from operations for firm 7in year ¢

REV, = change in revenues for firm 7 from year ¢— 1 to year £

PPE, = firm I's gross property plant and equipment in year ¢

&, = error term.

We estimate Equation (1) separately for each one-digit industry-year group (manu-
facturing industry is based on two-digit), using all observation for which required data
are available on CSMAR database. We also require that each group has at least ten ob-
servations. The residuals of these regressions are used as measures of discretionary ac-

cruals, which denoted as DA.

3.2.2 Measuring Real Earnings Management
Following Roychowdhury [2] and Cohen and Zarowin [18], we construct three mea-
sures of real earnings management. Concretely, we estimate abnormal production costs

using the following Equations:

PROD, 1 SALE,  ASALE,  ASALE,,
=q,+o +a, +a, +a,

Aca Aa At At Aca

where 7 and ¢ separately denotes firm and year, PROD is the sum of the cost of goods

+ &t (2)

sold and the change in inventory from year #-7 to yeat t. A is the firm’s total assets.
SALE s the firm’s sales turnover.

We estimate abnormal discretionary expense from the following model:
EXPENSE;, SALE;,
—— =gty !, a, te, ()

A A A

where EXPENSE is the sum of selling expense and administrative expenses.

Finally, we estimate abnormal operating cash flow using the following model:
CFQ, 1 SALE, ASALE,
— =0+ +a, +a, + &, (4)
A A

Aca At

where CFO s the operating cash flows.

Following Cohen and Zarowin [18], we combine the above three indicators to cap-
ture the overall effects of real earning management using the following Equations:

REM,, = EM _PROD, —EM _CFO, —EM _ EXPENSE, (5)

EM_PROD, EM_CFO and EM_EXPENSE are the residuals of equations (2), (3) and

(4). A higher value of REM suggests more real earnings management. We perform the

regress for each industry-year group which has at least 10 observations.

3.2.3. Chairman Characteristics
According to Hypothesis development, in the paper, we define four explanatory va-
riables, which are female Chairman (Female), Chairman’s age (AGE), Chairman’s te-

nure (Tenure), Chairman’s education (EDU).

3.2.4. Control Variables
We analyze and test the relationship of explanatory variables and explained variables
through multiple-regression. For avoiding the error of reject the null hypothesis and

ensuring the validity and reliability of regression result, it is necessary to choose some
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control variables to control complicated factors.

Following Ye et al. [3] and Ali and Zhang [19], we controlled firm size, financial le-
verage, profitability, firm age, asset tangibility, Tobin’s Q, institutional ownership and
government control dummy. In addition, we also control industry and year fixed ef-
fects. See Table 1 for definition of variables.

3.3. Regression Model

We use the following regression model to test the hypothesis H1 to H4. The control va-
riables in these models are based on prior literature (e.g., [3] [18] [19]).
DA,/REM, = f3; + 3, Female, + 3, AGE, + B,EDU,, + B, TENURE,

+Z Control varialbes; ;, + > Industrydummies + " Yeardummies + 2z, (6)
]

jit

We estimate Equation (2) using ordinary lest squares (OLS). Following Peterson
[20], we adjust the standard errors for heteroskedasticity and within-firm serial correla-

tion using cluster at the firm level.

Table 1. Definition of variables.

Name Variables Definition
Earnings management DA The ratio of discretionary accruals to total assets.
Real earning .
REM See Equation (2) to (5).
management
Chairman’s gender Female Female Chairman value 2, otherwise value 1.
Chairman’s tenure TENURE The year of the rePorting period reduce the year of Chairman
inaugural the last time then plus 1.
Chairman’s age AGE Chairman’s age during the reporting period.
Chairman whose education is equal or less than senior middle
Chairman’s education EDU school is equal 1. Junior College Degree valued 2. Bachelor’s
degree valued 3.Master's degrees valued 4.A PhD valued 5.
The company size SIZE The natural logarithm of the total assets at the end of the year.
e . The total debt at the end of the year divided by total assets at
Asset-liability ratio LEV
the end of the year.
Return on equity ROA Net profit divided by shareholders' equity.
Firm age FirmAGE  The numbers of years the firm since the firm listed.
Tangible TANG The ratio of tangible fixed assets to total assets.
Tobin Q Q Market capitalization at the end of year at the end of year
obin
divided by the book value of total asset at the end of year.
Institutional ownership 10 Ins.titu.tion.al holldings (percent) form for I over year t held by
all institutional investors.
SOE is equal to 1 if it is ultimately controlled by the
Government control SOE

government.
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4. Empirical Results
4.1. Descriptive Statistics

Table 2 provides descriptive statistics of the variables used in our study. The mean and
median of DA (the ratio of discretionary accruals to total assets) are 8.1% and 5.8%,
respectively. In contrary, the mean (median) of real earnings management is 0.2%
(0.9%), which is smaller compared with accrual-based earnings management.

With regards to Chairman characteristics, we find that women occupy about 4.3% of
the chair of the board, which is similar to Ye ef al. [3]. The mean and median Chairman
tenure is 4.562 and 4 year, which is lower compared to US firm [19]. The mean age and
education is 50.62 and 3.45

Table 3 presents the correlation matrix of the variables. This table illustrates that
discretionary accruals exhibit weak correlation with real earnings management, indi-
cating that these measures capture different aspects of earnings management activities.

As regards the gender of the chair of the board, Table 3 shows that female Chairman

Table 2. Descriptive statistics.

Variable N Mean Standard Deviation Median Minimum  Maximum
DA 19,175 0.081 0.079 0.058 0.001 0.431
REM 17,644 0.002 0.167 0.009 -0.353 0.310
Female 18,832 0.043 0.203 0 0 1
Tenure 18,337 4.562 2.988 4 1 14
AGE 18,803 50.62 7.111 50 34 68
EDU 8,039 3.450 0.895 4 1 5
SIZE 19,175 21.55 1.189 21.41 18.77 25.20
LEV 19,175 0.493 0.238 0.492 0.049 1.603
ROA 19,175 0.032 0.071 0.034 -0.311 0.238
FirmAGE 19,175 8.046 5.031 8 -1 21
TANG 19,175 0.273 0.181 0.242 0.001 0.757
Q 19,175 1.911 1.709 1.405 0.244 10.35
10 19,175 0.151 0.187 0.072 0 0.751
SOE 19,175 0.596 0.491 1 0 1

Note: The sample period is from 2005 to 2014 and extracted from the China Stock Market and Accounting Research
(CSMAR) database. DA, is discretionary accruals of firm 7in year ¢, estimated as the residual of accruals model (Eq-
uation (1)). REM, is real earning management of firm /and year ¢ estimate using Equations (2) to (5). Female, is a
dummy variable, assigning value one in case where the Chairman is female, and zero male. Tenure, is the Chairman
tenure. AGE, and Edu, are Chairman’s age and education. SIZE, is the natural logarithm of the total assets. LEV, is
defined as total debt divided by total asset at the end of year ¢. FirmAGE, is the number of years since a firm’s IPO.
TANG, is defined as the ratio of tangible fixed assets to total assets. Q, is Tobin’Q, equaling market value of assets
scaled by book value of assets. O, is the percentage of stocks held by institutional investor at the end of year ¢. SOE;,
is government control dummy variable, coded 1 for firm-year that that have a government institution as the control-
ling shareholder and 0 otherwise.
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Table 3. Correlation matrix.

DA REM Female Tenure AGE EDU SIZE LEV ROA FirmAGE TANG Q 10 SOE
DA 1
REM 0.014* 1
Female 0.002  -0.015** 1
Tenure —0.083*%** —0.047***  0.010 1
AGE  —0.073*** —0.058*** —0.022*** (.298*** 1
EDU  -0.026**  0.007 -0.022**  0.020** —0.229*** 1
SIZE  —0.121%%* —0.029%** —0.024*** 0.200%** 0.215%%* 0.161*** 1
LEV 0.185*  0.109***  —0.003 —0.006 —0.057*** 0.088*** 0.168*** 1
ROA  —0.076%** —0.248*** 0.021*** 0.044*** 0.075%** —0.031** 0.121%* —0.454*** 1
FirmAGE 0.027%%*  0.029*** 0.010 0.239%%%  0.047*  0.171*%%*  0.308*** 0.325%%* —0.179*** 1
TANG —0.038*** —0.065*** —0.042*** —0.006  0.058*** —0.027*** 0.092*** 0.072*** —0.131*%** 0.018*** 1
Q 0.125%** —0.135***  0.009 —0.087*** —0.084*** —0.001 —0.451** —0.262%** (0.188%** —0.118%** —0.131*** 1
10 —0.020*** —0.130*** —0.007  0.090*** 0.049*** 0.046*** 0.139*** —0.063*** 0.172*** 0.201*** -0.010  0.082*** 1
SOE —0.069**  0.016%* —0.037*** —0.084*** 0.065** 0.186*** 0.284*** 0.146*** —0.097*** 0.515%** 0.228%%* —0.174*** 0.179%** 1

Note: The sample period is from 2005 to 2014 and extracted from the China Stock Market and Accounting Research (CSMAR) database. ***, ** and * denote signi-
ficance at 1%, 5%, and 10% level, respectively. DA, is discretionary accruals of firm 7in year ¢, estimated as the residual of accruals model (Equation (1)). REM,, is real
earning management of firm 7and year ¢ estimate using Equations (2) to (5). Female, is a dummy variable, assigning value one in case where the Chairman is female,
and zero male. Tenure, is the Chairman tenure. AGE;, and EDUj, are Chairman’s age and education. SIZE, is the natural logarithm of the total assets. LEV is defined
as total debt divided by total asset at the end of year t. FirmAGE, is the number of years since a firm’s IPO. TANG, is defined as the ratio of tangible fixed assets to
total assets. Q, is Tobin’Q, equaling market value of assets scaled by book value of assets. JO, is the percentage of stocks held by institutional investor at the end of
year t. SOE, is government control dummy variable, coded 1 for firm-year that that have a government institution as the controlling shareholder and 0 otherwise.

shows a lower tendency to do real earnings management, and demonstrate no signifi-
cant correlation with discretionary accruals. In addition, the longer tenure, older and
higher educated Chairman has a lower probability to engage in either discretionary or

real earning management.

4.2. Regression Results

4.2.1. Chairman Characteristic and Discretionary Accruals

Table 4 reports panel regression estimates of Equation (6) using discretionary accruals
as dependent variables. The standard errors of these regressions as well as other regres-
sion in this paper are clustered by firm. In the columns (1) to (4), we regress discretio-
nary accruals on female Chairman (Female), Chairman tenure (7ENURE), Chairman
age (AGE) and Chairman education (EDU) respectively. In column (5), we put all the
characteristics variables into model together.

As shown in Table 4, the female Chairman variable is not significant in column (1).
However, when we include all the variables, the coefficient estimates for Female is sig-
nificantly negative at the 10% level, suggesting that female Chairman exhibits lower
discretionary accruals management. This is consistent with idea that female helps to

improve corporate governance [9].
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Table 4. Regressions of discretionary accrual on Chairman characteristic.

(1) (2) (3) 4 (5
SIZE —0.003*** ~0.003*** ~0.003*%* —0.003%* —0.002%*
(0.001) (0.001) (0.001) (0.001) (0.001)
LEV 0.071%%* 0.070+%* 0.070%** 0.064+* 0.061+*
(0.005) (0.005) (0.005) (0.007) (0.007)
ROA -0.010 —0.006 -0.010 ~0.004 0.001
(0.017) (0.017) (0.017) (0.025) (0.024)
FirmAGE 0 0 0 0 0
(0.000) (0.000) (0.000) (0.000) (0.000)
TANG —0.021+%* —0.020+%* —0.020%** —0.029+** —0.025%%*
(0.005) (0.005) (0.005) (0.008) (0.007)
Q 0.006*** 0.006*** 0.006*** 0.005%** 0.005%**
(0.001) (0.001) (0.001) (0.001) (0.001)
10 0.002 0.002 0.002 0.005 0.005
(0.004) (0.004) (0.004) (0.005) (0.005)
SOE —0.009+** —0.010%** —0.009%** —0.010%** —0.010%**
(0.002) (0.002) (0.002) (0.003) (0.002)
Female —0.002 —0.008*
(0.003) (0.004)
TENURE —0.001%* —0.001%*
(0.000) (0.000)
AGE —0.000+** —0.000%*
(0.000) (0.000)
EDU —0.003%* —0.004%*
(0.001) (0.001)
Constant 0.111%% 0.107+%* 0.120%** 0.127+%% 0.130%%*
(0.018) (0.018) (0.018) (0.027) (0.026)
N 14543 14334 14522 6746 6615
R 0.0720 0.0760 0.0730 0.0570 0.0600
Adj-R? 0.0700 0.0730 0.0710 0.0520 0.0550
F 15.62 16.52 15.58 6.533 6.986

Note: The sample period is from 2005 to 2014 and extracted from the China Stock Market and Accounting Research
(CSMAR) database. The model is estimated with pooled panel data, using robust standard errors and clustering by
firms. ***, ** and * denote significance at 1%, 5%, and 10% level, respectively. DA, is discretionary accruals of firm s
in year ¢, estimated as the residual of accruals model (Equation (1)). Female, is a dummy variable, assigning value
one in case where the Chairman is female, and zero male. Tenure, is the Chairman tenure. AGE, and EDU, are
Chairman’s age and education. SIZE}, is the natural logarithm of the total assets. LE'V, is defined as total debt divided
by total asset at the end of year ¢. FirmAGE,, is the number of years since a firm’s IPO. TANG, is defined as the ratio
of tangible fixed assets to total assets. Q, is Tobin’Q, equaling market value of assets scaled by book value of assets.
10, is the percentage of stocks held by institutional investor at the end of year t. SOE, is government control dummy va-
riable, coded 1 for firm-year that that have a government institution as the controlling shareholder and 0 otherwise.

K2
90 0:{2: Scientific Research Publishing



J. C. Xiong

Table 5. Regressions of real earning management on Chairman characteristics.

1) (2) (3) (4) (5)

SIZE —0.010%** —0.009*** —0.009*** ~0.007** —0.006***
(0.003) (0.003) (0.003) (0.003) (0.002)
LEV 0.009 0.007 0.006 -0.007 -0.009
(0.011) (0.011) (0.011) (0.017) (0.012)

ROA —0.753*%* —0.747*%* —0.749%%* —0.959*** —0.954%%*
(0.042) (0.042) (0.042) (0.059) (0.044)
FirmAGE 0 0 0 -0.00100 -0.001*
(0.000) (0.000) (0.000) (0.001) (0.000)

TANG —0.148*%* —0.144%* —0.145%%* —0.134%* —0.128*%*
(0.014) (0.014) (0.014) (0.021) (0.013)

Q —0.016%** ~0.016%** —0.016%** —0.015%* —0.015%**
(0.002) (0.002) (0.002) (0.002) (0.002)

10 —0.0724** —0.071%%* —0.072%* —0.049*** —0.050%**
(0.011) (0.011) (0.011) (0.015) (0.010)
SOE 0.007 0.006 0.008 0.003 0.004
(0.006) (0.006) (0.006) (0.008) (0.005)

Female -0.011 —0.020%*
(0.011) (0.009)
TENURE —0.002%%* -0.001
(0.001) (0.001)

AGE —0.001%%* ~0.001%%*
(0.000) (0.000)

EDU -0.004 ~0.006***
(0.003) (0.002)

Constant 0.338*%* 0.329%** 0.361%%* 0.307%** 0.337%%*
(0.058) (0.056) (0.057) (0.071) (0.050)
N 16118 15887 16101 7325 7178
R? 0.145 0.145 0.147 0.187 0.187
Adj-R? 0.143 0.143 0.145 0.183 0.183
F 23.47 23.00 23.83 16.79 31.39

Note: The sample period is from 2005 to 2014 and extracted from the China Stock Market and Accounting Research
(CSMAR) database. The model is estimated with pooled panel data, using robust standard errors and clustering by
firms. ***, ** and * denote significance at 1%, 5%, and 10% level, respectively. REM,, is real earning management of
firm 7and year ¢ estimate using Equations (2) to (5). Female, is a dummy variable, assigning value one in case where
the Chairman is female, and zero male. Tenure, is the Chairman tenure. AGE;, and EDU,, are Chairman’s age and
education. SIZE,, is the natural logarithm of the total assets. LEV, is defined as total debt divided by total asset at the
end of year t. FirmAGE, is the number of years since a firm’s IPO. TANG, is defined as the ratio of tangible fixed
assets to total assets. Q, is Tobin’Q, equaling market value of assets scaled by book value of assets. /O, is the percen-
tage of stocks held by institutional investor at the end of year . SOE| is government control dummy variable, coded
1 for firm-year that that have a government institution as the controlling shareholder and 0 otherwise.
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The column (2) and (5) of Table 4 show that the coefficient for TENURE is -0.001
and significant at the 1% level, suggesting that Chairman with long tenured report less
aggressively, which supports our hypothesis 2.

In column (3), (4) and (5), the coefficient on AGE and EDU are both negative and
significant, indicating that Chairman with more education and older are less likely to

overstating earnings, which is consistence with hypothesis 3 and 4.

4.2.2 Chairman Characteristics and Real Earnings Management

Table 5 reports panel regression results of the real earnings management. In the col-
umns (1) to (4), we regress discretionary accruals on female Chairman (Female),
Chairman tenure (7ENURE), Chairman age (AGE) and Chairman education (EDU)
respectively. In column (5), we put all the characteristics variables into model together.

In column (5), the coefficient on Female is negative and significant, —0.02 (t-stati-

stics = —2.09), suggesting that female Chairman are less likely to engage real earnings
management.

In column (2) of Table 5, the coefficient on TENURE is significant negative, consis-
tent with the notion that Chairman with long tenured are less likely to inflate perfor-
mance through real activities management.

The last three column of Table 5 show that older and more educated Chairman are
engage in less real earnings management.

Combining results of Table 4 and Table 5, we find that the firms with female,
long-tenured, older and more educated Chairman report lower earning management,

either accrual-based or real-based.

5. Conclusion

Anecdotal evidence [6] suggests that observable managerial characteristics will affect
the manager’s actions and decisions, which in turn affect the company’s performance
and organizational competitive behavior. This study extends the literature that ex-
amines whether top executive characteristics affect earnings management in the context
of an emerging market, China. Using a large sample of Chinese listed companies during
period from 2005 to 2014, we find that firms with female, long-tenured, older and more
education chairman engage in less accrual-based and real earnings management. Our
results indicate that Chinese listed companies can enhance earnings by hiring more fe-
male, education and older chairmen, and by signing a long-term contract with chair-

man.
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