CHAPTER 4 Y-
\

RESEARCH HYPOTHESES AND METHODOLOGY

4.1 Introduction q

The development of hypotheses and the research methodology is the most
important section based on the conceptual framework. T ms 'are used in this
study. The first is agency theory, which is the main theo ed t ex nature of
the relationship between the independent variables dependen r’ab_{e)\Then
political theory was used beside agency the la orafe %Ts of the

moderator variable between the |ndepend vartabl an epen arlable The

other purpose of this chapter is also tow ate the ge ap %h of the research

Process. (0 Y ,<\
N\
Thus, this chapter is d|V|%seve9al section

S, a@lows. Section 4.2 offers
the conceptual framework huda
a

/

ections4:3 consists of the hypotheses’
development regardin eptual me :)‘rk S&ion 4.4 illustrates the philosophy
of the current study ile thiE:’}?\s\ e ap h is presented in Section 4.5. After
that, Sectlon 6 Cuss 'rese de5|gn operational definitions, and
measureme V. |abI Sec n Cj}e cribes the econometric approach, while the

model |onsﬂf his"stud eflned in Section 4.8. Section 4.9 summarizes

the r. \c.}'

d& Research Conceptual Framework
The research framework was constructed and developed according to prior studies

and CG theories, such as agency theory, which is used as the main theory to explain the
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association of CG mechanisms with EM practices. Moreover, the study adopted
political theory to discuss the moderating effects of political unrest on the rela
between CG mechanisms and the level of EM practices in Palestinian r@nmal
listed companies.

Two relationships are explored to achieve the research obm. The first
relationship is shown in Figure 4.1 below in which the agency_theoryhas been used to
examine the relationship between the CG mechanisms (B er;t ristics, OS, and

AC characteristics) and EM practices. In this study, repr se.Pﬂs\trdjependent
L ]

variable, while CG mechanisms represent the indepe

and cash flow from operating activities are repr

Figure 4.1 below shows the main m

relationship between BOD character&;)e, meeti nde@.’fence nationality

diversity, the existence of remuner nd ove co m‘@tee and CEO-duality),
S

AC characteristics (size, mda%e, and financial <e-JQQ:E'L?rtlse) OS (institutional
ownership, ownership con Mn,J\A n

o

hlp), and control variables
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BOD Characteristics
- Board Size 2
- Board Meetings \
- Board Independence (')
- Board Nationality Diversity —\

- Existence of remuneration
and governance Committee

- CEO Duality \,

AC Characteristics
- ACsize
- AC independence
- AC financial expertise

Earnings
Management

Ownership Structure Growth
- Ownership concentration \/ 0\ Firm Age
- Institutional ownership C/ Cashflow
- Foreign ownership

\3 Y
Figure 4.1: TEC ep ra or@he Main Model
4]

TS

-
Figure 4.2 shows the MageFati of @ﬁolitical instability on the
al:tya

relationship between B% AC quali Mﬁtices.
: 2

& [ Political Instability }

BOD Quality
Q’ l ¥ 5| Earnings
% ’ D)} Management
AC Quality
Growth

Cashflow
Firm Age

Figure 4.2: The Conceptual Framework of the Moderating Model
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To conclude, this study suggested 2 models due to avoid multilinearity problems,
used different measurements, and based on prior literature, Abusiam (201
Makhlouf (2017). The moderation model has been published in a Scop@al in
March 2021. The composite measure in utilized to make deep an ehensive
understanding of the CG effectiveness and its influence in the constraiging or boosting
the phenomena of EM practice in Palestine. \,

\Y

4.3 The Development of Hypotheses \d
"X
e

Based on the theories mentioned, prior literature, apd the RCC h‘h

of this research have been developed, as show ' 4 \Y
c\/: \ =) év
43.1  BOD Characteristics \

SES

This section is related to the ﬁ@?teristics qD, r],:'l\%fding BOD size, BOD

N
meetings, BOD independenc%Dualﬂy, na@ality diversity, and the
\m &
commit

remunerations and governa I S

be developed accordi ch theary, Cb@ prior literature related to BOD
4 ¢ &

characteristics and&lﬁ%elatiorls \m.t EMégjollows.

N
N O 5
4311 Size 4 O
\
N%tious& ies have s&?sidered the size of the BOD as necessary for

(S

managing a company with hi@iciency. According to agency theory, a large BOD

ce. | section, the hypotheses will

c & to difficulty and complexity of coordination and decision-making, leading to
educing BOD effectiveness, thus damaging firm performance (Fama & Jensen, 1983b).
asud et al. (2017) argued that an increase or decrease in the number of BOD members

is related to an increase or decrease in agency problems. Therefore, a smaller BOD size
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may enhance the BOD oversight function over management, and a larger BOD size
leads to more agency problems because it loses control of the company's manav.
Conversely, the resource dependence theory has suggested that a larger @HII be
more effective in monitoring due to more knowledge, experience, and'%ons from
different sources (Chaganti et al 1985). Y'

Given the importance of a company's BOD, the su&~ BOD has been

examined by much CG literature (Gonzalez & Garcia- 4)' Hence, several

previous studies examined the association between B ize and ctlces but
these studies have obtained different results. Several studiges have bee udd @arger
boards are associated with minor EM practices es,Z\ Q@TEbrahlm

2007; Ghosh, Marra, & Moon, 2010; Habb :

& Dadalt, 2003). Conversely, Yern& h@G) has

performance of companies was n eI ass\’ate w,

idson ’®\'& Davidson
en@hat the financial

b(ls)‘oard size. Moreover,
Waweru (2018) found that the e ha a positive re@%t‘)nshlp with the practices

\m &
of EM. So, a smaller sized b?. S H’,) effective i @parison with a larger board.
se stu

According to these ar%
positively correlaﬂEM@ ahrréﬁ.& Mohamed Ali 2006; Jaggi & Leung
2007). &

&)
In suE: s rem S‘B w the most used characteristics of BOD in

vera 's' h ocumented that board size was

~N

investl relationshi |th performance and EM as well. In some cases, a

gﬁé D size has been fou@énhance the best resources and expertise and restrict

nd CFO from practicing opportunistic behaviors contrary to stockholders’

Q ests. In other research, a smaller BOD size was found to maximize the capability

f the board to exercise its monitoring roles to improve board performance in a company
(Gkliatis, 2014).
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According to the perspective of agency theory, Alves (2011) and Ghosh et al.
(2010) argued that a larger sized BOD will lead to the reduction of agency pn?m
and will focus more on monitoring management activities. According to P@ﬁow),
the board must comprise not less than five members and not more than embers.
Hassan et al. (2016) found that the number of directors ranged from embers to 15,
with a mean of about 9 directors for the Palestinian non-fi nwa‘ted companies.

Hence, based on the discussion above of agency theory;, has posited the

y

———

%

following hypothesis:

HOL1: There is a negative relationship between th@‘BOD d i‘
non-financial listed companies. Y. \"

4.3.1.2 BOD Frequency of Meeti ) é

Based on the agency theory p tive, the\r&Wn on BOD members is to
N

monitor management behavior cedures to ghleviat ncy problems, according

N

i’

",

to their periodic meetings tg.disc a[ s matters a & Jensen, 1983Db). As the
g umber o

suggestion of agency higher f@D meetings will lead to less EM
4 ’ &
practices. Subsequ w_iptorl \ES( ch(1 and Vafeas (1999) have documented
'r%ﬁf

that a high frqu meeti '
Comyvorifs

itoring fun 'oﬂ'm@ fficiently. The regularity of BOD meetings

d by(t’jmé’BOD leads to an effective BOD, which

can practice t

% \
will EX‘,% ppo it pl’ direé\ors to deal with the prilnary issues and correct
P otjg&hat ould appea (Bae@fdd' 2011)
I cou ear In, .
\

%\hwever, prior literature has produced inconclusive results related to the
i0

d nship of the frequency of BOD meetings and EM practices, although most have
und that more frequent BOD meetings will lead to the mitigation of EM practices

(Almasarwah, 2015; Anglin et al., 2013; Xie et al., 2003). A high number of meetings
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held by the BOD annually is considered evidence of good transparency, a good CG
situation, and high levels of communications among different managemenwm
(Asmar et al., 2018). Similarly, Basiruddin (2011), Gulzar and Zongjun@ and
Abbadi et al. (2016) found a positive relationship between the number meetings
and EM practices. However, Ngamchom (2015), who conducted aWin Thailand
from 2009 to 2013, found no relation between the number of ar}ﬂJetings and EM.

The PCCG requires the BOD of listed firms to meet r: rly to d"scuss the firms’

issues, but the code did not specify the optimal number o tings. Aﬁss@dal. (2016)

X
found that the frequency of BOD meetings rangeo@vinim 0 tola ‘r@mum
of 13 with a mean of about 6 board meetings r%w O% in Palestinian non-

th \Y

financial listed companies on PEX. Basedw iscuisio bove ;@gency theory,

this study hypothesized that: N\

HO2: There is a negative relationsh@Sween t \um?er f@rd meetings and EM
S
in Palestinian non-financialsh companiesy « Q-

\
4.3.1.3 BODlnderﬁng- ’ S

4 ’ &
Based on th rceptior] cy tgxy, BOD independence refers to the
presence of nonsgxecUtive di aco y’s BODs (Fama & Jensen, 1983; Abed

¢

et al., 2011!: %al studies e*o@?nat companies whose BOD has more non-
embe

NN
executi\% rs dre_effective i@onitoring and controlling firms’ activities and

con%EM practices (Jag ic%"T sui, 2007; Cornett, Marcus, & Tehranian, 2008).
%g to agency theory, a high number of independent members serving on a board
edas t

: 0 a better ability of a board to monitor the management effectively (Davidson et
., 2005). Fama (1980) has stated that a high number of insiders on a BOD leads to

weaker monitoring of firm performance.
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Accordingly, Klein (2002) found a negative relationship between EM practices
and the level of independent directors on the board in the United States. Similavs'e
et al. (2003) found a negative association between the BOD’s indep@ and
discretionary accruals. In a study of the United Kingdom, Peasnell et al: detected
a negative association between independent directors on the B and earnings
manipulation. Also, Niu (2006) conducted a study in Canad fMOl to 2004. By
applying the Kothari et al. (2005) model to detect EM pra aY:e pirical analysis
has found a negative relation between CG mechanisms the practi EM. The

X
results of this study revealed that the level of@depen en ds @Iated
4
&

negatively with the level of EM practices.

Others have studied the impact of ide, dire

the B@Sr: a Western
context. For example, in a study of ‘@ompanies, regl@&OlB) argued that
independent members were more @ve in e\‘mgm j@\lation and overseeing
executive management. He ar%t co%pani «wit%\ependent non-executive
members were less likely t mage i rrepoi&bnormal accruals. In similar
results, Idris et al. (20% ed evi]enc rom S@anian listed firms that a negative
4 ’ &
relationship bethd ind\ipﬁc and &practice of EM. They proposed that a
higher percentae\ boare. i 'ende <'Q’Was associated with more effective
monitoring %rain I\/I‘ btfgsh(z;a Alghamdi (2017) provided evidence from
Saudi A% t a high_number oftﬁependent members in the BOD was negatively

AN RN 4
assogiated with EM practice s@cantly.
%\1 the other hand, a few studies have found that there is no statistically significant
elati

ionship or positive association between board independence and EM practice

Qbed et al., 2012; Hsu & Wen, 2015; Soliman & Ragab, 2013). Similarly, Hsu and

Wen (2015) found that the relation between BOD independence and EM was positively
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associated based on a sample from Chinese firms listed on Shanghai and Shenzhen
Stock Exchange Securities Market. However, Abed et al. (2012) found that inde
directors on the board were not significantly related to EM practices ir@. An
evidence from Egypt presented by Soliman, and Ragab's (2013) docun@kthat there
is no significant relationship between board independence and EM. Y'

Good CG requires that a BOD has independent directors, Basethon agency theory
perspectives, Fama and Jensen (1983) and Fama (1980) ar that a board, which has
several independent members, would be more capable,in orw inanagers

effectively. In other words, independent members ha etter apilit cbn@ EM

practices. According to PCCG (2009), the BOD rs s% old a@zgxecutive
positions in the company. Hence, based onﬁ&dij ussioT above of Vz~theory, this

study hypothesized that: \) é

HO3: There is a negative relationshi betwee\beawd [ @ ndence and EM in

N,
Palestinian non-financi omp%nies. q <£?
\ N\’w
N
4314 BOD NatiofalityDiversit :' )
&

So far, few &bﬁf}\s ha\@ d thgnpact of diversity of nationality (the
proportion of fow mb ) ortﬂ-%/effectiveness of the BODs and the firms.

!

¢

Accordingl &)Jrre st:% !ﬁe (iBs?in Palestine to address the influence of the
;te

%s

N

proporti ig P int OD on the practices of EM.
Yv

e studies have adke%dd the nationality diversity of the BOD (See, for

@b, Du, Jian, & Lai, 2017; Hooghiemstra, Hermes, Oxelheim, & Randgy, 2015;
G im & Hanefah, 2016; Makhlouf et al., 2017). Du et al. (2017) found that foreign
irectors were associated negatively and significantly with EM in China. lbrahim and

Hanefah (2016) found a positive relationship between foreign directors in the BOD and
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the level of CSR disclosure in Jordan. On the other hand, Hooghiemstra et al. (2015)
examined the impact of the presence of a foreign BOD member on EM by

sample of 3,249 firm-year observations representing 586 non-financial I&%ﬁordic
companies from 2001-2008. They have found that an increase in for irectors on
the BOD will lead to an extremely higher level of EM practices. hermore, they
provided preliminary evidence that a variety of knowledge in accounting produced such
influence. Their studies indicated that it might not be essen n bene'ficial to appoint

a foreign director to the BOD. .\d

"X
From the agency theory perspective, the greater sification of HO@ds to

ItO% ions, b{/&se BOD

diversification leads to more BOD indepe ce eduoﬁng ncy C@Earter etal.,

a more considerable improvement in managem

di\éﬁy would provide

,@ormation, legitimacy,

2007). The resource dependency the mted that

the board with additional necessam@surces su\asE%

N,
and access to key networks (0%0169 Thergfore, <.Z;VQ("@?US directors will provide

deferent unique informatior*;%ma:l entto im e decision making ( Ibrahim
& Hanefah, 2016). Reg% theB{\mﬁ)}léli@versity, the resource dependence
&

erspe GMe

<

'BO[C}%feducing agency problems and conflicts.

¢
Based on thE i%ents entio d&bo&:‘;ﬂ]e following hypothesis is posited, as shown
D')!

theory perspective is‘in.the line of agency theory. So, the foreigners

the BOD might.strengthen t

"
below: % é\
HO4; e IS a negative rela |0@9h|p between board nationality diversity and EM in

%\Iestinian non-financial listed companies.
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4.3.1.5 Presence of Remuneration and Governance Committee

The studies that have addressed the role of the remuneration commw-'m
mitigating EM still very few. Jiamsagul (2007) showed a positive associa@/veen
the presence of remuneration and nomination committees and firm ance and
argued that the existence of this committee might reduce agency problems and increase

transparency. Laing and Weir (1999) have argued that the cwies with audit,

remuneration, and nomination committees perform better se that do not have

them. In other words, Hoitash et al. (2009) argued that co Mld lead to

@

Yv
re has loffe ejn@ that
thee{' SS a@.é BOD.

RNy

the enhancement of BOD effectiveness. The prior li
the presence of a remuneration committee can

In the United Kingdom, Habbash
remuneration committee and EM pr% contrast,™i
found a negative association betw@&e presen\igre

une tion committee and
N,
Olléaported that there is an

EM practices. in terms of Saudi ia, ﬁaba
association between remun hm
was insignificant. Likewi ZI-Gha

4 ’ &
between remunerat'w norrli N mmg%nd the magnitude of DAC.
Accordingio PCEG

eesand E ractices, but this correlation

i( 15) a@ found insignificant correlation

( ' Boﬁéuld establish a remuneration committee
¢
and govern C es_to elg ti&ja)D to set a remuneration policy. Also, the
NN

mit
BOD s% m a gover e cowﬁttee for the sake of controlling and monitoring

he ation of the CG rul me remunerations committee will play the role of a

‘@nce committee in firms in which a governance committee does not exist yet.
T c

—

: , consistent with the agency theory perspective and based on the above arguments,
e current study argues that the presence of remuneration and governance committees

may mitigate EM practice. Thus, the following hypothesis is posited, as shown below:
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HO5: There is a negative association between the presence of a remuneration and

governance committee and EM practices in Palestinian non finanuaW

companies. (‘}
43.1.6 CEO-Duality Q

In accordance with agency theory, the separation of the positiomwof chairperson of
bZdun

the BOD and the position of CEO is necessary (Olusola '2013). Agency

theory argues that the combination of the role of Chair nd Wndividual
L ]

-making protess a_@\)?npair

en e it isdi cul@etect the

e ir /CEO@E;rms his/her

duties independently or serves hls/he\ rests (Bo wat@%3) Furthermore,

(CEO Duality) permits this person to dominant the de

the role of BOD in monitoring the chairman a

opportunistic behavior of the CEO and whether
CEOQ Duality decreases the monlt(ﬁgsrole e of b\{\BOD and increases a
CEQ’s domination of a board ( "1993). mgl@%man and Mohamed Ali

(2006) have argued that th%]d T person pg must be separated to make
a tt

CG more effective. Th% ted ; he uth in the hands of a CEOQ, the more

likely that CEO w '@sny er N he E actlces to achieve personal interests
and compensatl S %

N
e
Also, r stu es h JOC@ ted a positive association between CEO
\
hg

duality d ractige.of Roo@shﬂ&Chashmi,ZOlO). For example, Alghamdi

-

(20 und that EM was K r when the chairperson holds the CEO position

S eously. Veprauskaite and Adams (2013) conducted a study in the United
Ed

Q om and found that CEO duality negatively affected firm performance in UK
rms. The argument was that this could lead managers to practice EM to improve the

financial performance of their firms.
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Others have studied CEO duality as well. Klein (2002) investigated the
relationship between EM and CEO duality in the United States. She found a sigw
and positive association between CEO duality and EM practices. Solima@agab
(2013) found a significant and positive association between CEO dﬂ;ﬂ‘ and EM
practices in Egypt. Similarly, Chi et al. (2015) investigated the assm)n of family

firms with EM practices in Taiwan. They detected that CEQ M had a positive
d

relation with EM practices. However, Rahman and Mo li (2006) found no

positive association between EM and CEO duality in ian | st&ﬁchanies. Ina

Ballesta 9) K@Y:hat
M.wefe sa ‘Hﬁg Issues.
N2

he B@Bc:r any other

the@rto achieve more

d@sed on the arguments
N

O and chairman position

ho@his role is often assiK 0 a subcommittee of the BOD, which is AC. Indeed,

a% lays an essential role in the internal CG of public corporations because it is
i

G tors the financial reporting process to offer relevant and credible information to
e company’s stakeholders (Pincus et al., 1989). From the agency theory perspective,

the AC is to work as an effective monitoring mechanism, which is dependent upon its

138



independence from management. The committee should have members with financial
expertise, has sufficient directors, and conduct more meetings (Carcello et al., T

The existence of an AC is considered an indicator of higher qualit \hormg
and may reduce the occurrence of opportunistic behavior and EM ﬂ;@es Prior
studies have shown mixed results concerning the relationship betwee&fe' AC and EM
practices. For example, Lin and Hwang's (2010) meta-analysis fotnd no significant
association between the existence of AC and EM practice y;r

: ,some argue that

the existence of AC provides direct communication bet the Owe external

@

Some perceive that this leads to higher quality

The argument is that the existence

Cs %ads e BO@@ improve its
performance, and investors will gain M&dence in Iueé"orporate financial

statements (Juhmani, 2017). Furth e, the e % 0 &C\may reduce the EM
practices of the managers (N DeV|, 2013). Supri (2017) has reported a
negative association betwe he

&/
ctic sf}hls finding is consistent with

Inaam and Khamoussi % ho fo ld a g‘dtl b Iatlonship between the existence

of AC and EM pra
P *\ I

In the Pa tin 'san (2016) showed that only 26% of non-
financial Pa | listed flr h&%l aQ(;A% This finding indicates that most of these
corpora s till With 'ACS y also found that the existence of an AC had a

negﬂAmd significant mpa@“ﬁrm performance.

cordlng to PCCG (2009), the BOD of the firms listed on the PEX should

Q lishan AC. Thus, consistent with agency theory and based on the arguments above,
i

s study argues that the existence of AC may lead to a mitigate EM practice. Thereby,
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the current study will address the AC characteristics (size, independence, and financial

g
O

The size of AC is a significant characteristic and has an essential role in a firm.

expertise).
4321 Audit Committee Size

The size of an AC is essential for the sake of composing an.ifm AC. However,

several studies have reported mixed results about the size 0 ano'its relation with
EM and financial reports quality (See, for example, Al-Najjar, 2014; w & Elijah,
L ]
_ _ N4
2015; AbuSiam et al.; 2018; Mohamed M Soliman & b, 2014). J _{')

In a study of the United Kingdom, Al-Najj

1) has indicated thatithe larger
(ool

g m?ou to 3@3\;% the top

management and increase the quality 'naaial report a @ﬁer AC. Ayemere

and Elijah (2015) conducted a study@ﬁj onasa %5 l)q'g\erian listed firms from
;‘;gz N

2006 to 2013. They reported tha%e constrain M gé‘ﬂices, and they added that
\SM be mi‘t§}|ze and EM.

a significant inverse relation.exi

Mohamed et al. zvestig edt r[ela@ship between EM practices and
4 ¢ &

the effectiveness of AQy usirl \hst d coganies in the Egyptian Stock Exchange

from 2007 to Zo@y fo nifiﬁ;&éssociation between the size of ACs and
[

size of ACs might offer more robust

e is a negative asso& with AC size and EM in Palestinian non-financial

\ted companies.
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4.3.2.2  Audit Committee Independence
As mentioned in chapter three, AC independence is a crucial characteristic
which several previous studies have used. The independence of an A@Iy is
associated with the effectiveness of AC (Hamid, Othman, & Rahim, 2 oreover,
independence could be an essential attribute to increasing the degRgf quality of
financial reporting (Dimitropoulos & Asteriou 2010; Siagian & TreShaningsih 2011).
Hamdan et al. (2016) have elaborated on the role of i ke.nt embers of ACs

in industrial listed companies in Jordan. Interestingly, they have thhere was

g
nce. They ir‘eg@ACs
the\oy]'er hand,

no relationship between earnings quality and AC inde

in Jordanian industrial companies are not f
Davidson et al. (2005) reported that non-executi

role in reducing the manipulation behavi %1

Several studies have found t)’ﬁq @\rrmittee members lead

to better control. For example, %y Jet%en
fewer independent member mACl @nting fraudulent actions. Xie
et al. (2003) reporte(%tt independe "A[C@mbers play an essential role in

4 <Q
constraining financ'&@ortingll \Dla ties.ﬁaed, several studies have documented
the existence ofanore‘indep

ecto@#’an AC mitigates EM (see, Abbott et al.,

!
Iiﬁabg)Ragab, 2014). However, other studies have
NN

2004; Kle@Moh m(;d,
reporte% re is}hcbsj}yicamﬁociation between EM and the independence of
Acﬁ_in, Li, & Yang, 20 @ahman & Mohamed Ali, 2006). In this context and
‘$bnt with perspectives of agency theory, the current study posits that:
- There is a negative association between AC independence and EM in Palestinian

non-financial listed companies.
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4.3.2.3 Audit Committee Financial Expertise

Accounting or financial expertise is considered an essential characteri r
members of an AC due to its field of work in the firm. Most prior studie@iven
attention to the financial expertise and knowledge of AC as eviden ommittee
effectiveness. Zalata, Tauringana, and Tingbani (2018) argued thatwoﬁ the critical
monitoring mechanisms was financial expertise on an AC. The Mnd a significant
relationship between financial expertise and lower EM. Als@; mv association has
been found between AC financial expertise and the practices.of E (w‘& Elijah,
| &
Many studies have investigated financi ise_and d tt@ﬁ'uality of

he ass@;ii&on between

d <<ta-analysis of 90

2015).

financial reporting. Bilal, Chen, and Kom 0

earnings quality and AC financial eW)I hey con
studies using a total of 165,529 f(%ear obse\bio

W i ,tﬁe\United States. They
N

reported a significant and robu e assQ)ciati etvzlzgc@earnings quality and AC
financial expertise. \ ¥ \A

AbuSiam et al. ( cvided Ire most fe@evidence of Jordanian industrial
4 ’ &
firms. They exam,ig:% rela\t‘::}f‘p@ EM éactices with the financial expertise of
!

AC by using a s% f 44 urin B%‘hpanies listed on the ASE 2012 to 2016.
s ¢
a

They found ve and signi 'ca{t relza-%nship between the presence of AC financial
\
experts %hract&i M. Q\
G (2009) staid tha@ﬂ(C must include at least one financial or accounting
e%\n; d added that this financial expert should be a non-executive and independent
ber. Thereby, the current study posits the following hypothesis.
09: There is a negative association with AC financial expertise and EM in Palestinian

non-financial listed companies.
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4.3.3 Ownership Structure

Based on the agency theory perspective, Jensen and Meckling (1976) argw
a high proportion of concentrated ownership could lead to the minimizati@ency
costs, problems, and divergence between stockholders’ interests ﬁévnanagers’
interests. The following section addresses three types of OS, incw ownership
concentration, foreign ownership, and institutional ownership, The fypotheses related

to this are developed according to agency theory, PCCG, rZr literature related to

OS and its relationship with EM. '\d
oLy

! _\‘—}
4331 Ownership Concentration \4' \T
The concentration of ownership is a fagasureme prop;%‘c;‘n~ of ordinary

shares held by largest stockholders inw y. Porta 4 (1@%nd Hassan et al.

(2016) have suggested the ownershﬂgscentratl xge eratera real conflict due to
A N

the agency problem that the %(atior@ of nersrzié?reates. A high level of
ownership concentration Ma op rtur@or majority stockholders to
exploit the firm's resm%p%:ori}j:he i t'st'esiéf minority stockholders (Shleifer
NI

Accordin% age 'y p@@ctive might be proper in the case of
Palestinian %ies ca‘us hJOV(r-lg hip is concentrated in the hands of a few
instituti@%torff mi fnembés\and other individuals. Thus, this result does not

isihe

len rt to agency theory q{@tates that institutional investors who have substantial

& Vishny 1986).

0 \hip can influence agency costs and hence the corporate performance (Hassan et

G 016). Dwaikat and Queiri (2014) investigated the relationship between the OS and
er

formance of 31 companies listed on PEX from 2008-2012. The results reveal that
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ownership concentration was significantly and negatively associated with the financial
performance of the firms. Yv

Others have studied this relationship in the context of other countri@tock
markets. Fan and Wong (2002) studied East Asian economies of Hong donesia,
Malaysia, Singapore, South Korea, Taiwan, and Thailand. They reported that the
concentration of ownership was associated negatively with the quality of earnings.
Yunos et al. (2011) found that ownership concentrati ‘g;s iated with the
lowering of accounting conservatism in Malaysia. Rah and o.%ql%li (2006)

o
antly

offered evidence from Malaysia that board inde nce was }ig

p{ |on..Q§rthe other

associated with the practice of EM due to hig

Y.
hand, Kamardin and Haron (2011) suggeﬂgw rship@ncentration in

Malaysia may lead to effective monito\%niques, whi ens@he interests of the
majority and minority stockhold@Sonverse\M%r @Hlegas et al. (2018)
a% fe 4@3\

-

documented that severe confli en the minority SE(/ olders and the majority

stockholders may emerge f \mnce]r 0 ners@ a study of European firms.
Klai and Omri (2011) %t

of financial reports Qmpanie

that block own /h&ma ality e‘f}iﬁancial reports.
S
Abdel ‘Hw)nd )

lawn (éOCR} ound a negative correlation between the
concentration 6f owngr

B

b V\@'CG mechanisms and the quality

F &y

sted on thé&nnis Stock Exchange. They reported

associatio

NN
ales&'&an firm listed and their performance. In a report,
Y | |
PC 015) elaborated that{@(ﬂ of the total stockholders of listed companies PEX
c Minate themselves for membership of the BOD; otherwise, 89% of total
toekholders cannot be nominated. This is evidence of the high level of ownership

oncentration in Palestine.
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According to the arguments above and consistent with agency theory, the
following hypothesis is posited: YV
H10: There is a positive relationship between ownership concentration@M i

Palestinian non-financial companies listed on the PEX. A

4.3.3.2 Institutional Ownership
Institutional ownership is considered a critical h;ism' in controlling

management discretion, which, in turn, leads to the mttigation f.‘asqdcosts and
L ]

problems (Gonza'lez et al., 2014). An institution

estor play, fit@‘g in
rs liké | tockholders may
W k@"

eing r@gement (Ping

monitoring management behavior. Institutionalgi

have more power than small investors to ga en

& Wing, 2011; Hassan et al., 2016; \;a Mousta OY)écordmg to Attia,

Lassoued, and Attia (2016), msﬂtut@ﬁnvestor }Q\monltormg managers

and reduce their manipulation Qéountfhg n nted in financial reports.

Several studies have 0 d tl tion @/estors tend to invest their

money in firms with m ende tdirec rslln OD (Al-Jaifi, 2017). Relatedly,
4 ¢ &

Bao and Lewellyn 7) haviﬁ*h t ms&% nal investors are more sophisticated

and rational sto ho ore ill be able to analyze the performance

of compan Ef o atel and befteb‘?able of detecting accounting misreporting.

Accord%

b the high numb @ﬁ held by the institutional and, th minimizi
e Yy the nign numper ares ne Yy the Instution nd, thus, minimizing
\

ssange 16), m;hlnanual performance of a firm will be affected

Cy Cost.
Previous studies have had mixed results when investigating the relationship
tween EM and institutional ownership. For example, Farouk and Bashir (2017) found

a negative association between EM practices and institutional ownership in Nigeria.
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Accordingly, Almasarwah (2015) conducted a comprehensive study in Jordan and
addressed the majority of CG mechanisms and their relation with the level

practices. He found a negative relationship between the percentage of@ional
ownership and EM practices. Bao and Lewellyn (2017) also fo negative
association between institutional ownership and the activity of earnw a study of

1200 firms in 24 emerging markets. Anwar and Buvaneqemlg) (Anwar &
vamen

Buvanendra, 2019)(Anwar & Buvanendra, 2019)(Anwar d'a, 2019)(Anwar

& Buvanendra, 2019)(Anwar & Buvanendra, 2 An r.\s\évanendra,

oy
2019)(Anwar & Buvanendra, 2019)(Anwar &%ndra, 019)have @nted

evidence from Sri Lanka by studying the infl ownershi ct@] EM on

the non-financial listed companies on CSE; found nwat I 'tutior@‘/\/}erships are

effective in mitigating EM activities. \) é

On the other hand, Lemma@?ash,ﬁ\g,ya%d u@ged (2018) found a
N,

significant and positive relatior%lwee institutional ership and real EM in a

&
study of non-financial firmsﬁ mur’ji arouind the @Id for the period 1995-2016.
st

That means the institut%w

4 ’ &
makes pursue the gers to\lﬁffﬂ ore . The current study will address the
institutional owngrshipyin P i
N1 e N
In fac 5@

re two ty of{g@conflicts: type I, which is a conflict between

ors may f us‘ona)rt-term earnings, which, in turn,

exp ts effects on EM practices.

NN
shareho% manager d typéﬁ'l, which is a conflict between the majority and

ming&@hareholders. Instit@fal ownership can strengthen the monitoring on
%nent by minimizing agency conflict which contribute to increasing the
& ility of financial reports. According to agency theory perspectives, institutional

ay minimize agency conflicts between shareholders and manager and consequently
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minimize agency problems. From the explanation, the following hypothesis is

proposed: Yv
H11: There is a negative relationship between institutional ownership%\h/l in

Palestinian non-financial companies listed on the PEX.

4.3.3.3 Foreign Ownership

Foreign ownership is another factor that prior EM stu Ze ex'amined. Foreign

investors are expected to have different and more expesience hw investors.
g

an their local {o@ arts.

Therefore, foreign owners can monitor manag eh% ffecrij@y due to

their experiences. Subsequently, a high % fmfign wners@gads to the

mitigation of agency costs to the low vel (Hassan et 01%3<

However, empirical evidence%e assommt en:}DVEign ownership and
E Z N,
EM practices have been mixed%.ldy &)ndu int igerian context, Isa and

&
Farouk (2018) reported tl’% th |g] rei ow@ip proportion would likely
constrain the exercise ipulative practi es'o;h@nagers. Conversely, Farouk and
4 $ &
Bashir (2017) fowmeiﬁm ip hﬁa@ositive and significant influence on
EM activities i*i ia. Si 'ously %(rveen et al. (2016) found that director
ownership Es&@ly dsi
activitieQ, e

infl the tendencies of ipulation activities of managers in Pakistan. An
g

Foreign owners usually have more varied experien

"
mahage )Nhile&reign ownership positively and significantly

e N& from Sri Lanka presented by Anwar and Buvanendra (2019), found that
oreign ownerships are associated positively with EM practices.
In Palestine, foreign owners are very important for the companies listed on the

PEX, working under a complicated political situation. Foreign investors provide the
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Palestinian stock market with the various experiences and innovative ideas required to
maximize the productivity and overall performance of the list firms. Indeed, twb(
performance has significantly developed over the last two decades; how%\ still
needs to reform fundamental CG matters and comprehensive disclosu anetal.,
2016). Y'

The high degree of ownership concentration in the Palestinian*firms has affected
the firm performance negatively. Consequently, the Pales ';Y;olny has suffered
from a liquidity shortage, which causes a lack of confi ein he.‘Qd(‘ence, the

Palestinian economy is required to open up corpora to attract itibr@reign

investments and, in turn, improves the quality tl\& A@F karim &

Alawneh, 2009). g
Some prior studies have been @1 in the le @and Africa. For

example, Farouk and Bashir (201 nd that forei To

@ﬁp had a positive and
S

significant influence on EM s |n ng ian “453'1' companies. In Jordan,

Almasarwah (2015) found%- ig itutional I’Shlp was significantly and

positively related to M e mdl}/ﬁ)rbl nership was significantly and
ol

I meﬁéﬂna higher foreign ownership appears

n’vm} hip on EM. So, the following hypothesis is

isa posmve relatlo@lp between foreign ownership and EM in Palestinian

positively related &K(I)evel of

to be associatedqwith . efor. éé ording to the discussion, this study will
S

‘é ted non-financial companies.

!
investigate EE&Dence of for
p03|ted b g V)

oy
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4.3.4 Board of Directors Quality
Amrah, Hashim, and Ariff (2015) have argued that the main body of CG

to play a monitoring role and deals with agency problems to mitigate then@rding
to the agency theory perspective, the BOD is one of the essential mechaﬂsko monitor
the acts of managers to maximize the stockholders' interest and wealth.indeed, the BOD
plays a crucial role in reducing the information asymmetry that decreases the level of
the agency problems. In addition, the effectiveness of the ys 1 significant role
in protecting the interests of stakeholders against nage ewt;-interests

Yv

D is tolproyide fhe Semipany
inde\ﬁs' akin@improve
T

Number previous studies have\ hat the e mré%f a BOD in its

monitoring role leads to an increase%

N,
appropriate to hypothesize that ive I assis@onstraining EM (Klein,

(AbuSiam et al., 2014b). The other primary role of th

with the requested various resources that are b

gtéﬁtatements. Thus, it is
2002; Anderson et al., 200 MiaT 014@3% on the discussion above,
t

it is expected that if th nts exist as grbup)ﬁs will boost the monitoring role

d &
N iIityé_manipulation of accounting values.

of the board in wamg t'1
Chobpichien, I—w dl ; l008)C§f‘érd, Brown, and Rodriguez (2009), and

¢
AlQadasi (2018) ha r!’po@d that it is essential to deal with governance

NN
mechan% group.of hanisé} to maintain stockholder interests because these

Y-
CG m&nisms may be supp e@ﬁtary to each other.
%\veral prior studies have addressed the BOD characteristics as a group and used
ggreg

Q ate measurement to measure the BOD effectiveness (see, Amrah et al., 2015;
illan, 2011; Makhlouf et al., 2018; and Hashim & Amrah, 2016). These researchers

agreed on the importance of using the composite measure for three reasons. First, using
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a comprehensive measure combining the board characteristics to avoid the limitation in
using them individually is a better method than look at them individually.
individual mechanisms might provide mixed and contradictory resulqm an
aggregate measure provides accurate results. Finally, a complemenlﬁNationship
exists among the overall mechanisms. Hence, it is better to create a c&p?site measure
to evaluate board effectiveness because the mechanisms are i rv\eien variables.
AlQadasi and Abidin (2018) investigated the ro r&e. c’)ncentration of
ownership in the relation between CG mechanisms an it qu itw‘udy‘gealt
with CG mechanisms as a composite metric and %@ each fact sto[f}hging
from 1 to 10. The study found that firms with hi nc% ner@vere less
likely to ask extensive auditing. Garcia-Toreagt al 20161 in igated@;zerffectiveness
of boards of directors in ensuring the rests of both s oldé%nd stakeholders.

The study showed that stronger effe@sboards \m?re pez%sted in addressing the

N,
interests of both the stockhol othgr sta Ide@ence, they proposed a

<

characteristics of the b% gn}J ’l 0'
L
Dhaliwal, Na'wnd N\i& 6) f that the strength of BOD results in
i i

better accruals Kli hro igati Qtﬁe relationship between the qualities of
¢

CG (BOD’s ctiveness) and cc&a@(?ality. This study measured the strength of a

N
firm’s b‘a{, ploying_f ';omnﬂt&y used board characteristics: board size, board
X
ind@g&nce, director shareh@w@, and CEO-Chair duality.

’Sullivan et al. (2008) examined the effect of BOD as a composite measure on

&
composite metric to mea m efl veness on}ards by combining several
te :

he'decision to disclose voluntarily. They found that the overall efficacy of the BOD as
ositively associated with voluntary disclosure. Similarly, Hoitash, Hoitash, and Bedard

(2009) examined the association between BOD as a group, which measured the
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effectiveness of BOD based on several characteristics, including board size, board
tenure, board independence, number of meetings, and the average number -
executive directorship, and disclosures of material shortcomings in intern@ol of
financial reporting. However, this study failed to show the ex negative
associations of overall board quality with material weaknesses disclosures.

In terms of the BOD effectiveness score, Amrah et a Mconstructed an
aggregate score to measure the level of BOD effectivenes l?; craracteristics of
BOD to investigate the impact of a composite score on osts of M‘restingly,
they reported that using the aggregate score to me the qualit $Q§;§\~/e a

-E% docx@gﬁted that
sura?ua increaé(?}{rl the annual

reports of banks. Moreover, they estab %’ta score of oD Qrity by addressing

comprehensive image of the relationship. Ish

when the score of BOD quality increased,

—

the size of BOD, BOD independer@ye num \oigo )@\etings, committees of
BOD, audit and remuneration es, aﬂd C -duaﬁ(}q
Based on the argume m, th ectation i firms in Palestine with high
board quality can mi%’;%ractileusjEM%bminimize agency problems and
S

improve the monit of mar' ction gnd provide a highly credible financial

report. Thereforg, the hesi ‘i&%osited.

!
H13: There i gﬂ@ative elati hFE be'[;/'vgen BOD quality and EM in Palestinian non-
Qf NN
finangialfeompanigs li e PEX.

% 3

A\ S
4% Audit Committee Quality

Q AC as an internal mechanism of CG considered a vital tool in any business
e

cause of its special responsibilities, duties, and monitoring roles, which assist the

BOD in confirming whether financial reports are free of manipulated items, notably
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reported earnings (Carcello & Neal, 2003 & Mohamed & Ragab, 2014). The multiple
characteristics of an AC, such as the presence of financial and accounting expwmﬁ
non-executive directors, should improve its quality (DeZoort et al., 20021S ri et
al.,, 2015). DeZoort et al. (2002) demonstrated that it is better ‘l&plore the
characteristics of AC as a composite score by combining them iWindex. The
objective of this score is to measure the quality of the audit_ committee. Ward et al.
(2009) have argued that investigating the mechanisms of Rg.rm'p rather than as
individual items should be addressed in future studi ence, WEM study
asac

@
0 oiitgf}asure

concentrated on investigating the quality of BOD

?
Vg

besides investigating the characteristics individ% \/‘r
Y.
Zgarni, Hlioui, and Zehri (2016) invw thest ce ofL@quality of AC

and the quality of an external audit e au ancial re

practices in the Tunisian listed firmﬁgje- and Mpt' rx@riods of the country’s
": y N
financial security law. To achie%J

ng y to reduce EM

rpos’é of theirstudyy.they established a score to

measure the effectiveness C based Ly Ive haract@lics (AC existence, AC size,
d

AC independence, m% AC,“ Jim@ial expertise). Empirically, they

&
found that a su;&&gtary \rgﬁ‘sh P e>§/between an effective AC and the
xte i i

specialization o lau itige‘fﬁd EM practices.

’ J (,2
Hassag; ljazi, and Na éo 7) Ctonducted their study in the United Arab

N

Emirate as ap'exa Jﬁ of merging economy. The objectives of their study
Y-

Werﬂ&/estigate the associa@between effective AC and OS of UAE non-financial
@ms. To fulfil their study’s objectives, a composite measure was constructed by
& variables to measure the quality of AC, namely, size, financial expertise,
dependence, and AC frequency of meetings. They found a negative relationship

between the effectiveness of AC with government and institutional ownership.
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Consistent with prior literature and according to the data of AC available in the financial
reports of the non-financial firms listed in PEX, this study addressed three faw
AC to construct a composite measure as a proxy of AC quality, namely, ;@\3! AC
independence, AC financial expertise. -\
According to the discussion above and evidence, it worth investigating AC quality
in Palestinian firms and examining its role in improving the q INinancial reports
by constraining EM practices. Hence, the following hypot %si d:
H14: There is a negative relationship between AC quali dE Wpian non-

financial companies listed on PEX. ' _\‘-}

4.3.6 The Moderating Effects of Politieal | tabii"ty CG a@;ﬁ

The lsraeli occupation has wathe Palesti @Omy due to its
dependence on the Israeli economy@51948 un\od‘tﬁ%

N,
World Bank (2017) classifies B%s econom &onzze(;f."}he emerging economies
characterized by low produﬁ':ﬁx, W rzﬁz:% ited competition because of
the high degree of M instabil

y a "ng@g wars and closure by Israeli
procedures (Wo;l&;{k, 2014
Gaza Strip creaQ{b les ; eco@(c and investment climate, which, in turn,
[

)

reduces the_econamic growt algs @d the productivity of the private sector in
%v NN

Palestir% dingly,.poli 'Fal inS&hlity is considered a crucial threat to current and

poteﬂ,j&nvestors and is aIso}’ major reason make private sector not working

N
e Nwly for many years up to date (World Bank, 2015).

: The Palestinian economy has suffered more since the Oslo agreement in 1993 due
t

he Israeli control on the Palestinian Economy (Abdelkarim, 2017). Despite that, the

&)
itio@alitical instability in West Bank and

annual growth of the Palestinian economy recorded 9% on average during the period
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from 1994 until 1999. This growth was due to large inflows of private and public capital
and increased private investment. (World Bank, 2017). In 1999, the Palwﬂm
territories witnessed an increasing level of violence, as Israel reoccupied th@inian
territories (Gaza & West Bank) and imposed strict restrictions on th!'Nement of
Palestinian citizens. The second intifada was launched in the yeag 2000. So, the
Palestinian economy since that year was down warding, whi N\ increasing the
economic instability and negatively affected investor conf %—Tasslan etal., 2016).

From 2008 to 2012, growth has improved to the an average 0f89 u‘e to large
ivalent to 32% of F@V%:ian
20{ i ccu@' in some
Igervii, Bahyain, @tvr: and Syria,
these revelations led to a change in\%nes in soO cour@‘s (Ghosh, 2015).

Palestine shares the Arab Spring st@ﬁrstable MSC @Iitical conditions due

N,
to the continuous Israeli practi%st thg' Pale 'rﬁans(gid?the Palestinian economy

(Ghanem, 2013). Accordin in 01] year of @ab Spring, ALQUDS Index

fell to 12.7 points less result

b 4 b 4 &

decline in all sectofs: indicatc]r , ere \gﬁ decrease in the indicators of the

investment sectw. %), é: ;'strialéﬁ’or (1.45%), the services sector (1.15%),
#

and the ins (@

ctor (3.65%), \ﬁhib} banking sector index increased by 0.72 %

amounts of donor funding, which was proximately
GDP in 2008. In terms of Arab spring revaluati

Arab countries, especially Libya, Egypt, J

in 2010'b %. This came as a result of the

NN
(Palesti% tary A ty (PMA?,ZOll).
kY
@12, several politic@énts occurred, such as the war which has happened

a \h assassination of a well-known Palestinian leader in Gaza by Israeli jets, and

G ing closure and restricting movements of goods, services and people and the and
o)

the continuous division between Gaza Strip and West Bank. So, PEX, 2012 has

documented that the real GDP recorded a growth of 5.9% in 2012 in Palestine, which
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is lower than the growth rate in the previous year. Similarly, Al-Quds Index decreased
during the first three quarters of 2012, while it recorded a slight increase in th

quarter of the same year (PEX, 2012). In terms of 2013, the Palestinian @/ has
witnessed a slowdown in growth during the last three years, and‘Hklowdown
increased in 2013 only to 2.1% (PEX, 2013), while the growth rate WQ% in 2012
and about 12.2% in 2011 (PMA, 2013). This slowdown is due MI and economic
instability and the weakness of the private sector consideri %;n'ng performance

of the public sector. '\d

"X
The year 2014 witnessed the most destructive in the Gaz rii), @h led
to massive damage to the infrastructure of the s er% ro@F regional
and international aid, reconstruction funds,“and taxes du‘e to Pale@& Authority,

all of these factors made the Palestinia |orila econom k. T@and other factors

also led to a Iower-than-expected@%ormance $ S g(\price of many listed
": y N,
companies, in addition to a sigr%decr seo .48‘)/2;q:gt?1e Al-Quds index by the

end of 2014 (PEX, 2014 8%201 *Bas on@arld Bank (2015) report, the

2014 war on Gaza leftia di us impact off the eebomy of Palestine, which led to a
’ 4 ’ &

negative growth ratg®™Lhereby, f \7‘}4 war }ég.shaved about $460 million off Gaza’s

economy, Ieadiw 15% lon O{Y-'J%/GDP. Moreover, the annual average of

¢
economic g w 2015 and 19'W6 4%, while in 2017 declined to 0.7% due to
NN

politica% and divisi etwes&he Gaza Strip and West Bank.
Y-

&ral prior studies a@éed the financial crisis, political matter, and their
egx EM and income smoothing (e.g., Wang, 2011; Attia et al., 2016; Hsiao et al.,

6 ; Obaidat 2017; Harymawan & Nowland 2016; Anon 2008; Filip & Raffournier,
0

14; Habib et al., 2013; Harymawan & Nowland, 2016). Hsiao et al. (2016) found

that US oil and gas firms have engaged in EM practices during the Arab Spring.
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Furthermore, Obaidat (2017) indicated that the firms were more likely to practice
income smoothing in the political crisis periods.
Abu Jamia (2013) argued that the foreign investments had fled from @tries

affected by Arab spring, such as Egypt, Tunis, Libya, and Syria, due t cal unrest
and the resultant economic situation. He also found that the volume of Palestinian
exports declined during the Arab Spring. Finally, he recommended the regulations,
laws, and code of CG should be updated to provide %e tion to foreign
investment and attract additional local and foreign inves ts t englestinian
ian nonkfin ia'li&@ifz;ms
g t%er' f po,@al crises.
hi\’ug avior,@cz;lsed during

private sector. Also, Obaidat (2017) reported that Jo

were more likely to engage in income smoothi
Furthermore, Vladu (2013) found that inc

crisis periods in Spanish listed compa\)

Harymawan and Nowland ( found t\gover

N,
increase the quality of earning%icall;’) con d fiqgs:.' Conversely, they found
\m &
ou rease

rnings quality in politically

that more political stabilit IeT
connected companies.%zn suggested li'tﬂjre@dies related to political stability

and earnings qualit motiva]e i
Ahmad-Zaluki, £Lamphell,
Cryom s

&
imgue the quality of financial statements.
acre(\‘jﬁil) found the Malaysian IPOs practice

income incEE EM [durin st “Asian Crisis. Within the high-ownership
\
concent% alaysi 9<et, pu&IPO control concerns also appear to constrain

Y-
IPOQowners seem Will@ﬁ) accept to reduced IPO proceeds and signaling

0 }mities to increase the likelihood of retaining control of the company post-1PO.
Q Mangena et al. (2012) examined the association between BOD and OS and the
erformance of companies in a severe political environment and economic crisis. They
use the political theory that Roe (2003) developed to investigate this relationship. They
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found that during the period of post-presidential election, BOD size, executive
directors’ ownership, and ownership concentration increased, while the propowmf
non-executive directors decreased. Firm performance was positively rel@oard
size and ownership concentration in the post-presidential election period; not in the
pre-presidential election period. They documented that the relatignship between
performance and executive directors’ share ownership w. Nve in the pre-

presidential election period, but negative in the post- 'alection period.

Overall, they suggested that a large BOD and ownershig, con nWere more
23
L . . . N R 4 \2
critical in an environment with a severe political a onomig crisis. flngﬂy, they

m.{hjvunstable

y . X
political environment. \) 0\ %\
Attia et al. (2016) study was ucta to expanthyihe pr@"&ls literature with
poli

evidence from emerging economieC@sugh testi ? u:@i costs hypothesis in
N,

Tunisia. That was because em% eco&)mie are c((/ terized by government
h@nd political and economic

: B'amb!n the sample of all non-financial

’ &
rc%lOO? until 2011, they found that the
magnitude of D@ease ' revolution, which was a highly unstable period.
¢
Accor 'Whe politica no"ecw ic turmoil in Palestine is one of the motives
NN

for conductingrthis st 's it is<possible to generalize its results to neighboring

-

countries, because of their uns@ﬂe environment due to the consequences of Arab

N

Sphi nd Seville disputes, which may be like the Palestinian environment.

Q Based on the above arguments, agency theory and political theory, the following
y

potheses are posited:

recommended that more studies should exam os%

interventions and weak p }m 01 perty rig
ntri

stability, especially th ring co

—+
=h

firms listed in the isian st?

H15: Political instability influences the EM practice positively in Palestine.
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H16: Political instability moderates the relationship between BOD quality and EM in
Palestinian non-financial firms listed on the PEX. YV
H17: Political instability moderates the relationship between AC qualit@[\/l in

Palestinian non-financial companies listed on the PEX. *

4.4 Research Philosophy

Burrell and Morgan (1994) said that an appropriate I mlft be considered

e a chiticakissue for social

L ]
positivist acﬁg‘r@ this,
e CG\Jn ucl'\aBTnfluence

T

earcher’s a@tlcal tools in

Burrell and Morgan (1994) ed that%ﬂqst e@a\th must explain and
N

diagnose the social world; th%isten@ies qcatizsq.cassociations between its
essential elements are attai d\unt et al. (Zog&assured that positivism was
Zili

related to deduction, \% tate;

through variables, the gf valiza

research followsythe deducti ch
¢ I C—)

to Marashdia 4) and A r{ZO@, the following points are justifications for

N
selectin% ctivgfappr ?fors&a] a study:
uﬂ

for a study. Thereby, a philosophical assumption is sai
science research. Accordingly, this current study foll
the hypotheses were posited to grasp the influe

is investigated and examined empiricall

addition to a researcher’s theoretical a

esc biﬂgi@'casual relationships between or

’ o &)
gcbnclusions. Therefore, this current

ion
rﬂ%(than the inductive approach. According

v

, a deductive approa\d}fooks for knowledge by scientific principles rather

t Msing on human-constructed meanings related to events.

: Second, it tends to examine hypotheses regarding existing theories, not to invent
e

ory.

158



Third, it depicts spontaneous relationships among variables rather than
elaborating upon the research context. Yv

Fourth, it is more structured and uses quantitative data. \

Fifth, this research does not consider past expertise nor prior om%; it rather

depends on analytical procedures; thus, research independence is maintained.

Sixth, given a sufficient sample size, the deductis‘ewach assists in

The following subsequent steps must be conside 0 cafry approach
L ]

Yv
(Robson, 2002): [ _\o}
First, establish testable hypotheses regardi assocfati etwe@/mariables

by emending on a well-defined theory. \/ u\ g
Second, explain the method by M se hypot wil@ested and how to
ms.

measure the variables by defining t i operatm% S

N,
Third, adopting an empi%earc}pstrat yuto Qeéaine causal relationships

within variables to examinethe o rati’ y these;g
S ither,

Fourth, test spec%

need for a specific Went 10

Burrell and M

n (
#
best used d iVe research.

generalizing the conclusions.

that 0|‘|fir® theory in the end or reveal the

4 $ &
idering emg&iaal results.

omn‘@éd that the functionalist paradigm is the

!
r&ocelj dminister the population of a study, and
NN

objective positivism s followed in ﬂméepistemology used. Testing the influence of CG
| X o .
ont , following the rese@énalysw strategies, is the main basics of the research

o%‘ s for the current study. Accordingly, the law of occurrence and phenomena
cCur

rence is found and deduced by using positivism. In recurrent scenarios, the
ccasional relationships between variables in the study are explained and identify the

expected relationships interpreting the prominence of phenomena. This object is to
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develop hypotheses and design the appropriate research strategy through which these
hypotheses can be tested (Saunders, Lewis, & Thornhill, 2009). The philosophw
type of study is since the research does not seek to generate a new theorUjXKs to
examine hypotheses generated by existing theory through analyzing qﬂx@tive data.

Hence, the deductive approach is the most appropriate one for this study.

The main objective of this current research is to explore CG ity, particularly

the characteristics of the BOD, AC, and OS on EM in the inancial companies that

ivistic hw, in which

B
the data set was analyzed to examine the relationship en CG co nlen‘tﬁg EM

are listed on PEX. Accordingly, this study applied the p

as a dependent variable. This approach investi he_relati p b@en BOD
D na],j@a ity diversity,
frequency BOD meetings, and goverw mittee) ch@ristics (AC size,

independence, and financial experti@jrd onc tration, institutional

o)
N,
ownership, and foreign owner% a s& of | v@nles including age, cash
-y N
n

flow, and the annual growt&i ET m sure$ the absolute value of DAC.
Moreover, political instabihi addressed a'm's@ator to investigate its effects on
4 ’ &

the relationship bet EM arl \qu ity g.e‘f
&
\ P ' (')(J

4.5 Quantitative Research p(oa@

%f NN
A% tive fesea ',appro@ is considered as a part of the positivist social
Y-

scie@radigm, mirroring t e@ientific technique of social sciences (Jennings, 2001,
%&2005). The positivist paradigm takes into consideration a deductive approach
0 wesearch procedures. It begins with theories and hypotheses on a specific

Qenomenon, then the data collection process, and analyses a data set statistically to
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o

fectiveness. of the BOD and AC.



either support or reject the primary hypotheses (Blanche & Durrheim, 1999; Welman
& Kruger, 2001). YV
Based on a quantitative research approach, researchers use a deducti \oach
and design it according to a theory to steer the research design and em;qe on their
findings. (Neuman, 1997). This research approach examines a suggesWory instead
of constructing one. Conclusively, this research approach is objectively constructed.
Furthermore, the research findings are usually representin Xi'ed'population.

This study used a quantitative approach because th ureo tth research
"Ax
is that studi r}l@ CG
e mehs CG \v¥i~ables as
o X

ave u@*a qualitative
w @D works, making

p@'s BOD in improving
N\

relates to quantitative methods such as financial data

often use. For example, many previous studi

percentages or binary and abstract num

approach to CG due to the limited infw vailable

the collection of essential informatitﬁa?ut the r?_is\r&%co

performance and provisions for. ion of managers Ea@nging. Also, difficulties

related to the political envi h an1 ge raph's?i}area prevented conducting a

qualitative study. l 0’
4 ’ &
The main owof thif \eﬂ( tud&sto verify the effectiveness of CG by
r

examining the % isti and()gc’and OS and their effect on the level of
[

EM practice_in"the Palestinian ar{et('-rjh s, the quantitative approach was used here.

NN
Data w zed t@' test ?relat' hip between CG and EM in non-financial firms

Iistgd.ﬁhe Palestine Exchar@?ollowing this approach, the current study was able

t \w implemented theory versus the distinct sample observed, which makes the
G ralization of results applicable to the research community as a whole and other
imilar society in neighboring and developing countries.
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4.6 Research Design
Four main subtitles present the design of this research. The first one discu?m
population of the study, sample selection, and the methods of data col@% The

second provides the operational definitions of the variables. The thi usses the
econometric approach used, which helps select the most appropriate and relevant
approach for this study. As a methodological contribution, t Mmework of the
main model includes BOD characteristics, AC characte }m S. This model

introduced the two some variables which firstly utilize ales in.e\ésbdistence of

lity diversi ,ﬁn@‘gnal
tri% ddit@{“the EM

W varia § fi@?l;ed in such

studies (political instability) and othe |ast are first ed ir@%estine (BOD and

AC quality). Moreover, Political in@yty has n\bsex ye\ s a moderator in the
N,

previous research of CG and E rmo?e, thi esearotke ploys panel data for the

remuneration and governance committee, BOD n

ownership, foreign ownership, ownership, an

\% &
years between 2011 and ZOJQ: where th[ e mpame%serve on the panel over eight
a

years, and which giv% ge t‘(‘)#}éﬁm@of the changes that take place
&

between points in lﬁ&This l’s Ily true.since the Palestinian CG code was

introduced in 9. The fo

procedures. %
ol

4.6.APopulation Selecti r(%'(d Data Collection Methods

L

4%. X Population Selection
Q The data set of this current study consists of the Palestinian non-financial
ompanies listed on PEX for eight consecutive years of reporting periods from 2011 to

2018 (www.pex.ps). Several reasons for addressing this period. First, the period was
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chosen to ensure the availability of data related to CG factors and EM in published
annual financial statements. The second was to guarantee uniformity in the praw
CG in all listed non-financial companies on PEX established the eg\sb was
promulgated in 2009. Third, the period was chosen for the sake of s political
effects as a moderating variable. The period from 2011 to 2018 had m¥c~ritical events
during this period. For instance, 2011 is the year of Arab Sprin the neighboring
countries to Palestine, while the wars happened in Ga ;Y; 012 and 2014.
Accordingly. 2013 is located between two wars. So, the s fro ZWI‘ZOM are
representing the period of severe political instabili%rth, the eff: 4f ‘t@‘gbal
financial crisis that had occurred in 2008 still exi nd.the’ pring\&éurred in
the spring of 2011. Finally, 2018 was chosefyas t terrﬂnbause.@ﬂve:test data for

the overall variables of the research vailable. é

Furthermore, this study addre%alestim\m%in g@\HiSted companies and
N,
excluded the financial listed firngs nin@with evioggférature (e.g., Abdelkarim

non-ﬁﬁé‘ncial listed companies is for

<

& Zuriqi, 2020; Alia et al.,,2020)¥Ch

'

T 9
several reasons: First, gers ofinon indneia)ﬁrms can choose among several
3
urem

ﬁwptions) to treat the same accounting
thatcﬁ!mational Financial Reporting Standards

l (?
eeBn - the non-financial sector is considered as a

comm& listed on the PEX, K orated in Table 4.1. Third, the financial sector was
‘@&j because it is subject to the PMA CG code, which is stricter than the CG code
orscompanies listed on PEX. Fourth, the financial sector, which has banks and
surance companies, was excluded due to their different accounting items included in

their financial statements. See Table 4.1.
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Table 4.1: The Weight of Sectors and Companies listed on PEX

Description Number of firms Per e
Overall Firms Listed on PEX 48 e@’/o

Non-Financial Sector 33 %.7%
Industrial companies 13 27.1%
Services companies 11 Vi 23.0%

Investment companies 9 18.7%
Financial Sector 15 31.2%
Banks companies z 16.7%
Insurance companies R , 4.5%
The sample size (non-financial Sector) | N é&?%

| &

This study identified come conditions to choo e samylelize irst, Qﬂlze only

W Y
non-financial listed firm. Second, the companies must no \lt’s.ftradi ‘gr'suspending

by PEX during the period of the study T)@}c’lud pa&gf missing reports
during the study period. Thereby, Table 4. p% ary o the population for
% ~
this research. The total number of !? ompanies o P )‘({_@018 was 48 companies.
o
Thirty-three companies were tM of non- ial Iiﬁ%’companies, which included
N
the industries, service anainvestm t se iops§%een financial companies were
n

excluded, and four of the panieé G'rtﬁ‘aancial sector were excluded due to

incomplete data a@sing nu ports@he study period. The final population

was 29 firms igr]year r‘a'zo(-agré 2018 (232 firm-year observations). Table

4.2 shov@ﬂulaﬁo ofae ud &

2 Tagleéj:. Population of the Study
Des}Hthion

No. of Firms
umber of overall listed firms on PEX as in 2018 48
ss: Financial listed firms (15)
otal number of non-financial listed firms on PEX as in 2018 33
dess: Non-financial listed firms with missing reports 4)
Final Population Selection 29
Total firm-year observations for 2011 to 2018 232
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4.6.1.2 Data Collection Methods and Procedures

The data of non-financial listed firms were manually collected from onIineVlUul

reports (secondary data) that were publicly available on the PEX website ffo 1to
2018. Each listed firm on PEX has two files produced by PEX. The f tle includes
financial data involved in statements containing the balance sheet, ingobme statement,

cash flow statement, and several financial ratios. The Thomson Reuters One website
was used to collect financial data related to EM and the Smi les. Therefore,
the missing financial data were collected manually from lishe aWeorts. The
second file consisted of non-financial data. Thus, on-financial ala _&éarjz;ing
independent variables (BOD characteristics, O c% ISHCS) v@-&ollected

manually from the published annual reportw onda\y techn@nay provide
much real data that can be useful i %ﬁ solvin kar@&OOB). Thus, this

technique was chosen for this curreWy. \T ,<\
% é S

o

N
A &
4.6.2 Operational Def% ':Eio anl asureme t@‘ftheVariables
e

The study’s vari classified intd fobkinds of variables, including the
4 ¢ &
eiident vari

dependent variable %al in(ie , one moderator variable, and three

control variables, The'depen 'ble \@%M.Theindependent variables consisted
of three gro gﬂ@ludi B‘O h&’rac(s(r'i?tics (board independence, board size, board
nationa% sity,ahd b Fmeeﬁ:&%s,theexistenceofremunerationandgovernance
committee, and CEO-dualit C characteristics (independence, size, financial

e%\ef , and AC quality) and OS (foreign ownership, institutional ownership, and
rship concentration). The other independent variables are political instability,

OD and AC quality. The moderating variable was political instability, and the control
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variables were firm age, cashflow, firm growth. The subtitles elaborate on the variables

g
3

Following the most extant literature, this current study employedithe DAC tool as

of the study.

46.2.1 The Dependent Variable and Measurements

a proxy for detecting EM practices. Indeed, the most widely rMployed by EM

literature is the DAC (Burilovich & Kattelus, 1997; Dec Y,'&'Schrand, 2010;

Jackson, 2017; Abdelkarim & Zuriqi, 2020; Alhadab & er,2 1W‘al., 2020;

Becker et al., 1998; Fields et al., 2001; Ewert & Wa er, 2015; g,k(z@;ng,

2012). Oberholzer-Gee and Wulf (2012) ad ap Iyiﬁ in@'existing
N

iNgs m@pulation was
pli@ﬁ'] of DAC in the

literature by arguing that an accurateﬂasye

conceptually like DAC. Alia et al. (@Ied for t
upcoming literature by stating tha%nroperﬁ;r‘ 0 &@*is DAC. In order to
compute the DAC, the differen%een the act cacc&t}g?(total) and the expected
Q%@t variable for detecting EM

practices (Dechow & 12010; Healy, \’Va@‘u, 1999).
4 ’ &
The prior I%has (ie m seve odels to compute the level of EM
practice. Both Q s” (

¢

accruals (normal) equal t mC I/

'del tr:}%'the Modified Jones’ (1995) model are

sure (AbuSiam, 2015). Dechow et al. (1995)

widely in t mliter ure_t
N
reporte% Modi es I (1995) effectively detects EM practice in the

Da

maj eveloped economi@h the other hand, several empirical studies have

r that the Modified Jones Model (1995) was not effective in detecting EM

% ice in the context of Korea and Bangladesh (Islam, Ali, & Ahmad, 2011; Yoon &
[

iller, 2002; Yoon et al., 2006). Additionally, the Modified Jones Model (1995) is not
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effective in detecting EM in developing countries such as Palestine (Alareeni &
Aljuaidi, 2014).

Kothari et al. (2005) have argued that the Modified Jones Model (@night
lead to severe errors in measuring the DAC because this model does previous
firm performance (ROA). So, this study addressed the absolute va&&c DAC as a
dependent variable, which is a proxy for detecting EM. Thergby, modified Jones

§~mo el addressed in

Model, as developed by Kothari et al. (2005), is the impl

this study. Recent studies have favored the inclusion OA t tWied Jones
@
- - \s
Model equation (e.g., Abdullah, Halim, & Nelson, . Abdulla I'm_@&,) 016;
Carcello, Hollingsworth, Klein, & Neal, 2011, % % ; 20].&)‘/-('~
The Kothari et al. (2005) model hasﬁ@ b

studies and is characterized by contrelling for the pas

(Beladi et al., 2020; Idris et al., ZMece%Y\a
N,
Model proposed by Kothari et %) to 91easu and &de/gzt the DAC as a proxy of
EM practice. This measu Mdesllﬁa%:\% minimize the problems of
heteroscedasticity andfmi gificatio mafters @emerged with previous models
4 $ &
(Chang & Sun, 20 %bbasq \I\Z 13).$Dsistent with the recent prior studies,
particularly in aideveloping

'his ctrv}%‘ht study employed the model of Kothari
¢
etal. (2005) fi(ﬂe)ure d det tt{e

n

NN
the mo% es mode tharé} al. (2005) added ROAI-t, and the constant to

conm&e impact of perforn@e’ on accrual earnings. Consistent with Beladi et al.
( wthe residual is utilized as a measure of the magnitude of EM. The following
teps elaborate on the procedures and equations of calculation DAC as a most widely

roxy for detecting EM as a dependent variable of this study.

,@d the modified Jones

%(? as a proxy of EM practices. Compared with
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For the sake of estimating the discretionary accruals, the first step is to calculate

total accruals by using the approach of cash flow, total accruals of company i |w

(TACit) are calculated as follows: %\

TACit = N.1it - CFOit

4.1) Y‘
where: Y’

TACit = The Total accruals for company i in year t
N.lit = The Net income before extraordinary elements for c e re ‘r
CFOQit = The Cash flows from operating activitie ompany iin
asi M etal. @65 p. 174).
the non-financial sectors estimate for al@‘nes IS se ely Eﬁuted for each
year, where total accruals are scaled bm to | ass contrel for potential scale
Sw:

A

bias. The Kothari et al. (2005) m a st
‘é &
&
ECl Ai

o
TACitTAit = o (I/TAit- JN((?Q it-1) + B2 (PPEit/TAit-1)
t

42) (6%?”“ J‘_éb

where:

Step two uses the Modified Jones Model (1

77 o
N

% Gross property, plant, and equipment for firm i at end in the year t,

O)Alt-l = Return of assets for firm i in year t from year t-1 (net income divided by

lagged total assets),
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a Bl 2 3 = Estimated parameters,

eit = The residual. Y-
Step three is to calculate the non-discretionary accruals, so ordin@ls of

working capital accruals related to sales are controlled over the cha in revenue

adjusted for changes in accounts receivable. Ordinary levels depreciation

expenditures and deferred tax accruals are controlled among

equipment, which were adopted by Kothari et al. (200 using the evaluated

fro ew 2), non-
X
discretionary accruals (NDACIt) can be compute@h firm Sep eli Q@Uring

each year of the study are as follows:

z {“'
NDACit = a (I/TAit-1) + bl ((AREVit @%dz)/ Rz) 2 (pgz i/ TAit-1)

+ b3 ROAIt-1+ eit

coefficients a, B1, B2, and B3 for each firm acqui

(4.3)

Step four, then the DAC e%as roxy calc@ng the level EM practices.
So, it is computed by subtr '\n-d' %{a
(4.3) from total accrua%aﬁjfronj;he }a'tima.Z) as follows:
NN O
& Q@ACZ — NDACIit
4.9 %\ ‘3
z@e curr gd C(Qé(rates on the magnitude of EM, the absolute

el

amouﬁ%(: (ABSDAC)
a

“-—
J;

Bec
0 is usedto measure EM. In this regard, Rahman, and Ali

usé

(Z&r ued that “the directiont of EM is disregarded to include the combined effect
‘%me-increasing and income-decreasing EM” (p. 791). Subsequently, consistent

O\h prior research, the current study employs the absolute value of DAC (ldris et al.,

2018; Klein, 2002; Kothari et al., 2005; Rahman & Mohamed Ali, 2006). Furthermore,
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this current study addressed the absolute value of DAC, according to Klein (2002),
Rahman and Mohamed Ali (2006), and Pérez-Calero et al. (2016). They argued

absolute value of DAC was an effective proxy for the total effect of both,inéome-
increasing and income-decreasing EM. Pérez-Calero et al. (2016) foumence that

a high amount of absolute value of DAC refers to lower earnings’ quw.'

ABDACit = | DACit| Y~
(4.5) :

where:
: _{‘)\‘i"
| DACit| = The absolute value of DAC (ABSDA measurelof EM.
s b 3
To sum up and by following the most reIQd pI ri §ud|\ \ Kothwodel was
implemented by employing pooled OLS% on conaté\{So, the error

terms from this regression were the estimatiens of the

error term from this model wa %Tiad be%f &Include both types of
E & nﬁgx yp
f

o
increasing and decreasing o& reﬁ%}com .‘%ereby, the proxy of the
magnitude of EM is the abs alue of DAC. é\
'S
preli

Regarding to the inary r€s o-to(@are the modified Jones model and

@
Kothari el al. (Z@el, Tlab e de rated that the statistical model is not
valid when t Mied jopes Ja'tlo
As aresul i %Wﬁle e Prob
4
the m In

T&Qsolute value of the

/

regressed, and the R-square is very low.

/ﬁ‘%\

s over than 0.05. Hence, this study neglecting

calculating the DAC.

¥
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Table 4.3: Preliminary Regression Results of the Modified Jones Equation

TACCIit/Aitl Coef. Std. Err. t P> ey
1/Aitl 21872.26 52258.82 0.42 0.@8\‘
(REVit-RECIt)/Aitl 0.120735  0.0589007 2.05 (%
PPEit/Aitl -0.0109 0.0113937 -0.96 0.3
_cons -0.009247  0.0084219 -1.1 09
Number of obs. 232 Yv
Prob>F 0.278
R-squared 0.1824 \)

Note: TACCit = total accruals; Aitl= total assets; REVit= chang&imrevenues; RECit
change in receivables, PPE= gross plant, properties, and equipment '
Based on the regression results of Kothari el al. (200 odel e.q\'ld, T aer-AA
6 N
documented that the statistical model is valid w othari gt ali(20 S%Quation
4 b3
i Yo W

was regressed, and the R-square is quite good. WSult‘RZQ ilethe Prob >
F is less than 0.05. Hence, this study thhe Igath iset aI<< 05) model in

calculating the DAC. \ O
\K AL
Table 4.4: Preliminary Regressi gﬂe’ults thar . (2005) Equation
TACCIit/Aitl td. Ef t P>t
1AitL 8230611 -1.95  0.055*
(REVit-RECIt)/Aitl 694 -2.21  0.03**

PPEIt/Aitl 9562935 -0.68 0.496
ROAt-1

4(&.1252029 5.61  0.00***
cons

~ \ 6. 0028021 -0.13 09
Number of o&

232
Prob > F \ 0.000
R-squar% | ° 0.4424
Note: TACECit = total fotal assets; REVit= change in revenues; RECit

accruals; Aitl= total
change i ma'ble? IiE gr ss@\t, properties, and equipment; ROA= lag return
on ass % F o e

N

S
W conclude, preliminary results reveal that Kothari et al. (2005) is more effective
modified Jones Model (1995) due to F value of the statistical Model. The F value
che regression model by regressing the data of Kothari is less than 5% but regressing

the data by using Modifies Jones if bigger than 5%. That means the model not
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statistically valid by using Modified Jones model. So, this study used Kothari model.

X
K\

This section provides the definitions of the independent vari@bles and their

The results are consistent with (Alareeni & Aljuaidi, 2014).
4.6.2.2 Measurements of Independent Variables

measurements. All measurements are addressed according tq the ‘prior literature, as

4.

follows:

46.2.2.1 Board Size ' _\b}
BOD size is the total number of directors ( s) on th of %%mpany;

(Abd@?v;d & Masi,
6; @%’nan & Mohamed

f the total number of

Ali, 2006). The current study mea the size
S
members serving on the BOD (@ year)—

&o
Y |3 $
46222  Board Meeti S
4 $ &
BOD meetin re meai e m@ﬂ of meetings held by the BOD of the

listed firms every, fiscabyear: ' S pr@)‘(udies have used this metric (Abdeljawad

Gi 2.3 Board Independence
The independence of BOD was defined as the proportion of non-executive

directors on the board of a firm. Consistence with the agency theory perspective, it is
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anticipated that a higher proportion of non-executive directors on the BOD would

enable it to monitor the management of the company and restrict it from eng

EM and protecting the interests of stockholders. The current study cal@OD

independence by dividing the number of non-executive directors b OD size
(Abdeljawad & Masri, 2020; Chtourou, Bédard, & Courteau, 2001; H%an etal., 2017,

Idris et al., 2018; Peasnell et al., 2005; Xie et al., 2003; Zaidl Abuhijleh, & Pucheta-

‘ % %
4.6.2.2.4 Board Nationality Diversity _\‘-}
BOD nationality diversity (BODND) was as theﬁ of d@fors from
other countries (regions) outside Palestine. e gue*:?at |gn rs recognize

EM issues due to their diverse knowlkr-labackgrou
of argument means that BOD natl(@s/ dlvers\CanT rQVv '%*the quality of board
\

decision-making and enhance lit Q) n¢|al rtlng. BOD nationality

Martinez, 2020).

u @ 2017). This line

diversity is calculated by di he 1 er ffore |rectors who are from other

countries outside of P y the size o t hé b@d (Du et al., 2017 & Ibrahim &
4
Hanefah, 2016). §

N O
46.2.25 %nce f R%]Jr bn and Governance Committee
A%k varjahble i )Jsed @neasure the existence of a remuneration and

govm&e committee; it take e}élue of 1 if this committee exists in the firm, and O if

7 ¢

J‘

e. Prior studies such as Alghamdi (2012), Habbash (2011), and AbuSiam

have used this measurement.

)

%,
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4.6.2.2.6 CEO-Duality

CEO-Duality occurs when the chairperson of the board also serves as the
the firm. This study measured the CEO-Duality variable as a dummy van@h the
value of 1 if the CEO was the chairman of the BOD, and O if otherwwe‘f&;tent with

the studies of Abdeljawad and Masri (2020), Anderson et al. (ZOWassan et al.

(2017), and Klein (2002). : V
46227  BOD Quality Score .\d

Nunnally and Bernstein (1999) have argued tha tter measur; fdnx\ cture
observable for future research could be obtaine bi% co s%? aseries

of measures than using any one measure m% ly. ﬁ\co ned re IS seen as

supplying a more valid structure, le to)etter gen atu@ an an individual
measure. Therefore, to measure effectlv\5\$f @‘ in this study, six

N,
characteristics were measured %posfé SCo hez;(/@re BOD size, frequency
of meetings, mdependence%\gﬁlity’ , CE@allty, and the existence of a
m e. l

remuneration and gov mitt
-‘
\ﬁwldua

The scores &ﬁﬁabovi | acteristics were summed to generate
an overall comp% r Bogdality. The composite score ranged from
zero to six, @h in |V|:l§n§m(-\‘;v?s scored either 0 or 1. A larger score meant

NN
that BO ore effect IOWQ\score meant that it was less effective. The current

stuq@wed the same pro@(es of previous literature to measure overall board

e t ness as a composite score (see, Aldamen & Duncan, 2012; AlQadasi & Abidin,
6 ; Carcello et al., 2006; Hoitash et al., 2009; Ishak & Al-Ebel, 2013; Johl, Johl,
ubramaniam, & Cooper, 2013; O’Sullivan, Percy, & Stewart, 2008). Each of these
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studies used various characteristics of the BOD to compute an effectiveness score. Table

4.5 shows how each metric of the composite score was calculated. YV
Table 4.5: Constructing the BOD Quality Score ('}
Characteristic Description
BOD Quality Score The score ranges from 0 to 6, with a hlg r score
indicating higher effectiveness or quahtYﬂe BOD.
BOD independence BOD independence is assigned "1",if thepercentage of
independent directors on the BOD gher than the
sample median and "0" if otherwi
BOD Nationality BOD Nationality Diversity a lgn "1" if the

diversity percentage of foreign dire

i [ ign di n is higher than
i therw
BOD Size Board size is assigned "&" if the nu ber ireCt

the BOD was less than i n arlé" if

otherwise.
BOD meetings BOD meetings the ‘gber of

meetings held by the, boar the Y RWas higher
than the sam i ifotherwise:

CEO Duiality This charact if thé.CEO was not the
chalrpers&

"ot ise.
Existence of a This acterlstl
remuneration and eX|st: o "o" 'f@erwme

" ! |f this committee
governance committee > u Q__

\ A@
4.6.2.2.8 AC Size N
The most commt%x;re of the siz gleche total number of members of

&
the AC at the end:@cal yelar oha@-‘m Soliman & Ragab, 2014; AbuSiam

etal., 2018). O

!
Ca)
S

4622 cépﬁgz‘?ce‘zg\

ndependence was red as a percentage. This ratio resulted from dividing

ber of independent members by the total number of members of the AC (see

th%
d\ tal., 2006; Mohamad, Rashid, & Shawtari, 2012; Rahman & Mohamed Ali, 2006).
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4.6.2.2.10 AC Financial Expertise

Based on the majority of prior literature, the most widely used mea?!r
expertise is the ratio of AC members who hold financial experience, which G%Mated
by dividing the number of committee members with expertise by the umber of

AC committee members (Ayemere & Elijah, 2015; Bilal et al., 2018; Saleh et al., 2007,

AbuSiam et al., 2018). \/
462211 AC Quality Score .\d
"X
ature

This study addressed three characteristics of sed on m pr'or_\l‘i-t}
and the PCCG (2009), including AC size, financi pe% dep.gr}‘ziznce. An
aggregate measure will be used to measure, th overﬂl c acteri@xq)f AC. The
composite measure used a four-point @ging fro 0 to@e. A larger score
represents higher effectiveness o AC, a\%w ,@\ore represents lower

effectiveness. The current stud%s the'game re:ced(lQ of previous research the

li etlal., 20 oh, 2009; Kent et al., 2010;

-

s hol the )@’Quality Score was calculated.

o)
gt

C Quality Score

current study to measure A@Dh\l
O’Sullivan et al., 2008%9 .6 sho

%4.6:@?{{@ in

&) Description

org ra?.géd?from 0 to 3, with a higher score
r effectiveness of the AC.

Characteri

ing hig
i depigdence was assigned "1" if the percentage of

AC inde en
? j eerﬁhl directors on the committee is higher than the
% saﬁ’npl dian and "0" if otherwise.
AC Si& AC size was assigned "1" if the number of members on

th mittee is higher than the sample median and "0"
\ if otherwise.
inancial expertise ~ AC financial expertise was assigned "1" if the percentage

\% of financial expertise members on the committee is

higher than the sample median and "0" if otherwise
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4.6.2.2.12  Ownership Concentration

Ownership concentration is when common stocks are narrowly held
1993). Prior works have employed several proxies of ownership conce@ For
example, Le et al. (2015) used the ratio of owned shares by the Iarge and five
stockholders, while Li (2014) used the shares held by the first flvew\olders as a

percentage of total shares. AlQadasi and Abidin (2013‘ m red ownership
h

concentration by the proportion shares of substantial stock ojhold at least 5%

of a company’s shares. Al-Saidi and Al-Shammari (2 sed he.‘pekcdage of the
8

largest stockholders controlling more concentratio n 5%} of 'ot_@]uity.

Consistent with prior literature, the percentag hi% est{tggkholders

who own more than 5% of the total equity. \, 0\ g
N O

4.6.2.2.13 Institutional Ownershlp \
Institutional ownership rep msél esggv)e in a firm. Most prior
have computed it as the pro of the™erdinary s:;idkis held by the institutional

investors. In other wor u onal }wne S.w%cxsured by dividing the number
by [

of common stock held |tut|% wbg;her local or otherwise, by the total

number of com st (@201 Ifri & Moustafa, 2007; Almasarwah,

2015a; Attia {al : 16;)Bao & e (-2'017 Farouk & Bashir, 2017; Gonzalez &

Garcia- M@Mb;H san gt .,2 “Lemmaetal., 2018; Ping & Wing, 2011; Zaid
’
etal., % a tf{ut

he dat. @Towners were collected from the website of PEX.

S

4 4 Foreign Ownership
Q Foreign ownership represents investors who are not permanent residents of
alestine, whether they are individuals or institutions. The majority of prior studies
which have addressed the foreign ownership have calculated it as a percentage of the
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common stocks that foreign investors hold, there they are classified as individual
investors or otherwise (Farouk & Bashir, 2017; Hassan et al., 2016; Isa & Faroul?ﬁ;

Parveen et al., 2016; Zaid et al., 2020). The data of foreign owners were cc@ﬁ&from

the website of PEX. —\
4.6.2.2.15 Moderating Variable of Political Instability \,z

'n?ﬁoduction and sale
ctionsy Indeed; previous
empirical studies have reported that companies respond to p riM@ig\l’ﬁEﬁed
political scrutiny by recording the abnormality (%etiona om!:@tr)easing
accruals (Byard et al., 2007; Cahan, 1992; Han ang, %8\ onem, 2003).

rab %\gby assigning

Hsiao et al. (2016) investigated poli@% dukin

one for the first quarter of 2011, WhiCMe e\w i

This political cost theory suggests that firms involv

of consumer products are susceptive to adverse politi

e

i.e @Arabs ring), and
4 pring)

zero if otherwise. They employed‘thi iaica't. ariable'to Q’g}ore the presence of EM

9 %
in the period of interest. Oba&&El?) investigated t@mpact of political crises on
income smoothing beh IOWH-fI anci cI m listed on ASE from 2006 to
ere ,

2015. Political crises wi ein \!Erit@e. Because the impacts of Syria’s

@,

refugees’ crisis o@rda@ynal @my began in March 2011, the study
N

period (2006-2015)was 'vk%tg,h “periods, representing five years before the

crisis (20@ and five years d the crisis (2011- 2015). Hence, the Syria’s
4
efugeés’ hot

r ists was a d O'm%?{\'/ariable, with 0 assigned to the fiscal years 2006-

204@ assigned for the fisg? years 2011-2015.

% his study will moderate the political instability according to several critical

Onts that occurred from 2011 to 2014. According to prior literature, this study used a

dummy variable to detect the effects of political instability in Palestine on the

/A
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relationship between CG mechanisms and EM. One was assigned for the period from
2011 to 2014 that had wars in 2012 and 2014, and O was assigned to the perio
2015 to 2018. ('}

To sum up, the political instability was used as an independenﬂ;i@ble in the

prior literature to explore its impact on firm performance (MangeQ et al., 2012),

income smoothing (Obaidat, 2017) and the magnitude of DAQ f‘Mt al., 2016). By
i

reviewing the prior literature (e.g., Mangena et al., 2012; t, 2017; Attia et al.,

din Iuwlevel EM
L ]

practice. Thereby, this study for the first time use@tical instability ta@ asa

moderator to explore whether it moderates the ionshi ality and

AC quality with EM in Palestine. \/E

4.6.2.3 Control Variables \

Factors other than the i c@en a sly mentioned might
% Qi A~
influence EM as a dependem' ble. ent addressed three control
: N
, owt r(w@and (CASHFLOW), that were

2016), political instability affects the effectiveness of

—X

=9
2

variables, firm age (FIRMA irm i
related to EM (Xie et al., 3; % ulﬁzi%,Asteriou, 2010; Idris et al., 2018;
Idris, 2012; Kleig@?Ra ntan oha@Ali, 2006). Control variables usually

g
utilized due tccmte ial reld 'o‘plzhi ith DV and correct the bias in the statistical

model. In@e preliminary res
Flfoce

eported that there is insignificant association

ke

size and industry, a

4

hey did not contribute to improving the statistical

%

betwef
m(ws ell. So, this study c?ntrol Firm age, Cashflow, and growth.

4.6%2.3.1 Growth
The growth rate is the first control variable in this study and is addressed because

it might relate to EM practices in Palestine. Several prior studies related to CG and EM
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topics have used the growth rate (e.g., Johl et al., 2013; Moslemany & Nathan, 2019;
AbuSiam et al., 2018). In several of these studies, the growth rate is measurea?ﬂ&
change in total assets scaled by lagged total assets. AbuSiam et al. (2018) nted
that the company growth rate had a significant and negative associatim the level
of EM. To sum up, some previous empirical studies showed that firmgs with a higher

growth rate had good opportunities to engage in EM (Moslemqnwéathan, 2019).

4.6.2.3.2 Cashflow '
This study addressed the cash flow from operating activitie as.a\‘?o‘? @’able
(,)
whic@ere are

several ongoing crises. Lee (2012) has found that inanc'l\m'q moti a@’éompanies

due to its potential relationship with EM practiCes, In Pale}tin o

to inflate reported cash flow from opera% im a/e ncial reporting. In this

study, cash flow was measured by scale net.oper

(Can, 2019; Diri et al., 2020; JohaEaaL J%ﬁ%ya san
ifiean i

documented a negative and !& t

practices in Malaysian JlistedyCo pani’s.
Cash flow volatility mirroredithe i in'eggations and, hence, implied a higher

likelihood of EM&\ § %

&
N DS S
4.6.2.3.3 %Age &
NN
T% ntrolvari ﬁaddr d in this study is firm age. Firm age is regarded

imp&nt, and some argue @bng-established firms discover will know how to do
t%%etter, as well as to minimize costs and improve quality (Arrow 1962, Ericson
navPa

kes 1995). Firm age is widely measured by the number of years since a firm was

caiqgws by total assets

2"0%9). Johari et al. (2009)

as

stablished (Black, de Carvalho, Khanna, Kim, & Yurtoglu, 2020; Fang, 2016;

Moslemany & Nathan, 2019; Shan, 2015; Zaid et al., 2020).
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Table 4.7: Measurements of the Variables

Variable Symbol Measurement EXS
Dependent Variables »
Absolute Value of discretionary h
EM ABSDAC accruals estimated by the Kothari et al.
(2005) model
Independent Variables
The percentage of non-executive .‘.
Board Independence BODINDEP  directors to the total numberw i
directors on BOD
B(_)ard _Natlonal BODND Percentage of BOD foreig ers to i
Diversity total members of BO
Board Size BODSIZE Number of memb O ' -
Board Meetings BODMEET The number of mee held nrw -
This characteristic is coded "1" if th .
CEO Duality CEODUAL CEOQ is the chai n of th
and "0" oth
i P 4
e Thischa G oo
BODRE&GC  committee exists in
Governance it o s
Committee W
a om Oto6 wi igher.se¢ore
BOD Quality BODQ _Score  indicating higher effgctivenes ﬁi the -
BO \ S
AC Size ACSIZE tal nu@* ixct rs‘on the AC -
ercefitage of i epen&ﬂrp irectors to i
AC Independence ACIND, the tatal nuniber of directors on the AC

AC it
AC Financial ACFI% AC mst ers with )
Expertise perti otal members
anges from ith a higher score
AC Quality ACQ-Seore dic nglhi erreffectiveness of the -
¢ g hip of th
. e percentage ownership of the
8wnersh|p_ WNCON argest holders who own more +
oncentration X
than f the total equity
Institutional Percentage of ordinary shares held by
. I SIO | . ; . -
Ownership ? i ional investors
Foreign O shi ORS @r entage of ordinary shares held by +
g b JLJereign investors
Moder. iable 2 {\
. - Equals one (1) for the year 2011 to
POI'IU | !sn Hlity POLIN§ 2014 and zero (0) otherwise "
tr riables N
h The net cash flow from operating
% W CASHFLOW activities scaled by total assets i
Age FIRMAGE The n_umber of years since the firm was i
established.
rowth GROWTH The change in total assets scaled by

lagged total assets.
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4.7 Econometric Approach
4.7.1 Software Packages

Several software packages such as SPSS, STATA, and Eviews are @data
analysis to complete empirical analysis of social studies. Among these ws, SPSS
is the most widely used program and is suitable for cross-sectional studies. However, it
does have limited functions regarding analyzing panel data (R MOO%. However,
Stata and EViews are two statistical packages that can be ms -sectional, time
series, economics, and panel data research, and the fer s VM- that are
STATA d@ta_\s%‘z;sis.

h@ ere.tested. When
T

IeteOYata re exr@ed.

unavailable in other programs. Therefore, this stud

D

Also, data quality procedures were performed

all the data were entered on the worksheet

[%2]

4.7.2 Diagnostic Tests

Many general assumptio%

&
analysis. Hence, many diagnosti 1 d on%@data sample to check if the

general assumptions o% tiple'r‘ res ‘r‘lé aﬁa'chieved to avoid misleading the
&

results. Some of the &qtial dii \T& Sts vgamdertaken for outliers and normality

tests. Besides, w ineari 'osce city, and autocorrelation tests were also
¢

made. % 4 (j’)

4.7.A0utliers and Missi g}?‘oservations

tliers are data points that are remarkably different from other data points

to pr to multiple regression

resent in the same data. They eventually influence the conclusions regarding the
lationship between the predictors and response variables. Because of these concerns,

great care must be taken while dealing with outliers. This concern has to do with
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defining, identification methods, and techniques for handling outliers (Aguinis,
Gottfredson, & Joo, 2013). Y~

Missing information is another common problem that is encounte hile
preparing data for modelling. Ignoring missing data will lead to inappfé@e results.
Missing data could come because of human mistakes or the cost of¢obtaining data.

According to Sharma and Mehta (2013), techniques useq in “handling missing
et

information include ignoring the presence of missing da I r]g imputing the

missing values with mean, and imputing the missing va singK- neighbor.
L ]
Y
| S
4.7.2.2  Normality 4 \T

Several statistical procedures, suchwas testg\ A\VAS,®Y;ssion, and
correlation, assume that the data obtai h froman I or@ssian distribution
(Field, 2009). With large samples @s)roxiwor Q@servations, violations
of the normality assumption V\QW i

N,
ot cause y(ma{??oblems (Pallant, 2013).

Parametric procedures Willi\&r;ilbeli]b in this Si@ even though the data have
been proven not to be% tatistically I‘I‘ibt@Noodward, 2007). In regression

&
analysis, which tt&% usedl \ua S tha%ﬂmate errors are assumed to follow a
no

normal distributi ean 'ndare)%(/iation (Dong & Giles, 2004). Hence, in

¢
regression &B the validi oi’th statistical tests is dependent on the residuals’
bk

g Multicollinearity
Q Multicollinearity is the interdependency between predictors or independent
ariables in a multiple regression model (Farrar & Glauber, 1967). It is seen as a

problem resulting from a poor experimental design. The presence of multicollinearity
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could pose a threat to the specification of the regression model and negatively affect the
relationship between the predictors and response in the model. The pres?ﬂ'r
multicollinearity makes the model matrix becomes challenging to ir%\l/hich

eventually leads to model estimates having substantial variances. *

4.7.2.4  Autocorrelation
Several parametric statistical procedures such as AN ac reglression analysis

assume that the errors are independent, but that mig t alwayS-hefthe case. In
L ]

ity overjtime, such @ case

an]% rors\emitema &

entaﬁeffe in th el estimates,

like standard errors being lower than wa/ery high .In @ involving panel

data, micro panels are most likely experien\autg gt@on than macro panels
N,

of panel data, a possibility exists for autocor

Laraway, 2009). Autocorrelation could havésdetri

(Oscar, 2007). It is assumed th is noﬁutoc relati thin each panel unit and

across the panel units (Vij:q%o_ na] . HOV@ many tests exist to test the
se tests are use

presence of autocorrelati est dto@‘t the null hypothesis that there is
v

no autocorrelatiorKar, ZO(D

N N 5
4.7.2.5 oscedasticit 4 O
N
H% astigity. r Pto a-&?n-constant variance of predicted values from a
sy !
|

regr, model, and homos@éticity is the opposite of heteroscedasticity. Linear
@n models that allow for the presence of heteroscedasticity are referred to as
hted least square regression. In this instance, weights are given to data points to

ave high confidence in estimating a linear regression model. Meanwhile, the ordinary

184



least square model assumes homoscedasticity assumes equal weights to the data points,

g
3

Panel data strategy is commonly used in much social science research, especially

unlike the weighted least square mode (Knaub, 2007).
4.7.2.6  Panel Data Approach

in finance and accounting literature. Panel data is concerning t N cross-sectional
and time-series data (Larsen, 2006). Panel data “is the mix i—se tional and time-
series data” (Gujarati, 2009: P. 591). One main advanta an dw ability to

d mitiga hdc&l‘l-ig\‘e;;rity

use large data sets, which maximizes the scale of free

>

via independent variables (Hsiao, 2014). Additi Ramad OQ)Qr}WGujarati

(2009) noted several benefits of conductin nce, pé;gata leads to
the control of individual heterogeneity; |seawe degree eed@boosts efficiency
and variability, supports the accura(QQS/ariable \e‘ a

Hsiao (2007) and Baltag% ar u%d th caoss(-'Q

offers more variability, lo MIine[' among @ariables, and increases the
| data m

Itigates the biases.
$

4,

onal units in panel data

degrees of freedom. F re, pan ay@uce multicollinearity problems,

4 &
also control the individual hete( \K , andéé.ble endogeneity problems. Panel data

is more appromat\e r st 'e d@ﬁics of adjustment and studying more
¢
sophisticate G@/iora mod ﬁar*(_‘gt?re cross-section or pure time-series data.
% NN
Moreovgr, Panel datd i rto @sure and identify impacts, which under usual

gl

conditions, may be undetectabla@fe to measurement errors. Prior studies in the field of

\
a \'ﬁng, finance, and economics have widely adopted the panel data methodology
: ker et al., 2002; Bhattacharya et al., 2003; Idris et al., 2018; Ming & Gee, 2008;
sma & Noguer, 2007; Schiehll, 2006; Yunos et al., 2011) Due to the benefits of using
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panel data approach and the large number of studies that have used this method, this
study adopted panel data approach. Yv

By reviewing the prior studies and based on the benefits of panej} i
research used a panel data approach. The sample size of this research W*;ed on 29
companies over an eight-year period representing 232 observations. Thereby, the proper
method for this study was to use panel data methodology to te theNﬂ(uence of the CG
mechanisms on the EM in Palestine. Moreover, most ;g-

dies' in the area of

accounting and finance topics have adopted panel dat thod IoWker et al.,

L ]
2002; Bhattacharya et al., 2003; Idris et al., 2018;@6%, 2008; nﬁ &@Eer,
2007; Schiehll, 2006; Yunos et al., 2011). 4 .\,"("
Because of previous studies and the 1Xf—8 \ware,é}%;yzing data
statistically, this study adopted STA\%/are pa ers@QM.Z, as it is the

appropriate software for analyzir%nel dafﬁ\gx Si

software is simple, friendly, an rto &ers. q

rthermore, STATA

-
&
There are two types a dT, I are@ced and unbalanced pooled
I

data was mi b‘\d c i
& A S
47.3 % w4 X
% S
\T data was sampled f%m the PEX to answer the research questions. The data

% this analysis contains information on 20 predictors that are assumed to affect

0 response, EM. There are 20 predictors used in the panel regression models grouped

into 5 common groups of variables. These 5 common groups of predictors included:
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1. The control variables used in all models included growth, cash flow, and log
transformation of firm age. Yv
2. Characteristics of the board of directors (BOD): size \Glngs,
independence, nationality diversity remunerations, Mx@vernance

committee and CEO duality. Q

3. Characteristics of the audit committee (AC): size,.iinan 1al expertise, and

4. Characteristics of the ownership structure (OS); Own rswentratlon,
: Y'

| &

ef% iuc@'stabmty,

BOD quality, AC quality, and tw action te of p@cal instability

with each of BOD quality al %aality wer d to@nate the model.
All these predictors were r or Z%l &acterlstlcs of corporate
q

governance and earning man were r @ years from 2011 to 2018

for each firm. Hence, there otal 'f 232¥i m bservatlons.
l
f') \-' g <<,

4.7.4 Analy f el Data

independence.

Institutional ownership, and foreign owner

5. In the case of investigating the mo

\
The sa Ie mpanies :'elh enous according to the simple Ordinary
Least Squ S) regression reby, unlike the panel regression technique,

OLSd: accoun tf heérog&{mty Jager (2008) investigated whether panel data
th% nalyzed by using a\t(;%hnlque of OLS regression generate different results

‘énen they are analyzed by using the techniques of panel data. Jager's (2008) study

o)wed that the results generated from both techniques were different, meaning that an

incorrect deduction would be made by adopting the OLS technique on panel data.
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Baddeley and Barrowclough (2009) and Wooldridge (2003) reported that the
observations of panel data could not be presumed as separately distributed ac?mé
time for the sake of panel data econometric analysis because of unique indi tors
that stay stable through time. Therefore, Baddeley and Barrowclough clarified
that the application of simple OLS applied in pure cross-sectional” or time-series
analysis, which supposes homogeneity, may lead to a misleadiﬁwnce if estimated

l

The present study used a panel dataset, which ha Itipl owns for the
L ]

d twosub ptﬁ.;&ﬁg\‘é’r‘oup
p n\déx ted Q%T which

o

dataa‘egr ion in this study

on panel data.

same economics units in which each item in the equat

identifies 'i' (in this study, 29 firms) and withi
identifies time (in this study, 2011-2018). an
may be estimated by pooled or fi %t and Ra @ﬁs model to test

hypotheses HO1-H17, which examwe relatl\ﬁp e @\BOD characteristics,
N

0(1'Q n be determined to arise

from the most general linegar_re ser’ e@ls will be discussed in the

following section. l 0’
9 s
N =

w
)
<
@D
=

AC characteristics, and OS wit ctic

4.7.4.1 Pooled OLS/(Ordi ieasti-} re) Regression Model
¢
An or '%east quar deeL(;a capture the relationship between a single
% NN
respons ne qr fxplaﬂ%ry variables (Hutcheson, 2011). The model

coeﬁ&s are estimated fro (@'d best fitted straight line to the data, i.e., having the
I xsiduals. In the case of panel data, OLS regression is applied with caution, given
hatrgrouping structures exist. However, OLS regression assumes that there is neither a

ignificant cross-sectional nor temporal effect; hence, the model is applied to the pooled
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data (Vijayamohanan, 2016). Therefore, the intercept and coefficients of explanatory

variables are the same for all companies and time periods involved. Yv

Two types of fixed effects models exist, i.e., least squares dummy variable

4.7.4.2 Fixed Effect Model

(LSDV) model and within-group regression model. If the Mty to choose a
zal

pooled OLS model fails due to significant cross-sectional o e‘fects, the LSDV

model could be considered a possible option. In this ca eer erodel are
"X

estimated as fixed. The LSDV models allow for stimatjon tihe_\ﬁa}ariant

mo Raroissant
@)

individual components by including them as du

& Millo, 2019), e.g., a dummy variable forﬁKh’ mp i @Sr?able for the
cross-sections in a panel data (e.g., fi IS serv@ﬁd does not vary
with time. However, the disadvant usin@;D? elis that it includes too
many predictors, making the m rix O‘ﬁ‘ficu torinv e to multicollinearity.

A solution to this pro@o u -gr(@gression model. The within-
group regression mod% ot involve e i'r'n‘at'rnbthe effects of dummy variables.

’ &
However, the mm&gﬂmateii i -traniémation (Baltagi, 2008), and predictors
resultin a mod% tany ' The E%'-transformations involve subtracting the
¢
means of e redictors The in{iteejr?odel effects are referred to as within-group
NN

fix eﬁe% or. The wi P-grou&x effect estimator is based only on the variation
Y-v

wit)méh cross-section or enﬂ%‘from the panel data.
NS N

4.74.3  Random Effect Model
The main problem with the fixed-effect model is that it results in too many

estimated parameters, which eventually causes a loss of degrees of freedom. A solution
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to this problem could make the error terms random, unlike the fixed-effect model, which
estimates them as fixed. The error terms are assumed to follow a normal distribw
mean 0 and standard deviation. Hence, the model estimates an overall r@%\a the
intercept and individual deviations from the overall intercepts via the erm. The
error term can be further simplified as a composite error term into withiin and between
error terms. Hence, the variance of the error terms is the su anriance of the
within and between components. In case there is zero withi Kt e error variance

becomes equal to the between component variance, mak ep I&N{gﬁsion equal

to the random effect model. This is the basis of the B h-Pagan te l _\‘—}

4
\ g
4.7.5 Choosing Appropriate Regressi&qw el u\ é

Before capturing the relationshi erdnvestigati ne@%dsts to select the

right model to do that. First is the o select ?n B@\Ied OLS model and a

random effect model. The test u%akin@this

Pagan Lagrange multiplier MS tT e null hy s@sis that the variances across

the cross-sections or e% units afe zern ,}i.‘e.,\b’significant difference across the

5. 0
cusion@ferred to as the Breusch-

'3

units or no panel e Nheref(i ,' test gms in a significant chi-square statistic,
then it confirmsgthat awand mod I&é’preferred over a pooled model and vice

|
¢
versa. % 4 (j')
\
Ir%he twi }ous s&s confirm random and fixed effect models
b 9

respectively, then a need exis@dse another test to decide which model among them

i prpropriate. The test used in making this decision is referred to as the Hausman

G Green, 2008). This tests the null hypothesis that a random effect model is more
p

propriate versus the alternative hypothesis that the fixed effect model is best.
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4.8 Research Models Specification

The statistical models that are used in this research are discussed in this

Two models were developed to answer the research questions and achieve arch

objectives. The first and main model is to study the influence of the d%eristics of
BOD, AC Characteristics, and ownership structures on EM, while thetsecond model is

to explore the moderating effects of political instability on the cmn between BOD

L.

quality, AC quality, and EM in Palestine.

4.8.1 Multiple Regression Analysis

Multiple regression analysis was the statisti

(46 ’%j A
where: \

Yi = Dependent variable. Y' L}
A = Constant. ’ \.' ’ 2

Xil, Xi2, Xit = |n@~nt Vatiable:
eit = Error. c\ 3 !

Q- &
NIV
4.8.2 ession A alyﬁs forModerating Effects

N
\ et al. (2010) documiented that moderating effects happened once the

‘étor variable changes the shape or strength of the relationship between two or

Ore variables. Gani and Jermias (2006) explained that regression models are a

statistical method used in studies that focus on the effect of moderating variables on the
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relationship between the independent variable and the dependent variables. Hartmann
and Moers (2003) indicated that regression analysis was more appropriate forw
hypotheses that contain moderators. In the relationship of the moderate variable, the
dependent variable is affected by the independent variables, anf%oderating
relationship exists when the influence of the independent variable om the dependent
variable varies depending on the value of the moderating variables (¥unos, 2011). The

following equation represents the general form of moderatingye ssiin analysis:

(4.7)

| &
s b 3
where: Y. \ YB’
Y = Dependent variable. \, é\

A = Constant. \
X1 = Independent Variables. E ) o

M2 = Moderating variable \ ¥ “‘\AQ?(
e = Error. %Y' :,bj’l 0
Lo

4.8.3 Model@ati(@lmpa the CG Characteristics on EM
N
Below i Nth afica e;les on to model the direct model. The Bs
del,

Y =a+BIXI + f2M2 + ﬁ3§*M2 " . \d' NS

represent s of the m a as used to model the errors of the model.
& I
AB% = Bo + BLGROWT , CASHFLOW;, + B3 (Firm Age);,

\ + B,BODSIZE ;> Bs BODMEET;, + B¢ BODINDEP;,
+ B, BODND;, + By BODRE&GC;; + By CEODULA;; + ByoACSIZE;,
+ By1 ACINDEP ;, + B1,ACFEXP; + B;30WNERCONC;,
S

+ By4 INSTIOWNER;, + B;sFOREOWNER;, + &
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where i = firms, t = time periods, ABSDAC = the absolute value of the magnitude of
DAC estimated by the Kothari et al. (2005) model, GROWTH = company?ﬂl
growth, CASHFLOW = cash flow from operating activities, FIRMAGE = age
since the company being established, BODSIZE = Board Size, BO = Board
meetings, BODINDEP = Board Independence defined by no-executive/directors in the
board, BODND = board Nationality Diversity represent the Mtinian members
in the board, BODER&GC = Existence of a remuneratio n?;r nce committee
CEODUAL = CEO-duality, ACSIZE = AC Size, , A EP W‘pendence
cidl &@Yrt'ise,

ﬁitutional

= .
ign O@;ﬂp, and € =

®)

&

N

eﬁfect@olitical Instability
&)

deration model that includes

OWNERCONC = Ownership Concentrati

Ownership whether local or otherwise, F

error term. \:' ,
4.8.4 Model Specification%«/t

There is also a mathematica p:I
interaction terms to in\% he m(} rati 'Sffes@f POLINS. The model estimates

and error terms are 'ﬁ%reted ih \r'ne ay g.be direct model.
& &
ABSDAC;, Nl QWTH;, + Bl_ﬁMHFLOWit + B; (Firm Age)
%mB DQUALLE + B ACQUALL,, + B¢ POLINS, + B,POLINS,
Iyt

LINS; * ACQUALI;; + &
. F g
.Y N
\

N: represents firm, t = time, ABSDAC = Absolute value of the DAC estimated
the

Kothari et al. (2005) model, Growth = company growth, CASHFLOW = cash
w from operating activities, FIRMAGE = firm age since the company being

established, BODQUALI = represent BOD quality score ranged from 0 to 6, ACQUALI
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= AC quality score ranged from 0 to 3, POLINS = Political instability as a moderator

X
O

This chapter outlined the general framework of the study, w Included the

variable, and ¢ = error term.
4.9 Chapter Summary

development of hypotheses and how to measure the variab SMethods of data
collection and statistical analysis. This chapter elaborate mu'sed hypotheses
development in detail. The study has two sets of hypotheses, The 'rsw ‘elaborate
on the direct relation between CG mechanisms aracteristi of @ AC

characteristics, and the structure of ownership) pr% r thaxye chapter

discussed the political instability as a modew ectv\n latio between CG

mechanisms (BOD Quality, AC Qualityyand awnershlp

This chapter interpreted in de the varl Vat E\utilized in this current
\
study. In this study, there are fo of V£I3b| » Rirst @e independent variables

that contain three groups of Xs r O'each ﬂﬁe CG mechanisms. Second is

the dependent varlabl% e Kot ri e aI (Z@) model was used to detect the

d
magnitude of EM d, the rrlo varl as political instability. Finally, the

set of control v ab incl th ctj(ﬂow and firm age.
The cEi r Iso xplal 'rhabc? sample of the study consists of 29 non-
flnan0| listedw firmg® from{)Oll to 2018, and, further, four non-financial

Ilsted were exclu (D}(Je to lack of data availability. Finally, this present

opted the panel data regression method to examine the conceptual framework

: ﬁ
G Is and testing the research hypothesis.
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