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1
Table 1 Classification of the sample’ s characteristics
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2
Table 2 Definition and measurement of variables
4
EM_CM Jones-
EM
EM_Jones-
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3
Table 3 Correlation coefficient matrix of variables
EM Gov Law Size CFO ROE Lev BDS PID OCR
EM 1.000 |-0.034%*|-0.041**| —0.023" |-0.050***| 0.007 0.014 0.016 0.029** | 0.031**
Gov |-0.015**| 1.000 0.618™** | 0.042™** | -0.020 | 0.022" 0.006 0.000 | —0.030** | 0.044 ***
Law |=0.017***| 0.728 *** 1.000 0.051*** | -0.015 0.015 0.008 0.022" 0.032** 0.022°
Size | 0.047 % | 0.047** | 0.053 *** 1.000 0.041% | 0.067* | 0.122* | 0.045™ | 0.048*** | 0.095 ***
CFO |-0.058***|-0.058**| —0.045™* | 0.017 1.000 0.003 -0.003 |[-0.034**| 0.003 0.011
ROE 0.015 0.015 0.015 0.278 *** 0.013 1.000 |- 0.039***| 0.002 0.007 0.023"
Lev 0.003 0.003 -0.023" | 0.315** 0.004 -0.026** 1.000 0.041 *** 0.011 -0.006
BDS -0.021 -0.021 0.006 0.042%** | -0.003 0.000 0.029 ** 1.000 |-0.327%|-0.041***
PID -0.014 -0.014 | 0.029™* | 0.041*** | -0.020 | 0.026" 0.003  [-0.292***| 1.000 -0.002
OCR | 0.030** | 0.030™* | 0.043*** | 0.075™** | 0.068*** | 0.051*** 0.010 [-0.043***| 0.005 1.000
Pearson Spearman N 1% 5% +10% ( )
: GMM
v p
0.1 Hansen
3.3 N
0.526
5 (6) GMM
Jones
0.01
GMM -0.021.
4 -0.039( -0.021 -0.018).
AR(2) p
(5) 0.05
(5)
: Hansen p 0.1 -0.011.

( diversion hypothesis)
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~0.017( = 0.011 = 0.006) .
2
Jones +DeAngelo Healy
4
Table 4 Test result of external governance environment and earnings management
EM_CM Jones EM_Jones EM_DeAngelo EM_Healy
I I I I I I I I
‘ 01457 | 01437 | 01357 | 01417 | 04527 | 0.453°% | 0.074" | 0.078*
Bl (9.597) (9.475) (8.822) (9.169) (29.758) | (29.696) (4.652) (4.823)
-0.0217 | —0.011™" | —0.048™ | - 0.015" | -0.027"" | -0.012" -0.017" -0.011*
frs. (=2.722) | (-2.604) | (-5.186) | (=3.184) | (=2.953) | (-2.112) | (=1.831) | ( =2.209)
Size, -0.003 | =0.004™ | -0.003"" | -0.003" -0.003™ - 0.003™ -0.001 —-0.001
(-2.878) | (=3.070) | (=2.331) | (=2.710) | (=2.151) | (=2.355) | (=1.031) | (-1.165)
-0.006™* | —=0.006"" | -0.006 | -0.006"" -0.005*" -0.005 | =0.005™ | -0.005"
cro. (-3.525) | (=3.471) | (=3.557) | (=3.304) | (=2.368) | (-2.255) | (=3.044) | (-3.018)
ROE, 0.004 0.004 0.006" 0. 005 0.009 ™ 0. 008" 0.005" 0.005"
(1.419) (1.367) (1.929) (1.607) (2. 608) (2.506) (1.885) (1.874)
0.004 0.003 0.004 0.003 0.014™ 0.014™ 0.018™ 0.017*
et (1.140) (1.091) (1.172) (1.144) (4.005) (4.004) (6.602) (6.483)
, 0,012 | 0,012 | 0.000% | 0.010" | 0.017"* | 0.018* | 0.014"* | 0.015"
B (2.720) (2.820) (2.077) (2.442) (3.408) (3.529) (3.796) (3.892)
0.028" 0.033™ 0.004 0.021 0.026 0.033" 0.011 0.013
Fib. (1.793) (2.141) (0.247) (1.383) (1.460) (1.855) (0.829) (0.975)
OCR, 0. 028 0.029™* 0.034™* 0.026 0.054™* 0. 054 0.035™* 0.039 "
(3.278) (3.308) (3.849) (2.844) (5.580) (5.080) (4.419) (4.575)
0.265* 0.149™* 0.503 ™ 0.176 0.274™ 0. 108 0.166™ 0.085™
Constant
(3.630) (3.906) (5.862) (4.345) (3.188) (2.345) (1.994) (2.233)
AR(1) 0.000 0.000 0. 000 0.000 0.000 0.000 0.000 0.000
AR(2) 0.795 0. 806 0.790 0.907 0.764 0.813 0.956 0.439
Hansen 0.184 0.185 0.121 0.137 0.788 0.789 0.214 0.210
GMMVs 0.239 0.203 0.291 0.258 0.830 0. 820 0.175 0.189
IVAVs 0.179 0.184 0.241 0.137 0.479 0.520 0.359 0.395
N 5 600 5 600 5 600 5 600 5 600 5 600 5 600 5 600
t ;lIns, .1 Gov,~Law,; Statal2.0 “xtabond2” -
( robust ) ; AR(2)
p “ " Hansen p
“ ”; GMMVs( Diff<n-Hansen GMM) IV Vs( Diff<n-Hansen IV ) P

‘ )
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5 .
Table 5 Ultimate controller’ s characteristic external governance environment and earnings management
AEM_CM Jones AEM_Jones AEM_DeAngelo AEM_Healy
| | I I} 1 I} I |
o 0.088 ™ | 0.084™ | 0.123™ | 0.120% | 0.451™ | 0.453™ | 0.083*** | 0.085***
(5.101) (4.705) (7.145) (6.837) (28.692) | (28.639) | (4.975) (4.901)
s, —0.021%* | —0.011*" | —0.040™** | -0.005 | -0.029™* | —0.012** | —0.024™" | —0.014**
(-3.214) | (-2.136) | (-3.726) | (-0.821) | (=2.931) |(-2.117) | ( -2.426) | ( —2.469)
s, x UCP, —0.018*** | —0.006*** | =0.006*** | —0.013** | —0.002™* | —0.005** | -0.006" | -0.005"
(-6.195) | (-5.830) | (-2.982) | (—2.408) | (-2.477) | (-2.172) | (-1.905) | ( -1.823)
o 0.338 0.028 0.352 0.372 0.065 0.250" 0.189 0.518
ver. (0.665) (0.101) (0.893) (0.819) (0.165) (1.665) (0.487) (0.923)
. -0.001 -0.002 -0.002 | -0.002" | -0.003" | -0.003* | -0.002 -0.002
S (-0.848) | (-1.255) | (-1.594) | (-1.672) | (-1.816) | (-2.171) | (-1.612) | ( -1.478)
cro, —0.006™* | —0.006™* | = 0.006™* | =0.006*** | —0.005** | —0.005* |-0.005** | -0.005***
(-3.366) | (-3.266) | (-3.431) | (=3.191) | (-2.367) | (-2.254) | (-3.178) | ( -3.071)
RoE, 0.005 0.004 0.005" 0.004 0.009*** | 0.008** 0.005" 0.005"
(1.599) (1.374) (1.867) (1.523) (2.630) (2.510) (1.920) (1.885)
-0.001 -0.002 0.002 0.001 0.0147* | 0.014™* | 0.019™** | 0.018***
et (-0.256) | (-0.679) | (0.697) (0.260) (3.817) (3.801) (6.804) (6.532)
80s, 0.022%% | 0.023™* | 0.013™* | 0.016™ | 0.018** | 0.018™* | 0.010** | 0.012***
(4.803) (4.958) (2.598) (3.323) (3.333) (3.293) (2.455) (2.915)
0.034** | 0.043*** 0.010 0.028" 0.026 0.033" 0.005 0.010
Hb (2.231) (2.915) (0.625) (1.830) (1.441) (1.858) (0.368) (0.739)
OCR, 0.117* | 0.114™ | 0.059*** | 0.064*** | 0.064™** | 0.057** 0.010 0.024
(7.052) (6.748) (3.243) (3.514) (2.792) (2.416) (0.654) (1.496)
0.280™** | 0.085™ | 0.4327* | 0.120*** | 0.289*** | 0.108** 0.230** | 0.150 5**
Constant
(3.933) (2.207) (4.503) (2.607) (3.154) (2.352) (2.546) (2.500)
N 5 600 5 600 5 600 5 600 5 600 5 600 5 600 5 600
AR(2) - Hansen . GMMdVs IVdVs 5 N
3.4 N -0.027 -0.009.
6 (7) GMM - 0.032( -0.027
- 0.005) -0.011( -0.009 -0.002).
Jones
( Jones <DeAngelo
) Healy

0.01
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Table 6 Ultimate controller’ s administrative rank external governance environment and earnings management
AEM_CM Jones AEM_Jones AEM_DeAngelo AEM_Healy
I I I Il I Il I II
M. 0.1527%% | 0.14277% | 0.115™ | 0.120™ | 0.445™% | 0.453%* 0.034" 0.032"
(7.658) (7.786) (5.288) (5.911) (23.188) (24.102) (1.844) (1.752)
; = 0.027 | = 0.009 ™ | = 0.043* | = 0.022™* | =0.061™** | -0.017** | -0.018 |-0.031**
" (-2.947) | (-3.882) |(—-4.173) | (-3.187) | (—3.530) | (—2.318) | ( -1.500) | (—3.924)
Ins, x UCC, -0.005" -0.002** | -0.014™* | =0.017*** | -0.003 -0.013" | —0.008** | —0.010**
(-1.761) | (-2.160) |(-2.747) | (=2.796) | (-0.547) | (-1.951) | ( -2.342) | ( -2.356)
vee 0.234 0.207 0.674 0.192 0.699 0.457 0.053 0.097
" (0.500) (1.092) (1.293) (0.967) (0.952) (0.816) (0.837) (0.598)
G =0.004 % | = 0.005** | = 0.005*** | - 0.005*** | -0.003 -0.003 -0.002 -0.001
o (-3.078) | (-3.269) |(-3.383) | (—-3.401) | (—1.443) | (-1.519) | (-1.200) | (-1.050)
cro, —0.005*** | =0.005*** | =0.005** | —=0.005™** | —=0.005™* | -0.004" | -0.005*** | -0.005***
(-2.604) | (-2.612) |(-3.112) | (-2.883) | (—-2.159) | (—-1.948) | (-3.031) | (-3.160)
0.008 0.003 - 0.000 -0.002 0.0407** | 0.0367** 0.003 0.004
RO (1.102) (0.458) (-0.044) (0.342) (5.406) (5.000) (0.438) (0.733)
Lev, 0.022** 0.022** 0.016" 0.017** 0.027** 0.029** 0. 024 *** 0.014
(2.532) (2.493) (1.933) (1.998) (2.463) (2.492) (2.845) (1.622)
BDS 0.001 0.006 0.018*** 0.019** 0.007 0.000 0.014*** 0.014**
- (0.121) (0.786) (2.686) (2.973) (0.406) (0.020) (2.553) (2.537)
0.028 0.033" 0.001 0.014 0.035 0.057 ** 0.027 0.020
Hb (1.508) (1.838) (0.065) (0.811) (1.457) (2.478) (1.487) (1.327)
OCR, 0.020** 0.020** 0.020™** 0.019** 0.067*** | 0.067°* | 0.040™** | 0.056*"*
(2.273) (2.126) (2.340) (2.034) (5.693) (4.890) (4.501) (5.631)
0.3877* | 0.1677" | 0.3927* | 0.154™ | 0.601™* | 0.199*** 0.132 0. 169 ***
Constant
(3.427) (3.210) (4.028) (3.253) (4.270) (2.864) (1.235) (3.228)
N 4 024 4 024 4 024 4 024 4 024 4 024 4 024 4 024
2112 N N
4 . 144
4.1 N N
4 088
Cluster
N B, Xtabond2 Cluster
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Ultimate controller, external governance environment and earnings manage-
ment: Analysis based on dynamic panel data with system GMM estimation

LI Yan=xi CHEN Ke—ing
Faculty of Management and Economics Dalian University of Technology Dalian 116024 China

Abstract: Improvement in external governance environment can constrain the earnings management and out
of personal gains the ultimate controller can play a different role towards earnings management. From the ex—
ternal governance environment perspective applying dynamic panel data consisting 836 companies listed on
Shanghai and Shenzhen Exchanges in the period 2004 —2011 we test the impact of external institutional envi—
ronment on earnings management using system GMM method and examine the role of listed companys’ ulti—
mate controllers. The results show: External institutional environment is negatively correlated with earnings
management. External institutional environment affects earnings management differently depending on the
characteristics and administrative ranks of the ultimate controllers. Specifically external institutional environ—
ment plays a more significant role in constraining earnings management in state-controlled listed companies
compared with non-state-controlled ones. Furthermore external governance environment seems to be more ef—
fective in restraining earnings management in listed companies under central government’ s control compared
with the ones under the control of regional governments. To conclude the results illustrate the crucial role that
the ultimate controller plays in regulating external governance and earnings management. This study enriches
the researches of earnings management thus contributes to the understanding of the institutional root-cause of
the differences in earnings management behaviors among Chinese listed companies.
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