CHAPTER 5

RESULTS AND DISCUSSION (,}

5.1 Introduction
This chapter involved both statistical analyses of the data obtained from the PEX
Z th

electronic website and research on the statistical methods e'analy3|s These

statistical analyses involved panel data regression mo WLS fixed
effect, and random effect models. These models w d to explore hd @atlon
between EM and CG characteristics in Palestm

The steps of the statistical methodolw ed re e lai Yl.n detail and

chronologically. Hence, Section 5.2 Nahe descripti sta@& of the data set,

while correlation analysis is presen% Section ﬂ\e gJ’\e\sSmn analysis and the

assumptions of conducting OL%ion ﬂodel ke ekz‘i@ted upon in Section 5.4,
and the role of estimation r he T[ inedhin S@ 5.5. Meanwhile, additional
Zn 5 h

analyses are presented% .6,“ ile }Ha@ummary is presented in Section

5.7. \ l\ S
5.2 Descri N&tls c&$ &

ft ependent Variable - EM

v eS atlsP
|ch | ngpo&ﬁ'varlable of this analysis, has its distribution

sum@ din Table 5.1. EM s recorded 232 times for a total of 29 firms. Outlier(s)

resent in the recording of EM as the maximum EM seems higher than the mean.

ois evidence of the presence of outliers is handled further ahead. The descriptive

statistics tables consist of mean, standard deviation, and maximum and minimum
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values. The results of the descriptive analysis are illustrated in Table 5.1. The absolute
value of DAC (ABSDAC) for the firms in the study had a mean value of 0.0ﬁlwm
minimum value of 0.000 and a maximum value of 0.7639. The mean of @\C in
this study is consistent with some prior research like Idris et al. (2018), Aﬂb&n (2015),
and Abbadi et al. (2016), who conducted their studies in Jordan. They'ound a mean of
ABSDAC of about 0.069. \,

Similarly, Rahman and Mohammed Ali (2006) fo T&m ')f ABSDAC of

0.066, and evidence from Egypt may support the mean a e maxim e of DAC

"AX
e mean an i@alue
ng dec that.@zg of DAC
Sy
unu\es.
Table 5.1: Descriptive Stal‘wahe Depen Var@‘e -EM
N

Mean d. Deviatien™. Minimum., Maximum
232 0.0617 73 0.0000°  0.7639
\} &y 20

9 Q—
A &
EM for each of the firms o erei orded @the period interval of 8 years.

The distribution of EM over. the eight years 20‘11@018) can be seen in Table 5.2. It
G
na

can be observed thalw was f v lége EM in 2017 compared to the other

years. Howevergzmostwef th

years accordi&@he I

Y
present acr he differe }earseg\the mean EM seems quite different from the

_ L 94

ma and minimum recorddﬁn some cases (See Appendix 2).
AN

3
N

in the current study, Bassiouny (2016) documented t
of DAC were 0.042 and 0.862, respectively. Th

in Palestine were approximately like neighbeting

surerzviﬁls seem close to the mean EM across the
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Table 5.2: Descriptive statistics of EM from 2011 to 2018

Year N Mean Std. Deviation Minimum Maximii,,
2011 29 0.0667 0.0544 0.0041 0. GBX
2012 29 0.0609 0.0585 0.0026

2013 29 0.0523 0.0449 0.0006 %

2014 29 0.0448 0.0389 0.0042 0.7460
2015 29 0.0663 0.1008 0.0015 Y‘U.SBZG
2016 29 0.0534 0.0393 0. 0012\, 0.1327
2017 29 0.0832 0.1376 0.0 0.7639
2018 29 0.0657 0.0532 OOE 0.2329

Total 232 0.0617 0.0734

' 0.7639

(]

Note: ANOVA performed resulted in an F-statistic 0 M&of 0.6399.
This result leads to the conclusion that there is no difference in EM agross the years.
Hence, no need existed to use the year variable as a c ical variable n'he ysis.

'
\\.z':/

n o&t effects of the

522 Descriptive Statistics of the Control riab

Control variables were used to cor@N{. bia

predictors. The exclusion of these varlab ould_resul

being over- or under-estimated. A ord gt léyc

variables whose distributions marlz T Ie 5. ch of the control variables

D

& s of the predictors

“there are three control

has different measurement s ,weas en s-%}lrm age seem distant from the
; E’;h S

mean firm age based on its % iati ompared to other control variables

(./
and their respectl rd deviatiops.

ﬁ 3 ‘De,scrl jvelStati s of The Control Variables

N | Mean" A(}d. Deviation Minimum  Maximum
22’ 4.05 4{\ 15.384 2 73
0’038 0.0892 -0.5306 0.3672
232 0.0326 0.1488 -0.5814 1.2468

C

Ly
Note AGE = The number.of years since the firm was established. CASHFLOW
é t cash flow from operating activities scaled by total assets. GROWTH = The

Varia
FIR

ing in total assets scaled by lagged total assets.

0 Concerning firm growth, the mean, maximum, and minimum values of firm

growth were.0326; 1.2468; -0.5814, respectively. The result of firm growth was
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consistent with the evidence from Indonesia that Harymawan and Nowland (2016)
documented. Harymawan and Nowland (2016) documented mean, maximuw
minimum values of firm growth of 0.040; 1.225; -0.411, respectively. Th@}f this
current study revealed that the mean of firm age was approximatel ars. This
finding is approximately similar to the study by Bassiouny (ZOlﬁme Egyptian
context that found the mean of firm age was 27 years. On the other*hand, the mean of
firm age was 34 years old in the 140 Greek firms listed (Ko t Gkliatis, 2018).

In terms of cash flow from operating activities, it i r fro w that there

L ]
| | - | | X
is a shortage of cash flow in the Palestinian non-fina firms listed. nko@ ison,
Alsultan (2017) found a mean cash flow of 85 Saudi n-fi@al listed

companies, while the mean of cash in Palesting co ext\nTs ; 86.Tbé§e.sultsreflect

that Saudi corporations are more effec\%werating C Iow@ﬁ the corporations
in Palestine. Accordingly, the possiﬂgsplanatio $ d fg@ e in cash flow is the
lﬁy N

stable business environment in i abia,thiI aop@&& case exists in Palestine.

'3

The first set&ﬂarlablef \Dt\

variables descri% BO 'are s'ti«ﬁfriables and their respective distributions
[
summariz@e 5.47 Most ftPrest\_/?ﬁables range between 0 and 1 except the size

N
of the B% d their me S. é\

N

523 Descriptive @5'; of th
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Table 5.4: Descriptive Statistics of the BOD Characteristics Variables

Variables N Mean Std. Deviation Minimum Maxi

Descriptive Statistics of Continuous Variables

BODSIZE 232 8.79 2.222 5

BODMEET 232 5.92 1.49 2 (’}

BODINDEP 232 0.88 0.17 0 -\ 1

BODND 232 0.16 0.21 0 0.875
Descriptive Statistics of Dichotomous Variables Q

BODRE_GC 232 0.33 0.472 \,‘ 1

CEO_DUAL 232 0.19 0.39 by, 1

Notes: BODSIZ = Total number of directors on the board.
meetings conducted annually. BODINDEP = The proporti
on the board to BOD size. BODND = The proportion
to BOD size. BODRE&GC = Dummy variable assigned
committee, and "0" if otherwise. CEO_DUAL =D variable ass nid é,) the
CEO is also the chairman, and "0" if otherwise. A

Regarding the descriptive results of B%ch ac S\Fable Egbws that the

average BOD size (BODSIZE) of the a‘@pl 9 em@g and the standard
deviation was 2.222. This result aligns Wth&)@d @ Lipton and Lorsch
(1992), who documented that BOD? Id €onsist.0 eigh@mbers or nine members
[7]
to be more effective in carrym thei - Inde{a&ﬁe average of BOD size is
consistent with the rgéCom ndatior;&j:@G\‘@)g), which means that most
anies

. . ) ’ 4 g
Palestinian listed non-financi

l' \GK éfé relatively compliant with the
recommendation&e PC

that@hat listed firms should appoint at least

| N (O o
five members@’ oD, Whi masdblum size must be 11 members. This finding
is analo &%Ies}inﬂd- S t@have documented that the average of BOD size

% s

Wasmwo ine members appra)x}:ately (e.g., Asmar et al., 2018; Yousef M. Hassan
i, 2015; Hassan & Hijazi, 2015; Hassan, 2016; Kutum, 2015; Dwekat, Mardawi,
bdeljawad, 2018; Abdeljawad & Masri, 2020). Similarly, Makhlouf et al. (2018)

Qd AbuSiam (2015) from Jordan and Rahman and Mohamed Ali (2006) from Malaysia

D
=
QD

found a mean BOD size of eight in the companies in their studies.
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Concerning the number of BOD meetings (BODMEET), the descriptive finding
revealed that non-financial companies held approximately six meetings on avera
year. This implies that the Palestinian non-financial companies ali the
recommendations of PCCG (2009) that at least six meetings should annually.
The average number of BOD meetings in the current study align mrior studies

conducted in Palestinian firms listed (Abdeljawad & Masri, 2%20; ar et al., 2018;

l

The mean frequency of BOD meetings in develop untri sWely higher
23

example, ét _{.—3‘22(:03)

rovi@évidence

from the United Kingdom that firms in% ountri d apné}?r;ately eight

meetings annually. The higher frequ@B
indicator of the effectiveness of Bo%afeas, —EIL\Q%T

N,
Table 5.4 shows that the of BBD n -execu@ directors (BODINDEP)

&

was 88%. This finding Wﬁ\u.k gr ecause @ans that most BODs were
independent. Some of% t

d &
PCCG (2009) requ'lﬁq@ts. P(i ) reglmended that it was preferable for all
directors in the GDhbe nen- tive directors.

\ e ! (é.l

Thea e of BOD ind nﬂ’en@('ia this current research is relatively consistent

NN
with pr% orksit }ed in-& Palestinian context such as Zaid, Wang, and

Abuhijleh (2019), Falah (2017 tum (2015), Dwekat et al. (2018), and Abdeljawad

Kutum, 2015).

than the mean of Palestine as a developing countr

provided evidence from the United States, and etal. (2

S ar@sidered a strong

inian hon- rl':u‘]ci-&bisted firms did not comply with

a ri (2020). They found that the mean values of BOD non-executive directors
& 89%, 71%, 90%, 91%, and 92%, respectively.

Concerning BOD nationality diversity (BODND), Table 5.4 shows that 84% of

directors were Palestinians, while 16% were non-Palestinian or foreign directors. This
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result is relatively consistent with Ibrahim and Hanefah (2016) and Makhlouf (2017),
who have found that 11% and 10% of the directors in Jordanian companies |I?ﬁ
non-Jordanian, respectively. \
Because no evidence from Palestine previously existed regarm&atlonallty
diversity, this current study is the first to address the presence of foreign'directors in the

BOD in Palestine. The proportion of foreign directors to BOD@Mlte good for the

PEX as a developing market and working under a s of olltlcal unrest.
Furthermore, the PCCG (2009) motivates BODs to app@iat m w d expert
directors to enhance the effectiveness of BOD in Pal . ' _S

In terms of the committee of remuneratio ovm R@EEC) this

~Jable Séshvgws that one
ha\é':remuneration and

study is the first one in Palestine to address this c actet\
third (33%) of the non-financial Iisted% es in Palesti
governance committee. This result ow that 15), who found that

50% of Jordanian firms I|sted une tlon @mm . The finding means that

Palestinian firms still do n%y ), which recommended that

listed firms have this ittee to a%stj&)ﬂ)s@erformmg their responsibilities
nd cr.

effectively to enh w tran

transactions.

Table tthe aﬂ' CEJcauallty (CEO-DUAL) was 19%. That means
|n|m S

ility of financial and administrative

81% of e |rms arate the role of CEO and the role of chairman.

J>

cc I Iy, these results reveegthat 19% of the sampled companies in Palestine do

‘% comply with the recommendations of PCCG (2009), which specified that the
6 of chairman and CEO must be separated.

The average of CEO-duality in this research is consistent with Zaid et al. (2019),

who studied Palestinian non-financial firms listed from 2013 to 2016. They documented
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that the average CEO duality was 19%, which is surprisingly like the finding of this

current study. Furthermore, Dwekat et al. (2018), Abdelkarim and Zuriqi A

Abdeljawad and Masri (2020) determined that the average duality of CEO @rman

was 17.5%, 18% 19% in the Palestinian companies listed in PEX, re ively. Also,

Hassan (2016) found that the average CEO non-duality was 87% in Palestinian

shareholding companies. Thus, combining the role of chairma%yposition (CEO-
l

DUAL) is not present in most Palestinian listed companie

524 Descriptive Statistics of the AC Charact

The second set of variables to be use

14 |
pw OI’I{-@'E S were

! tions @hese variables
are summarized in Table 5.5. These v&%’}anged be n 0@‘4 except the size

of the AC, which ranged between M five me TT rstdivision of Table 5.5
N
1o VQCB'I

variables describing the AC of each firm

presents the descriptive statisti included the firm with

e whole sample,
\ﬂ &
and without ACs, while the seco di\ls' I strat@ descriptive statistics of AC

characteristics of the c% ed AC. Furthermore, this table
elaborates that 47.5%@f the co I an AC, while others do not have this
committee. This@o \:;' dy conducted in Palestine by Alia et al.
(2020) that %ﬂ?% f t‘he or‘fi ncial corporations listed on PEX formed AC

N
accordi% PCCG ) recowEﬁendations.

K
K
N

N
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Table 5.5: Descriptive Statistics of the AC Characteristics Variables

Variables N Mean Std. Deviation ~ Minimum  Maxi
Descriptive Statistics of the AC Characteristics for the Whole Sample

ACSIZE 232 1.48 1.595

ACINDEP 232 0.34 0.476 _\

ACFEXP 232 0.30 0.460 1
Descriptive Statistics of the AC Characteristics for the Flrr?dh AC

ACSIZE 111 3.17 464 5

ACINDEP 111 0.875 0.224 & 1

ACFEXP 111 0.330 0.316
Note: ACSIZE = Total number the AC. ACINDEP =The ortion of non-executive
directors to the total number to AC size. ACFEXP =P, tage of members who
have financial expertise to total members of the commit
@
N4

| &
Table 5.5 shows that the mean of AC size @ZE) for the whole s‘%'_%q)le was

1.48 members, while the maximum size was fIRm rs; the mi@ﬁum was 0
members. So, it can be noted from the m@%&fe a inimu ﬁje of AC size

that some companies still do not hav%C aus for_@)n of AC remains

voluntary in Palestine. On the ot %aa t}%ev%y

f\'t\he size of AC was 3.17

]
members in the companies thﬂ AC. This result o Q-average of ACSIZE was
consistent with past stu eSWS Asriar etal. (Z@nd EL-Nabi (2016), who have
provided evidence from alestine, AB| -204.@ from Jordan, and Habbash (2010)

from the United mbm Tthe studies r ed that the mean of the AC size was

t
approximatel Me bers. This lm that the listed Palestinian companies that

&4
do not fo reco me d on PCCG (2009) in the formation of the AC.
Accor 2 5% of Iestlﬁi’an non-financial listed firms have no ACs (Alia et

al .4 O . As illustrated in Tz;BI'e 5.5, the average AC independence (ACINDEP) was

%4% for the whole sample, while the average in of this factor in the companies

Qt have audit committees is about 87%. Also, the maximum percentage of ACINDEP

was 100% members. On the other hand, the minimum percentage of ACINDEP was 0%
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of members. As presented in Table 5.5, the non-financial companies in Palestine that
have an AC might comply with the PCCG (2009) because of the mean of fi fal
experts in AC was 30%, and 33% respectively. (’}
Regarding the minimum value of existing financial experts on thé*lhis study
found that the minimum value was zero, which means some comp¥s~do not have
ACs, and some ACs do not have financial experts. This is perh sMe the formation
of an AC in listed non-financial firms remains optional i | ine.'The average of
ACFEXP aligns with the study conducted in Palestine alem Zwi‘ch found
that the mean value of AC financial expertise in Pales as approxi te’y i@%‘?‘;his

finding was relatively below the average docu y m\fs OIWIich was
that 41% of the AC members had financialﬂ@ e intz\or ian Iist@g:ns.

\3 ®)
5.25 Descriptive Statistics of wWners %:t Q@riables
N

Table 5.6: Descriptive istics of\@e O?msh@cture Variables

Variables ) tiorLAX/Iinimum Maximum

N
OWNERCONC 232 YMS , 435 = 0.0000 0.9286
INSTIOWNER 5681 3037 0.0000 0.9588
FOREOWNER _ 232 40.2477° g 02758/ 0.0000 0.9241

Note: OWNERCO The pérce ownership of the stockholders who own more
than 5% of the t ares, TIOWNER¢z The percentage of ordinary shares held
by institutional Thyestors to t : DREOWNER = The percentage of ordinary

ity
shares held b)ﬁ?%@ﬁ investor. Eo!al Inary shares.

%
Ir‘% to the gy de@ed variables, the last set of variables used in the

regrAAanalysis describes tt&})\’/vnership of the different firms. The distributions of
@ctive variables are summarized in Table 5.6. The ranges of the variables were
&[ een 0 and 1, and their respective deviations from the mean did not seem high.

Table 5.6 shows that the average ownership concentration (OWNCONC) was

57.18%, indicating highly concentrated ownership in Palestine. This means that a few
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investors may control a listed company. Accordingly, Hassan (2016) documented that
the average ownership concentration was 2.6 investors with a maximum of 7 irw
and a minimum of 0 investors for Palestinian firms listed on the PEX. Furthe , the
maximum percentage was 100%, and the minimum percentage wasﬂ,chh block
holders do not control means some listed firms. This result aligns withvAbdelkarim and
Zuriqi (2020). They documented that the average ownership ¢ nWion was 57% in
the non-financial companies listed in PEX with 0% as a i mlre, which meant

that the ownership of some companies was dispersed am tock oIWditionally,
3

| g
tration/ of 65% vy@ was
e mofe, sane{?l'. (2017),
. X

d Jo;@n- as emerging

wa <‘% approximately.

Dwekat et al. (2018) that an average ownership ¢

relatively like the average in the current resear

who conducted their research in the Unit

economies, found that the average of @p concer

These findings confirm that concen%owners 1 Ta r 'e\9emerging economies

# S
in general and the Middle East ries. 4 <<<}—

Table 5.6 shows that 5&‘\200 he T i estors@re institutional. On the other
hand, the average per f shares owned 'oy@eign investors (FOREOWNER)
4 $ &
ares.

was about 25% of th&%al outsla gaaverages of institutional and foreign

ownership are gonsistent an ﬁ}’ (2016) and Zaid et al. (2020), who

¢
conducted hearc in Ie!finb(?]ey found an average of INSTIOWNER
NN
) 0 (25%) a

(@]

(FORE of 5 n&S% (27%), respectively. Other evidence from

Palestingyrevealed that the ave@of institutional ownership was about 43%, which is

r%’ near to the mean of institutional ownership in this current study ljbara &

ry (2009). Regarding foreign ownership in Palestine, Saleh, Abdul, and AbuBakar

QMS) concluded that the average of foreign investors was still low, and their role was
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weak. This might be attributed to the unstable environment in Palestine, which makes

an unattractive environment in which to make their investments. Y~
5.2.6 Descriptive Statistics of the Moderation Model’s Variabl@\

Besides the set of control variables, the moderation model incluWOD Quality,
AC quality variable, and political instability variable to investigatéits effect on the
relationship between the EM and each of BOD Qualit %?uahty, through
including the interaction terms between the political bilit a of BOD

Quality and AC Quality. Table 5.7 shows the desCriptive statisti for @ltlcal

instability, BOD Quality, and AC Quality. \/Y'

Table 5.7: Descriptive Statistics 0

Variables N Mean . iati imysﬁ( Maximum
POLINS 232 0.500 1
BODQALI 232 0.460 0.833
ACQUALI 232 0.416 1

Note: POLINS = Equals one (
instability and zero (o) if otherw
score indicating higher e
restricted by "0-1" with'a hi
ACs.

resenting severe political
i %ricted by "0-1" with a higher

BODs. ACQUALI = 1t is
r effectiveness or quality of the

Table 5.7 { e av or effectiveness of BOD (BODQUALI)

from 2011 to was 0.460, dlh'ednimmum and the maximum scores were 0.833
and 0. O ectlvgl |t ona@ Table 5.7 shows that the mean value of the
effectivenes of the quality of, J(ACQUALI) was 0.416, and the minimum and
Nn scores were O and 1, respectively. These results were quite low, which shows
relative weakness in the effectiveness of the AC and BOD in the listed Palestinian non-

nancial companies, while the AC might relatively have a better score of the maximum

value in comparison with the maximum value of BOD. These results will be explained
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in the regression results sections. Regarding to the moderator, the dummy variable is
utilized to measure it, and the period of the study divided into two periods. So,w

“1” for the period from 2011 to 2014 and “0” otherwise. So, the mean on P@pear

to be 50%. A

5.3 Correlation Analysis
Table 5.8 shows the findings of the Pearson correl t:ts or the predictors,

control variables, and EM (ABSDAC). This Pearson correlation sWes the null

L ]
hypothesis that no linear association exists betw e varjabl inio‘I@? The

significance of the test is indicated by a 0.01 signifi ncele\fe 0.0@Tﬂificance
Y.

iciem@&mong all the
M@y firm growth

(AGROWTH) was strongly related, Wwhile the othe ?m d,@ely related to the EM.
N,

Overall, the correlation matrix%nat the rel 'msh@ongst the variable vary

from weak to moderate and strong. het ea elat@ps, which seem to be evident

among some of the v%, 3 oncern lthﬂ,b'lulticollinearity might exist in a
linear model in:@ all
independent vasiableSware ight

a‘K é ' QB
ownership EE ership concent ti(n}a out (80%) and the correlation between AC
size an% pendence ﬁut( 0). Even so, Asteriou and Hall (2007) and Alia et

al. (ZQAhave confirmed th t@'d correlation between two independent variables of

=
(@}
LN
b}
—

level, and the values recorded are the Pea

control variables significantly line rgnted to

about less than 0.9 does not raise a critical multicollinearity problem. However, a
arfance inflation factor (VIF) was tested before running the model statistically in the
oftware to confirm that the relations between independent variables are free of

multicollinearity problems.
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14

19

VARLIST 1
abzdacc 1
bodsize 01295
bodmeet -0.0791
bodindep -0.0124
bodnd -0.1002
bodre_govwe -0.089
ceodual -0.0149
acsize -0.0838
acindep -0.0823
acfexp 00323
oVWnerconc 0.0039
in sti owmer 001507
for eowner 0.0763
acguali 0,059
bodquali -0.0099
polins -0.0748
cashflow -0.3827
agrowth 035273
firmage -0.0172

VARLIST 13
for eowner 1
acquali 04453
bodquali 01518
polins 00171
cashflow 0.023
agrowth 00138
firmage -0.0635

Table 5.8: Correlation Coefficients between Variables of the Study

-0.0781
00456
-0.0459
0041
-0.0137
0.1355
0.0864
-0.0463
-0.0394
0.1813
006823
0.1298
-0.3696
0.0817
0022
-0.0344
0.0234
14

1
03415
-0.026

-0.0608
0.0661
0.1076

3

1
-0.1007
-0.1407
2585
-0.1298
02543
0.1278
0.0203
0333
02794
-0.1303
02012
0.1884
-0.0058
-0.0728
0.0547
0.0843
15

1
-0.1117
-02033
-0.0306

-02473

4

0.1198
0.0636
-04263
0.1783
0.1377
02174
0.0889
0.1344
01346
01904
04709
0.0468
-02012
-00351
-0.1243
16

1
0.0807
-0.12
-0.1982

=]

004586
-0.2893
02358

02396
00649
02375

02952

03847

02423

03515

-0.0151
00196

-0.148
-0.3617

17

1
-0.2213

-0.0208

1]

-0.0745
05414
05114
0.3233
-0.1183
-0.031
246
05213
033
-0.119
-0.0842
00156
-0.1147
18

1
01883

T

1
01139
-0.0533
-0.19569
03506
-0.2802
-0.1067
0.1413
0.6515
00476
0.0347

0008
0.3107
19

1

8

09132
06026
-0.0925
00302
0.326
09487

0333
-01164
-0.0331

00899
-0.1001

9

0.6354
-0.026
0101
03991
0.9308
0.2888
-0.0882
-0.0205
0.0677
-0.0543

10

1
01875
01852
04262
07426

03e
-0.0707
01157
01162
00442

Note: Correlation is significant at theQQSJ'evel (2-tailed). Correlation is significant at the 0.01 level (2-tailed).

11

0828
0.2132
-0.0313

0318
-0.0932
-0.0398

-0.03
-0 2881

12

1

2041
00987

2734
-0.05353
-0.0066
-0.1595
-0.4587



5.4 Regression Analysis

54.1 Choosing Suitable Panel Regression for the Study’s Models. Yv
The association between EM and CG is captured using three pan@sion

models, i.e., the pooled OLS regression, fixed effects, and randeﬂ&kcts were

estimated. Moreover, the same models were applied to study influence of

moderation effects on the relation between CG and EM. Furthermore, the study was

concluded with the most appropriate full model using statis %:a shown in Table

5.9. ‘\d
@

The Hausman test was implemented to compar ixed effec oﬂe@ one

side and the random effect model from the oth?'dg T% tha@g random
he Tel

effects model was more suitable for capturing, the re at'n\nsh nder T Hence, the

random effect model was utilized to @ooth the an@deration models.
This test evaluates the null hyp@s’s that \% ,{h‘ect model is better.
;hﬁsv N

Accordingly, the main factor d ing the fix effeEQ gression model from the

random effect’s regression }B ert r theyterm @ is related to the explanatory
S

(Ha&i&én, 1978; McKnight & Weir, 2009).

!
ndom effe ﬁoc@‘;aroposes that no correlation exists between
N

Indeei:
explana% iables” error@m. On the other hand, the fixed effects model

v

promﬁhat explanatory var@'% are associated with the term error. Therefore, this
%ted the following two hypotheses:
u. nobserved effect is uncorrelated with the explanatory variables.
1:

Unobserved effect is correlated with the explanatory variables.
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The null hypothesis (HO) refers to the random effects, while the alternative
hypothesis (H1) is an indicator of the fixed effects. The Hausman was utiw
differentiate between the HO and H1. Baltagi (2008) said that if a signifi@i/alue
<0.05 was generated, then the null hypothesis was rejected, and the fix ts model
is efficient and should be used, and vice versa. Table 5.9 revemat the null
hypothesis was accepted according to the Hausman test r?&ccordingly, the

random effects model is appropriate for both the main an atin'; models in this

study.
oy
Also, to compare the chosen random effects mo d the pool LIS regression
model, the Breusch and Pagan Lagrangian muliiplier test was utilizéd. Thisstatistical

N

test concluded that the pooled model was asbetter’model to timate@?:nain model,

while a random effect was a more appropriate model to eStipate t@foderation model.

This test evaluates the null hypothsﬁﬁ.sat the v\mg a QGE\The firms are equal to
N
zero, implying that the pooled %mor appr riate.ég)

This study used the Brgusch- agz] grange M§ ier test to compare the model

of Pooled OLS and tw
(Breusch & Paga@ Thep
across units > SQ mai

appropriate %e ra o:n

N
random% re the fnode'l%cording to Breusch and Pagan LM test, which is

L 9
elabﬂﬁin Table 5.9. >
L

effe

sm dJeII' tobst the reality of random effects

i;é.this test is considered as the variance

\ Table 5.9: Hausman Test and Breusch and Pagan LM test
\ Main Model Moderation Model

Tests _ -
Statistic P-value Statistic P-value

*Hausman Test 22.25 1015 11.15 0.1769
Breusch and Pagan LM Test 0.02 0.4433 24.75 <0.001
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54.2 Diagnosis Analysis

5.4.2.1 Normality Analysis Y*
The White test was used to investigate the panel data non-norma@}&blem

(Greene, 2007). The test was used to test the null hypothesis (Ho: Pa'Normality)

versus the alternative hypothesis (Ha: Panel Non-Normality). Tabm shows the

results of the test for each model, which do not support the nu;% esis because the

P-values are less than 0.05, which means that the study odels did not meet the

normality assumption. ‘\d

Table 5.10: Normality Tests Results for The Regressio c]dei{-)
Models Ch|2 2 ' p -valug-
Modell 669 ‘D-’ <o 091
Model2 72 9 \

Model3
Model4 <<<o 001
Main Model <0 001

Moderation Model <0.001
Note: Model 1: Includes the %a !Aé TH CASHFLOW,
FIRMAGE)). Model2: Includes t trohvarla les in ('J‘Uell in addition to BOD
variables (BODSIZE, BO T, DIN E'I'S, DND, BODREG&GC,

CEODUAL). Model3: Include e C ables~ih. modell in addition to AC
variables (ACSIZE, ACIN el4; inctludes the control variables in

modell in addition t RSHI vari blpssg NERCONC, INSTIOWNER,
FOREOWNER). Mal eI |ncI Lp les. Moderation Model is the
I

vari
moderation modelt 1ables in‘addition to (POLINS, BODQUALLI,
ACQUALLI, BO INS QU OLINS).

N

Despite @po arice stdri@)the assumption of the normality of the

distribut % e dat D}St ma,@n Guijarati (2009) and Guijarati and Porter (2009)
ti

argue using the t-test a Kest, which depend on the normal distribution of the

e the assumption of normality might not be extremely important in samples

0 ter than 25 companies. Since the sample size of this study is relatively enough

232), the normality assumption becomes less important and can be dismissed based

on the central limit theorem (Elhelou, 2019). Furthermore, if this assumption is not met
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in panel data, then this will not cause a problem, and parametric can still be applied

correctly. However, Gujarati and Porter (2009) argued that the assumption of now

is a critical issue and should be met if the data less than 100 observation@}n be

relaxed if the data is larger than 100 observations. As a result, the sa ize of this

study is over than 25 companies with more than 100 firm-year observations, and panel

data is utilized. Thus, the parametric model can be tested regar. Iesthether the data
Ve

met the assumption of a normal distribution or not. Moreo ms of errors of the

models used in this study is normally distributed. ‘\d
‘X

é | &
5.4.2.2 Multicollinearity Analysis 4 \,T

Multicollinearity issues in the study’s4odels we
el. /@Vding to Gujarati

variance inflation factor-VIF for eac m@ in ea

(2009), a VIF higher than 10 indicat rious muiticelline rm'&rroblem. In this study,
N
all VIFs were less than 10, whiclygi tes tﬁat thete Is no icollinearity. Table 5.11
shows the VIF values for e }hblil/ ac odeI%Q\
Table 5.11: Multicelli i }ibn@ults based on VIF Values
2
i = Cj/ Moderation Model
Variables Mo?&\mdﬂ& NE M@em r'T\]"o"’:]'IQI Variables VIF
GROWTHA ’%s 1. 10 ¢ 113 117 GROWTH 1.12
CASHFLOW ‘ 1.9 142 ’1'.10(,) 1.06 1.15 CFOAR 1.11
FIRMAGE .0 1.17 1.]6 1.32 1.62 FIRMAGE 1.17
BODSIZE 1. NS 1.40 POLINS 6.62
BODMEET é 1.41 ACQUALI 2.15
BODINDEP Y' 1.39 ACQUALI*POLINS 3.13
NV 1.71 BODQUALI*POLINS 7.82
1.56 BODQUALI 2.27
1.87
2.36 8.37
2.47 7.65
1.86 2.44
3.38 4,96
3.91 5.27
FOREOWNRER 1.05 1.64
Mean 1.06 1.28 1.63 1.97 2.91 Mean 3.18
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5.4.2.3  Heteroskedasticity Analysis

The Engle (ARCH) test was used to test panel data heteroscedasticity (?ﬂe,
2007). The test was used to examine the null hypothesis (Ho: Panel homo(c%ﬁcity)
versus the alternative hypothesis (Ha: Panel heteroscedasticity). test was
performed on the estimated direct model. Table 5.12 shows the resmthe test for
each model, which do not support the null hypothesis at a si&ifi_ye level of 0.05.

l

Concerning the moderation model, Heteroscedastigity w Ming panel

@

Yw
range! Multipliér @Test,

in% themv%ael has a
usea clu r-robté?vga:ldard errors

reliable strategy to remedy, tickle, an '%aeterosce ity @%nsistent with the

suggestions of Wooldridge (2012), @ﬁle (20 End*/l h@‘f (2017). The Code of
E y N
cluster (id) or robust is used aﬁe%ressi n equatien in c?a to correct the problems

Hence, the models have a heteroscedasticity problem.

groupwise heteroscedasticity tests, which include th
Likelihood Ratio LR Test and Wald Test. Th

heteroscedasticity problem. In summary, tw

Table 5.12: Heter%: city Tg ';F;Ms e Panel Regression Models
Models P-value
Modell \ | 1202 0.0002
Model?2 0.0001
Model3 0.0001
Model4°} 0.0009

Main el 0.0003
<0.001

Modgrati ’ <0.001

C Wald-=7.82e+05 <0.001
No del 1: Includes “the’ control variables (AGROWTH, CASHFLOW,
F GE). Model2: Includes the control variables in model 1 in addition to BOD

s (BODSIZE, BODMEET, BODINDEP, BODND, BODREG&GC,
DUAL). Model 3: Includes the control variables in modell in addition to AC
iables (ACSIZE, ACINDEP, ACFEXP). Model 4: includes the control variables in
odell in addition to OWNERSHIP variables (OWNERCONC, INSTIOWNER,
FOREOWNER). Main Model includes all variables. Moderation Model is the

moderation model that includes control variables in addition to (POLINS, BODQUALI,
ACQUALI, BODQUALI*POLINS, ACQUALI*POLINS).
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5.4.2.4  Serial Correlation Analysis

Drukker (2003) provides simulation-based evidence that demonstrates twmts
test has good properties of power when implemented on reasonable S%\IZES
Wooldridge (2002) discussed the test for serial correlation withing ﬂ&syncratlc
errors of a linear panel-data model. Therefore, the Wooldridge test med to check
whether the study’s model suffered from an autocorrelation. The test'@ims at testing the
null hypothesis, which states that there is no serial correlati Yres tsin Table 5.13
shows that all P-values are more than 0.05. Hence, the conelusio cwde that no

@

serial correlation is present in the study’s models. In ary, the d f'thi dy is

free of serial correlation problems, but to fix an jal Correlatio Iems\‘ﬁe cluster-

0 dridﬂe ( ) recq@hended
Table 5.13: Serial Correlation Te&&s for The IR <<SSion Models

robust standard errors technique was used,

Models ws. @ ) Pwalue

Modell (f) 2.39,37‘) 79.1337

Model2 1081 £30.1892

Model3 5 F 4 & 01536

Model4 \ -\ 0.0593

Main Modé 3 \ 0.0766

Moderati 2106 | ~\ 0.1626
Note: Model 1: Include ntrol abI (6ROWTH, CASHFLOW, FIRMAGE)).
|n 1 in addition to BOD variables

Model2: Includes the
(BODSIZE, BO

Model 3: Include ontr

D, BODREG&GC, CEO_DUAL).
1 in addition to AC variables (ACSIZE,
(bg control variables in modell in addition to

ACINDEP, A
OWNERSHI INSTIOWNER, FOREOWNER). Main
Model |nc Model is the moderation model that includes

Ies
control ||o 0 (POLINS, BODQUALI, ACQUALI,
BOD OLI *POLINS).
\/
S

tlmation Results

Hence, because of the normality, heteroscedasticity, and outlier problems, robust
C

hniques were used to estimate the direct and moderation problems. With the help of
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robust techniques, these problems will not be a danger to the models’ validity. The

A4
0

The direct model was estimated fully as the main and partially g models 1-4.

model estimates can be seen in Table 5.14.
551 The Regression Results of the Main Model

The global F-test for each model concludes that at least one_signifiCant relationship
exists in EM and CG. Also, the full model explains 48% éthe'data. However,

BOD, AC, and ownership structure variables inde ently eWiﬁerently.
| ]

were significantly related to EM. The contr i signi@ntly related to

the EM as expected. Also, only AG@ d @‘EOWNER had a

positive relationship with EM, whi@s p{ﬁtionship. The models

are used in the Pooled OLS Rz%
main model are respectivel@

2, model3, model4, and

~
B DS] +
52 <$+' IiO N, : $

ed
N
ABSDACit = a0 + pI AG W% GASHFLOW it + 3 FIRMAGE it + &
it 2 CASHFLOW it + 3 FIRMAGE it
BODMEET it + p6 BODINDEP it
ABSDAGit = a0 + pl1 AGR H it + 2 CASHFLOW it + p3 FIRMAGE it

(5.1) N O
ABSDACit = Sz A
/g BODRE&GC it + 9 CEO_DUAL it + &
+ B4 ACSIZE i*~B5 ACINDEP it + p6 ACFEXP it + &
(

DACit = a0 + pl AGROWTH it + 2 CASHFLOW it + p3 FIRMAGE it
+ f4 OWNERCONC it + p5 INSTIOWNER it + f6 FOREOWNER it +

+ &t
(5.4)
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ABSDACit = a0 + BI AGROWTH it + B2 CASHFLOW it + B3 FIRMAGE it
+ p4 BODSIZE it + B5 BODMEET it + B6 BODINDEP it
+ B7 BODND it + BS BODRE&GC it + B9 CEO D t
+ BI0 ACSIZE it + BI1 ACINDEP it + BI2 A it
+ B13 OWNERCONC it + 14 INSTIOWNER it + 815 FO ER it

+ &
(5.5) -\

Table 5.14: Pooled OLS Regression Results of the Main Model

Coef. P-value Coef. P-value Coef. P-val P-value Coef. P-value

AGROWTH 0.240  0.004*** 0.242 0.002*** 0.245 0.003*

Main Model y
Variables Modell Model2 Model3 el4 (Main model)
f.
2

8.005*** .218 0.005***

CASHFLOW -0.227 0.033*** -0.259 0.013** -0.225 0.034**% -0:232, 0.019*%  -0.265 0.007***
FIRMAGE -0.015 0.029*** -0.019 0.007*** -0.017 O. -0.027 ~0.00 -0.034  0.000***
BODSIZE -0.003 0.049** o 2 0421
BODMEET -0.005 0.018** 05 0.027**
BODINDEP -0.035 0.058** ’ _\%.042 0.033**
BODND -0.032 0.150 -0.044 0.091*
BODRE&GC -0.014 0.046** Y- -0.018 0.014**
CEO_DUAL -0.007 .354 0013 0.427
ACSIZE Y. -0.008 0.866
ACINDEP é -0.012 0.427
ACFEXP

<<0 0.013 0475
.038** 0.028 0.478
0.007*** -0.079 0.032**

OWNERCON

INSTIOWNRER
0.144 0.050 0.013**
<0.001 0.285 <0.001

FOREOWNRER .
_cons 0106 <0.001 027 <00 150
c§7.418 0.478

R-square 0.367 0.414

R-square change 0.047 0.025 9 <{- 0.051 0.120

F-stat 3.48 3.3\ 3.35 3.47
<0.001 [ 01

Prob > F 0.0167 : o 0.003 <0.001

Notes: ABSDAC = The absolute \Tf DttC calcUlated<by the model of Kothari et al. (2005).
GROWTH = The change in total assetSiscaled hy lag edltotzil}ssets. CASHFLOW = The net cash flow
from operating activities scaled by total ass M = The number of years since the firm is
established. BODSIZ = TotaWer 0 M on thé board. BDMEET = Number of BOD meetings

t
conducted annually. BODINDEPs= Th tion Eﬁ%ependent directors on the board to BOD size.

BODND = The proportion'o ign nth rd to BOD size. CEO_DUAL = Dummy variable
with "1" if the CEO is Oe‘!hajrm n, an ath . BODRE&GC = Dummy variable coding "1" for
a company with this c tee, and "0Xotherwise? ACSIZE = Total number the AC. ACINDEP = The
proportion of non- Ve directors)tojithe number to AC size. ACFEXP = Percentage of AC
cially expertise to,@‘al members of the committee. OWNERCONC = The

members who aré fi
percentage ow f the stockholders own more than 5% of the total shares, INSTIOWNER =
o%a

The percentage of ordinary shares held nstitutional investors to total equity, FOREOWNER = The

percentage ry shares held by fore gn investors to total ordinary shares.

% The results of the main model in Table 5.14 show that BOD number of Meetings
ODMEET), BOD independence (BODINDEP), BOD national diversity (BODND),

the presence of remuneration and governance committee (BODRE&GC), institutional
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ownership (INSTIOWNER), and foreign ownership (FOREOWNER) were
significantly related to EM practice in Palestine at the 1%, 5%, and 10% signwﬁ
levels. The coefficient signs of these variables are consistent with %\de’s
expectations. Thus, hypotheses H2, H3, H4, H5, H14, and H15 are supﬁ;w based on
the EM practice. Y'
Nevertheless, the results reveal an insignificant relationshi een BOD size
(BODSIZE), AC Size (ACSIZE), AC Independence ( ri:) ‘and Ownership
concentration (OWNERCONC) and EM. That is to say, coe ich of these

wise, the uI‘s_r{v}zl'an

L% nang@éxpertise

NS

arieﬂes incongistent with study

variables are consistent with study expectations.

insignificant relation between CEO Duality (C

and EM. As a result, the coefficient signs oh@
expectations. The findings indicate thN AGRO wa@tively associated

with EM at the 1% level of signific%while EI\gEhj%F p@GE) and cash flow to

. S |
total assets (CASHFLOW) ha tive effect:atthe 416%. he results of the main

model will be elaborated in.the next sections.
¥Trs
% 4 ¢ &
5511 BODSZAN | _—, %(./

In accord% h th Hamnodel, inding of hypothesis HO1 revealed that
J ‘

there isan i ificant negati rJat'QJ‘n‘s?n between BOD size and EM practices in
\
bi';S

Palestin%
the Q

Y'
ize had an insignif@relationship with EM practices. On the other hand,

1458 at thegp-value was greater than 10%, which indicates that

t% ts of the second model revealed that there is a strong and negative relationship
& een the board size and the magnitude of earnings management at P-value less than
%. Hence, there is no evidence to reject the hypothesis number one and, thereby, this

hypothesis has been accepted. This result does align with preceding studies, indicating
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a significant relationship between the size of the BOD and EM activities (Bala, 2015;

Peasnell et al., 2005). Y~
On the other hand, the observation of the second model is inconsis@ﬂw the

study, which was most recently conducted in Palestine by Alia et akaZO). They
observed a negative association between BOD size and DAC inm)n-financial
corporation listed on PEX but in significant (Alia et al., 2020), The"abservation of the
second model of this research contrasts with Rahman and Y;I"(ZOOG) reported
results, which showed a positive relation between BOD"size an EWges in the
Malaysian context. The reason behind the variations e results o e\lio@;jies
might be attributed to the variations in the aitributes of fiir isted @'national,
é\‘?

economical, and political characteristics.
Nonetheless, the observation of maa model of thiS res <<h does align with

—X

the finding that Bradbury, Mak, an 2013

gte , @found that BOD size

N

N
had an insignificant relation Wi%actic s. Furtherm dris (2012) has found an

insignificant relation betw%DS’ an EMé‘QAthe industrial firms in the

Hashemite Kingdom o { Q’
’ 4 ¢ &
Abdou, Ellell mer, \I'n& , & Yazdifar (2020) examined the association

REla
between CG andyEM. for a s
¢
e

!
that UK co 1eS are likely t ha&e E,‘v@r levels of EM if they: have smaller BODs,
§ N
while iafrcompanie ? Iike'l&o have lower levels of EM if they have larger
Y'

BO eir findings can c@bute to an increase in the credibility of financial
@ts for investors in both the UK and Egypt, as they provide empirical evidence
& he BOD plays a critical role in mitigating EM. So, Smaller BOD size likely to be

ore effective in reducing EM in Palestine according to the regression results of this

riti d Egyptian firms. Their findings showed

current study. Hence, the policy makers in Palestine should focus on the BOD sizes in
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Palestine to be stronger in mitigating EM and increasing the faithfully of financial
reports to construct a deep confidence in PEX to attract more prospective investors:
Theoretically, the results of board size in this research aligr@} the
perspectives of agency theory. Lipton and Lorsch (1992) and Jensen (19%gued that
firms should not appoint too many members to the BOD and propcmat the ideal
number should BOD should be from 7 to 8 directors. Lipton a%!h (1992) argued

that a too large BOD was less effective in criticizing the policies of T)p management

and less effective in controlling CEO. ‘\d
ax
According to the argument above, the boa@ Palestine i er@rtant
na

element in tickling the behaviour of the exerii g% res@' them in

thle ex@rga:ion of the

relationship between boards’ size and %nt becauscef the @%priate BOD size

engaging in practicing critical levels of%EM,"On

pi@*analysis, as shown in
N

inimum BOD size was 5

in Palestinian companies, which wa orated |\d¥c

Table 5.4. The descriptive an

directors, and the maximu \ \1 .8 directors. The average of
it

BOD size in Palestine %A ent W"‘ the dvbca@'of agency theory.

55.1.2 BO eetings NS
izl =
The r &)f hypothesi H62 e@o s that EM practices will decrease as the
f

3
frequen% D et increv.% Hence, this result aligns with agency theory
X

per es. This study fou@ statistically significant and negative relationship

between the number of annual BOD meetings and EM. The p-value < 0.05 produced

6 antial evidence to accept hypothesis HO2.
This finding aligns with some previous studies that have found a negative and

significant association between EM and BOD meetings (Alghamdi, 2012; Bala, 2015;
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Chatterjee & Rakshit, 2020; Sarkar et al., 2008; Xie et al., 2003). These studies also
found a negative and significant relationship between the number of BOD meetiw
EM practices. 0}

This finding of this current study contrasts with a few studies thaﬂ;gexamined
the association between BOD meetings and EM. For example, Abbadi & Al-zyoud
(2012), Habbash (2013), and Ngamchom (2015) all found no gssociation between EM
and the frequency of BOD meetings. ﬁ-

The result aligns with hypothesis HO2 that posited ative assoeciation between
uy

BOD meetings and EM. Accordingly, non-financial | ompanies i Pa‘e&\seem

to have adopted the PCCG (2009) regarding the

of etin%mhich has
\ e

stated that the number of meetings should W nuab‘nee Rgs.
S HS
5.5.1.3  BOD Independence (,) \_\_T ,<\
n% g 2

Table 5.14 shows that t nta f eexeﬁe directors in the BOD

(BODINDEP) had a signifi }Dnegr' re tionsgp~ ith EM practices at a p-value

Q
<

o

< 1%. This inverse ass%\ dica:s that ".\.A' p@ces will decrease as the presence

of non-executive di % in th?

is consistent with théwtene

¢
presence of hdepe dent
the BO%;t

rolegi ducing agency pro t%t% and conflicts between the BOD and executive

reasigbvence, HO03 was supported. This result

ncy &éﬁy. The agency theory argues that the

edortc_)Jn he BOD might enhance the effectiveness of
N

rrin ?s forﬁ\hengaging in EM. An effective BOD plays a vital

@s (Fama & Jensen, 1983; Pfeffer & Salancik, 2003)
: Furthermore, this result aligns the findings of many previous empirical studies
at determined that the existence of independent members led to enhancing the

monitoring role of the BOD of directors. These include Chatterjee and Rakshit (2020),
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Diri et al. (2020), Mangena et al. (2012), Tiregin (2018), Klein (2002), Xie et al.
(2003), Peasnell et al. (2005), Davidson, Goodwin-Stewart, and Kent, (2005),VNI
et al. (2006), Hutchinson et al. (2008), Jaggi et al. (2009), Dimitropoulos @riou
(2010), Alves (2011) Alghamdi (2012), Habbash (2013) and Uwuiglk&gl. (2014),
among others. These studies found a significant and reIationstheen BOD
independence and EM. \,

Accordingly, independent directors are an excell Yh.an"sm to monitor

management, and the level of EM in the Palestinian non=fipancia fin on PEX

L
- g \y
is reduced when there are more independent directors. , the numb f}n&{py dent
members on BOD seems a strong indicator to?gp in\gﬁr e mQLe‘,ZEonfident

about the information released about the fich\ia} eponﬁ. {\Y.

» &)

55.14 BOD Nationality Diversit

y y \1 _\
ional

Table 5.14 shows that the p rtDn' 08 nati @versity (BODND) had

“« Q-
a significant and negative ass%E wit%_witice&%s‘the coefficient sign of this
N
relationship was negati aWue <IO.10. ‘is @g indicates that EM practices
might decrease as the nuaer O.KJ

di?&éj@;s on the BOD increases. Hence,

hypothesis H04 i;‘@ﬂed.@ 40%
N
From t@y eary ?lect'u%é more diversified BOD leads to greater

improvem@manag ent'm itééd functions because BOD diversification leads
4
om

t indepe ené, which reduces agency costs (Carter et al., 2007).

>4
Tw , a greater diversity t}c;?irectors serving on the BOD means that the BOD can
%e monitoring and more evaluating of management actions and behaviors, which,

In*turn, leads to an increased quality of financial reports.
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This finding is also consistent with Upper Echelon Theory argues that the
existence of foreign directors on the BOD brings a variety of experiences and
knowledge to the company and new ideas about how to deal with r@Us ional
problems if they arise and helps firms to deal with foreign problems (Pfﬂl&Salancik,
2003). In a similar line, Resource Dependence Theory posits thaﬁ‘r.efgn directors
provide additional value to the board through having different iMand experiences
(Makhlouf et al., 2017). ‘

Furthermore, this result aligns some prior studie t ha Mgucted in
, Ahned, ﬁu_&ﬁ‘zzam)
y nd't ality@-' earnings

different countries around the world. For example,

investigated the association between BOD naii

Jian, and Lai (2017) used a sample @%inese |\m$v @e the monitoring role
N

of foreign directors in EM. The%(oun Waﬁwificantly and negatively

related to the ratio of forei ire orsI s. Additionally, Ibrahim and

Hanefah (2016) explc%%e influe‘g e of Ii‘sté[ional diversity on the level of
&

corporate social rwilit@ Iosuéj hey found a significant and positive

relationship bew el 'SR @iosure and BOD national diversity in
¢

Jordanian i e%@wpan s. i 4 b(.)

Q N

A

s

&)
5.5.AThe Existence of tt@éﬁuneraﬂons and Governance Committee
% ble 5.14 indicates that the presence of a remuneration and governance
G ittee (BODRE&GC) had a significant and negative relationship with EM
ractices at a p-value < 10%. The finding of this study generated strong evidence

aligning with agency theory, which has suggested that the existence of a remuneration
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and governance committee can restrict managers in practising EM. Thus, hypothesis
HO5 is accepted. In the context of other research, the current study produced aw
result in its examination of the association between the presence of remu@ and
governance committees and the level of EM practices. This unique indicates
that the association between EM and the committee of remuneratio governance
was significant and negative. \,

The result somewhat aligns with Habbas (2011), Ha Y;o , and AbuSiam,
(2015). They found a negative, although insignific asso iaween the
remuneration and governance committee and the leve M. Howev, tk‘s _résrf was

inconsistent with the results of prior researchwli t of Al I, 2012 in Saudi

Arabia, which showed that a remunerationiKmT tee s‘as | fecti@rs:educing the

level of EM. \% é

The remuneration and gov@se co@“@;%@ KQ ted as an essential
component of the governance%ent &5 regulatio '\Palestine required. The
findings of the current s \Dem ndicate gf\he implementation of this
requirement has produ%%;red“ I‘éy "‘I'!) @up, it sounds that the companies
which formed th@raﬂ@v rnan@mittee seeks to implement the CG
best practice to w the 'roble C% boost the quality of financial reports.
to su &@ Based ::’%ésﬂtj f both the second and the main model, the
existen% gov&nce committee is effective in reducing EM. |

alre rrected that in the d'sr%&%ion. The measurement of this variable is given “1”

i \)mpany formed this committee and “0” otherwise. 33% of companies listed
6 ed remuneration and governance committee. Indeed, the attributes of this
ommittee have not been disclosed in the financial reports. So, dummy variable is used

to measure only the existence of this committee. There are few studies dealt with the
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existence remuneration and governance committee. Unlike the study of Abusiam (2015)
which has been conducted his study in Jordan, this study found significant and nTHe

relationship association between REM&G committee and EM. (’}
55.16  CEO Duality Q

Hypothesis (H06) posited a negative relationship betw nMDuality and the
izTa

level of EM practices. As elaborated in the regression prese bl'a 5.14, the result

of this common factor shows a negative and insignifican tion eWO duality
ax

and EM (at p-value > 0.10). The direction of the hyp Is HO6 was tlﬁdj@ with

V\aS\éj ; This\o‘;servation

istance, Agrawal a@\dha (2005)
indicated that duality reduces the effewaoftheB [ its@ﬁtoring functions.

Moreover, the result of the current @5is incon\feaﬁ&v' Q\e*m (2002), Gulzar and
4% o)
& .

the predicted sign, which was positive, so hypo

does not align with several previous studies?

Wang (2011), and Uwuigbe 014). These studieS-indicated that a positive

association existed betweer@mll/ leve Qf EM.
on

Conversely, the of the curfent s@ aligns with Alrayes (2019) that

’ 4 f &
conducted his st%alestif \d ress@e service and industrial companies
listed in the PE% nd relati ip between CEOQ duality and EM, which

!

¢

means if C@iw exists, t n%eéﬁlevel would be minimal. The result is also
N

consist% Alia ¢t al. 0) that addressing the association between CG and EM

in t)&&

i stinian context, an @"study of Chatterjee and Rakshit (2020), which was

CEU d in India. Both studies found a significant and negative relationship between
6 duality and EM. One possible explanation may be that companies appoint an
ppropriate person to serve as both chairperson and the CEO (AbuSiam, 2015). It should

be noted that the duality between the position of CEO and chairman exists more in less
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developed states, which weakens the accountability of the chairman (Alia et al., 2020).
the observation of CEO duality in this study is in line with the stewardship the t
the unity between the occupation of CEO and chairman provides better co@r the
firm (Donaldson & Davis, 1991). Similarly, Abdou et al. (2020) have s!ﬁk@that CEO
duality in British and Egyptian firms is more likely to mitigm practices.
Furthermore, advocates of the Stewardship Theory contend thay%. ity will improve

a company’s performance because management compen

USL,ally linked to a

company’s performance, which leads a CEO to be conce and OWO improve
A
a firm’s performance (Rechner & Dalton, 1991). ‘ _\0}
On the other hand, this finding does not ali i ag% : wh@ﬁ)roposed
T

that the chairman should not also occupy the%gle ofthe @FO educ cy problems

(Jensen, 1993). In contrast to the persw;} the agen eo@ganization theory

supports the idea that a vigilant amﬁstive B \’w%s Eq\duality (Finkelstein &

N
D’aveni, 1994). Also, the the%)ose& that ‘dz;gﬂy creates unambiguous
leadership and clear lines \h)

au ritl responsi within a company. These

features of duality hel% itatin'g

Finkelstein and D’ &(1994)‘3
'&@

€
relations that e role 'amo gﬁfdp managers.

¢
More g@ller nd Fri e{ (@ suggested that unsuccessful companies do
N

not hav% and uhifi ders'h& in such firms, the non-duality of power taking
Y-

any ive actions challen (@’ Thus, non-duality may generate ambiguity and

ve de@ion making. On the other hand,

£ &

at the.nar-duality generates multiple authority

\1 of power. Additionally, non-duality weakens and disrupts the ability of a CEO
0 Manage the task environments that his/her organization faces. Hence, the expectation
that vigilant boards value CEO duality because of the clear authority and leadership

responsibilities that duality confers to a CEO (Finkelstein & D’aveni, 1994).
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Regardless, the insignificant association between EM and CEO duality found in
Kasim, Hashim, and Salman (2016) indicated that non-duality does not pro?ﬂm
effective oversight function in restraining EM. This result may be due to @re of
family-owned companies that companies in developing countries s Malaysia
favor and Palestine may share similar ownership characteristics wWaIaysia as a

developing country. Similarly, Ramdani and Witteloostuijn_(2010)"said that CEO-

duality advances performance for mediocre enterprises. ‘
Indeed, the advocates Institutional Theory prefer ual p si‘ﬂoqé.duey justify
‘X
this situation by saying that duality unifies the mana of the'fir hlcrlﬁg uces

stability and continuity to improve BOD funetioni (Bri\e&l oles, aﬁd Jarrell,
iz o

1997). Regarding this perspective, compam alea"ne dto bémore stable to

survive in the unstable situations they ‘Often fage. Finally, Iity@ﬁd work to restrict

the chairman of the BOD as a CEOWpos&Q% r]tr'\él'on him by the BODs
N
{

themselves, which leads him t t his duties better<ihas resulting in a positive

&
result that reduces the EM. \ §
Z I 'S
NGy
55.1.7  Audit aqqittee Sii
Table 5.1 &les a
> {OO/QJT us, the findings related to hypothesis seven

¢
to the coeffi 'hn at/p-val
\
ku

assoéfon between AC size and EM according
(HO7) v% ppart use of:the insignificant association between EM and AC
Y'

size on-financial listed c@ﬂpanies in Palestine. Thus, hypothesis seven is
N

u%\,g rted. This result is consistent with Chatterjee and Rakshit (2020), who found
0ass

6 ociation between the AC size and EM practices in Indian manufacturing sectors.
Nonetheless, the negative sign of the relationship aligns with the tenets of agency

theory. The agency theory proposed that an AC is a fundamental monitoring mechanism
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that enhances the quality and the credibility of corporate reporting, minimizes the
asymmetry of information (Chung et al., 2004), and mitigates irregulariti
unreliable disclosure (McMullen, 1996). Similarly, and according to the fi@here
IS a negative substantial association between AC size and EM of"éw’an listed
conglomerate firms. As a result, broader ACs are likely to be made up of competent
persons who will be able to formulate useful techniques to incorporatésas a guide toward
earnings control. ‘

One issue is that many companies in Palestine t ha WOmmittee.

Ay
Indeed, Hassan et al. (2016) study, which was co din the P sﬁn&‘e}htext,

showed that only 26% of non-financial listed fi d a% r, th'{Ercentage
Y.

ian no@nancial listed

ittees @explain the weak

grew to about 48%, which indicates tha&@ of

companies are still without ACs. The %f AC co

influence of the AC size in deterrin@sagers ﬁ};ﬂ%gi g(n\EM practices.
Furthermore, large block ; typic%lly mberzo \single family or a group

of families, and they heavily in en]e siin P@ian organizations. So, this

influence might appea% in the:‘ ppoi t‘r‘n‘er@executive management and AC

g regnnships regardless of their skills and

members based on, friendship fi
eiré{t to impact management decisions and

experience. Su 'g%ﬁs ca

¢

!
oﬁintt?)z functions of an AC.
N

undermine tE; onitoring and
T% de, the (Zooeﬁecommended that a company have an AC with

at Ien;&ee members. But t@écriptive analysis in Table 5.5 shows that the mean
$Dof members was 1.48. Thus, many companies still do not have ACs. This
indin

Q g implies that it would be better for the Palestinian companies to adapt to the
CCG by forming an AC, which may enhance the effectiveness of the role of the AC

and then reduce EM practices. Moreover, the result might improve and become
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significant if the formation of AC in Palestine moved from voluntary to mandatory

A4
0

Hypothesis eight (HO8) posited a negative relationship between g independence

formation.
55.1.8  Audit Committee Independence

and EM. The statistical analysis shows a negative but insignifi nMonship between
AC independence and EM practices at a p-value of more m Fs elaborated in
Table 5.14. This result reveals that the independence “of, the CM} serve a
significant role in supervising the process of financia rting. Thereby, hy.;@z;is 8

is not supported. The finding of this research es thaf nen- ecu@ directors

, Non%g;ss, this sign
ry t@roposed the non-

executive directors are essential t(@?nce %& 3& the AC committee
%p 2

monitoring functions to reduce roblems ween(v ts and principals (Fama
S

serving in the AC are not too effective in rew M

of the result does align with the pers 'veaﬁ agency

& Jensen, 1983a) \ vl
Furthermore, th%c this variab ‘gbesalgn with some prior studies, for

’ N
Wan aﬁ&Mohamed Ali (2006), Chatterjee and

example, Peasnell : (2005?,

Rakshit (2020)ﬂd alil
@

study in the ed Kingdom.“Th

'n (ZQIJ%.' Peasnell et al. (2005) carried out their
Jstleg/?ound no adequate evidence supporting the
view that the presenge .of Was@\ated to lower levels of EM. Also, Rahman and
Mo@d Ali (2006) founcKe@'dZ.nce of a negative but not significant relationship
b % EM proxied by DAC and AC independence in Malaysia. The fact that AC had

ninsignificant role in reducing EM levels shows that establishing an AC in registered

rms in Malaysia has yet to attain success in its monitoring.
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The weak relationship between non-executive directors and EM in the Palestinian
setting could be due to two reasons. First, the establishment of AC in Palestine w
voluntary in the non-financial listed companies according to the recomm@bns of
PCCG (2009). Second, the code of CG in Palestine has not been revie ince it was
issued in 2009. For these reasons, establishing an AC in Palestinian non=financial listed
firms have not yet achieved success in its monitoring role. \,

In this regard, Chatterjee and Rakshit (2020) carried X:tlidy in India, and
they found an insignificant and negative relationship be n thelin nce of the

"AX
ipvestigated _t fo@ AC
ci% ptia&mpanies

oobYon- ecuti\@;z;ctors on AC
might not be enough to constrain %Eactices. arg@that Egypt was

characterized by high concentrated %ship an gxar hcider protection and that,

N
for these reasons, the monitori%ion oq non xecutli@irectors in AC might be
impaired. Palestinian Iistedg\ie ies I S sir@haraeteristics with Egyptian
e

companies, and this mi ossible'expl nafiof@‘r why non-executive members in
’ 4 f &
actic

AC are not effectiv mitigati‘w in’ Palestine.

AC and EM. Moreover, Khalil and Ozkan (201
independence in constraining EM practices in

from 2005 to 2012. They found that boostinw

Accordin& lil a (ZO@QSISO concluded that the weakness of CG
@

!
systemsine G® ecopomie ig'ht @R to insufficient law application and the poor
§ N
legal pretectiofr afford ?prity areholders. They believed that Egypt needed to

enfmﬁinority shareholder@ts and that cumulative voting to allow minority

S Nders to elect their representatives should be adopted. Palestine may share

d Har circumstances with Egypt.
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55.1.9  Audit Committee Financial Expertise

The result of testing hypothesis number nine (H09) found a positive relaw
between AC financial expertise and EM at p-value > 10% in Palestine. So@hesis
number nine in this study is rejected. A

This finding implies that financial experts on an AC serve an‘gssential role in
Palestinian non-financial listed companies. This finding m rm increasing the
number of directors who have a financial background wi 'k; e level of EM.

Relatively speaking then, AC financial experts are not tive no‘hgh\drestricting

@

of financial reports and thus increases the level
This finding is contradicting with agem@

more financial experts can monitor iarove the ity @‘financial reports.

Furthermore, this finding does not aﬁgj/ith the r\mlxe I@s of the PCCG (2009)
}'\9? N

that ACs should contain at leas mbepwith eva%' ncial experience so that
they are effective in monito'?t. pro[ 0 anc@yorting.
Similarly, Yang iShnan (‘g 06) néuo@their study of 896 companies in

&
the United States ﬁ%een iﬁ\j&) . Tg.lprovided evidence that increasing
governance ex@ poSi 'ssociég?'with EM. Alghamdi (2012) found an
insignifican Clation/betw ,IC inancial expertise and the level DAC in Saudi

N
Arabia. Re ly, Ha rSinde&gue, and Salama (2013) found no significant

assqd&w between absolute \l@:‘es of DAC and AC financial expertise. Similarly,
N

%\ and Mohammed Ali (2006) also found no association between EM level and
embers’ competence.

6 Accordingly, the result of the present research is consistent with Carcello,

Hollingsworth, Klein, and Neal (2008), which examined the impact of AC financial
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expertise on abnormal discretionary expenses. The study found that AC financial
expertise had a positive association with abnormal discretionary expen?’m
companies with a weak CG system. Further evidence that supports the r@f the
current study comes from Velte and Stiglbauer (2011), which ated that
independent financial experts do not lead to a higher quality financiam if less than
50% of the members on the AC are independent financial exp tN

In this regard, the result of the current study is co Mt the arguments
mentioned above according to the descriptive analysis IS Cu reWgh, which

Yw
ile the Inde d}n&@ctors

shows that 30% of the members are financial expert

are 34%. This may drive to an explanation that

independent to perform their duties eﬁectivw

this, arguing that managers are Iessk |y}> engage M @51 companies are
comprised of more independent dirﬁgswith fm\'ral%xp

5.5.1.10 Ownership Con r
The results of te%tnt
association betwee wrshiplc

10%. Otherwisegthe résults

§ E%and knowledge.

¢

significant Eisg@on betwee Nra@ nership concentration at P-value below 5

per cen%

Rel the positive relati@'dp means that a boost in ownership concentration

N
hypéthesi Pumba&en is accepted according to the third model.

\ad to an increase in the level of EM in Palestine. Therefore, this result is aligning

& the agency theory perspective, which suggested that concentrated ownership may
a

d to a conflict of interest between minority and majority shareholders, as the majority

may intend to confiscate corporate resources for their interests (La Porta et al., 1999;
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Shleifer & Vishny, 1986). So, the finding of ownership concentration and its
relationship with EM signifies that there is a problem in ownership structure in Pwﬂm
which make it weak in mitigating EM activities. So, the ownership structur@stine
should be dispersed to be more effective in preventing EM practicing r to fulfil
the main goals of shareholders. Y'
Accordingly, this result aligns with studies that have beep conducted in Palestine,
such as Abdelkarim and Alawneh (2009) and Dwaikat an Y;OF). Abdelkarim
and Alawneh (2009) found that ownership concentration neg ti\Wed to firm

iri (2014) i e‘sti_&&}‘f the
c mp'a i ted rWEX from
e

financial performance in Palestine. Dwaikat and

association between OS and financial performa

2008-2012. The results showed that ownership ¢ cenlwqti as negéh\;gy related to
a firm’s financial performance. Furwa Hassan I ( ) suggested that

ownership concentration might ge

confllc\esavse @e creation of agency
N
0 E,
-
&
Accordingly, there is evidence fr en ,Whi$*}ay be similar to the Palestine

context. Outa, Eisenbe%

4 4"\/
function efficiently educinglt \rac ice of.EM. The study added that the failure of
ownership con(w n to i
¢

minority sto rs and mgj

problems in Palestine.

’f//l@

li (2017) f und @ownership concentration did not

%

EM(‘IJ%'dht demonstrate the problems between

'tiég d@“tga lack of minority protection in Kenya. The
"
situation’i ya nja kke thatiin Palestine because non-financial companies in
Paleiu'mack minority protec@%\nd Palestine has an unstable political environment.
nsistence with the result above, Saona (2020) added evidence from Spain,
@ h found that an insignificant association between concentrated ownership and EM
S

a tool of manipulation of the financial reports. When ownership concentration

increases, EM also increases.
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Moreover, Fan and Wong (2002) said that the concentrated ownership had a
negative impact on the quality of earnings reported. Additionally, Yunos et al.?x)
showed that ownership consolidation was related to lower levels of @gs tive
accounting. Similarly, Guerrero-Villegas et al. (2018) argued that the tration of
ownership might increase disputes between majority and minomockholders.

Accordingly, a fundamental conflict between managers and owners Will be transferred
eCm

to a conflict between stockholders and their counterparts p‘any. In Tunisia,

Klai and Omri (2011) reported that ownership concentratiog redu dWiulness of

financial reports in the companies listed in the Tunisi ! I _\C—}T
Another possible explanation of this posi the%YFormance

of PEX is still developing. Policymake

governance, disclosure, and the efficiNDE :

stilLéb‘:wz;erned with
ssu@he high degree of

ownership concentration in the Pale

perceived that this observable fz%r
weakened confidence in thi EE* W1
Palestine. %

55.1.11 Instih@o

!
The f:i g related p&h@?s')Hll revealed a negative and significant

associa%

NN
een jhstit al ov@rship and EM practice in Palestine at p-value <
5%. fore, evidence exist@dccept hypotheses 11. Relatively, the significant and
n \lk relationship means that increasing the percentage of the institutional ownership
lead to mitigate the magnitude of the level of EM in Palestine. According to

rinciples of the agency theory, institutional ownership usually boosts the monitoring

system in controlling the opportunistic behaviors of management (Ping & Wing 2011).
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Moreover, institutional owners may practice a strong monitoring function to control
opportunistic management behavior (Shleifer & Vishny, 1986). Acco

institutional ownership may lead to the minimization of agency problems, @night

protect minority stockholders (Naser et al. 2006) and strengthen m ing on the
performance of the firm (Crutchley et al., 1999). Y'

The result of this hypothesis is consistent with prior literature, Which has reported
that institutional investors tend to infuse their money in the ms

‘vith a high level

of BOD independence (Al-Jaifi, 2017). Along the same Bao nWyn (2017)
®

Yw
icated gwn tdus_\@ﬁ/ can
ete% ng .Q“ﬁeporting
ra 2019)hav resen]%s\;idencefrom

Sri Lanka that they found institutionalwaips are e e ir@ﬁgating EM.
. In Palestine, Hassan et al. @5) report Tgh m’?crtion of institutional
3&9 N

shareholders positively affectedufi nanc?al pe imaQ%- us, minimizing agency

argued that institutional investors are rational and so

analyze a company’s performance correctl

efficiently. Furthermore, Anwar and Buva

costs. This result aligns v@fin ing of this @ch that there is an inverse
Insti

association between E% tuti‘g ;j}efsmbﬁdditionaﬂy, Farouk and Bashir
&
(2017) detected anw&e asw twegEM and the proportion of institutional
ownership. In %, Alm '(201E)§6und that a boost in the proportion of
¢

institutional Ewhip ed to IGWﬁJ“rRagnitude of DAC. Furthermore, Bao and
\
)

Lewelly, docti 9an inl&se association between institutional ownership

andﬂ\m%[ies. \L}’T

.5%.12 Foreign Ownership
The finding of investigating hypothesis H12 revealed a significant and positive

relationship between foreign ownership and EM practices in Palestinian non-financial
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listed firms at p-value < 10%. Thus, the hypothesis is supported. Relatively, the
significant and positive associations mean that increasing the percentage of?@n
ownership may increase the level of EM practices in Palestine. (’}

This result does not align with the propositions of agency theory%wcy theory
suggests that foreign ownership will lead to enhanced monitoringw'm:tions in the
business. (Jensen & Meckling, 1976); therefore, foreign ownershi ht to affect EM
negatively. Nonetheless, this study found a positive a i: etween foreign
ownership and EM practices in Palestine. ‘\d‘

This result is consistent with some prior studie have bee ndug@n the
Middle East, Africa, and Southeast Asia. For e aroul(a shir@?) found
that foreign ownership had a S|gn|f|cant t|v an ce on@\ﬂ activities in

Nigerian listed companies. Almasarw 1 found tha fo@\ institutional and
individual ownership was significﬁsnd poa%ly?el g{&rEM in Jordan. This
means that higher foreign owne%years% be seuazi@lth more EM. Additional

evidence from Jordan by \ﬁ olnd th mpanies with less foreign
ownership were more engag‘s ;‘J g e'éb’ (2015) provided evidence from
isted een the level of foreign ownership

China that an |nS|g icant asm
and earnings q I|ty nce f Chain presented by Kim et al. (2020)

found that fi g ow ershl m’H @J‘;?e companies from 2003 to 2015 impact

posmv M. Mare r and Buvanendra (2019) found that foreign

Y-
ow was positively assod%e’d with the magnitude of EM.

p035|ble explanation for this result is that concentrated ownership in Palestine

& tively impacted the performance of firms listed and limited, attracting more foreign

vestors to invest in the Palestine Exchange. As a result, the Palestinian economy

suffers from a liquidity shortage, and this shortfall will lead to an absence of confidence
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in the Palestine Exchange. Consequently, the Palestinian economy must open
companies up to attract additional foreign investment and, thereby, imprw
effectiveness and quality of corporate governance systems (Abdel Karim neh,
2009). A
Although PEX's performance has evolved over the past two decme exchange
still needs crucial reforms in CG issues and disclosures (Has et al., 2016).
Accordingly, this reported finding aligns with Saleh et al. m\ conducted their
study in Palestine. They found that increasing the propofiion of owgership IS
non-financi Ijh&é%l‘z;ing
arg{ Iiti%mstability
in Palestine may be one of the main obsta&% I owne%?p‘qn playing a

positive role in shareholding compan\b Ian@for this result is
that the negative role of foreign ow@gﬂp in reﬁ_s&v KM '\be due to the unstable
L Loyt

political situation in Palestine, e environment is((/ encouraging for foreign
investors. \ Jl %Q\

those fbre@ investors do not have financial

likely to lower a firm’s financial performance in Pale

companies. Furthermore, Saleh et al. (2018) h

Another possibl tion th 7

s &
resources, manag@w-f@ exﬁﬁﬂe that ought to have to provide them
0 [

with an advant othe in m@éring insiders and the reported earnings.

¢
This argumii&)uppo ted_b thg e@‘l‘a%ations of the study of Farouk and Bashir
t

3
(2017).% y, far may-ehly be interested in short-term earnings. Lastly,
X~

fore@nership has been u@]d to increase EM in the Palestinian non-financial
s% ding companies. Therefore, this kind of ownership ought to be given close
itoring while on the board as their presence may motivate management to engage

GEM just to signal that the company is doing well.
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5.5.1.13 Control Variables
This study addresses three control variables due to their potential relatiw
with EM practices. These variables are growth, firm age, and cash flow fr@ting

activities. Many previous studies of CG and EM have addressed theseﬂNes. Table

5.10 illustrates the findings of these control variables. Q
55.1.13.1 Firm Growth z l

Many of prior studies showed inconclusive results @fithe in IuWhe growth

"y
s to a certai yelar.@'ed by

of the firm with EM; measured by the change in tota

ult 44als that managers
O

pe:c\ted reporting negative
N

nsistent with some prior

growth rates that could impact thei uses.ﬁThis inding

&
literature such as Kim and n 007, 012) C{hﬂ AbuSiam et al. (2018) that
documented that the ra% growth ha ‘Pbs' ivE and significant association with

s &
the level of EM. T up,iﬁm ous irical studies showed that firms with

better growth ra‘Kh go unltle§fcf engage in EM (Moslemany & Nathan,
(—) [‘)?:' o)
2019). O
N
& o) 3

5.5. Firm Age >
%\r =
irm age is the second control variable addressed in this research, and previous

ies have taken this variable to control the relationship of CG with EM and also firm

Q
erformance (e.g., Shan, 2015; Bassiouny, 2016; Black, Carvalho, Kim, & Black, 2018;
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Fang, 2016; Moslemany & Nathan, 2019). Firm age is commonly measured by the

number of years since a firm was established (Shan, 2015). T

This current study found a negative association between firm age @MGE)

and the magnitude of DAC at p-value <1%. Black et al. (2018) and BAwy (2016)
both concluded that as time passes, companies behave more wiselyfand gain more

experience. These factors will lead companies to speed up t ithion processes
and mitigate expenses and improve quality. Furthermore, f %a\‘e been listed for
a long time in the bourse might tend to practice EM elo e:‘?egda‘ther than

‘ge in

the result hdf@
%' are@i—known,

d mYu atign. AIs@S;y are aware

of the code of CG rules. So, the oldemir ractice a nga@ﬂﬁ’l less EM in the

Palestinian non-financial listed corr@g’ss onP \ ,<\
>SS

“« Q-
So
5.5.1.13.3 Cashflow fro% atlrr ctivities %\
Cash flow from % activi ;JAS&F@OW) is the last control variable
ociat

beginners in the stock market. A possible explanati

=

this study is that companies which been establi

o

have great value in the market, and they hw

—9

4 ¢ &
addressed in this j@ comi:?s g.between CG characteristics and EM.
CASHFLOW iw use 'rol ve)%ﬁle in this kind of research. The result of
this variable g@ - a‘d r@g“z&ive relationship between CASHFLOW and
EM pra %Ies me t\at increases in the percentage of CASHFLOW

Id‘u& I IfEMT(Igl:d' i istent with t studies (

eal ower level o . inding is consistent with many past studies (e.g.,
N

\b et al., 2008; Habbash, 2010; Johari, Saleh, Jaffar, & Hassan, 2009; Masud,

& s, & Ahmed, 2017). Masud et al. (2017) showed that those with more
ASHFLOW were associated with less EM practices. Similarly, Habbash (2010) found

that Cash Flow from operations was significantly and negatively related to EM at a p-
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value equal to 1%. Johari et al. (2009) found that CASHFLOW was negatively
associated with EM in Malaysian listed companies. Jacoby, Li, and Liu (2016)?&!1

that financially troubled companies were driven to practice more EM Xi the

55.2 Moderation Random Effects Regression Model \,

ic Madels

expected negative impact of financial distress.

Table 5.15: Results of Panel Regression of M

Variables Moderation VIF
Coef. Yo
AGROWTH 0.231 003**:1 | 1%6
CASHFLOW -0.280 0.047** 4l
FIRMAGE -0.013 0. 148 17
BODQUALI 0.045 62
ACQUALI 215
POLINS 3.13
BODQUALI*POLINS 7.82
ACQUALI*POLINS 2.27
_cons
R-square Mean VIF=
Chi2 3.18
Prob > F .
Notes: ABSDAC = The absolu alcula&I by the model of Kothari et
al. (2005). GROWTH = nge in total ass %taled by lagged total assets.
m operat tivities scaled by total assets.

CASHFLOW = The cas ro
FIRMAGE = The num ears Si
(1) for the yeas 201 to 20

if otherwise. BO
effectiveness or
score |nd|cat|reﬁ'hg@ar

i tablished. POLINS = Equals one
h%é re political instability and zero (0)

with a higher score indicating higher
AC I = is restricted by "0-1" with a higher

(L)I' y of the ACs.

@,

% ob c I-S Xtest the model was significant, and the model
explaln 2% of the mforn@;&.m the data. Like the previous main model, all

c rlables were S|gn|f|cantly related to the EM response variable, except firm age

Q MAGE). Political Instability (POLINS) was used as the moderation variable to

vestigate the moderation effect on the association between EM and BOD and AC

Quality. The interaction terms between POLINS & BOD Quality
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(BODQUAL_POLINS) and POLINS and AC Quality (ACQUALI_POLINS) were
used to examine the effect of moderation. Based on the model estimates, a sig t
moderation on the relationship exists between the EM and BOD effectivengs 0.10
significance level. However, the ACQUALLI had a significant and negéﬂ%sociation

with the EM, while BODQUALI had a significant and positive association with EM.

5.5.2.1 Board of Director Quality z ‘

BOD Quiality is considered one of the independe riabl S‘Faw\e'dting BOD
uy

effectiveness. BOD quality was measured by a com score gene db@g the

group of BOD characteristics, which have bee sed int n m@in Table

5.14. The aggregate measure of the BO ali was\con ucted.é\sng/estigate its

influence on EM in the Palestinian -f':ancial lis om@‘és on PEX. The

measurement of the BOD eﬁectiver@jwde @;&n ;{&ady was based on the

N
g\, o l&van@l., 2008; Hoitash et al.,

X

literature (Makhlouf, 2017; AbuSiamy 201

2009; Goh, 2009; Ishak %bel, l : ’Sug@ et al. (2008) argued that
combining overall CG% ms i:l‘ ne gs‘ur@ntmightgiveamore robust and

more comprehens.’iqgl;ect thar]

Sa

the quality of tw
¢

!
There of the Rando Effecb‘ﬁagression Model in Table 5.15 elaborated on
N

the find(go e relati ? of B@quality as an aggregate measure rather than as
indix@characteristics of G@*\'Nith EM practices in Palestine. Table 5.15 shows a

al eff Accordingly, this study is first using

em e in the Palestinian context.

p%’ i relationship between BOD Quality and EM practices at p-value < 5%. This
esult w

as unique, unusual, and not as expected. So, the positive sign, as the estimated

Qoefﬁcient shows, indicated a strong association between BOD quality and EM. Hence,
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H13 was unsupported and rejected. The estimated coefficient implies that a boost in
BOD quality by 1% will lead to an increase in EM by .063%. T
BOD is an essential organ of the organization, and it exists to monito@ntrol

management behaviors and actions. Thus, the BOD quality plays | role in

overseeing the quality of financial reports and confirming the credibility and reliability
of these reports (AbuSiam et al., 2014b). The result of BO N in this current
research is inconsistent with some previous studies (Dhali %,'2('07; Ishak & Al-
Ebel, 2013; O’Sullivan et al., 2008; AbuSiam, 2015). am e,Wl, Naiker,

sults in maxi ijin&@‘zr;als
e% as@‘%mposite

- dTSur . urthe]@rg; Ishak and
Al-Ebel (2013) indicated that when th@fectivene ore @‘eased that this led

and Navissi (2006) determined that the strength of BO

quality. O’Sullivan et al. (2008) found that th

banks.

oy
“« Q-
\m &
A possible explanati(%r. is r[ IS that Pgé was released by 2009, and
there is still a weak | ompliance Ifstebompanies in applying its rules,
’ 4 ’ &
especially in Iis%m-ﬁnanf \om anie (.QAnastas, 2017). PEX (2016) has
documented thw e banki
compliance ﬁw CGicode caﬁs
\
the Pala% onefa ority@/lA). On the other hand, the services sector was

the ompliant with the P@'rules (Anastas, 2017).

nd i nce sectors adhere to a good level of

ecn‘fairect and constant supervision on behalf of

E ditionally, the result of BOD Quality in this study is consistent with the study
S

Q san (2016), which found that financial performance was negatively related to CG
ffectiveness. This finding is inconsistent with the agency theory perspective. Hassan

(2016) added that CG in Palestine is still in a primitive and undeveloped stage.
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According to the arguments above, this result illustrates that there is a problem in the
CG structure in Palestine, which needs to be solved. Hence, PEX must make n
reforms to the Corporate Governance Code and motivate Palestinian @dmg

companies to be more in compliance with its rules.

},

To conclude, Makhlouf et al. (2018) pointed out that the presen Q ? members of
the BOD belonging to the family that owns the company wea effectrveness of
c b

the Board of Directors, and this would weaken the rel e'vveen the BOD

quality and firm performance. The negative association b enB e eness and
firm performance in Jordan may be because family m rs are wor ﬂ) S therr
interests and ignoring the interests of the firm | ders ICh leads
to inflating agency conflicts. More smplﬁw amlbﬂ m bers a,é\v':lllzmg their
positions to consolidate their control] h|c in turn, to er agency costs
(Makhlouf et al., 2018). T &
N

Palestine shares geogra co omic haractegalcs with Jordan, so the

findings of Makhlouf et al. (2018 ma a gaod ex tlon of this study result that

BOD Quiality has a po% tlons ip wit M |ces in Palestine. Moreover, the

positive relationshi uld bef) he re of the composition of BODs in
Palestine, wher aJ har ontr st boards In turn, this might lead to the
appointm &@nem ersb dGn fé‘?msm instead of experience, knowledge, and
skills. %nber: |Iize~thr clout to impact management decisions and

Y.
undm& the monitoring an@dlnatlon of the board. This would render the board

.g\u relative to its impact on management and firm performance.

S
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55.2.2  Audit Committee Quality

AC Quiality reflects the effectiveness of AC, which proxied by a composi
measurement in this study. Three characteristics of AC generate the sc@g the
points highlighted in the main model in Table 5.14. To investigate tmct of AC

quality on EM practices in the Palestinian organizations, the aggregate’measure of the

AC quality was established. The dimension of AC effecti*eWs an aggregate

measure is based on prior literature (eg., Al-ebel, 2013; iwal et‘al., 2007; Goh,

; O’ ulwal., 2008;
@

2009; Makhlouf, 2017; Kent, Routledge, & Stewart,

AbuSiam, 2015). Accordingly, the current study w. first study in leikésjl e to
investigate AC effectiveness as a composite m in\% IS relationship with
Y.

N

EM practices. \,
ively @%igniﬁcantly with

Table 5.15 shows that AC qualitwarelated ne
EM in Palestine at p < 5%. This res%ows as \% etween AC quality and
N

the level of DAC. Hence, hypo!% is ac%epte sedQn-the estimated coefficient,
an increase in AC Quality b ml Ie’ ecrease & EM level by approximately
e

0.301%. The study s% the (:P rv. g‘n' of®ls factor done in the context of

&
Palestine by Alia et wzo). ?3\9. othgetlal. (2005) to calculate the magnitude
of EM, they fot@he exi fA ?'éf?ﬁversely correlated with EM practices at

. AR
the significant Tevel in thg Pale ifns areholding firms listed in PEX. This means that

N
AC still% essefiti ?in red%ng EM activities in the companies that form this

comuittee according to the P(‘{%’(ZOOQ) recommendations.

¥

N

e finding of the study is consistent with the assumptions of agency theory. This

& y says that more AC quality and effectiveness leads to improve the financial
porting quality and credibility. An AC is a critical factor in a firm because of its
monitoring duties, which leads to the assurance that financial reports are faithful and
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accountability are enhanced (Mohamed & Ragab, 2014 & Carcello & Neal, 2003).
There are a good number of characteristics that contribute to enhancing the quw
an AC. For instance, this includes the existence of both financial @ and
independent directors (Shawtari et al., 2015 & DeZoort et al., 2002). more, an
effective AC plays a pivotal role in reducing agency problems by mitigating the
information asymmetry between shareholders and manageme Mus, leads to the
reduction of the level of EM (AbuSiam et al., 2018; Garcia ’Xzﬂ.‘ 2016; Habbash

etal., 2013). ‘\d
L

N | I M I NG o
Similarly, the observation of AC quality and its iation wit fs&&@ stent

e@ AC e{,%?:tiveness

index @&stigate the
fiv@‘hracteristics (AC

existence, financial expertise, inde@ﬁnce, n%\%eq @and size). Based on
N

empirical evidence, they found%emerﬁary r -ons&é?)etween an effective AC
and the specialization of th@l aT ich,@n, alleviated EM in Tunisian
listed firms. %

In addition, Iﬂk

characteristics %ine eoush]J.%’his means that an AC, which consists of

K @ ' L%
least three directors, all of who ar@ir&a}) ndent, includes at least one financial expert

N
and me% ast thr. es am&llly, may restrict EM. DeZoort et al. (2002)

sugwﬁthat AC effectivene@w’ould be combined in a group to measure the quality

o%\c. Ward et al. (2009) have said that future studies should examine the
h

with Zgarni, Hlioui, and Zehri (2016). They e

and the quality of the external audit. They,.co

effectiveness of AC. They based thewaor the A

|cate$1;trat ACs restrict EM when overall

Q cteristics of CG as a set rather than as individual characteristics to produce better
sults. Accordingly, the aggregate measure of AC quality in this study provides a

comprehensive understanding of the effectiveness of AC in Palestine, which single
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characteristics might not indicate. Consequently, the results of this present study

indicate that the quality of the AC had some importance in mitigating EM in Paw

Political instability was addressed as an independent variable ananestlgated its

5.5.2.3  Political Instability

influence on EM practices in Palestine. The dummy variable was oxy of political
instability and was coded “1” for the period from 2011 t 4zn “0” if otherwise.
Political instability was addressed in this study due to envi PaIestlne

nvironme M‘)r@ the

has er onded to

Isr in ZOJé}nd 2014 also

(PEX, 2018). Furthermore, the findin@s current y sf@% significant and
positive correlation between EM a pO|ItIC\hSI§_\I$I| ,Q\Pp-value < 10%. This

N
means that managers are more% praalce «duri mes of severe crisis and

an unstable environment d hﬁe p li tuaﬂ@ Palestine. Accordingly, the
estimated coefficient e%g that when |IﬁC@St&bl|lty increased by one point,

4 '3
the EM level incre by 0. (@ %C/Q

This findi a S rspe of the positive accounting theory that

which is characterized by a highly unstable politi
performance of the shareholding companies lis

political instability, like the wars launche

Watts and Zinimer an( 97 K/a@d Zimmerman (1986) presented. The theory
propos t at “manager. ?flr ce several political factors that influence their
dec These factors Iea@ﬁagers to manipulate reported earnings (Watts &

an, 1978). Understandably, companies usually engage in EM because of
Q lative, political, and regulatory conditions during periods of increased political
ctions (Watts and Zimmerman, 1986).
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Such a finding is consistent with several past investigations that have addressed
financial crises and political environment and their influences on EM (e.g., Atti A
2016; Hsiao et al., 2016; Obaidat 2017; Habib et al., 2013 & Harymawan @}ﬂand,
2016). Hsiao et al. (2016) found that gas and oil firms in the United Sta ticed EM
during the Arab Spring. Also, Obaidat (2017) reported that Jordaniangfirms tended to

practice more income smoothing in periods of political instahiliN\E.' ilarly, Ahmad-

Zaluki, Campbell, and Goodacre (2011) found that the I ian' IPOs practiced
income-increasing EM during crises that occurred in Ea ian uw‘he end of
the 20" century. | _@T

In Palestine, the performance of firms list X hasb ati\LQIYi' mpacted

by the political instability because of the wakrs. in Gaz\a strip, that Ig@:troccupations

in 2008, 2009, 2012, and 2014 Iaunc\%@(, 2018). Ar@@volutions, which

occurred in 2011, have left nega@jmpacts \rh%e r)o'\%n'cs of Arab Springs
;bsy N

countries. Attia et al. (2016) fo% the SAC an EL\ég%xy increased during the

period of severe political ir@ thI S 1N 2011 40 Tunisia from which the Arab
tes t e

Spring sparked. This % hat: u}gdnlxb'%[mc was greater during and
immediately afte;@olut@ the @nt of DAC was lower in the period
leading up to thg{t ko 'utioeﬁ“l'unisia.
Abu @13) aid‘th fcfei ‘Tl?vestors fled from the countries that the Arab
cted, i

3
spring i% , incld ‘gypt, Iﬁ/a, Tunisia, and Syria and also Palestine, as the
X

pro@the political situatio{%dstly, he suggested that the law, regulations, and CGs

S e reorganized to offer more protection to shareholders to attract additional local
ndvforeign investors to enter the Palestinian private sector. These actions may mitigate

e negative consequences of political instability in Palestinian corporations. So, good
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CG and effective BODs should be a pivotal tool to deter managers from engaging in
more EM in the unrest political environment such as Palestine.

Political instability played a role of moderating interaction between @ality
and AC quality to investigate whether they play an effective functi ing severe
political instability to constrain managers from practising critical levels of EM in non-
financial companies. Finally, whether political instability as Ming factor has a

%\ was examined.

significant impact on the association of the quality of the

This relationship was elaborated upon in Table 5.15 and%is, discu swfollowing

‘X
sections. é [ -\c}
&
5.5.2.4  Political Instability on the Relaﬁq@; of
Regarding the interaction betwe\gmal instabi

(BODQUALI*POLINS), Table 5.1@9@ tha \beg flE\lent for the interaction
N
between political instability an lity gf BOD was fglc-?ficant and negative at p-

iaticgﬁétween BOD quality and EM

i i‘r‘n‘me@ly high in Palestine. Therefore,
ode@e association between BOD quality

hig{'}&/tability, BOD was excessively strong in

value < 5%. This result indicate hatl
ity

becomes strong when % instai)‘i

H16 was supported ﬁd&cal init

and EM. The result s St
9\ :
r

deterring m from enga gﬁ'n ()_(J‘gaedingly EM. In other words, the role of the
\
i lk

BOD q% ing s iticalsinstability may constrain EM practices. A possible
AT
exp n for this result is t @vhen political instability is relatively high, BODs of

xan shareholding companies are stronger than during periods of light political

:'n bility. Accordingly, another possible explanation is that BOD quality was effective

controlling the level of EM practices, and the government of Palestine supports

private-sector corporations during a severe crisis and facilitates the opening of Gaza
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Strip markets to some West Bank products (PEX, 2013). Lastly, CG might provide a
substitute for regulations during a severe political crisis to protect businesses fr

opportunistic behaviors. Thus, BOD was effective in deterring managers fr@ging

in EM during the period of severe political instability in the non-fina ompanies
listed on the PEX. Y'

This result is consistent with the tenets of political thegry, ch is associated
with Gourevitch (2003), Pagano and Volpin (2005), and %:; '[hey argued that

the political environment in any country determines th nitude anagerial

“AY
agency costs that stockholders are supposed to sustaipn."Roe (2003) eﬁt@t the

political environment in a country also determi egal s-f/s heer;-the legal
system quality determines the rights of stz@r awid how, to prg@?:hese rights.
Roe (2003) also argued that stockholo\%t reform ruc@((of CG systems to
mitigate the negative consequence(q{jhreats g\era&g &Q itical and economic

instability. For instance, firms %i to rgform e«B(%E,@ be more active during a
angena

i §I 2012). Accordingly, the

period of extreme political_ins iIi]

arguments above supp%w tion t:l

in deterring manag tfromle
cont £

political instabiKin e Pa
¢ (.%
tg'ovw ents serve an essential role in defending the

BO ‘gﬁa@plays a positive and decisive role

al level of EM during the period of

Some ars have sai
N
interests/of individuals to a!gl"n their objectives (Okun, 1970; Shapiro, 1986).
Willi (1999) argued that @%nment intervention was quite advantageous in the

f \ﬁmarket failures like externalities, imperfect competition, and instability.
Thereby, governments might seek to protect the rights of individuals (Grimaldi, 2019).
The adverse effects of an unstable environment on the economic track, the

continued political stalemate, and the internal divisions have hindered the growth of

248



economic sectors in Palestine. Furthermore, the continuing financial crisis of Palestine
and the scarcity of external support funds contributed to the slow growth, all beo?!ﬂ
restriction of the Israeli Occupation on the Palestinian economy and its co@r the
crossings and borders, the Gaza blockade, and the ongoing wars. | ontest of
continuing political and economic crises, with a dysfunctional legal system, a different

set of CG mechanisms might need to be developed that are a Me in responding
;d

to the resulting agency problems and improve firm perfor n"tigate EM.
NY.
5.5.2.5  Political Instability on the Relationship Quality and E C—}

The results provided in Table 5.15 sho

e %' etw@'political
p-\u\Iue 0%, a@‘tj“; coefficient

sign for this interaction process was 'tlvaTo specl er foects of political

instability on the relation betweenec)quality W i 'r%search compared the
o N
i @hich illustrates that the

coefficient of the AC quality ALI) in Tables 5.20

coefficient of (ACQUA%\;as J ‘031, WhigAthe beta coefficient of

ACEQUALI*POLIN 9, shows th thé bsb’coefficient of interaction process
’ 4 f &

of ACQUALI*PO Ns\compla s With A

instability and the quality of AC was insignifican

ALl beta coefficient. The finding

supports the conglusiomrthat 'lvenébf AC on EM was weak when moderating
¢
of political i %ity. erefore, Ky thésis 17 was supported because the political
N
instabili lays a mb i roIe&tween the relationship AC quality and EM in
Y'
Palesti (.}’
N

\e weak influence of AC quality during political stability is constant with some
revious studies. For example, Ahmad-Zaluki et al. (2011) found that Malaysian IPOs
racticed EM by income-increasing during the well-known financial East Asian crisis.

Furthermore, Hsiao et al. (2016) found that petroleum companies in the United States
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practiced more EM in the course of the Arab Spring. Moreover, Obaidat (2017) showed
that companies were more likely to practice earnings smoothing in a political crisis:
Conversely, BOD quality was more operative in controlling manage(sJ}gage
at a high level of EM. Possibly, the BOD substituted for the AC rol&ghout the
crisis in Palestine from 2011 to 2014. That might be an outcomme voluntary
creation of an AC in the Palestinian CG code (PCCG, 2009). The ntary formation
of AC in non-financial listed firms on PEX may weaken th hﬁin a situation of

unstable political conditions. ‘\d
oy

Accordingly, Awrtani (2013) provided another

in his study that evaluated the effectiveness of

that that 47% of the listed companies on PEW ACb\The ence@':g committees

oIit@%onditions. Madi

may demonstrate weakness in AC quali er unsta
Qci&lead to more severe

(2012) suggested that a concentrathership\trst re

N
agency problems because of i%on a@ymm rys be£Q majority and minority
stockholders. Therefore, an.i %ve lﬁﬁz p@of political instability cannot

reduce agency proble Zconcentate V\h@p
v

O

Y

i
[
This f&)ond ts%édd{t_ic};aal analysis for the reason to check the

robustngss and'maked Pco ensive understanding of the EM and CG issues

in Pﬂ&e. These analyses wiu:ga illustrated in the following sections.

6& Using Different Proxies for CG Variables
The PCCG (2009) made several recommendations to motivate companies listed

on PEX during the formation of BODs and ACs. Abu Siam (2015) used several proxies
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for some CG variables according to the Jordanian CG code (2009) to implement further
tests and check robustness. Following in his footsteps, the present study used?ﬂul
proxies for each of the following BOD and AC variables that wer@d to
recommendations provided in the PCCG (2009). These were as follows:
BOD Meetings: Because PCCG (2009) recommended that a BOBD of listed firms
should meet at least six times yearly, the present study meas eMumber of BOD
X

meetings as a dummy (BODMEETD). This variable '1 if the BOD

conducted six meetings or more annually and "0" if otherise. ‘\d
L

o
rcentage n{n:@utlve
OQ enca{ﬁccording

G @). said, “It is

ec@functions in the

Q

company.” Based on this recomm i \de¥n r)@\rvas measured in this

N
additional analysis as a dummy:. eode@'l" if 100% of the BOD

D
S

(2009) advises % ess diverse experiences to enable BODs

to fulfil th(@ybje
was meaSu thisfa }as ad&nmy (BODNDD) that was coded as "1" if BOD
AT S
had t one foreign dlrect@d "0" if otherwise.
%\&O-Nonduality: The PCCG (2009) states that the board chairman should not
old an executive job in a company to improve discussions and disperse responsibilities

Qtead of concentrating them in one person's hand. Furthermore, this is better for

accountability reasons because a chairperson who is also the CEO cannot question

d gfﬁ&i'e,n ly.” Accordingly, BOD nationality diversity
NN
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himself. So, following this recommendation, CEO-nonduality was measured in this
additional analysis as a dummy variable (CEO-NONDUAL) that was coded a?if
the roles of chairman and CEO were separated and "0" if otherwise. (’}

AC Independence: The PCCG (2009) recommended that an AC%d have at
least two independent members. So, this present study measured AC independence as a
dummy variable (ACIDEPD), which was coded with a value o%\:&f least two of the

AC Financial Expertise: The PCCG (2009) provi com eWregarding
L

e member th},xé'-;\‘hz;uld

is % red.d&-financial

Vv of 'ﬁ.at least one
member of the AC had financial expe@ "0" if ot ise. N

The goal of using these dlffer xies for

members AC were independent and "0" if otherwise.

AC financial expertise. The code suggested that at le

be qualified with financial and accounting. The

expertise as a dummy variable (ACFEXP

gG ,a,@ eristics are: The first

was to confirm the robustness %sults(@)y us goalter e proxies of BODs and

ACs. The second was to a efr f P% (2009) recommendations in

monitoring the executi% ement to impro @ei@credlblllty of financial reporting.
’ &

Moreover, another on WiED the t to which non-financial company
implement the r % da CG(()%OQ).
Table g; p V|de th n rgsub“b%sed on the changing on some measurements

of BOD variabl }Slng ﬂ@ame dependent variable, which was the absolute

valwlscretlonary accrua{);ﬁat Kothari et al. (2005) calculated and all other

| ent and control variables, which were not changed.
Q In general, the results in Table 5.16 were consistent with the main results, which
nd a significant relationship with EM, including BODNDD, BODRE&GC
INSTIOWNER, and FOREOWNER. On the other hand, two findings changed from a
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significant to an insignificant relationship with EM, which were BODINDEPD and
BODMEET. Interestingly, the coefficient signs of the relationships of indewent
variables with EM were in the same directions. The results illustrated also r@% ilar
findings in which the insignificant variables (BDSIZE, ACSIZE, NDEPD,
ACFEXPD, and OWNERCONC) and the directions of the associations remained the

same as well, except (CEO-NONDUAL), which had a pasitiv d insignificant

relationship with EM.

Variable
AGROWTH
CASHFLOW
FIRMAGE
BODSIZED
BODMEETD
BODINDEPD
BODNDD
BODRE&GC
CEO_NONDUAL
ACSIZE
ACINDEPD
ACFEXPD

OWNERCON Y- 042 %\ .
INSTIOWNRER -0.067y" | 0, 0.062*
FOREOWNRER (') ‘g?; P 0.043**
_cons 3 (_/ <0.001
R-square \ | .
Adjusted R-SKI& .
F-stat 3.01
Prob > F % | * ! ‘(')(J <0.001
Notes: A%ﬁ = ATOI alue\(ojl DAC computed by Kothari et al. (2005),
AGRO nnually fipm gro CASHFLOW = Chas flow from operating
activiti Id by Iaq#ovgts, MAGE = the numbers of the year of the company
since establisShment, BODSIZE~=,the total number of BOD members, BODMEETD
number of BOD nteeting times; BODINDEPD = Dummy Variable codded
e company have 100% non-executive directors and “0” otherwise; BODNDD
= my variable codded “1” in the BOD have at least one foreign director and “0”
rwise; BODRE&GC = the presence of the committee of remunerations and
ernance in the company; CEO_NONDUAL-= the non-duality role of CEO and
airman; ACSIZE = the total number of AC members; ACINDEPD = dummy variable
coded “1” if two-thirds of the AC were non-executive directors and “0” if otherwise;

ACFEXPD = dummy variable coded “1” if the AC had at least 1 financial and
accounting expert and “0” if otherwise. OWNERCONC = the percentage of share to
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total shares held by the block holders who have more than 5% of the total shares of a
firm. INSTIOWNER = the percentage of shares to total shares owned by institutional
investors and FOREOWNER = the percentage of shares to total shares ow

foreign investors.
0)

To conclude, the results in Table 5.16 are exceptionally c&to PEX,
policymakers, and the PCMA in that they give CG characteristics a@'ate attention.
These findings indicated that BOD nationality diversity,_the uneration and
governance committee, and institutional ownership are fu 2; echanisms that
play vital roles in mitigating EM practices in the non-finaneial co pa‘ﬁsﬁégin PEX.
re afttenti Ifrﬁﬁ;EX,

iw nanr;@-reporting

quality. So, these results revealed that diversity, ‘and Q&ie ernangé*cg);mittee are

Consequently, these mechanisms need to recei

o

policymakers, and the PCMA to enhance thei

essential attributes in mitigating EM is, )/hich, in booéﬁe credibility and
A

N

N
isted between BOD size,

reliability of financial reports.

Table 5.16 shows that n%

CEO-non-duality, BOD me?s. %

AC financial expertis% e ng :‘EMb’hese results indicate that some
&

iant Wg.me PCCG (2009). This result was

companies were n tronglyl
ndicack}‘(nat service companies listed in PEX had

supported by Anastas (2017

low compIiEE h the:PC
\
Indeed, these ré ould %e the alarm for policymakers, the government,

and ﬁ&EX to shoulder thei@bonsibilities towards activating the commitment to

% PCCG (2009) and conducting an objective review of it, as it has not been
if

G ified from that which was issued in 2009. Also, the majority of PCCG items are
ill voluntary and not mandatory. Finally, consistent with the main results, the findings

of growth, firm age, cashflow has a significant relationship with EM.
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5.6.2 Signed Discretionary Accruals Analysis

This study estimates DAC by using the Kothari et al. (2005) model. Furth
the absolute value of the DAC was used as the measure of EM, which pr ture
widely used (AbuSiam et al., 2018; Alareeni, 2018; Alareeni, 2017 'd’Ad 2018
Xie et al. 2003). On the other hand, a few studies (Abdullah & Ismailj2016; Alareeni,
2017; Alsultan, 2017; Habib et al., 2013; Beladi et al., 2020) h@ essed the sign of

Therefore, this study also regresses the mode arat Iy“hkdsitive and
L

Yw
either finc -ihc@g or

income-decreasing. Accordingly, this research ugili g@ 0 a@potential

i vestm%&)ptions. So,
e f@mple comprised

firms with a positive DAC, and the d compr &ns )@} negative DAC. This

N
division is undertaken to examz%ﬁerer%e in Elé‘;zlatlonships between CG

characteristics and DAC b Xthe r ngag t in EM. This fundamental
d

analysis could motiva%c makers

reviewing the PC 009) l

DAC instead of its absolute value.

negative accruals. So, the direction of the EM coul

'P 0 consider EM practices when

The S|gn D me Irms adopt double accounting strategies to

!
practice EE: s are ggre ve’aneJc nservative accounting strategies. The first

strategyé&e,

artificially. Inflating these rea@?ﬁght lead the stockholders to ask for a high dividend

"
gressi ?untm@at managers use it to inflate the reported income

r }Mch, in turn, reduces a company’s resources (Ines, 2017). This situation does not

@ r the actual conditions of the company and might mislead the financial statements
S

ers and other stakeholders (Kamarudin, Ismail, & Samsuddin, 2012; Abdullah &

Ismail, 2016).
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In the second case, managers may tend to behave conservatively by choosing to
deflate the reported income; this means that managers underestimate profit ?ﬂn
mislead financial statements users (Ines, 2017). According to Karjala@on),
companies may tend to take on a conservative method in engaging in avoid the
risk of overvalued assets to stockholders and stakeholders.

The sign of a DAC indicates that a company has chosen a@ (conservatism)

accounting choices or may accelerate (postpone) revenue tionlor delay (speed

up) expense recognition (Lin, Hutchinson, & Percy, 2 . He engressive
|

als. On the other _@?g' the

re% s. A@Gﬁgh both
: X

directions could be considered unethical bw jon to@mtice income-

decreasing EM is more aligned with ME; while the™ ntio@practice income-
increasing EM is more inclined t@ss misIe@\g?\e t,z@holders (Abdullah &
Ismail, 2016). In general, beingé i

accounting options could lead to income-increasin

conservatism accounting choices that drive inc

N
ativeism toleragc?than being aggressive.

RN

S
Ay \:l nj-‘(;?
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Table 5.17: Pooled OLS Regression of CG and Signed DAC

. Panel (A): + + DAC Panel (B): --D

Variable Coef. P-value Coef. R-va
AGROWTH 0.160 0.010%*** 0.058 0.
CASHFLOW -0.730 0.000*** -0.380 %? aald
FIRMAGE -0.014 0.036*** 0.016 A; 83*
BODSIZE -0.002 0.310 0.004 .014**
BODMEET -0.006 0.014** 0.003 0.161
BODINDEP 0.040 0.470 0.040 0.006***
BODNDD -0.032 0.266 o&\) 0.051**
BODRE&GC -0.008 0.322 0.002***
CEODUAL 0.000 0.978 -0:003 0.797
ACSIZE 0.001 0.718 .01 ' 0,010***
ACINDEP -0.007 0.61 0. 5j\doo4***
ACFEXPD -0.018 . 0.003 0.80Q~
OWNERCON 0.114 0.044 ’ 0%9
INSTIOWNRER -0.123 -0i01 ‘8\4 3
FOREOWNRER 0.046 * 4-0.03 ‘ZT.149
_cons 0.125 OB ~/0.003
R-square 600
Adjusted R-square :522

F-stat \) 04< 9.91
Prob > F 00 0.000
Observations 140 \\? 4'\ 92
Notes: + + DAC = The positive values DAGQUTTthebI byjé@thari et al. (2005).
- - DAC = The negative values c y Kot t al. (2005).

%h

AGROWTH= Annually firmagr FEOW has flow from operating

activities scald by lag total assets, ‘FIR enu s of the year of the company
since establishment, BOD = the’\l?tal be OD members, BODMEETD
the annual number of eting times; ODI@EP = the proportion of the non-
executive directors in the B [B) tﬂ‘eqpportion of foreign directors in the

ng times
D; BO
BOD; BODRE&GO% presi {0&(
in the company; @EO AL@HW
INDEP

committee of remunerations and governance
r f CEO and chairman; ACSIZE = the
proportion of non-executive members

total number of AC bers,
in the AC; the p poitioa‘?o financial experts members in the AC;
OWNERCO total shares held by the block holders who

e percenta of share
% of the total shar he firm. INSTIOWNER = the percentage of
shares to" totaly shares ow, g% y snstitutional investors and FOREOWNER = the
perce hares to tetal sharesiowned by foreign investors.

N
N

\cordingly, the objective of this additional section is to explore what factors of
CGuaffect the signed DAC of the non-financial listed companies in PEX. Few studies

ave addressed the EM in general, and no studies have addressed the sign of DAC in

Palestine. In this section, the original values of DAC are divided in two types. The first
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category is the positive values of DAC, which represent income increasing. The second

category is the negative values of DAC, which represent income- decreasmg

two dependent variables representing EM by income-increasing and the E?\@Ome

decreasing. A

The independent and control variables that have been addressedW ain model
in this study will be addressed in this section to investigate t cts on both new
dependent variables. Hence, two panel data sets analyze rm ‘OLS regression
models to fulfil the objectives of this additional an hows the

regression results of Panel (A) representing the itive DAC nd @ (B)

representing the negative DAC.

Table 5.17 reveals that the flndlngs the egr

aIy&%S;osmve and
negative DAC, respectively. The fm@w that b moc@ﬂmere statistically

K—'équared of the positive

DAC model was 81%, which i |s h, V\’Allet adjust -squared of the negative

significant, as the P-value is 0.000. dltlon, t '%te

DAC was 52%. This docu ts that b S are r for interpreting variance in

DAC because the adju%rrx:re of é)y?o elsb‘hlgher than in the absolute value

of the DAC model. 'ﬂq{esult i nt wi sultan (2017) that indicated splitting

the values of C neg DAC was effective in expanding the
variations i uet th a stéd Ej(?uare

I t| ly, this ‘Joun at 60% of the non-financial listed firms practiced

EM come increasing act@s while 40% of the companies engaged in EM by

\decreasmg activities. This finding is consistent with Dichev, Graham, Harvey,

@ Rajgopal (2013), who conducted their study in the United States. The authors

ocumented that 60% of American firms, whether public or private, practiced EM by

income increasing activities, while 40% of the firms engaged in income-decreasing
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activities. Interestingly, Table 5.17 shows the older firms listed in the PEX were less
likely to practice both EM by income-increasing and income-decreasing, respe(?fy

Consistent with the study that Beladi et al. (2020) conducted in @inese
context, the operating cash flow, which was scaled by lag total a meffectively
constrained the level of positive DAC while it failed in deterrinW\agers from

engaging in EM by negative accruals. In other words, firms with high“cash flows were
EZfir

less likely to report abnormal accruals. Concerning negativ n]s with high cash
flow were likely to demonstrate conservatism by engagingin EM hy i ecreasing
L
Y

more

conservative accounting policies to avoid reporti b

N
Regarding firm age, Table 15.17 show for @E;tionship of
firm age and signed DAC. This result%@at older fi er@‘% likely to engage

in EM by income-increasing activi@yd inco \!’ec%as g@\ctivities, respectively.

N
re<r§3 stable under a situation

of unrest in Palestine and \ehctil i g% ctivities of practising EM.
In terms of firmwnzthi y f nd a‘sb’lificant and positive relationship

between EM by inc -increasli
firm growth Iea% igh
In contrast, G@

% 3
activities. ThiS'meang'that Pmpans&vith a high growth rate was sufficiently effective
X~

in dﬂﬁg managers from eng%th' g in negative DAC. This result is consistent with
N

%a Chung (2017), which was conducted in Australia. Yen and Chung (2017)

@ d that growth companies were more likely to engage in EM by income-increasing
C

tivities to convey their favorable information to outside investors and to signal their

A possible explanation that lo ishe(?firm

prospects.
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Surprisingly, the BOD independence factor (BODINDEP) had no statistical
significance in the positive model at any level of significance (1%, 5%, or 10"/?*3
result showed that non-executives at BOD are less effective at mitigat@ome-
increasing EM activities in Palestine. This result aligns with Khalil an n (2016),
which was conducted on non-financial listed Egyptian companies. Wand Ozkan
(2016) documented that the proportion of non-executive dirﬁr_s. s not related to

On the other hand, the BOD’s independence factor DIN EWStatiStical

positive accruals.

significance in the negative model at a level of signifi

Og
of less tha %’TJL eans

Iy%' de@'sing EM
It rera at BQé\Sc:n-executive

directors were effective in deterrin naars from ing@EM by utilizing

overloading conservative policies. {Lhis,result 1S %St y\ﬁi{h Khalil and Ozkan
:Sy N

(2016), who found no associati%@en tﬁe presenee o pendent directors in the
S \ ¥ N\

BOD and negative accrual %\

Concerning pan%ze findirlgs r ‘e‘a‘l a@’msignificant association between

’ &
BODINDEP andlggl injﬁmasin%mvities. That means the BOD non-
executive direcQK en e in training abnormal accruals. This result
g ‘

both Abed aI.’(ZQlJ‘E?and Bradbury, Mak, and Tan (2013). These
N

that the BOD non-executive directors were e

income-decreasing activities. Accordingly,4his r

was consistE; I
studies % effegt )NDE@n abnormal accruals or positive DAC.

imilarly, most charact@és of BOD and AC had insignificant relationships

% by income increasing activities except the BOD frequency of meetings, which
advan

egative and significant association with EM by income-increasing activities. So,
ese results show that AC and BOD characteristics were not effective in deterring

managers in practising EM by income-increasing activities in the Palestinian context.
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Regarding AC independence and the size of BOD, this study found an
insignificant and negative association between them and abnormal accruals (w
DAC). The result of this study aligns with Bradbury et al. (2013), w@nd a
negative relationship between AC independence and BOD size and po#&ccruals.

In terms of ownership structure factors, this study found a signifi€ant association

between ownership structure variables (ownership con Wn, institutional
ownership, and foreign ownership) and aggressive EM. Ta Z illuitrates a positive

relationship between EM by income-increasing activities @an ownership

g
concentration, as well as foreign ownership. @Qother an tk‘er@s an
insignificant relationship between foreign owne? do% ip.€oncentration with

ans,con Tan

EM by income-decreasing activities. That ceTtra own d foreign
investors encourage managers to reportiabnormal earnin imp@%the performance

and meet their interests and expectations. Shle\an% @(1986) provided an

N
explanation that might be appm%idenge for ewes@ this current study. They

i ave an ineentive and power to ensure that

said that high concentrated @ip %
their self-interests are ' Q’
4 2

In contrast, this,study fo' stitutﬁléua investors constrain management in
using their discrgtion i practi ' by(rjm"éme increasing. This result is consistent

¢
with Basiru 11), who d ctgd Rative association between the proportion of
NN
instituti% nershi ‘,incm@increasing EM. Accordingly, Sheng (2003)

T

d

doc ed that institutional j tors could act as a complementary CG mechanism

invgs
‘@ing aggressive EM. On the other hand, Bradbury et al. (2013) and Latif and
d llah (2015) found that institutional ownership was positively related to EM, so this
S

ult is unlike that in this current study, which has been elaborated in Table 5.17.
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Panel (B) shows a significant and negative relationship between EM by income-
decreasing activities and factors of CG (BODSIZE, BODINDEP, BTD
BODRE&GC, and ACINDEP), while BODSIZE and ACINDEP were n@wam
with the absolute value of DAC. This study found that ACSIZE i s EM by
income-decreasing activities, which means that the members of AC%are encouraging

managers to choose more conservatism accounting policies no oMthe real amount
S zee

of annual earnings. So, the analysis of signed DAC pr p'insight into the
relationship between CG and EM. Some CG factors w ote ewmltlgatmg

abnormal accruals, but others may work effectively

nstrain negative a@ls as
X\{ ers, g‘%{ltloners

and prospective researchers should pay attention he n ofthe DA@S atool of EM

practices. Furthermore, the regulaﬂon@PCCG sh not@f?re the sign of the

DAC because it reduces the quallty%anmal r Y ,<\

EM by income-decreasing. This finding implie

N,
Table 5.18: Results of Pan natlo(nl@del and Singed DAC
Variables Panel (D): - - DAC

Coef. P-value
AGROWTH 0.080 0.061*
CASHFLOW -0.532 0.000***
FIRMAGE 0.014 0.259
BODQUALI \ -0.017 0.226
ACQUALI & 0.015 0.499
POLINS -0.022 0.009***
BODQUALI* S 0.060 0.572
ACQUALI*F%S -0.008 0.045**
_cons -0.047 0.367

0.444

128.15

R-squar %
Chi2 4
<0.01

Prob .
Observations 92
Notes: + + DAC = The positive values of DAC computed by Kothari et al. (2005).

- = The negative values of DAC computed by Kothari et al. (2005).
WTH = Annually firm growth. CASHFLOW = Cash flow from operating
ctivities scaled by lagged total assets, FIRMAGE = the numbers of the year of the
pany since establishment; BODQUALI = the effectiveness of BOD as a composite
easure; ACQUALLI = the effectiveness of AC as a composite measure; POLINS =

dummy the time of severe political crisis coded as “1” for the years from 2011 to 2014
and “0” if otherwise.
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Indeed, prior studies have found that the behavior of companies might be directed
to engage in EM by income-decreasing accruals to an economic crisis to save ew
from being reported for future periods. (Habib et al., 2013; Jiang, Habi@/ang,
2018). However, some other prior studies have argued that managem ight engage
in income-increasing DAC activities during crises to meet expected &arning, enhance
performance, and avoid pressure from stakeholders (Ahmad- Mal., 2011, Jiang
et al., 2018). Accordingly, this current study elaborates u %Ii of the political
situation in Palestine in influencing the sign of DAC i le 5 8W£nore, the
current study also investigates the effectiveness of the and the nﬁ@zjgh
income-increase and income-decreasing polici S0, thé ve@- that the

political instability still plays a moderatin e hetwe qualit;@f%l~ AC quality
&

and sign of the DAC. \ O
In terms of positive DAC, t@sndings o\mﬁ' d tjzﬁa'l analysis show that

N
BODQUALI was positively fated W(i}h p

twe% , and ACQUALI was
negatively associated wit sitive

S m@that BOD quality was not

effective in deterring r% from engagi %I'n Eb’by income-increasing activities.
&

A possible explana hgt\hat BCi

prese (.b‘lock holders who want to fulfil their
interests by inflating“the r

com ﬁ‘l‘lis result is supported by the result of

!
¢
ownership Eﬁ‘&aatio inT Ieé.l&,‘:v?hich found a positive association between
\
concent% nershi ‘EM b@come-increasing activities.
At

he contrary, the neg@!’relationship between AC quality and EM by income
increasing reveals that AC is effective in monitoring managers and controlling them in
ngaging in more EM by income-increasing activities. In terms of negative DAC,

ODQUALI and ACQUALI had an insignificant relationship with EM by income-

decreasing activities. That means that no substantial evidence exists that AC and BOD
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effectiveness play a vital role in mitigating EM by income-decreasing activities in the

Palestinian context. T
The results of political instability in Table 5.18 indicate an @lcam

relationship between political instability and positive DAC, while the of panel
(D) reveals a positive and significant relationship between politicalf'instability and
negative DAC. Hence, there is strong evidence that the political ‘@nrest situation is
related to a high level of income-decreasing accruals, m Iest'nlan companies
more conservative in reporting their earnings to avoid ba formanc years after
a severe crisis. This result is consistent with prior st such as Byard Iet &FR?OO?)
and Han and Wang (1998). Byard et al. (2007 ne mk??ns in the
period after the Katrina and Rita hurrican Th four\d that, US o natural gas
companies practiced EM by mcome-d@ accruals edl@aﬂer the Katrina
and Rita hurricanes. They also adde@s prior s ‘o @at some firms react to
periods of high unrest politic ion &/ reporting e-decreasing accruals.

\ <o
Additionally, the result of%l_c' ins
hey

d the 5@1 of DAC was also in the line

co Ijuct the dy to investigate the impact of
'3 &)
Invas

Gulf crisis, which rred aft? i Kuwait in 1990. Their sample was

with Han and Wang,

the petroleum i foun at these firms used income-decreasing

accruals duri crisi to r CJ @3 IIy large earnings increases and minimize
\
their po%;k sitivit Iated%sts

addltlonal analysis trated in Table 5.18 investigated whether political
illgs

% y played a moderating role between the relationship of BODQULAI and
U

& ALI and signed DAC. Surprisingly, political instability did work as a moderator
both cases of positive and negative DAC. Under the findings in panel (C), political

instability moderates the association between BODQUALI and ACQUALI with EM by
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income increasing. So, BODQULAI is related negatively with positive accruals under
political instability. On the other hand, ACQULAI was related positively to n

accruals. Moreover, the same results were revealed in the findings of pﬁ%ﬁ). In
summary, these results are consistent with the findings presented in 5.15. To

conclude, BOD is working effectively under political unrest situationsfto mitigate EM

by signed accruals, while AC does not do so. \,
5.6.3 The Impact of Political Instability on CG- elati nw
L

This present study acknowledges that the effec

ess of CG j iiq@g\z'EM
in relatio e severe political
Leojose sk

riodan thi study.@;z:wo periods,
which represent a period of severe criswall until and @fher period, which

represents a post severe political in@%’ty perio %O @2018. The splitting of

N
the study periods was addres ior s?udie such @(halil & Ozkan, 2016).

&

Indeed, Khalil and Ozkan @ondr i tg}o investigate the association

between CG character%x EM f‘r ctic ‘l‘n‘ Ib@ Egyptian firms. Also, they split
. : &

the period of their/sglnto thrte pre-{&w'ng-, and post-global financial crisis.
udy

litt &acc@*g to prior literature.

)

is was’that some companies ceased trading in PEX

¢
The iEEeGQtod this aflalysi wa

practices might rely on the period of study, parti

instability of 2011-2014. This section splitsythe

So, this current

!
S
"
directly perigd.of re political instability. So, in the first period, which was
Y'

durim&ere political instabi@ﬁom 2011 to 2014, the number of companies listed

@Two companies stopped trading because of manipulation actions such as those
lo

bal Com. which registered in its financial reports non-existent assets of about

SD 5 million (PEP, 2016). Likewise, PEX also stopped trading the shares of the Arab
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Real Estate company due to the company's non-compliance with market rules and
instructions and the lack of disclosure (WAFA, 2016). Y"

On the other hand, in the second period, which was the post—se@tical
instability from 2015 to 2018, a new company was listed (Sanad compaﬂ%ﬂs means
the total non-financial companies listed in the post-crisis period WWcompanies.
Thus, this was sufficient motivation to examine the situation of CG¥mechanisms and
their relationship with EM practices during and post-sever mrftablllty

This study expected that CG mechanisms wou ay a i e role in

restricting EM during the political instability period. e other ha th‘a _@ames

under crisis are unlikely to engage in EM (K z an"2 Furﬂ%ore the
finding in Table 5.15 revealed that the4quality of as r@' effective in
constraining EM under severe pO|ItIN%I|Ity, whi Q@l%y did not do so.
These results were detected when t reg ate "}mstructed for AC and
BOD quality. These inconcl ults re a tmn |vat|on to examine the
influence of CG mechanis dividua prac under both situations, which
are severe crises and @ crlsl T s‘. zid aI analysis will give a deeper

understanding of th e of Cﬁ\M?E Iestl ettlng
&
C«)
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Table 5.19: Regression Results of CG and EM During and Post Crisis
Panel (E): During Crises Panel (F): Post-Ci

Variable Coef. P-value Coef.
AGROWTH 0.074 0.316 0.190 .
CASHFLOW 0.047 0.628 -0.530 %) ikl
FIRMAGE -0.028 0.010*** -0.054 0.000***
BODSIZE 0.002 0.409 -0.002 0.380
BODMEET 0.004 0.201 -0.00 0.037**
BODINDEP -0.052 0.090* -0.043 0.064*
BODNDD -0.053 0.031** -0.072 0.011**
BODRE&GC -0.040 0.000*** -0. 0.194
CEODUAL -0.013 0.274 0.148
ACSIZE -0.030 0.009*** 002 0.773
ACINDEP 0.081 0.010*** -0.011 ' 0.553
ACFEXPD 0.048 0.006% -0.0 0.431
OWNERCON 0.024 0.554 -0lo01 0.984
INSTIOWNRER -0.085 0.01d4** -0.070 0. OZ’
FOREOWNRER 0.051 0.00 01053 ’0. i
_cons 0.183 9 0
R-Square 0.72
Adjusted R-Square d 0.68?3-
F-stat \ 'NS'O
Prob > F %Ol
Observations 2 16

Kathari et al. (2005).
as from operating
k%eyear of the company
%members, BODMEETD
the proportion of non-
of foreign directors in the

unerations and governance
and chairman; ACSIZE = the

Notes: ABSDAC = The absolute valu
AGROWTH = Annually firm growth.

activities scald by lag total assets, F%
since establishment, BODSIZE =sthe

the annual number of BOD

executive directors in the BO% ND

BOD; BODRE&GC = the nce of

in the company; CEO AL?t\H'e duatt

total number of AC m 4 P he‘p rtion of non-executive members

in the AC; ACFEXP = the p ﬁgﬁf;ial experts members in the AC;
etot h

OWNERCONC = ercentage ares held by the block holders who
have more than total sharelof the . INSTIOWNER = the percentage of

shares to total own stitutional investors and FOREOWNER = the
percentage ofgar ot alc‘sz% gj\'vn foreign investors.
Panel (E) = regression results during the sever crisis from 2011 to 2014.

| ﬁﬁe sever crisis from 2015 to 218.

=

Panel (F) gression results p
&) v ¢
.&I (E) in Table 5.@0% that a negative and statistically significant

a 1ation existed between FIRMAE, BODRE&GC, BODINDEP, BODND, ACSIZE,
nd¥ INSTIOWNER, and EM activities during-crises. ACINDEP, ACFEXP, and

OREONER had a positive and statistically significant association with EM practices.

Also, the other CG characteristics have an insignificant relationship with EM practices
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for non-financial firms listed on the PEX. Interestingly and consistent with Khalil and
Ozkan (2016), this study found that non-executive members in AC exacerbaf?ﬁm
activities during the period of severe political instability. Therefore@smle
explanation is that large stockholders were likely to prefer weak ACs W&members
lack sufficient backgrounds, leading to higher EM (Khalil & Ozkan 6). The results
of panel (E) provide evidence that the negative relation betwe ODINDEP and

BODND and EM should motivate BODs to appoint more i irectors and the

diversification to boost financial report quality by mitigating the tlvmes in
- \
Palestine. E{\ | _i—)
Because some CG mechanisms are not tlyi ml@{fing EM,
regulators and PEX should consider that syshﬁm s to proved and
developed in Palestine to enhance th on mana nt ctlce lessen EM
during politically unstable S|tuat| ome I Ydu r)qfrhe crisis reveal that

N,

management may prefer ineff DsQather han %Qsc’t\lve ones to maximize a
S

company’s profitability an. until.the economy recovers.

The regression r%\ anel (F) in Tab “ 5\@3 n with the results of the main

d
model in Table 5.L&ery, tr ]
significant and megat etw IRMAGE CASHFLOW, BODINDEP,

BODMEET sﬂmlD, d IN IJW&E& with EM activities. These results indicate
that ol rk, high }Iow 1$re non-executive directors on the BOD, high

nal a sin Table 5.19 shows a statistically

meeﬂ&equency and a hlg&;fercentage of institutional ownership are effective

t ing mechanisms in a post-crisis period, which, in turn, reduces the level of EM

Q ities in Palestine. This means that these mechanisms constitute good motivation for
e

management to not engage in more EM to maintain a firm’s reputation and avoid

potential penalties that PEX, regulators, and auditors can impose on the company.
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Furthermore, this study provides supporting evidence that the characteristics of
the AC improve over time, as the signs of the coefficients of ACINDEP and A?P
were negative, which means that a negative association with EM practices@esent
in the period from 2015 to 2018. This implies that adding more non-ex members
and more financially experts to an AC may be better for improving its mentoring

function, which, in turn, improves the quality of financial rerrtN mitigating EM

activities.

5.7 Summary é I.\C}
th !% iations between CG

This chapter reports an empirical stuw
mechanisms and EM practices in Palestiniw fin mpanjéﬁ:'zs:ed on PEX
during the period of eight years fir hon t . Ac@ingly, this study
conducted two empirical models to@ve thﬂv' es f/.@éstudy and to answer

N
the research questions. The i odef' add

ses §mechanisms (e.g., the

w

characteristics of the BOD %ara

on EM. Furthermore% rren

moderating role o,f@al insia Hi

quality with E!\Rh sult

important p 'wsent dz;f lo (_/
X

Fi

o0 investigate their influence

msJof_t Pain del in Table 5.14, the empirical results tell a

sigrﬁj& of a connection beKv@ﬁ Cashflow, Growth, Firm age, BOD independence,

%}tionality diversity, BOD meetings, the existence of governance committee

Q RE&GC), institutional ownership, foreign ownership and show an insignificant
onnection between BOD size, CEO-duality, AC size and AC independence, AC

Financial expertise and ownership concentration, with EM. One possible explanation
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for the insignificant results is that CG systems in the Arab countries need to focus
attention on the unique characteristics of the Arab countries and their enwrovm,
particularly Palestine, which has been branded by a high degree of pohtmﬂ.%&)ility

for a long time. A

Second, in respect of the moderation model, the result showS an important
connection among BOD Quality, AC quality, and political u M with EM. The
result shows that BOD Quality and AC quality were reaso ezectl er in capturing

the associations of characteristics of the BOD and AC ‘\d

oderating ctt(@ltlcal

uality,.wi .‘ﬁ\e result
ooy &

indicates that political instability is cons atl theb\effe ivenes the BOD of

Third, the empirical results provide support for

O

unsteadiness on the association between BO

directors in constraining EM, weaken Eactlveness

next chapter summarizes the s@ﬁ rlma\«egult

contributions, and presents sug%for fﬂrther |e340
Table 5.20: Sum Nsultf am@/loderatlon Model
Hypothesis \/%S 'Exg e‘j Sltgur?l Results
HO1 BODSIZE (‘j/ i Supported
HO02 ET l % - Supported
HO3 IN % - Supported
H04 S - Supported

HO5 ! (—’ - Supported

HO06 ' (JC')+ - Not Supported

HO7 7 - - Not Supported
ACI .@

C i@ﬁigating EM. The

HO - - Not Supported
&, ACF Y- - + Not Supported
OWNERCO NV + + Supported
INSTIOWNRE@ - - Supported
FOREOWNRER + + Supported
BODQUALI - + Not Supported
ACQUALI - - Supported
H15 POLINS + + Supported
H16 BODQUALI*POLINS +/- +/- Supported
H17 ACQUALI*POLINS +/- +/- Supported
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