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Abstract

The purpose of this study is to analyze the effect of Good Corporate Governance, Leverage and Firm Size on Earning
Management in manufacturing companies listed on the Indonesia Stock Exchange for the period 2015 to 2019. The
study involves secondary data in the form of annual financial reports from 66 companies that meet the criteria obtained
from the IDX website and the research object is Good Corporate Governance, Leverage, Firm Size as the independent
variable and Earning Management as the Dependent variable. The analysis uses regression with E-views version 11.0.
The results showed that all independent variables represented by Good Corporate Governance, Leverage and Firm Size
had a weak effect on Earning Management and partially, only Leverage had a significantly negative effect on Earning
Management. The implication of this research, is that the parties who concern with the limitation of Earning

Management activities supposed to consider Leverage in their decision making.
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Impact Of Covid-19 On The Moroccan Stock Matket: Application Of The Garch/Egarch Approach

1. Introduction
The main task of management is to make the owner more prosperous, therefore management carries out various
strategies to achieve these goals, including Earning Management. Ronen and Yaari (2008) defines Earning
Management (EM) as an activity related to 1) simply taking advantage of the flexibility of choosing accounting
treatment, 2) with the aim of maximizing management utility or economic efficiency, 3) or as 'tricks' to misrepresent
financial statements. From this understanding, EM has the potential to influence the achievement of management goals
in the form of performance, both positively (Rahma et al., 2019; Hung at el, 2020 and Aguguom at al. (2018) and
negatively. (Shiguang, 2017; Kabiru & Aliyu, 2019). The positive effect of EM on company performance will affect

industry performance and, of course, will contribute to increasing national development, and vice versa.

David Trainer (2017) states 4 reasons for doing EM: 1) bonuses, 2) achieving targets, 3) everyone does it and 4) limited
responsibility from the CEO. From these reasons, the most competent party to EM is the Board of Directors or the
agent. Regarding to agency problems, the Good Corporate Governance mechanism will monitor the actions of agents
in EM activities so that they are not counterproductive to performance achievements that will harm shareholders
(principals). Good Corporate Governance (GCG) is a mechanism to reduce agency costs as a consequence of a conflict
of interest between agent and principal (Uwuigbe & Oyeniyi, 2014, p. 161) which is carried out through internal and
external supervision (Iskander & Chamlou, 2000). Internal control mechanisms can be carried out through the
Independent Board, Management ownership or number of board meetings. There are inconsistent results on the effect

of these variables on EM in previous studies.

Independent Boards have a significant negative effect on EM found in Hosam & Roekhudin (2019), Mohd Fazrin et
al (2015), Rahnamay & Nabavi (2010), Sirine (2012), Aminul et al (2017), Abu Siam et al (2014), Ogbodo ( 2015)
and Ebraheem (2014), had a positive effect on Hemathilake et al (2019), Garven (2015) and Lara & Mark (2019)
results had no effect on Nugroho & Eko (2011), Jessie & Jeyaraj (2019), Nikki & Herlina ( 2019), Marzieh et al (2017),
Yayan & Dwi (2019), Suzan Abed et al (2012) and Mathew & Stephen (2016).

Management ownership has a significantly negative effect on EM found in Rahnamay & Nabavi (2010) and Lara &
Mark (2019) and has no effect on Nugroho & Eko (2011), Sirine (2012), Yayan & Dwi (2019) and SuzanAbed et al.
al (2012). Kankamage (2015) stated that the Number of Board Meetings had a significantly negative effect on EM, but
a significantly positive effect was found in studies by Imoleayo et al (2016), Wasukarn (2015), and Aminul etal (2017),

no effect was found in Jessie and Jeyaraj (2019).
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Hussaini Shuaibu (2018) and Kankamage (2015) states that Number of Board Meeting has negative significant effect
on Earning Management, while positive significant effect found on Imoleayo et al (2016), Wasukarn (2015), and

Aminul (2017), no effect result appear in research by Jessie and Jeyaraj (2019).

The inconsistency of the results of studies related to the influence of Leverage (Lev) on EM is seen in the study of
Rusdiyanto & | Made Narsa (2020) states that Lev had a significant effect on EM but opposite result found on Ghoffir
and Yusuf (2020), meanwhile studies of Acep and Asyari (2020), Aysha and Aisha (2019), Origiarki and Iweias (2019)

had a significantly positive effect, while significantly negative effect found on Zamri & Noor (2013).

While Firm Size (FS) has a significant effect on EM, it was found in the study by Acep and Asyari (2020), while the
study of Ghoffir and Yusuf (2020) Rusdiyanto & | Made Narsa FS did not have a significant effect on EM.

Based on the importance of EM and the inconsistencies in the study, this research is entitled Good Corporate
Governance, Leverage, Firm Size and Earning Management, a study on manufacturing companies in Indonesia.
Manufacturing companies were chosen as objects considering the proportion of this sector as the largest on the IDX

so that EM activities will have a large economic domino effect as well.

2. Literature Review
2.1. Agency Theory
Agency theory explains the emergence of agency problems as a result of the separation between company owners
(principals) and management (agents) and how to overcome these agency problems. The appointment of agents is to
carry out the mission of making the principal more prosperous in the form of high performance (Brigham and Houston,

2012).), therefore management performs various strategies, including Earning Management activities.

2.2. Earning Management
Earning Management is the process of taking actions that are still within the limits that are still permitted by Generally
Accepted Accounting Principles (GAAP) Davidson et al. in Schipper (1989). EM occurs when management uses
judgment to change financial statements to obscure the company's economic performance (Healy and Wahlen (1999)
which is done in 3 ways, namely compiling certain revenue or expense transactions, changing accounting procedures
and or accruals management (Rahnamay & Nabavi (2010)). Majority of researchers detect the existence of EM with

Accruals Management.

167



Impact Of Covid-19 On The Moroccan Stock Matket: Application Of The Garch/Egarch Approach

Some of the reasons for EM activities include influencing investor perceptions in the capital market to increase
compensation, to reduce the possibility of violating credit agreements or to avoid legal problems (Healy & Wahlen,
1999; Teoh, Welch & Wong, 1998) EM will affect the company's prospects in the future where the majority of studies
show that EM has a negative effect on long-term company performance; therefore, studies related to the variables that
affect Earning Management activities are important to conduct. To measure EM, Jones’s modification is using as of
studies by Rahnamay & SANabavi (2019), Hosam (2019), Jessie & Jeyaraj (2019).

2.3. Good Corporate Governance
Good Corporate Governance (GCG) is a system that regulates and controls the company in an effort to create added
value for all stakeholders based on the principles of transparency, accountability, responsibility, independence and
fairness (Amirudin el all., 2017); (Abu Siam et al, 2012), (Monks and Minow, 2003),( Marwa, (2012. The
mechanism of the GCG system that is running well will become a control tool for company stakeholders who will
ensure that management will carry out its activities in accordance with the company's vision and mission
(Mohammad (2018, Roodposihti & Chashmi (2011), Uwuighe et al (2014)). Technically, the party implementing
these principles is the management of the company; therefore supervision is a must which can be indicated by the
presence of an Independent Board, Board Size, Management Ownership, Board Composition, Audit Committee or
Number of Board Meetings. GCG is expected to improve performance; therefore GCG affects performance and EM
(Mathew & Stephen, 2016).

2.3.1. Independent Board(IB)
One of the best practices of GCG principles is that the board of directors should be an independent party from
management. As an independent party, the IB will work in accordance with the principles of transparency,
accountability, responsibility, independence and fairness; therefore, the presence of an independent director on the
board of directors which usually measured as board proportion (Hosam (2019), Doratalbi et al(2015), Hemathilake &
Meegaswatte (2019)) will limit the activities of EM (Iskander & Chamlou, 2000). Independent Board has a negative
effect on EM (Hypotheses 1).

2.3.2. Management Ownership (MO)
Management Ownership is related to the proportion of share ownership by management (Lara and Mark (2019),
managers are also owners where agency theory explains that share ownership by management is a strategy to overcome
agency problems. When the board of management own the shares of the company they manage, automatically, the
management will not make managerial activities that are counterproductive to company’s performance because they
will directly harm management as well. Considering that the executor of EM activities is management, when
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management also acts as owner, EM activities are automatically limited voluntarily. Management Ownership has a

negative effect on EM (Hypotheses 2).

2.3.3. Board Meeting (BM)
Another characteristic of the board of directors is the existence of board meetings usually in 1 year ( Aminul (2017),
Hussaini Shuaibu (2018), Innoleayo et al (2016) , where board members interact and coordinate with each other in
supervising management and one measure of the effectiveness of the board of directors is how often they hold board
meetings in a certain period of time. The more frequent the board meeting, the more problems that can be solved, and
vice versa. The more often the Board Meeting allows the resolution of various issues including Earning Management
activities, so the more frequent Board Meetings will limit EM activities, and vice versa (Mathew & Stephen, 2016)..

Board Meeting has a negative effect on Earning Management (Hypotheses 3).

2.4. Leverage (Lev)

Leverage is the use of external funds which are fixed costs/expenses for the company in an effort to increase returns
for shareholders who can be measured as a portion of Debt on Equity or Debt on Total Assets (Titman, Keown, Martin,
2014). The proportion of leverage of a company describes the strength of creditor control over the company, the greater
the proportion of leverage, the greater the control of creditors on management activities including earnings
management, and vice versa. Companies with large debts are encouraged to regulate earnings to avoid potential
bankruptcy, and vice versa (Titman et al,2014), Nikki & Herlina (2019), Rahnamay (2010). Leverage effects on
Earning Management. (Hypotheses 4).

2.5. Firm Size (FS)
Firm Size is related to the size/scale of the company; the larger the company is, the bigger opportunity to earn large
earnings, so that companies with large sizes translate to high performance (Frank & Dang, 2015). In accounting, one
measure of Firm Size is Ln Total Assets (Oghodo (2015), Rahnamay (2010). The size of the company is always related
to the opportunity to increase revenue, the larger the size of the company, the greater the opportunity to earn large
income, and vice versa, including opportunities to carry out Earning Management activities (Ronen and Yaari, 2008).
The larger the Firm Size is, the more opportunity to increase Earning Management activities. Firm Size has a positive

effect on Earning Management. (Hypotheses 5).
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The relationship between variables will be shown in Figure 1 below:

GCG
(1B, MO, BM)
Leverage Earning
—»> Management
Firm Size ROE

Figure 1: Framework of Thinking

3. Methodology

The type of this research is explanatory research (Gendro, 2011) which aims to test the hypothesis about the
independent variables consisting of Good Corporate Governance, Leverage and Firm Size on the dependent variable,
namely Earning Management.

The research population is a manufacturing company listed on the Indonesia Stock Exchange, the sample used is
purposive sampling with criteria:

a) consistently publishes its Financial Report, b) The Financial Report denominated in Rupiah currency and c) having
profit, during observation time. Of the 185 companies that meet the criteria, 66 companies with an observation period

of 5 years so that the total unit of observation is 330.

The research uses panel data, consequently regression used in analysis supported by 11.0 version E-views through 5
stages as follows:
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a) Descriptive Statistic Analysis, b) model estimation, ¢) model selection, d) classical Assumption Test and e)
hypotheses test, comprises: Determination Coefficient Analysis (R2), Statistical F Test, t-Test and multiple linear

regression analysis

4. Results and Discussion
4.1. Results

4.1.1. Descriptive statistics

Table 2. Descriptive Statistics Test Results

EM IB MO BM LEV FS
Mean -0.009385 0.407630 0.052933 22.66667 0.473439 28.59279
Median -0.010287 0.375000 2.28E-05 18.00000 0.255240 28.39524
Maximum 0.336573 0.800000 0.816561 80.00000 16.37320 33.49453
Minimum -0.375553 0.200000 0.000000 1.000000 0.004855 25.21557
Std. Dev. 0.078268 0.103565 0.119548 13.78794 1.213545 1.607663
Skewness 0.237047 1.384916 3.182467 1.580600 9.371443 0.662435
Kurtosis 6.883897 5.206703 15.12008 5.865213 106.0912 3.214060
Jarque-Bera 210.5046 172.4457 2576.869 250.2862 150962.6 24.76514
Probability 0.000000 0.000000 0.000000 0.000000 0.000000 0.000004
Sum -3.096893 134.5177 17.46781 7480.000 156.2349 9435.621
Sum Sq. Dev. 2.015396 3.528756 4.701988 62545.33 484.5153 850.3269
Observations 330 330 330 330 330 330

Source: Output E-Viewsversion 11.0
Table 2 explains that the sample consists of 66 companies for 5 years from 2015 to 2019 so that it becomes 330 units

of observation which is explained by the variables Earning Management (EM), Independent Board (IB), Management
Ownership (MO), Board Meeting (BM), Leverage (LEV) and Firm Size (FM).
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EM has a minimum value of -0.375553 owned by PT. Primarindo Asia Infrastructure Tbk. In 2015, and a maximum
of -0.009385 owned by PT. H.M. Sampoerna Tbk in 2015 and the average value (mean) -0.009385 and standard
deviation 0.078268. With a relatively small mean value, it shows that EM is not a strategy that is often used by

manufacturing companies in Indonesia.

IB has a minimum value of 0.200000 in PT. Kimia Farma Tbk. 2016 and PT. Semen Baturaja (Persero) Thk. In 2017
and a maximum of 0.800000 is owned by PT. Unilever Indonesia Thk. From 2015 to 2019, the average value (mean)
is 0.407630 and the standard deviation is 0.103565. The mean value of 40% with a standard deviation of 10% shows

that on average the portion of IB is relatively large in every manufacturing company in Indonesia.

The minimum MO value of 0.0000 is owned by 39 companies varies in observation time, while the maximum value
0f 0.816561 is owned by PT. Sido Muncul Herbal and Pharmaceutical Industry Thk. in 2016. The average value (mean)
is 0.052933 and the standard deviation is 0.119548. With a standard deviation of 10%, on average, only about 5% of

manufacturing companies in Indonesia implement the provision of shares to management.

BM has a minimum value of 1.0000 owned by PT. Budi Starch & Sweetener Thk. in 2017 and 2018, PT. Tempo Scan
Pacific Tbk. 2015 to 2019, while the maximum value of 80 is at PT. Semen Indonesia (Persero) Thk. in 2016, the mean
(mean) was 22.66667 and the standard deviation was 13.78794. On average, BM is carried out 22 times in 1 year LEV
has a minimum value of 0.004855 PT. Nusantara Inti Corpora Tbk. in 2017 and the maximum value of 16, 37320 is at
PT. Primarindo Asia Infrastructure Thk. in 2015, with an average value (mean), 0.473439 and a standard deviation,
1.213545. On average, the proportion of debt from total assets in manufacturing companies is almost close to 50%.
The minimum FS value of 25,21557 (equivalent: 89,327,328,853) is owned by PT. Primarindo Asia Infrastructure
Thbk. In 2017 and a maximum value of 33,49453 (equivalent: 351,958,000,000) owned by PT. Astra International Tbk.
in 2019, with an average value (mean) of 28,59279 (equivalent: 3,893,690,444,799) and a standard deviation of
1.213545 (in logarithms) about 4% of the average.

4.1.1. Model Estimation

The panel data regression results from the processed data show the estimated models, namely the Common Effect
Model, Fixed Effect Model and Random Effect Model.
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4.1.2. Model Selection

To obtain a suitable model of the 3 models it can be done with the Chow test, Hausman and Lagrange Multiplier.

4.1.2.1. Chow Test (Fixed Effect Model Test)
To get the best model, the Chow test compares the Common Effect and Fixed Effect models, with the following
hypothesis:
HO: Common Effect Model
H1: Fixed Effect Model

With the provision that HO will be rejected if the probability of the Chi-Square Cross Section (P-value) < (a.= 5%) and
will be accepted if the probability of the Chi-Square Cross Section (P-value) > 0.05 and from the data from the Chow
test it appears that Table 3 shows that the Cross Section Chi-square Probability is 0.0002 < 0.05, therefore the model
chosen is the Fixed Effect Model.

Table 3. Chow Test Results

Redundant Fixed Effects Tests

Equation: Untitled

Test cross-section fixed effects

Effects Test Statistic d.f. Prob.
Cross-section F 1.645405 (65,259) 0.0035
Cross-section Chi-square 114.071838 65 0.0002

Source: Output E-views version 11.0
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4.1.2.2. Hausman Test (Random Effect Test)
The Hausman test compares the Fixed Effect and Random Effect Models to get the best model with the following

hypothesis:

HO: Random Effect Model
H1: Fixed Effect Model

Provided that if the probability of the Chi-Square Cross Section (P-value) < 0.05, Ho is rejected and if the probability
of the Chi-Square Cross Section (P-value) is > 0.05, HO is accepted. The Hausman test results are shown in table 4
where it could be seen that the probability of the Cross Section Chi-square Probability (P-value) is 0.0094 < 0.05,

therefore the Fixed Effect model is the chosen model.

Table 4. Hausman Test Results

Correlated Random Effects - Hausman Test

Equation: Untitled

Test cross-section random effects

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 15.234956 5 0.0094

Source: Output E-views version 11.0
Given that the Chow test which compares the Common Effect and Fixed Effect models produces Fixed Effect as the

selected model, meanwhile the Hausman test which compares the Fixed Effect and Random Effect models and

produces Fixed Effect as the selected model, therefore there is no need for further Lagrange Multiplier test.
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4.1.3. Classic assumption test
In panel data regression to meet the BLUE (Best Linear Unbiased Estimation) assumption, the classical assumption
test must be tested at least for Multicollinearity, Heteroscedasticity and Auto Correlation (Ekananda, M, 2016). The
results of the multicollinearity test are shown in table 5 below:

Table 5. Multicollinearity Test Results

IB MO BM LEV FS
IB 1 -0.115 0.063 0.239 -0.071
MO -0.115 1 -0.156 -0.070 -0.155
BM 0.063 -0.156 1 0.255 0.150
LEV 0.239 -0.070 0.255 1 -0.181
FS -0.071 -0.155 0.150 -0.181 1

Source: Output E-views version 11.0

From table 5 it could be seen that the correlation coefficient between variables is < 0.80, so it can be concluded that
there are no symptoms of multicollinearity.

4.1.3.1. Heteroscedasticity Test
The common Effect and Fixed effect panel data regression models are suspected of having heteroscedasticity problems
considering the underlying assumption is Ordinary Least Square (OLS), where this does not occur in the Random
Effect model which is Generalized Least Square. Therefore, if the selected model selection is the Common Effect or
Fixed Effect model, to avoid the problem of heteroscedasticity, it is suggested to give weight to the selected model as
shown in table 6.
Table 6. Weighted Fixed Effect Model

Dependent Variable: EM

Method: Panel EGLS (Cross-section weights)

Date: 08/11/21 Time: 17:18

Sample: 2015 2019

Periods included: 5

Cross-sections included: 66
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Total panel (balanced) observations: 330
Linear estimation after one-step weighting matrix
Variable Coefficient Std. Error t-Statistic Prob.
C -0.521941 0.335252 -1.556862 0.1207
IB 0.079145 0.049483 1.599429 0.1109
MO 0.049030 0.027363 1.791814 0.0743
BM 0.000451 0.000439 1.027548 0.3051
LEV -0.020702 0.007974 -2.596234 0.0100
FS 0.016692 0.011689 1.428004 0.1545
Weighted Statistics
Root MSE 0.064467| R-squared 0.394055
Mean dependent var -0.020639, Adjusted R-squared 0.230286
S.D. dependent var 0.083942| S.E. of regression 0.072769
Sum squared resid 1.371485| F-statistic 2.406162
Durbin-Watson stat 2.387411| Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0.295659| Mean dependent var -0.009385
Sum squared resid 1.419526| Durbin-Watson stat 2.204086

Source: Output E-views version 11.0
To analyze whether the selected Fixed Effect model is affected by heteroscedasticity problems or not, it is necessary

to compare the Fixed Effect model without weights or weights by comparing the 3 parameters as shown in table 7

below:
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Table 7. Comparison of Fixed Effect Models without and with weights

Parameter Unweighted Fixed Effect Model Weighted Fixed Effect
Model

Statistic t probability 1 variable < 0,05 1 variable < 0,05

R-Squared 0,303298/0,115001 0,394055/0,230286

F-Statistic Probability 0,004096 0,00000

Source: Output E-views version 11.0

The significant difference between the two models is in the R-Square score, where the fixed effect model with weights
is better than without weight, therefore the final model chosen is the Fixed Effect model with weights as shown in

table 6. Thus the next analysis will be based on this table.

4.1.3.2. Autocorrelation Test
The autocorrelation test was carried out to identify the existence of a correlation between observations in the form of
time series and cross sections, it will remain the same because the characteristics of panel data are naturally
characterized by time series and cross sections, and therefore the issue of correlation in such data is ignored. (Ekananda,
M, 2016).

4.1.4. Hypothesis Test

Based on the model selection, the final model chosen is the Fixed Effect model with weights as shown in table 6.

4.1.4.1. Coefficient of Determination (Adjusted R-Square)
The value of Adjusted R-Square is 0.230296, meaning that all independent variables consisting of GCG, Leverage and
Firm Size are able to explain the dependent variable, namely Earning Management as much as 23.02 %. Given that

the score is below 50%, then the influence of GCG, Leverage and Firm Size on Earning Management is weak.
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4.1.4.2. F Statistic Test (Together)
Because the F value is 2.406162 with a probability of 0.000000 < 0.05, it can be concluded that all independent
variables, namely GCG, Leverage and Firm Size together affect Earning Management so that the model is declared
fit'.

4.1.4.3. Statistics t Test (partial)
It appears that only Leverage has a negative effect (t-statistic -2.596234) on Earning Management because the
probability is 0.0100 < 0.05, while the GCG variable with IB proxy (0.1109), MO (0.0743), BM (0.3051) and FS
(0.1645) are all more likely than 0.05.

4.1.5. Multiple Regression Analysis
Based on table 12, the regression equation formed is as follows:
Earning Management (Y) = -0.521941 + 0.079145(1B) + 0.049030 (MO)+ 0.000451 (BM)-0.020702 (Lev) + 0.016692
(FS) The equation can be explained as follows:

The constant value is -0.521941, when the Independent Board, Management Ownership, Board Meeting, Leverage
and Firm Size do not change (value 0), then the Earning Management value is —0.521941.

The positive IB coefficient is 0.079145, meaning that when the other independent variables are constant; an increase
in 1B of 1 unit will increase Earning Management by 0.079145, and vice versa.

The Management Ownership coefficient is positive, meaning that when the other independent variables are constant,
an increase in MO of 1 unit will increase Earning Management by 0.049030, and vice versa.

The Board Meeting coefficient is positive, meaning that when the other independent variables are constant, an increase
of 1 unit of BM will increase Earning Management by 0.049030, and vice versa.

The Leverage coefficient is negative, meaning that when the other independent variables are constant, an increase in
Leverage of 1 unit will decrease Earning Management by 0.020702, and vice versa.

Firm Size coefficient is positive, meaning that when the other independent variables are constant, an increase in FS of

1 unit will increase Earning Management by 0.016692, and vice versa.

4.2. Discussion
4.2.1. Effect of Independent Board, Management Ownership and Board Meeting on Earning
Management.
The statistical test results conclude that IB, MO and BM have no significant effect on Earning Management. From

table 2, descriptive statistics obtained information that the data do not vary, the dispersion of the data from the average
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is very small so it is not strong enough to encourage Earning Management to vary, so that IB, MO and BM in
manufacturing companies are not variables that significantly affect Earning Management. The presence of the board
couldn’t limit EM activities, it might be caused of the EM’s nature as uncommon strategy made the board lost their
attention on it. While the proportion of MO is too small on average made it does not affect EM, at the other hand the
quantity of BM does not make the board to pay attention on EM activities due its nature as un-common strategy. This
result in line with studies by Nugroho & Eko (2011, Jessie & Jeyaraj (2019), Nikki & Herlina (2019), Marzieh et al
(2017), Yayan & Dwi (2019), Suzan Abed et al (2012) and Mathew & Stephen (2016) for Independent Board, in line

with Jessie and Jeyaraj (2019) for Management Ownership and number of Board Meeting.

4.2.2. Effect of Leverage on Earning Management
Leverage has a significant effect on Earning Management, but negatively, this supports a statement that Leverage
limits Earning Management. The proportion of leverage of a company describes the strength of creditor control over
the company, the greater the proportion of leverage, the greater the control of creditors on management activities
including earnings management, and vice versalLeverage existence controlling Earning Management activities as work
by Zamri et al (2013).

4.2.3. Effect of Firm Size on Earning Management
From table 2, descriptive statistics it is obtained information that the data do not vary, the dispersion of the data from
the average is very small so it is not strong enough to encourage Earning Management to vary as well, so Firm Size in
manufacturing companies is not a significant variable affecting Earning Management. The firm size of the sample is
not vary, that is why is does not affect EM. The study of Ghoffir and Yusuf (2020) Rusdiyanto & | Made Narsa (2020)
in line with this result.

5. Conclusions and Recommendations
Taken together, all the independent variables represented by Good Corporate Governance (with Independent Board,
Management Ownership and Board Meeting proxies), Leverage and Firm Size have a weak effect on Earning
Management and partially, only Leverage is significantly negative due to there are companies with very far above
average Leverage. The partially insignificant effect of GCG and Firm Size is most likely caused by the insufficient
number of samples of 66 companies, in which the use of E-views in the analysis tool requires a large sample, therefore
it is recommended that the next researcher re-examine with a larger sample size or saturated sample to obtain better
results. This result in line with studies by Nugroho & Eko (2011, Jessie & Jeyaraj (2019), Nikki & Herlina (2019),

179



Impact Of Covid-19 On The Moroccan Stock Matket: Application Of The Garch/Egarch Approach

Marzieh et al (2017), Yayan & Dwi (2019), Suzan Abed et al (2012) and Mathew & Stephen (2016) for Independent
Board, in line with Jessie and Jeyaraj (2019) for Management Ownership and number of Board Meeting. The only
variable that has a significant negative effect on earnings management is Leverage. This is in line with the study by
Zamri et al (2013). This means that Leverage can be a control over management in carrying out Earning Management
activities; therefore, parties with an interest in limiting accounting management activities must consider Leverage in

their decision making.

References

Abu Siam,Y, Hidayah, N & Khairi, KF, (2014), “Board of Directors and Earning Management Among Jordanian
Listed Companies Proposing Conceptual Framework™, International Journal of Technical Research and Applications
2(3)1-7

Aguguom T, Rufus, A & Rafiu, OS, (2018), “Earnings Quality and Firms Financial Performance: A Missing Link the
Listed Firms in Nigeria”, International Journal of Accounting & Finance, 7(2).

Amin, A., Suhardjanto, D. & Agustiningsih, S.W. (2017), “Board-Auditor Interaction and Earnings Management: The
Model of Company with Concentrated Ownership”, Review of Integrative Business and Economics Research, 6(3).

Asim, A. & Ismail, A. (2019), “Impact of leverage on earning management: Empirical evidence from the
manufacturing sector of Pakistan’, Journal of Finance and Accounting Research, 1(1), DOI:
https://doi.org/10.32350/JFAR.0101.05

Abata, M. A., & Migiro, S. O. (2016), “Corporate governance and management of earnings: Empirical evidence from
selected Nigerian-listed companies”, Investment Management and Financial Innovations, 13(2), 189-205. 189-205.
http://dx.doi.org/10.21511/imfi.13(2-1).2016.07

Alzoubi, E.S.S. (2014), “Board characteristics and financial reporting quality: evidence from Jordan™, Corporate
Ownership and Contral, (3), pp. 8-29

Abed, S., Al-Attar, A., & Suwaidan, M. (2012), “Corporate governance and earnings management: Jordanian
evidence”, International Business Research, 5(1), pp. 216.

Al-Haddad, L. & Whittington, M. (2019), “The impact of corporate governance mechanisms on real and accrual
earnings management practices: evidence from Jordan”, 19(6).

Busirin, M. F., Azmi, N. A., & Zakaria, N. B. (2015), “How effective is board independence to the monitoring of
earnings manipulation?”, Procedia Economics and Finance, 31, pp 462-469.

Brigham, E. F. & Joel F. Houston, (2012), “Dasar — Dasar Manajemen Keuangan, Buku 1 Edisi 10, Jakarta Salemba
Empat.

180


https://doi.org/10.32350/JFAR.0101.05
http://dx.doi.org/10.21511/imfi.13(2-1).2016.07

Dwi Asih SURJANDARI & Minanari MINANARI & Lela NURLAELAWATI

Chekili, S. (2012), “Impact of Some Governance Mechanisms on Earnings Management: An Empirical Validation
Within the Tunisian Market”, Journal of Business Studies Quarterly, 3(3), pp. 95-104.

Dang, C., Li, Z. F., & Yang, C. (2018), “Measuring firm size in empirical corporate finance”, Journal of banking &
finance, 86, 159-176., DOI:10.2139/ssrn.2345506.

Edison, A. & Nugroho, A.P.A. (2020), “The effect of Leverage and Sales’ Growth on Earning Management”,
PalArch’s Journal Archaeology of Egypt/Egyptology, 17(4).

Ekananda, M ,(2016), “Analisis Ekonometrika Data Panel (kedua)”, Mitra Wacana Media, Jakarta.

Wiyono, G, (2011), “Merancang Penelitian Bisnis, Unit Penerbit dan Percetakan STIM YKPN Yogyakarta.Ghofir, A
& Yusuf, Y,2020,” Effect of Firm Size and Leverage on Earning Management’, Journal of Industrial Engineering and
Management Research, 1(3), October, DOI: https://doi.org/10.7777/jiemar.v1i3.81.

Garven, S. (2015), “The effects of board and audit committee characteristics on real earnings management: Do boards
and audit committees play a role in its promotion or constraint?”, Academy of Accounting and Financial Studies
Journal, 19(1), 67.

Hosam Alden Riyadh Al Azeez & Roekhudin, (2019), “The Impact of Board Characteristics on Earning Management
in the International oil and Gas Corporations”, Academy of Accounting and Financial Studies Journal, Volume 23,
Issue 1.

Healy, P.M.& Wahlen, J.M., (1999), “A review of the earnings management literature and its implications for standard
setting”, Accounting Horizon, 13(4), pp. 365-383.

Hung Ngoc DANG, Thi Thu Cuc NGUYEN & Dung Manh TRAN, (2020), “The Impact of Earnings Quality on Firm
Value: The Case of Vietham”, Journal of Asian Finance, Economics and Business, 7(3) pp. 63-72.

Hemathilake, D H U1, Ruparatne, C H H K M P2 & Meegaswatte, D M K K3, (2019), “Board Chataracteristics and
Earning Management: A Srilankan Perspective”, IJARIIE-ISSN(0O)-2395-4396, 5(1).

Imoleayo, F. O., Omolehinwa, E. O., Mukoro, D. O., Ben-Caleb, E., & Olamide, A. O. (2016), “Earnings management
and board structure: Evidence from Nigeria?, SAGE Open July-September 2016: 1-15. DOI:
10.1177/2158244016667992.

Iskander, M.R. & Chamlou, N, (2000), “Corporate Governance: A Framework for Implementation Public”, World
Bank Group, 636—644. https://doi.org/10.1016/b978-0-12-373932-2.00098-3

Jallo, A, Mus, A. R. Mursalim & Suryati, (2017), “Effect of CSR, GCG, Ownership Structure on Financial
Performance and Firm Value: Study in Jakarta Islamic Index”, IQSR Journal of Business and Management (IQSR-
JBM) 19(11).

Kankanamage, C.A. (2015), “The Relationship between Board Characteristics and Earnings Management: Evidence
from Sri Lankan Listed Companies”, Kelaniya Journal of Management, 4(2).

181


https://doi.org/10.7777/jiemar.v1i3.81

Impact Of Covid-19 On The Moroccan Stock Matket: Application Of The Garch/Egarch Approach

Khosheghball, M., Amiri A. & Ali, H, (2017), “Role of Audit Committees and Board of Directors in Reducing Earning
Management of Companies Listed in Tehran Stock Exchange”, International Journal of Economics and Financial,
Issues,7(6), pp 147-153.

Luo J. & Jeyaraj, (2019), “14 Board Characteristics and Earnings Management: Empirical Analysis of UK Listed
Companies”, European Journal of Accounting, Auditing and Finance Research, 7(5), pp.27-54.

Lusmeida, H., & Rosellyn A, N. (2019), “The Impact of Firm and Board Characteristics Towards Earnings
Management”, Prosiding Seminar Bisnis Magister Manajemen (SAMBIS) 2019.

Ma, S. & Ma, L. (2017),”The Association of Earnings Quality with Corporate Performance: Evidence from the
Emerging Market of China”, Pacific Accounting Review, 29(3). DOI: 10.1108/PAR-02-2016-0014.

Monks, R. A.G. & Minow, N. (2003), Corporate Governance. 3 rd Edition, Blackwell Publishing.

Nugroho, B & Eko, U, (2011), “Board Characteristics and Earnings Management”, Journal Of Administrative Science
and Organization, 18(1), pp. 1-10.

Ngamchom, W. (2015), “Impact of Board Effectiveness and Shareholders Structure on Earnings Management in
Thailand”, Review of integrative business and economics research, 4(2).

Nuryana, Y., & Surjandari, D. A. (2019), “The Effect of Good Corporate Governance Mechanism and Earning
Management on Company Financial Performance”, Global Journal of Management and Business Research: D
Accounting and Auditing, 19(1).

Ogbodo, O. C. (2015), “An appraisal of corporate governance and earnings management practices in
Nigeria”, Scholars Journals of Economics, Business and Management, 2(3), pp. 256-264.

Razek, M. A. (2012), “The association between earning management and corporate governance — a survey from
Egypt”, Research Journal of Finance and Accounting, 3(8).

Roodposhti, R. & Chashmi, N. (2010), “The Effect of Board Composition and Ownership Concentration on Earnings
Management: Evidence from IRAN”, World Academy of Science, Engineering and Technology International Journal
of Economics and Management Engineering Vol:4, No:6.

Ronen, J. & Yaari, V. (2008), “Earnings Management: Emerging Insights in Theory, Practice, and Research”,
DOI:10.1007/978-0-387-25771-6.

Roodposhti, F.R. & Chashmi,S.N., (2011), “The impact of corporate governance mechanisms on earnings
management”, African Journal of Business Management, 5(11), pp. 4143-4151.

Rusdiyanto & | Made Narsa, 2020, “The Effect of Company Size, Leverage and Return on Asset on Earnings
Management: Case Study Indonesian”, Revistat Espacios, 41(17).

Schipper, K. (1989), “Earning Management”, Accounting Horizons, Sarasota, Vol 3 Issue 4, 91-102

182


http://dx.doi.org/10.1007/978-0-387-25771-6

Dwi Asih SURJANDARI & Minanari MINANARI & Lela NURLAELAWATI

Shubita, M.F. (2018), “Earnings Management and Corporate Governance Evidence from Jordanian Banks”,
International Journal of Recent Technology and Engineering (IJRTE) ISSN: 2277-3878, 8(5).

Shuaibu, K. & Muhammad, A. (2019), “Income Smoothing and Financial Performance”, International Journal of
Creative and Innovative Research in All Studies (IJCIRAS), 1(11).

Shuaibu, H (2018), “Impact of Board Characvteristic on Earning Management, Al Qalam university katsina.
Titman, K. & Martin, (2014), “Financial Management Principles and Applications ”, Pearson Education Limited.

Teoh, S., Welch, I. & Wong, T, (1998), “Earnings management and the underperformance of seasoned equity
offerings”, Journal of Finance and Economics, 50, pp. 63-99.

Tonye, O. & Sokiri, 1.S. 2020, “Financial Leverage on Earnings Management of Quoted Manufacturing Companies in
Nigeria”, International Journal of Management Science and Business Administration, 6(4), DOI:
10.18775/ijmsba.1849-5664-5419.2014.64.1001.

Trainer, D. (2015), “Four Reasons Executives Manipulate Earning”,
https://www.forbes.com/sites/greatspeculations/2015/12/07/four-reasons-executives-manipulate-
earnings/?sh=4dd810b9f9ee

Utamia, R.B., Nuzulab, N.F. & Damayantic, C.R. (2019), “The Effect of Earnings Quality on Financial Performance
in Indonesia in the State-Owned Bank better than Private Bank?”, Asia-Pacific Management and Business Application,
8(2), pp. 105-116.

Uwuigbe, U., Peter, D. S., & Oyeniyi, A. (2014), “The effects of corporate governance mechanisms on earnings
management of listed firms in Nigeria”, Accounting and Management Information Systems, 13(1), pp. 159-174.

Zamri, N., Rahman, R. A., & Isa, N. S. M. (2013), “The impact of leverage on real earnings management”, Procedia

Economics and Finance, 7, pp. 86-95.

183


https://www.forbes.com/sites/greatspeculations/2015/12/07/four-reasons-executives-manipulate-earnings/?sh=4dd810b9f9ee
https://www.forbes.com/sites/greatspeculations/2015/12/07/four-reasons-executives-manipulate-earnings/?sh=4dd810b9f9ee

