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ABSTRACT

This study investigates the impact of foreign ownership (FOR) on the relationship
between CEO features and real earnings management (REM) practices, including abnor-
mal cash flow from operating (ACO), abnormal discretionary expenses (ADIET), abnormal
production costs (APRC), and aggregate REM. Using the Feasible Generalized Least
Squares (FGLS) method, regressions were performed using 685 enterprise-year observa-
tions of enterprises listed on the Amman Stock Exchange from 2017 to 2021. The find-
ings reveal that female CEOs restricc REM (APRC), while CEOs with prior experience
engage more in REM by manipulating sales, reducing discretionary expenses, and engag-
ing in aggregate REM to establish a positive reputation. Additionally, it was found that
CEOs with longer tenures are less likely to engage in REM (ADIET and APRC).
Furthermore, enterprises with older CEOs have a mitigating effect on aggregate REM
practices, although they are more inclined to engage in REM by reducing discretionary
expenses. Consistent with the knowledge spillover hypothesis, foreign ownership acts as
a constraint on the practice of REM. Specifically, when combined with CEO tenure, for-
eign ownership limits REM (ACO and aggregate REM). However, in line with the informa-
tion asymmetry hypothesis, the study reveals that foreign ownership, in combination
with CEO gender, increases REM (ACO). Moreover, foreign ownership increases REM
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(ADIET) when combined with CEO experience. Additionally, the results indicate that for-
eign ownership intensifies REM (ACO and aggregate REM) when combined with CEO
age. This study provides new insights into the impact of foreign ownership (FOR) on the
relationship between CEO features and REM practices, demonstrating that foreign owner-
ship can either limit or intensify REM practices depending on the specific combination of
CEO features, such as gender, experience, tenure, and age. These findings will benefit
practitioners, investors, and regulators by enhancing their understanding that enterprises
with significant FOR and longer CEO tenure tend to demonstrate higher financial report-
ing quality (FRQ) and employ lower levels of REM.

IMPACT STATEMENT

This study highlights how foreign ownership (FOR) affects the relationship between
CEO features (CEO gender, experience, tenure, and age) and REM, namely, abnormal
cash flow from operating (ACO), abnormal discretionary expenses (ADIET), abnormal
production costs (APRC), and aggregate REM. It provides evidence that CEOs who are
female tend to decrease REM through sales manipulation, and CEOs experience
increased REM through manipulating sales, reducing discretionary expenses, and
engaging in aggregate REM. Additionally, it was found that CEOs with longer tenures
are less likely to engage in REM through discretionary expenses and overproduction.
Also, enterprises with older CEOs have a mitigating effect on aggregate REM practices,
although they are more inclined to engage in REM by reducing discretionary
expenses. The results revealed that foreign ownership could limit or intensify REM
practices depending on the combination of CEO features, such as gender, experience,
tenure, and age. These findings will benefit practitioners, investors, and regulators by
enhancing their understanding that the interaction between foreign ownership and
CEO tenure further contributes to restricting REM (ACO and aggregate REM).
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1. Introduction

External stakeholders, particularly investors, heavily rely on accounting earnings as a crucial metric for
evaluating an enterprise’s performance. However, the dependability of this information is occasionally
questioned because managers can exploit the flexibility inherent in accounting standards to manipulate
reported earnings, creating a more favorable impression of the enterprise’s financial performance (Oussii
& Klibi, 2023). This practice, commonly known as earnings management (EM), involves enterprises delib-
erately manipulating financial information to influence reported earnings (Healy & Wahlen, 1999). EM
takes two primary forms: accrual EM (AEM) and real EM (REM). AEM involves selectively using accounting
methods and techniques to achieve a desired income level. On the other hand, REM entails manipulat-
ing the enterprise’s actual activities to impact reported earnings, including pricing decisions, production
levels, or discretionary expenses (Roychowdhury, 2006). REM has gained increased emphasis in recent
years as enterprises have shown a growing inclination toward managing earnings through these real
activities instead of relying solely on AEM (Habib et al., 2022). The shift towards REM can be attributed
to several factors, such as stricter accounting standards, the mandatory adoption of IFRS (Calabro et al.,
2022), the implementation of the Sarbanes-Oxley Act, and increased scrutiny from audits, which have
constrained managers’ ability to employ AEM (Cohen et al., 2008; Ipino & Parbonetti, 2017;
Roychowdhury, 2006). Consequently, managers have turned to manipulative practices in real activities as
a less easily detectable means of managing earnings (Habib et al., 2022; Ipino & Parbonetti, 2017). EM,
encompassing the manipulation of financial information, holds significant importance as it directly
affects the accuracy and dependability of financial data. Consequently, the reliability of financial informa-
tion plays a crucial role in influencing decision-making processes among stakeholders. Therefore, com-
prehending the practices and consequences of EM becomes crucial, particularly given its prominent
presence in emerging markets, such as Jordan (Abu Afifa et al, 2024; Abu Afifa et al., 2023; Aburisheh
et al,, 2022; Al-Begali & Phua, 2023a; Saleh et al.,, 2023).

The Chief Executive Officer (CEO) of an enterprise holds a significant position of influence within the
organization, primarily because they have unrestricted access to vital information about the enterprise’s
operations (Oussii & Klibi, 2023). Extensive research in the field of accounting suggests that the CEO, as
a member of the top management team, has a significant impact on the quality of financial reporting
(FRQ) (Musa et al., 2023; Putra & Setiawan, 2024). According to Hambrick and Mason (1984), the CEO’s
features play a crucial role in shaping strategic options, influencing their decision-making processes and
cognitive values, and ultimately impacting the outcomes of the enterprise. However, given the CEO’s
pivotal role in financial reporting and corporate decision-making, the potential for engaging in earnings
management (EM) practices becomes a concern (Musa et al., 2023). Executives place significant emphasis
on meeting specific earnings thresholds, such as achieving positive earnings or meeting analysts’ fore-
casts, as these benchmarks hold substantial importance (Oussii & Klibi, 2023). Consequently, these
thresholds exert a powerful influence on external stakeholders’ perceptions of an enterprise’s perform-
ance, often leading to the distortion of the organization’s true financial position.

Despite instances of corporate failures attributed to earnings manipulation practices by CEOs, research
examining the association between CEO features and EM is limited, particularly in developing countries
(Al-Begali & Phua, 2023b; Alhmood et al., 2023). Existing studies have reported mixed findings regarding
the role of CEOs’ features in engaging in EM (Alhmood et al., 2023; Altarawneh et al., 2022; Musa et al.,
2023; Oussii & Klibi, 2023; Putra & Setiawan, 2024). In the context of Jordan, previous studies on EM and
CEO features have primarily focused on AEM (Algatamin et al., 2017; Qawasmeh & Azzam, 2020), with
limited research investigating CEO features and REM (Al-Begali & Phua, 2023b; Alhmood et al., 2023;
Alhmood et al.,, 2020). Furthermore, there is a debate on whether the CEQ's role is primarily one of over-
sight or opportunism, with concerns that personal interests may overshadow shareholder interests (Al-
Begali & Phua, 2023b). A definitive explanation for the involvement of CEOs in the downfall of numerous
enterprises has not been provided. Consequently, scholars have emphasized the need for further
research to comprehensively investigate the interplay between CEO features and EM (Al-Begali & Phua,
2023b; Oussii & Klibi, 2023). Therefore, this study aims to extend previous research by exploring the
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effect of CEO features on REM, including abnormal cash flow from operations, abnormal production
costs, abnormal discretionary expenses, and aggregate REM in the Jordanian market.

Foreign ownership (FOR) refers to the extent to which entities or individuals from outside the country
where an enterprise is based hold shares in that enterprise. FOR serves as an important corporate gov-
ernance mechanism, reducing information asymmetry, overseeing agent performance, and providing
access to new markets, advanced technologies, and managerial expertise, thereby fostering innovation
and promoting growth (Al-Duais et al., 2021; Debnath et al., 2021; Guo et al.,, 2015). Despite possessing
professional qualifications and adhering to good governance practices, foreign owners may have a lim-
ited understanding of the host country’s market dynamics and cultural context (Alghemary et al., 2023).
As a result, they closely monitor the activities of enterprises to ensure accurate financial reporting.
Therefore, foreign ownership can act as a constraint on earnings management (EM) behavior (Alzoubi,
2016; Nguyen et al.,, 2021; Tran et al, 2023; Vo & Chu, 2019). Foreign owners, particularly those from
developed countries, impose stringent requirements for financial information transparency and uphold
the quality of the information provided to external stakeholders (Al-Duais et al., 2021; Debnath et al.,
2021; Guo et al., 2015; Shayan-Nia et al., 2017).

In the case of Jordan, the privatization process that enterprises have undergone has transformed the
economy from a controlled to a market-based economy, abolishing state monopolies. This transform-
ation has led to changes in the ownership structure of enterprises listed on the Amman Stock Exchange
(ASE), with increased foreign ownership in the Jordanian market (Alhababsah, 2019). Foreign investors
currently hold approximately half of the ASE's capital (Alzoubi, 2016). It is argued that foreign investors
play a significant role in improving corporate governance in developing markets by strengthening the
monitoring role of managers (Young et al., 2008). Foreign investors are often concerned about their
investments in host enterprises, leading them to monitor enterprises more effectively than local invest-
ors (Young et al., 2008). They aim to achieve a return on their investments, so they insist on appointing
qualified and experienced CEOs to ensure better management and the provision of transparent and reli-
able information (Al-Msiedeen & Al Sawalga, 2021). Additionally, foreign investors prefer to invest in
enterprises with more efficient CEOs and may seek to remove poorly performing CEOs from their posi-
tions (Aggarwal et al.,, 2011; Hanousek et al., 2004). Consequently, under the scrutiny of foreign owner-
ship, managers are likely to curtail EM practices.

Previous studies have demonstrated a positive correlation between higher foreign ownership and
higher earnings quality (Al-Duais et al., 2021; Debnath et al.,, 2021; Guo et al.,, 2015; Shayan-Nia et al,,
2017), indicating a restriction of REM practices. Also, prior research has attempted to address the mixed
findings in the CEO features - EM relationship by examining moderating variables such as ownership
concentration (Alhmood et al., 2023) and family ownership (Al-Begali & Phua, 2023b; Oussii & Klibi,
2023). However, the question of whether the features of CEOs in the Jordanian market act as a con-
straint or catalyst for EM, especially in situations involving concentrated ownership, particularly foreign
ownership, remains unanswered. Hence, this study attempts to extend the previous research by explor-
ing the moderating effect of foreign ownership on the relationship between CEO features and REM in
the Jordanian market from 2017 to 2021. This period includes two significant events: the revision of the
Jordanian Corporate Governance Code and the impact of the COVID-19 pandemic on the global
economy.

Our paper differs from previous studies in several ways. Firstly, Alhmood et al. (2023) and Alhmood
et al. (2020) utilized a small sample of only 58 enterprises listed on the Amman Stock Exchange from
2013 to 2018, before the COVID-19 pandemic. In contrast, our study utilizes a larger sample of 137
enterprises between 2017 and 2021, covering both the service and industry sectors. Secondly, Alhmood
et al. (2023) and Alhmood et al. (2020) measured REM solely through abnormal production costs and
abnormal discretionary expenses while disregarding abnormal cash flow from operations, which is con-
sidered one of the most important REM metrics. In our study, we incorporate all REM measurements,
including abnormal cash flow from operations, abnormal production costs, abnormal discretionary
expenses, and aggregate REM. Additionally, our study introduces foreign ownership as the moderator,
which differs from Alhmood et al. (2023) use of ownership concentration in general as a moderator for
the relationship between CEO features and REM. Furthermore, our study’s moderator is distinct from
that used by Al-Begali and Phua (2023b), who employed family ownership as a moderator for the
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relationship between CEO features and EM. Therefore, their findings may not accurately reflect the situ-
ation of enterprises with foreign ownership. These differences in sample size, REM measurements, and
choice of moderators contribute to the novelty and uniqueness of our study, allowing for a more com-
prehensive examination of the relationship between CEO features and REM in the present of foreign
ownership.

Due to several factors, Jordan is appropriate for conducting this research. Firstly, EM is more prevalent
in emerging markets than in developed markets. Previous studies documented that Jordan is an emerg-
ing market, and EM is widespread in its market (Abu Afifa et al., 2024; Abu Afifa et al., 2023; Aburisheh
et al,, 2022; Al-Begali & Phua, 2023a; Alzoubi, 2016; Saleh et al., 2023), making it a critical and concerning
issue. Secondly, FOR plays a significant role in the market, with foreign investors holding a substantial
portion of the country’s capital (Alzoubi, 2016). Considering foreign ownersdifferent monitoring mecha-
nisms and expectations complicates the CEO features - REM relationship. The lack of trust in the financial
statements of listed enterprises has a negative impact on foreign investment in the stock market (Uddin,
2023). According to Aburisheh et al. (2022), Jordan’s domestic financial market limitations have led to a
significant dependence on foreign finance. As a result, FRQ must be maintained in order to maintain the
trust of foreign investors. Last but not least, the institutional environments in developing nations such
as Jordan are distinct from those in industrialized nations, further influencing the CEO features — REM
relationship. Consequently, studying the Jordanian market provides valuable insights into the unique
dynamics of CEO features and REM within an emerging economy.

This study utilizes a dataset covering 137 enterprises listed on the ASE from 2017 to 2021. It aims to
investigate the potential influence of foreign ownership (FOR) on the relationship between CEO features
and earnings management (REM). The study’s findings indicate that not all CEO features effectively
restrict REM. Specifically, female CEOs are found to restrict REM in terms of abnormal production costs
(APRC). Conversely, CEOs' experience is shown to increase REM through sales manipulation, discretionary
expenditures, and overall REM. In contrast, the results demonstrate that CEO tenure (CEOTEN) helps miti-
gate REM through discretionary expenditures and over-production. Additionally, CEO age (CEOAGE) plays
a role in reducing REM through overall REM and increasing REM through discretionary expenditures.
Moreover, consistent with the knowledge spillover hypothesis, foreign ownership acts as a constraint on
the practice of REM. Specifically, when combined with CEO tenure, foreign ownership limits REM (ACO
and aggregate REM). However, in line with the information asymmetry hypothesis, the study reveals that
foreign ownership, in combination with CEO gender, increases REM (ACO). Furthermore, foreign owner-
ship increases REM (ADIET) when combined with CEO experience. Additionally, the results indicate that
foreign ownership intensifies REM (ACO and aggregate REM) when combined with CEO age.

Overall, the study contributes to the existing body of knowledge by bridging the gap in the literature
regarding the role of foreign ownership in the relationship between CEO features and REM. Thus, this
study makes significant contributions in terms of both theoretical and empirical implications. Theoretically,
this study contributes to the accounting literature by developing a comprehensive theoretical framework
that incorporates multiple theories, including agency theory, upper echelon theory, knowledge spillover
hypothesis, and information asymmetry hypothesis. By integrating these theories, the study provides a
more holistic understanding of the factors influencing REM practices. The results regarding the effect of
CEO features on REM support both agency theory and upper-echelon theory, indicating that CEO features
influence REM and FRQ. Furthermore, the findings regarding foreign ownership as a moderator support
both the information asymmetry and spillover hypotheses, highlighting how foreign ownership can either
restrict or intensify REM practices depending on specific CEO features like gender, experience, tenure, and
age. As a result, this research has the potential to deepen the understanding of these theories in an
emerging market where ownership concentration affects investor protection and corporate governance
effectiveness. Also, unlike previous studies that focused on aggregate REM, this study specifically examines
the influence of CEO features on various REM techniques, including sales manipulation, discretionary
expenses, over-production, and overall REM. This approach enhances the information obtained and allows
for a more detailed comprehension of REM (Chi et al., 2011).

Empirically, the current study has significant empirical contributions with practical implications for
various users of financial information. The results of this study confirm the occurrence of REM practices
in Jordanian-listed enterprises, providing regulators, stakeholders, and users of financial information with
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a better understanding of these techniques and their impact on enterprises. The study highlights the
importance of CEO features in explaining REM, with specific features showing varying effects on REM
practices. In this regard, the findings of this study reassure investors, indicating that enterprises with
long-tenured CEOs are more likely to restrict REM practices and produce high-quality financial reports.
However, older CEOs tend to restrict aggregate REM but are more likely to engage in REM through dis-
cretionary expenses, particularly in enterprises with high foreign ownership. This highlights the need for
caution when dealing with enterprises that appoint older CEOs and emphasizes the influence of CEO
experience. The study also emphasizes the influential role of foreign ownership as a moderator in the
relationship between CEO features and REM. In enterprises with foreign ownership, certain CEO features,
such as long tenure, play a significant role in restricting the practice of REM. This finding provides valu-
able insights for investors and shareholders, guiding them towards enterprises with high foreign owner-
ship for better investment decisions. These results offer an opportunity to evaluate how well corporate
governance laws, especially in the context of foreign ownership, prevent CEO opportunistic conduct.
Thus, the study’s results can inform regulatory and policymaker bodies in their efforts to improve
Jordanian corporate governance practices. The study also benefits shareholders, investors, and board
directors by identifying specific CEO features that contribute to the production of high-quality financial
reports. Therefore, stakeholders can make informed decisions and promote transparency in corporate
reporting based on the study’s results.

The remaining paper is structured as follows: Sections 2, 3, 4, 5, 6, and 7 represent the theoretical
framework, literature review and hypotheses, research design, findings, additional analyses, and conclu-
sion, respectively.

2. Theoretical framework

The study’s discussion is based on theoretical perspectives such as agency theory and upper echelons
theory, which offer explanations for the relationship between CEO features and REM. Additionally, theo-
ries like knowledge spillover and the information asymmetry hypothesis provide explanations for the
role of foreign ownership (FOR) as a moderator in this relationship.

2.1. Agency theory

A widely recognized framework for analyzing the dynamics between managers and shareholders is pro-
vided by agency theory, which highlights the inherent conflict of interest arising from the separation of
ownership and control in businesses (Jensen & Meckling, 1976). Managers driven by self-interest may
resort to earnings management (EM) practices to manipulate financial information, deceiving sharehold-
ers and prioritizing short-term gains over long-term shareholder value (Alhmood et al., 2023; Putra &
Setiawan, 2024). According to agency theory, CEOs play a significant role in the opportunistic behavior
of managers who engage in earnings manipulation for various motives (Jensen & Meckling, 1976). They
possess the power and access to information necessary to carry out EM and maximize their personal
interests. Furthermore, agency theory suggests that male CEOs may exhibit a higher inclination towards
engaging in EM activities due to their desire for personal wealth accumulation and the attainment of
power (Jensen & Meckling, 1976). Consequently, agency theory asserts that managers, including CEOs,
may prioritize their own interests over those of the owners (Jensen, 1986).

2.2. Upper echelons theory (UET)

According to the upper echelons theory (UET), organizational outcomes are directly influenced by the
knowledge and experiences of top-level managers (Hambrick & Mason, 1984). CEO features are believed
to significantly impact strategic decision-making, value creation, and organizational outcomes, including
FRQ. Recent studies have increasingly employed the UET to examine the connection between CEO fea-
tures and earnings manipulation, highlighting the influence of CEO features on decision-making and
organizational outcomes (Alhmood et al., 2023; Putra & Setiawan, 2024). Building upon this prior
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research, our study adopts agency theory and the UET to examine the relationship between CEO fea-
tures and REM.

2.3. Knowledge spillover and the information asymmetry hypothesis

The effects of foreign ownership can be explained by two contrasting hypotheses: the knowledge spill-
over and the information asymmetry hypothesis (Guo et al., 2015). According to the knowledge spillover
hypothesis, the presence of foreign investors in an enterprise brings several benefits, including introduc-
ing new management styles, advanced technologies, and improved oversight of accounting processes
and operational efficiency (Shayan-Nia et al., 2017). Foreign investors also contribute to the development
of local markets and facilitate risk-sharing between domestic and foreign shareholders. Due to the threat
of divesting their shareholdings, foreign owners improve the monitoring capacity of directors, thus miti-
gating managerial opportunism (Chung et al., 2004; Desender et al., 2016). In this regard, the knowledge
spillover hypothesis suggests that foreign owners bring valuable expertise, knowledge, and access to
international markets, which can benefit the invested enterprises and enhance earnings quality (Guo
et al.,, 2015). Empirical evidence supports the negative association between foreign ownership and real
earnings management (Al-Duais et al, 2021; Debnath et al,, 2021; Guo et al,, 2015; Shayan-Nia et al.,
2017). However, the effectiveness of monitoring by foreign shareholders may be limited by information
asymmetry and a lack of knowledge about the local institutional environment. The information asym-
metry hypothesis posits that the geographical distance and complexities associated with international
markets may impede effective monitoring and control of financial reporting processes, potentially lead-
ing to earnings management (Guo et al., 2015). In this regard, it is expected that distance and unfamili-
arity with the local context can hinder the ability of foreign investors to constrain real earnings
management effectively. Therefore, our study leverages agency theory and the UET to investigate the
relationship between CEO features and REM. Additionally, we consider the insights from the knowledge
spillover and information asymmetry hypotheses to explore the moderating effect of foreign ownership.
By integrating these theoretical perspectives, our study aims to deepen our understanding of how CEO
features influence REM practices, particularly in the context of foreign ownership.

3. Literature review and hypothesis
3.1. Earnings manipulation and CEO features

In general, earnings management (EM) can be categorized into two types: accrual EM (AEM) and real EM
(REM). AEM occurs when managers utilize accounting techniques and estimates to manipulate account-
ing information and deceive stakeholders (Healy & Wahlen, 1999). On the other hand, REM involves
intentional deviations from normal operational processes with the aim of misleading users about the
actual performance of the enterprises (Roychowdhury, 2006). This includes manipulating real enterprise
activities that directly impact the enterprises’ cash flows to achieve the desired earnings. It is important
to note that AEM typically occurs at the end of the financial year, while REM takes place throughout the
year. For example, enterprises may engage in REM by overproducing during the year to minimize pro-
duction costs, increase sales through discounts, or reduce discretionary expenses (Roychowdhury, 2006).

EM occurs due to a misalignment of priorities between management and owners, with managers
seeking personal gains or rewards (Jensen & Meckling, 1976). Chief Executive Officers (CEOs) are particu-
larly influential in EM, using their position and authority to exploit opportunities for personal interest,
such as increasing their compensation (Ali & Zhang, 2015). According to agency theory, CEOs are major
participants in the opportunistic conduct of managers who manipulate earnings for different motivations
(Jensen & Meckling, 1976). They have the power and access to information to carry out EM and maxi-
mize their own interests. While some studies highlight the negative consequences of CEO misconduct
and manipulation of financial reports (Putra & Setiawan, 2024), others argue that CEO features have a
significant impact on the supervision of financial reporting (Altarawneh et al.,, 2022; Musa et al.,, 2023;
Oussii & Klibi, 2023). Additionally, the upper echelons theory emphasizes the significance of CEOs’ back-
grounds and experiences in shaping corporate strategies and outcomes (Hambrick & Mason, 1984).
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Gaining insights into the inclinations and biases of CEOs is essential. Hence, investigating the impact of
CEO features on REM and the role of foreign ownership (FOR) in this relationship, specifically in the
Jordanian market, can yield valuable insights into the influence of CEO features on enterprise outcomes
and the reliability of financial reporting. The hypotheses regarding the association between CEO features
and EM are presented in the next subsections.

3.1.1. CEO gender

Gender plays a role in influencing the behaviors and ethics of executives, thus influencing decision-mak-
ing related to the enterprises. According to agency theory, male CEOs may exhibit a greater propensity
to engage in earnings management (EM) activities due to their inclination towards personal wealth accu-
mulation and attaining power (Jensen & Meckling, 1976). On the other hand, the upper echelons theory
highlights the influence of CEO gender on EM through the shaping of values, attitudes, and experiences
(Hambrick & Mason, 1984). In contrast, previous literature has argued that women tend to avoid risks
(Faccio et al., 2016; Muhammad et al,, 2022), exhibit higher ethical behavior, and implement stronger
monitoring (Belot & Serve, 2018; Putra & Setiawan, 2024; Qi et al,, 2018).

Prior research on the relationship between CEO gender and EM has yielded conflicting results. Several
studies, including Altarawneh et al. (2022), Belot & Serve (2018), Gavious et al. (2012), Putra and
Setiawan (2024), and Qi et al. (2018), have indicated that female CEOs are less prone to engaging in EM
or reducing managerial opportunism. On the other hand, Musa et al. (2023) discovered evidence in their
experimental investigation in the Nigerian market that showed a greater proportion of female CEOs pro-
moted the use of real EM (REM). Nevertheless, research by Al-Begali and Phua (2023b) and Peni and
Vahamaa (2010) did not find a significant association between CEO gender and EM.

Based on the above, it can be noted that previous studies have yielded mixed results, and most of
them focused on accrual EM (AEM). Therefore, this study fills the gap and contributes to the EM litera-
ture by investigating the relationship between CEO gender and REM (including ACO, ADIET, APRC, and
aggregate REM) in the Jordanian market. Drawing from the preceding discussion and in line with agency
theory, we can anticipate the following hypothesis:

H1: Female CEOs and REM (ACO, ADIET, APRC, and aggregate REM) have a negative correlation.

3.1.2. CEO experience

The upper-echelon theory posits that CEOs, through their features such as experience and unique skills,
can impact an enterprise’s value creation, strategic decisions, and financial reporting choices. The finan-
cial expertise of a CEO plays a crucial role in financial reporting and decision-making within an enter-
prise. CEOs with a background in finance or accounting are regarded as experts and contribute to the
trustworthiness of financial reporting (Jiang et al., 2013). Their knowledge enables them to identify and
rectify financial fraud and EM instances, leading to more equitable and reliable accounting information
(Troy et al., 2011). Moreover, CEOs with financial expertise understand the significance of accounting
information for investors and effectively communicate it to the public (Custédio & Metzger, 2014). They
also closely monitor accounting and internal audit departments, facilitating the detection and prevention
of irregular accounting practices (Musa et al., 2023). Thus, CEOs with financial expertise demonstrate a
decreased tendency to pursue EM as a strategy to avoid reporting losses and declining earnings (Oussii
& Klibi, 2023).

Previous studies have examined the CEO experience — EM relationship, but the results are inconsist-
ent. For example, Gounopoulos and Pham (2018) obtained that newly listed enterprises with financial
expert CEOs reduced engagement in EM compared with non. Similarly, Oussii and Klibi (2023) find that
CEOs with financial expertise are less likely to resort to EM to avoid reporting losses and declining earn-
ings on the Tunis Stock Exchange. However, Zouari et al. (2015) and Qi et al. (2018) showed that execu-
tives with financial work experience are more likely to engage in AEM. Additionally, Putra and Setiawan
(2024) discovered that CEOs possessing financial and accounting expertise exhibit familiarity with
accounting standards and the obstacles associated with auditor oversight. As a result, these CEOs are
more inclined to employ AEM rather than REM strategies. In contrast to some earlier conclusions, there
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was no evidence discovered by Altarawneh et al. (2022), Hu et al. (2017), and lJiang et al. (2013) that
CEOs with financial skills participate in less or more AEM.

Furthermore, conflicting outcomes have been reported in earlier investigations on the REM-CEO
experience relationship. For instance, Jiang et al. (2013) and Musa et al. (2023) discovered that a CEO’s
financial ability may lower REM and raise the calibre of financial reporting. Conversely, Kouaib and
Jarboui (2016) demonstrated a notably beneficial relationship between REM and CEO experience.
Furthermore, Qi et al. (2018) demonstrate that executives who have expertise in the financial industry
are more likely to participate in REM than those without such expertise. Alhmood et al. (2020) looked at
how the CEOs’ experiences affected REM in Jordan as determined by ADIET and APRC procedures. The
findings demonstrated a strong favorable correlation between CEO experience and REM. Qawasmeh and
Azzam (2020) did not, however, discover any proof indicating a connection between CEO skill and AEM.

Based on the discussion above, it can be said that previous research provides mixed empirical out-
comes (ie positive, negative, or no significant association) regarding CEO experience and EM, whether
AEM, REM, or both. This inconsistency may be attributed to the use of different samples, varying
research periods, different measurements of CEO expertise, and different countries. In developing coun-
tries, few studies focus on the association between CEO experience and REM, particularly in Jordan.
Furthermore, no study has examined the CEO experience - REM after updating the JCGC, particularly
during the COVID-19 pandemic. Therefore, based on the findings of previous studies and the upper-ech-
elon theory, we can anticipate support for this hypothesis.

H2.1: The CEO experiences effects in REM (ACO, ADIET, APRC, and aggregate REM).

3.1.3. CEO tenure

The tenure of CEO refers to the period of time during which an individual holds the position of CEO
and manages an enterprise. Research suggests that longer CEO tenures have a positive impact on CEOs'
knowledge, experience, and ability to provide relevant financial information to directors (Altarawneh
et al, 2022; Putra & Setiawan, 2024). CEOs bear primary responsibility for presenting favorable financial
statements to stakeholders, and as their tenure progresses, they gain increased dominance within the
enterprises (Hambrick & Fukutomi, 1991). This heightened influence allows them to exert greater control
over investment decisions and accounting procedures, occasionally leading to overconfidence in their
abilities (Hambrick & Fukutomi, 1991). Upon assuming their roles, newly appointed CEOs are driven to
modify earnings in the early years of their tenure to create a positive perception of their capabilities in
the market. This motivation often leads to the manipulation of accounting findings in order to send
optimistic signals to stakeholders (Bouaziz et al., 2020; Qawasmeh & Azzam, 2020). CEOs with longer ten-
ures benefit from the advantages associated with implementing an entrenchment strategy, and as a
result, they may engage in opportunistic behaviors such as EM (Bouaziz et al., 2020).

Agency theory posits that managers, including CEOs, may prioritize their own interests over those of
owners (Jensen, 1986). Furthermore, the upper echelons theory emphasizes the significance of CEO fea-
tures and demographic features in shaping their roles, values, and knowledge, ultimately influencing the
accounting outcomes within the enterprises (Hambrick & Mason, 1984).

Previous studies have provided mixed results regarding the influence of CEO tenure on EM. Di Meo
(2014) found that CEOs with longer tenures engaged in opportunistic behavior through EM to conceal
investment inefficiencies. In contrast, Hu et al. (2015) concluded that managers were initially conserva-
tive in managing earnings but became more aggressive in subsequent years. Ali and Zhang (2015) and
Qawasmeh and Azzam (2020) revealed higher earnings overstatement in the early years of CEOs’ service.
Similarly, Kouaib and Jarboui (2016) documented decreased research and development expenses in
CEOs’ initial years. Altarawneh et al. (2022) and Bouaziz et al. (2020) found a negative correlation
between CEO tenure and AEM, indicating manipulation of accounting findings at the beginning of CEOs’
appointments. However, it is worth noting that Alhmood et al. (2020) and Putra and Setiawan (2024) did
not find an impact of CEOs’ tenure on EM in their respective studies.

CEO tenure is crucial in shaping CEOs’ knowledge, experience, and impact on financial reporting. It
also influences the interplay between their personal features and accounting outcomes. Considering the
above findings, agency theory, and upper echelons theory, it can be expected that enterprises
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employing CEOs with longer tenures will likely exhibit an effect on EM levels. Therefore, the following
hypothesis can be formulated:

H3. The CEO tenure affects REM (ACO, ADIET, APRC, and aggregate REM).

3.1.4. CEO’s age

The UET contends that an organization’s decision-making processes and results are significantly influ-
enced by the CEO’s age (Hambrick & Mason, 1984). Psychological and accounting research indicates a
positive association between age and ethical behavior, with older professionals exhibiting stronger eth-
ical values (Al-Begali & Phua, 2023b; Le et al., 2020). Additionally, CEO age has implications for financial
decisions, with younger CEOs being more prone to risk-taking and higher debt usage, while older CEOs
tend to be more conservative in their investment strategies (Serfling, 2012).

There hasn’t been much empirical research on the CEO age-EM link, especially in the setting of REM,
and the ones that have been done have produced conflicting findings. CEO age has a negative impact
on AEM, as shown by Belot and Serve (2018). Similar findings were reported by Qi et al. (2018), who
hypothesized that fewer CEOs participate in both AEM and REM. Le et al. (2020) presented findings indi-
cating a negative association between CEO age and AEM, with older CEOs displaying a more conserva-
tive and ethical stance. Nevertheless, a number of researchers (e.g., Altarawneh et al., 2022; Bouaziz
et al.,, 2020; Putra & Setiawan, 2024; Qawasmeh & Azzam, 2020) have not discovered any meaningful cor-
relation between CEO age and AEM. According to the arguments that came previously, the subsequent
hypothesis was generated: -

H4. REM (ACO, ADIET, APRC, and aggregate REM) is impacted by the CEO’s age.

3.2. Foreign ownership, the CEO features, and REM

Foreign ownership refers to the ownership or control of shares in an enterprise by individuals, organiza-
tions, or entities from outside the country where the enterprise is based. Foreign investors have a sub-
stantial impact on implementing corporate governance mechanisms and monitoring enterprises
compared to other owners (Tran et al., 2023; Vo & Chu, 2019). According to Guo et al. (2015), the effect
of foreign ownership on earnings management can be explained through the information asymmetry
and knowledge spillover hypotheses. The knowledge spillover hypothesis suggests that foreign owners
bring expertise, knowledge, and international market access, which can benefit the enterprises they
invest in and improve earnings quality (Guo et al.,, 2015). However, the information asymmetry hypoth-
esis suggests that distance and challenges in international markets may limit effective monitoring and
control of financial reporting processes, potentially leading to EM (Guo et al., 2015).

Previous research investigating the link between foreign ownership and AEM has produced inconsist-
ent results. Some studies (e.g., Alzoubi, 2016; Nguyen et al, 2021; Tran et al.,, 2023; Vo & Chu, 2019)
found that foreign ownership improves FRQ by potentially reducing EM. However, there is evidence that
foreign ownership may drive managers to practice EM (Farouk & Bashir, 2017), and it is an ineffectual
method for lowering REM participation (Alghemary et al., 2023). However, other studies have reported
no significant effect of foreign ownership on EM (Al-Haddad & Whittington, 2019; Saleh et al., 2023).

The majority of foreign investors are concerned about their investments in host enterprises. They
want a return on their investment, so they insist on choosing skilled and experienced CEOs to ensure
that these enterprises are better managed and that more transparent and reliable data is obtained (Al-
Msiedeen & Al Sawalqa, 2021). Furthermore, international investors prefer to invest in enterprises with
more efficient CEOs, and they may strive to remove ineffective CEOs from their posts (Aggarwal et al.,
2011; Hanousek et al.,, 2004). The existing studies support the notion that foreign ownership can serve
as an essential control mechanism to restrict opportunistic managerial behavior associated with REM (Al-
Duais et al, 2021; Debnath et al., 2021; Guo et al, 2015; Shayan-Nia et al., 2017). Foreign owners
improve the monitoring capacity of directors, thus mitigating managerial opportunism (Chung et al,,
2004; Desender et al., 2016). However, the COVID-19 crisis has raised concerns among foreign investors



10 (&) S.A. A AL-BEGALI ET AL

regarding the accuracy of publicly available financial records and the true economic impact of the pan-
demic (Alharasis, 2023).

Empirical studies that examined the relationship between CEO features and REM show inconsistent
results, as discussed above. However, these conflicting findings could be further explained by introducing
the moderating variable. In this regard, prior research has attempted to address the mixed findings in the
CEO features — EM relationship by examining moderating variables such as ownership concentration
(Alhmood et al., 2023) and family ownership (Al-Begali & Phua, 2023b; Oussii & Klibi, 2023). However, the
question of whether the features of CEOs in the Jordanian market act as a constraint or catalyst for EM,
especially in situations involving concentrated ownership, particularly foreign ownership, remains
unanswered. To the best of the researcher’s knowledge, no study has analyzed the moderating role of for-
eign ownership on CEO features - REM relationship despite the significance of foreign investment in the
Jordanian market, comprising approximately half of its capital. Consequently, this study seeks to verify
whether the CEO features — REM relationship is affected by foreign ownership as a moderator variable.

Based on the explanation above, the monitoring role of foreign shareholders is expected to decrease
CEOs’ opportunistic conduct and safeguard their interests against expropriation by insiders. Hence, for-
eign ownership is expected to moderate the relationship between CEO features and REM in Jordanian
enterprises. As a result, the hypothesis that follows may be made: -

H5: The CEO features -REM relationship is moderated by foreign ownership.

4. Research design
4.1. Sample selection and data collection

The study’s sample comprises all industrial and service enterprises registered on the ASE from 2017 to
2021, following the update of the Jordanian Corporate Governance Code (JCGC) in 2017. Jordan was
selected as the research context due to its status as an emerging market. Being a developing country, the
Jordanian market exhibits a distinct pattern of ownership concentration, where a small group of sharehold-
ers holds a significant proportion of shares (Al-Begali & Phua, 20233, 2023b; Alhmood et al., 2023).

The chosen study period spans from 2017 to 2021 to coincide with the implementation of the JCGC
update. This update mandated increased disclosure of corporate governance data by Jordanian share-
holding enterprises, aiming to strengthen the role of corporate governance in curbing opportunistic
behavior by managers and controlling shareholders. Additionally, this time period encompasses the sig-
nificant global COVID-19 pandemic. However, by 2021, countries had begun reopening their economies
after the imposed economic closures. Therefore, the study includes COVID-19 as a control variable to
mitigate data bias. The industrial and service sectors were chosen because of their crucial roles in the
growth and development of countries. In Jordan, the industrial sector serves as the primary source of
employment and economic advancement, while the service sector contributes approximately two-thirds
of productivity compared to other sectors. Consequently, the role of service enterprises in the Jordanian
environment, known as the service market, is vital due to their contribution to GDP (Abu Afifa et al.,
2023). Therefore, it is essential to examine corporate governance features as supervisory management to
limit REM in these sectors.

Additionally, most bankruptcy and liquidation cases occur in the industrial and service sectors. Hence,
understanding the impact of CEO features on REM in these sectors is necessary to enhance the reliability
and transparency of financial reporting, including reported profits, to attract investors and boost the
Jordanian economy. The banking and insurance sectors were excluded due to their unique regulatory
frameworks, which differentiate them from other sectors in terms of financial reporting requirements
governed by the Insurance Commission and the Central Bank of Jordan. These sectors are subject to
stringent laws and regulations that differ from those of other sectors. Furthermore, the financial data-
bases of these sectors possess distinct features that set them apart from the industrial and service sec-
tors (Al-Haddad & Whittington, 2019; Alhmood et al., 2023). Given the research objectives, a quantitative
approach was adopted for this study. Fifty-nine enterprises (comprising industrial and service enter-
prises) were excluded from the analysis due to incomplete data. Consequently, the final sample consists
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Table 1. Sample of the study.

Details Enterprises Observation
population (all sectors) 235 1175
Excluded the following enterprises: -
Enterprises from the insurance and banking sectors (39)
Whole industrial and service enterprises 196 980
Excluded enterprises missing data: -

Industrial enterprises ‘missing data. (23)
Service enterprises ‘missing data. (36)
Total missing data from industrial and service enterprises (59) (295)
The research’s end sample/observations 137 685

of 685 enterprise-year observations, as indicated in Table 1. Data on variables such as ACO, ADIET, APRC,
REM, CEO features, foreign ownership, and control variables were primarily sourced from annual reports
accessible on the enterprises’ websites and the ASE.

4.2. Measurements of variables

4.2.1. Dependent variable

Previous research has indicated that REM can be practiced by manipulating operating activities, invest-
ment, and financing decisions. In this article, we focus on the manipulation of operating activities. We
use three indicators: abnormal cash flow from operations (ACO), abnormal discretionary expenses
(ADIET), and abnormal production costs (APRC), all derived from Roychowdhury (2006). This study
explains how well these three indicators reflected actual behaviors that negatively impact an enterprise’s
future value and describes the proxies we use to operationalize them. Therefore, our research employs
the comprehensive measure of REM as well as the three different proxies for genuine EM (ACO, ADIET,
and APRC) since the three separate variables provide more information than depending only on aggre-
gate REM (Chi et al,, 2011).

4.2.1.1. Abnormal cash flow from operations. Toward the end of the year, managers may choose to
lower prices or provide better credit conditions in an effort to increase current-period earnings. The goal
of this strategy is to push revenues into the current year from the next fiscal year. By doing this, manag-
ers demonstrate their willingness to forgo future earnings in order to report higher sales during the pre-
sent time. Nevertheless, there might be a price to this actual action, such as a reduction in future
profitability upon the restoration of the original pricing and a decrease in cash flows for each dollar of
sales during the present time. Therefore, it is believed that negative operational discretionary cash flows
indicate rising REM. Following Roychowdhury (2006), we predict the usual amounts of cash flow from
operations (ACO) for each industry and each year by the following model:

CO; 1 St As;
— = 1
Asi_ P (Asr—1> P (ASr—1> P <A5r—1> T W

where CO; is cash flow from operations at time (t); AS;_; is lagged total assets in the year t—1; S; is sales
at time t; As;, change in sales from time t—1 to time t, and g is the residual from equation number (1),
it is known as ACO if it is lower, indicating higher REM and vice versa.

4.2.1.2. Abnormal discretionary expenses. Managers can increase current period earnings by cutting non-
operating costs like advertising, R&D, and SG&A expenditures. Therefore, by cutting back on
discretionary spending, current-period cash flows may rise. As a result, activities done to enhance earnings—
known as earnings-increasing REM acts—are indicated by negative discretionary expenses in the current
period (Roychowdhury, 2006). In order to evaluate unusual discretionary spending, we use the following

model:
DIET, 1 St-1
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DIET, is discretionary spending as the total advertising, R&D, and SG&A costs and
St—1;lagged sales at time t — 1. The residual () from the computation Eq. (2) is represented by abnor-
mal discretionary expenditures(ADIET); the smaller the residual values, the greater the REM degree.

4.2.1.3. Abnormal production costs. Managers can lower the cost of goods sold (COGS) by engaging in
overproduction during a given period to boost earnings. By increasing production levels, fixed overhead
costs can be spread across larger units, thereby reducing the fixed costs per unit. The COGS will
decrease as long as there are no corresponding increases in variable costs per unit. However, if the total
increase in production costs is not matched by a proportional increase in sales, positive abnormal pro-
duction costs are considered as evidence of REM (Eng et al, 2019; Roychowdhury, 2006). Production
costs (PRC) are defined as the combination of costs of goods sold at time t and the change in invento-
ries. Every industry uses the following cross-sectional study with the year to anticipate the extraordinary

cost of production:
PRCr _ 1 .Sr AS[ AS[_‘l
As B (Ast_1> + B, <Asr_1 ) + B3 (Ast_1> + P <Asr_1 + & 3)

Where RRC;, production costs at time t, and the residual (g;) in the calculation Eq. (3) is the abnormal
production costs (APRC). Greater APRC indicates greater REM practice.

4.2.1.4. Aggregate REM. This research also builds upon prior studies that have utilized a combination of
three measurements to estimate REM. It has been argued that using the aggregate of these three REM
measures provides more robust information, indicating a higher degree of EM activities. However, it is cru-
cial to note that lower values of ACO and ADIET indicate higher levels of REM, while higher values of
APRC signify greater REM practices (Cohen et al., 2008; Roychowdhury, 2006). Thus, this study also esti-
mates REM using the aggregate measures in equations (1) (2), and (3). The standardized residuals of ACO
and ADIET are multiplied by —1 and added to the standardized residuals of APRC. Higher values of these
measures indicate an increased level of REM activities. Therefore, Eq. (4) is employed to measure REM.

REM = ACOx(—1) + ADIET«(—1) -+ APRC (4)

4.2.2. Independent variables

In this research, CEO features serve as independent variables, with four specific variables being evaluated:
CEO gender (CEOG), CEO experience (CEOEXP), CEO tenure (CEOTEN), and CEO age (CEOAGE). According
to Belot and Serve (2018), Putra and Setiawan (2024), and other sources, CEOG is a dummy variable that
takes the value ‘1" if the CEO is female and ‘0’ otherwise. The dummy variable * CEOEXP’ has a value of ‘1’
if the CEO has previous experience in any of the following: banking, investment enterprises, large auditing
enterprises, or finance positions like CFO, VP of finance, or accountant. If not, it has a value of zero
(Bouaziz et al., 2020; Putra & Setiawan, 2024). The length of time a CEO has been employed as CEO of
their present enterprises is used to calculate CEOTEN (Altarawneh et al., 2022; Bouaziz et al., 2020).
CEOAGE is a measure of the CEO’s age in the research years of a certain organization.

4.2.3. Control variables

Control variables are additional factors included in our research study to isolate the impact of CEO fea-
tures on earnings management while controlling for potential effects of enterprise size (CSIZ), enterprise
growth (CGR), financial leverage (LEV), and return on assets (ROA). This approach allows for a more
accurate assessment of the relationship between CEO features and REM practices. One such control vari-
able is enterprise size (CSIZ), which refers to the magnitude of an enterprise’s operations. CSIZ can be
measured by the natural logarithm of total assets (Abu Afifa et al., 2023; Al-Begali & Phua, 2023a, 2023b;
Alhmood et al., 2023). The inclusion of CSIZ as a control variable is justified based on previous studies
that have indicated its potential influence on EM (Musa et al., 2023; Putra & Setiawan, 2024). Enterprise
growth (CGR) can be measured as a ratio that compares an enterprise’s market value to its book value.
Previous investigations have yielded mixed results regarding the association between enterprise growth
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and EM (Al-Begali & Phua, 2023a, 2023b). Therefore, our study includes CGR as a control variable.
Financial leverage (LEV) is another control variable that represents the extent to which an enterprise
relies on debt financing in its capital structure. High levels of leverage may create financial pressure on
enterprises, potentially influencing their incentives or ability to engage in earnings management practi-
ces (Altarawneh et al., 2022; Musa et al., 2023). Financial leverage (LEV) is measured by the proportion of
all debt to all assets (Abu Afifa et al.,, 2023; Alhmood et al., 2023). Return on assets (ROA) is a financial
performance metric that measures an enterprise’s profitability relative to its total assets. ROA is some-
times used as a control variable because enterprises with different levels of profitability may have vary-
ing motivations or opportunities to engage in EM. ROA is measured by net profit after tax divided by
total assets (Al-Begali & Phua, 2023b). Al-Begali and Phua (2023a) and Garfatta et al. (2023) discovered
that COVID-19 also had an impact on REM. Thus, as a result, we expanded the control variables in our
regression models to include the dummy variable (pandemic) to address the possible influence of
COVID-19 on the outcomes. ‘1" represents the COVID-19 outbreak era (2020-2021), while ‘0’ represents
the time leading up to the outbreak (2017-2019).

4.2.4. Moderator variable

The current investigation uses foreign ownership (FOR) as a moderating variable to examine how it
affects the CEO features -REM connection. The measurement of FOR in this study involves calculating
the ratio of shares owned by foreigners to the total number of shares of the enterprises (Alzoubi, 2016;
Guo et al, 2015; Vo & Chu, 2019).

4.3. Regression model

This study employs the following model to examine how the CEO features of industrial and service
enterprises affect the level of REM:

ACO;; = By + B;CEOG;; + B,CEOEXP; 4+ B3;CEOTEN; + B,CEOAGE; + Bs CSIZi + Ps CGRi + P, LEVj
+ Bg ROAi + BoCOV;: + Year fixed effects + Industry fixed effects + &
(5-A)
ADIET;; = By + BCEOG;; + B,CEOEXP; + B3CEOTEN; + B,CEOAGE;; + B5 CSIZi + Bg CGRit + PB; LEVi
+ Bg ROAj + ByCOV; + Year fixed effects + Industry fixed effects + &
(5-B)
APRC;; = B, + B;CEOGy; + PB,CEOEXP; + B3CEOTEN; + B,CEOAGE; + Bs CSIZi + Pg CGRi + B, LEVq
+ Bg ROAi + ByCOV;: + Year fixed effects + Industry fixed effects + &
(5-0
Aggregate REM;, = By + B, CEOG;; + B,CEOEXP; + B3CEOTEN;; + B,CEOAGE; + Bs CSIZit + Bg CGRit
+ B ; LEVit + Bg ROA; + BoCOVj; + Year fixed effects + Industry fixed effects
+ €it
(5-D)

Using the following model, this study looks at how foreign ownership affects the CEO features - REM
(ACO, ADIET, APRC and aggregate REM) relationship.

REM;; = By + B;CEOG;; + P,CEOEXP;; + B3CEOTEN;; + B,CEOAGE;; + BsFORi:+Pg (FORi:xCEOG;; )
+ B, (FOR;*CEOEXP;) + Bg(FORi*CEOTEN;;) + Bo(FORi:+*CEOAGE;) + B1oCSIZit + Bq;CGRit
=+ B1,LEVie + B13ROA; + B1,COVie + Year fixed effects + Industry fixed effects + & (6)

Table 2 contains definitions for every dependent, independent, control and moderate variable.
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Table 2. Measurement variables.

Variable

Measurement

Abnormal cash flow from operating (ACO)
Abnormal discretionary expenses (ADIET)
Abnormal production costs (APRC)

Real earnings management (REM)

CEO gender (CEOG)
CEO experience (CEOEXP)

CEO tenure (CEOTEN)
CEO age (CEOAGE)
Foreign Ownership (FOR)
Enterprise Size (CSIZ)
Enterprise Growth (CGR)
Financial Leverage (LEV)

Return on assets (ROA)
Pandemic (COV)

Dependent variables
It represents residuals (i) from the Eq. (1)
It represents residuals (g;) from the Eq. (2)
It represents residuals (g;) from the Eq. (3)
The total value of REM (-ACO-ADIET + APRC
Independent variable
‘1" indicates that the CEO is a female, while ‘0’ otherwise
If the CEO possesses previous financial expertise, the dummy
variable is equal to ‘1’; if not, it is equivalent to ‘0".
It is measured by the number of years the CEO worked in his / her
current enterprise as CEO.
Determined by calculating the number of years they have lived.
Moderator variables
It is calculated by taking the number of shares held by foreigners
and dividing it by the total number of shares in the enterprises.
Control variables
The total assets of an enterprise expressed in natural logarithm
(The market value/the book value) of the enterprise
The proportion of all debt to all assets
Net profit after tax divided by total assets
The COVID-19 epidemic years (2020 and 2021) assign a value of ‘1
to the dummy variable, whereas all other years assume a value
of ‘0".

Table 3. Descriptive statistics.

Panel (A) Continuous variables

Variable Obs Mean Std. Dev Min Max
ACO 685 0.000 0.137 —0.669 1.807
ADIET 685 0.000 0.069 —-0.314 0.577
APRC 685 0.000 0.096 —-0.741 0.857
ACO*-1 685 0.000 0.137 —1.807 0.669
ADIET*-1 685 0.000 0.069 -0.577 0.314
REM 685 0.000 0.202 —2.158 0.997
FOR 685 0.112 0.171 0.000 0.610
CEOTEN 685 8.055 7.530 1.000 57.000
CEOAGE 685 52318 11.607 22.000 86.000
Ln CSIZ 685 16.969 1.498 12.792 21.132
CGR 685 1.037 0.849 0.227 3.536
LEV 685 0.303 0.245 0.001 1.349
ROA 685 0.001 0.078 —0.541 0.407
Panel (B) Dichotomous Variables.

Variables Measurement Fre Percentage (%)
Pandemic ‘1" for the two-year COVID-19 pandemic (2020-2021) 274 40.00

‘0" else 411 60.00
CEOG ‘1" in the case of a female CEO 51 7.45

‘0" else 634 92.55
CEOEXP 1" if the CEO had experience with finance before 172 25.11

‘0" else 513 74.89

5. Empirical results

5.1. Descriptive statistics

Descriptive data for the REM proxies (ACO, ADIET, APRC, and aggregate REM) and other continuous vari-
ables are shown in Table 3, Panel (A). REM proxies (ACO, ADIET, APRC) means are 0.000. Also, Panel (A)
shows a minimum value of —2.158, a maximum value of 0.997, and a mean value of 0.000 for the com-
bined REM. It has been shown that the average combined REM is virtually zero, suggesting that both
upward and downward REM are used by Jordanian enterprises listed on the Amman Stock Exchange.
This result is too close to the results documented by Al-Haddad and Whittington (2019) and Alhmood
et al. (2023). The range of the mean foreign ownership (FOR) in our sample is 0.112%, lower than those
documented by Alzoubi (2016) and Al-Haddad and Whittington (2019), at 15.1% and 17%, respectively.
Additionally, Panel (A)’s results illustrate the length of time spent in the role of CEO (CEOTEN), with an
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average of 8.055years and a range of a minimum of 1year to a maximum of 57 years for the sample.
This value was lower than the mean of 9.764 presented by Alhmood et al. (2023) in Jordanian enter-
prises and Putra and Setiawan (2024) in the Indonesian Stock Exchange. However, this average is too
close to the results reported at 8.676 by Bouaziz et al. (2020) in France.

Furthermore, the average age (CEOAGE) of the CEOs in the sample was 52.318. In the sample, the
oldest CEO was 86 years old, while the youngest was 22 years old. This mean is too close to the result of
52.42 reported by Qawasmeh and Azzam (2020) in Jordanian enterprises. However, that means compara-
tively lower than those reported by Bouaziz et al. (2020), Belot and Serve (2018) in France and Putra and
Setiawan (2024) in the Indonesian Stock Exchange.

With respect to the CEO gender (CEOG), Table 3 — Panel (B) indicates that 92.55% of the CEOs are
male. In contrast, the percentage of CEOs who are female is 7.45%, suggesting that the majority of
enterprises studied in Jordan had male CEOs. This is likely due to the tribal society characterizing Jordan
and most Arabian countries, which seek to give senior positions, such as CEO positions, to males without
females. This percentage is higher than the 6% reported by Putra and Setiawan (2024) for the
Indonesian Stock Exchange.

Moreover, Panel (B) results from the CEO experience (CEOEXP) show that 25.11% of Jordanian enter-
prises have CEOs with financial experience. This percentage is too close to the result of the 26%
reported by Gounopoulos and Pham (2018) in the U.S. However, that percentage is lower than that
reported by previous Jordanian studies (e.g.,, Alhmood et al., 2023; Qawasmeh & Azzam, 2020; Oussii &
Klibi, 2023) in Tunis Stock Exchange and Putra and Setiawan (2024) in the Indonesian Stock Exchange.
There is a significant difference in the percentage between this study and previous studies conducted in
the context of Jordan. This difference can be attributed to variations in the scale used to measure the
CEO’s experience.

According to the study’s control factors, the average leverage ratio is almost 30%, and the average
enterprise size (Ln CSIZ) is 16.969. The average corporate growth rate (CGR) is 1.037, while the average
return on assets (ROA) is 0.06%, indicating a lack of profitability for the enterprises. The results of Panel
(B) show that 411 observations were made before the pandemic, accounting for 60% of all observations,
and 274 observations were made during the epidemic period, accounting for 40% of all observations.

5.2. Diagnostic tests

Homoscedasticity, autocorrelation, and multicollinearity tests were carried out to guarantee objective
statistical inference when presenting the results; they are discussed in greater detail below:

5.2.1. Test of homoscedasticity

The study uses the Breusch—-Pagan/Cook-Weisberg test to determine if the regression models are homo-
scedastic. Given that all model p-values are less than .05, Table 4 results show serious heteroskedasticity
problems.

5.2.2. Autocorrelation

Autocorrelation occurs when variables are associated, and it can bias regression results and lead to
inaccurate conclusions. The Wooldridge test detected autocorrelation, and the results indicated its sig-
nificance. Thus, the null hypothesis, stating the absence of first-order autocorrelation, is rejected as the
significant F-value (p <.05) indicates the presence of autocorrelation in all models of REM in the study,
as demonstrated in Table 5. As a result, the FGLS estimation method was employed to address hetero-
skedasticity and autocorrelation issues. These methods were chosen based on previous research that

Table 4. Breusch-Pagan/Cook-Weisberg test.

Model Chi2(1) Prob > Chi2 (HO)

ACO 23.73 0.000 Rejected
ADIET 74.61 0.000 Rejected
APRC 10.70 0.0011 Rejected

Aggregate REM 89.73 0.000 Rejected
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Table 5. Wooldridge test.

DVS F (1,136) Prob >F Null(HO)
ACO 19.404 0.000 Rejected
ADIET 4377 0.0383 Rejected
APRC 5.515 0.0203 Rejected
Aggregate REM 10.297 0.002 Rejected
Table 6. Variance inflation factors (VIF).
Variables VIF 1/VIF
CSlz 1.521 0.657
LEV 1.483 0.674
CEOAGE 1.236 0.809
ROA 1.211 0.826
CEOTEN 1.199 0.834
CEOEXP 1.185 0.844
CEOG 1.128 0.886
FOR 1.068 0.937
CGR 1.045 0.957
cov 1.01 0.991
Mean VIF 1.209
Table 7. Correlation Matrix.
Variables (1) () 3) 4) (5) (6) 7) (8) (9) (10)
(1) CEOG 1.000
(2) CEOEXP —0.297%** 1.000
(3) CEOTEN 0.009 —0.069* 1.000
(4) CEOAGE 0.110%**  _0,259%** 0.353%** 1,000
(5) FOR 0.068* —0.031 —0.092%** 0.078%** 1.000
(6) CSIZ 0.116***  —0.002 0.167***  0.084** 0.019 1.000
(7) CGR 0.018 —0.020 0.058 0.022 0.131%%*  _0,068* 1.000
(8) LEV 0.129%**  _0,028 0.123%**  0,063* —0.057 0.468***  0,075%* 1.000
(9) ROA 0.024 —0.117%** 0.121%%*  0,071* 0.098** 0.196%**  0.076**  —0.165%** 1.000
(10) Cov —0.018 0.015 0.038 0.034 0.019 -0.017 0.046 0.037 —0.044  1.000

*FEp <01, ¥ p< 05 F p<.l.

had successfully dealt with similar concerns (Bouaziz et al., 2020; Musa et al., 2023). The study also con-
trolled for potential outliers by winsorizing at the 5% and 95% levels.

5.2.3. Test of multicollinearity

The variance inflation factors (VIFs) were calculated in order to look for multicollinearity. As per Hair
et al. (2014), multicollinearity is shown when the VIF score surpasses 10. Every VIF value in our analysis
was less than 2. Thus, the VIF test indicates that our research does not have any multicollinearity prob-
lems, as Table 6 illustrates.

5.3. Correlation analysis

Using the Pearson correlation analysis, the bivariate correlation’s magnitude and direction between CEO
features, FOR, and control variables were ascertained in Table (7). The strongest correlation (0.468) is
seen between CSIZ and LEV. Because the coefficients in this study are less than 90%, there are no not-
able multicollinearity issues (Gujarati & Porter, 2009). In general, it is important to keep in mind that cor-
relation analysis evaluates the relationship between two variables, not the aggregate effect of several
variables on REM (Cramer & Howitt, 2004). Therefore, multivariate analysis is the best method for deter-
mining how foreign ownership affects the CEO features -REM relationship.

5.4. Multivariate regression results

The findings of the regression analysis used to evaluate the study’'s hypotheses are shown in this
section.
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Table 8. FGLS estimation of the CEO features — REM relationship.

ACO ADIET APRC Aggregate REM
Variable Coef t-stat Coef t-stat Coef t-stat Coef t-stat
CEOG —0.002 —0.400 —0.002 —1.440 —0.008%*** —2.580 —0.002 —0.260
CEOEXEP —0.006** —2.340 —0.011%** —6.740 —0.002* -1.190 0.014** 2.510
CEOTEN 0.000 0.320 0.007%** 4.940 —0.001%*** —5.220 —0.000 -0.370
CEOAGE 0.000 1.560 —0.000** —6.440 0.000 1.530 —0.001** -2.320
Cslz —0.004*** —4.020 —0.001 -1.420 0.001 0.900 —0.002 —0.690
CGR 0.017*** 7.590 0.003%** 3.750 —0.006*** -3.950 —0.026*** —-4.420
LEV —0.020** —2.250 0.018%** 5370 0.042%** 7.450 0.062*** 4.180
ROA 0.349*** 12.130 0.052%** 5.410 —0.136*** —7.840 —0.469%** —-9.440
cov —0.005%* -2.36 —0.004*** —4.320 0.002 1.430 0.023%** 4.150
Constant 0.143 0.060 0.399 0.470 1.622 1.420 7.461 1.640
Year Yes
Industry Yes
Obse 685.000
Wald chi2 221.235 164.479 171.467 201.522
Prob > ci2 0.000

5.4.1. CEO features and REM

Regression analysis results on the effect of CEO features on REM are summarized in Table 8. ACO, ADIET,
APRC, and aggregate REM are the four regressions that we conducted to test the hypotheses of this
study. The models appear to be accurate and capable of explaining the differences between REMs, as
indicated by the highly significant result obtained from the Wald chi-square test. The findings showed
that the CEO gender (CEOG) exhibits a significant and negative correlation at the 1% level when APRC is
used as a proxy for REM (f = —0.008, t-value =—2.580). This supports the notion that enterprises with
CEOs who are female are less likely to do the REM through overproduction. Consequently, our findings
are consistent with the upper echelon’s hypothesis, which maintains that top executives’ demographic
features, such as gender, may mold their experiences, attitudes, and beliefs, which in turn can affect
their strategic choices and actions. This result aligns with those published by Putra and Setiawan (2024),
who found that female CEOs are less prone to engaging in EM. However, our findings do not indicate a
significant relationship between CEO gender (CEOG) and ACO, APRC, and aggregate REM. These results
align with those published by Al-Begali and Phua (2023b) who did not get any relationship between
CEO gender and REM. Consequently, H1 is rejected.

The results in Table 8 indicate that when using ACO and ADIET as proxies for REM, the estimated
coefficients on CEOEXEP were significantly negative (at 5% and 1%). This suggests that enterprises with
CEOs who have prior experience are more likely to engage in sales manipulation and reduce discretion-
ary expenses, resulting in lower abnormal cash flows from operations and decreased abnormal discre-
tionary expenses. However, in terms of aggregate REM, the results reveal a positive and significant effect
of CEOEXEP at level 5% (f=0.014, t-value = 2.510). As a result, H2 is accepted in relation to ACO,
ADIET, and aggregate REM. These findings suggest that CEOs with substantial experience are driven to
engage in REM in order to enhance their short-term earnings and establish a favorable reputation. These
results are consistent with the upper echelons theory, which proposes that CEOs with greater experience
are more inclined to take risks and engage in REM compared to their less experienced counterparts. This
finding aligns with the results reported by Alhmood et al. (2023), which also indicate that experienced
CEOs are more proficient in implementing strategies that increase aggregate REM.

Furthermore, the results revealed that when using abnormal discretionary expenses (ADIET) as a proxy
for REM, CEOTEN exhibited a significant and positive estimated coefficient (B = .001, t-value = 4.94) at
the 1% level. It suggests that CEOs with longer tenures are less likely to do the REM through discretion-
ary expenses. Also, the results revealed that when using abnormal production costs (APRC) as a proxy
for REM, CEOTEN exhibited a significant and negative estimated coefficient (8 = —0.001, t-value = —5.22)
at the 1% level. It suggests that CEOs with longer tenures are less likely to do the REM through overpro-
duction. This finding supports the findings of Altarawneh et al. (2022) and Bouaziz et al. (2020), who
also discovered that a CEO’s long-term tenure contributes to reducing the extent of discretionary
accruals and building their reputation in the capital market. These results also fit with the upper echelon
theory, which says that the length of time a CEO has been in charge should affect the kind of decisions
they make. This is because longer tenure provides CEOs with more experience and time to effectively
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monitor the activities of the enterprise, increasing their ability to mitigate REM. However, it did not find
any significant relationship between CEO tenure and aggregate REM, consistent with the results of
Alhmood et al. (2023) and Putra and Setiawan (2024), who did not find an impact of CEOs' tenure on
EM in their respective studies. Consequently, the H3 is accepted as related to ADIET and APRC only.

Table (8) revealed different findings depending on the proxy used for REM. When using ADIET as a
proxy for REM, the CEO age (CEOAGE) demonstrated a significant and negative relationship at level 5%
(f = —0.000, t-value=—-6.440). This suggests that enterprises with older CEOs are more inclined to
engage in REM by reducing discretionary expenses, resulting in lower abnormal discretionary expenses.
This result is not consistent with that reported by Qi et al. (2018), who found that managers who are
near retirement age are less likely to use discretionary expenditures to manipulate earnings.

On the other hand, when using aggregate REM as a proxy for REM (ACO*-1 + ADIET*-1 + APRC), the
results showed that CEO age (CEOAGE) exhibited a significant and negative relationship at level 5% (ff =
—0.001, t-value = —2.320). This indicates that CEOAGE contributes to mitigating REM through aggregate
REM, suggesting that older CEOs help in reducing REM by considering the combined effect of various
factors such as ACO, ADIET, and APRC. Consequently, the H4 is accepted as related to ADIET and aggre-
gate REM only. The result of aggregate REM supports the findings of Qi et al. (2018), who discovered
that senior executives in the Chinese setting had a lower likelihood of participating in REM as they got
older. This finding lends credence to the argument that, as they get closer to retirement, senior leaders
put their reputation first and steer clear of profit manipulation. These results are consistent with the
upper echelon’s hypothesis, which maintains that top executives’ demographic features, such as age,
may mould their experiences, attitudes, and beliefs, which in turn can affect their strategic choices and
actions.

Regarding control variables, when using ACO as a proxy for REM, the enterprise size (CSIZ) shows a
significant negative relationship, indicating that larger enterprises are more likely to increase REM by
sales manipulation. Nevertheless, the results did not show any correlation between aggregate REM and
enterprise size. This outcome is consistent with the findings of Alhmood et al. (2023). Also, when using
ACO, ADIET, APRC and aggregate REM as a proxy for REM, the results indicate that enterprises with high
leverage tend to engage in higher levels of REM by sale manipulation, discretionary expenditures, over-
production and aggregate REM. These results are consistent with the results of Musa et al. (2023), who
found that enterprises with high leverage engage in high REM.

The results show that when using ACO, ADIET, APRC and aggregate REM as a proxy for REM, the
results indicate that enterprises with high (CGR) and return on assets (ROA) engage in lower levels of
REM by sale manipulation, discretionary expenditures, overproduction and aggregate REM. These results
are consistent with the results of Alhmood et al. (2023), who found that enterprises with profitability
engage in less REM. Finally, the result found that COVID-19 has a negative relationship with ACO and
ADIET and a positive relationship with aggregate REM. This indicates that COVID-19 increased REM
through sales manipulation and discretionary expenditures, leading to high aggregate REM. These results
align with Ali et al. (2022) study that found enterprises were more motivated to use REM during the
COVID-19 epidemic.

5.4.2. CEO features, REM, and foreign ownership

This section investigates the moderating effect of foreign ownership (FOR) on the relationship between
CEO features (CEO gender, CEO expertise, CEO tenure, and CEO age) and REM using ACO, ADIET, APRC,
and aggregate REM as proxies for REM.

The results presented in Table 9 show a significant positive correlation between foreign ownership
(FOR) and REM (ACO and DIET), indicating that FOR restricted REM by sale manipulation and discretion-
ary expenses. However, the relationship between FOR and REM (APRC and aggregate REM) is negative,
indicating that FOR restricted REM by overproduction and aggregate REM. These results are consistent
with those reported by Al-Duais et al. (2021) and Debnath et al. (2021), who found that foreign owner-
ship could be an essential control mechanism for restricting REM. Also, these results support the know-
ledge spillover hypothesis, which assumes that the superior knowledge of foreign investors is more
likely to mitigate REM practices.
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Table 9. FGLS estimation of the foreign ownership on the CEO features — REM relationship.

ACO ADIET APRC Aggregate REM
Variable Coef t-stat Coef t-stat Coef t-stat Coef t-stat
CEOG 0.005 0.153 —0.003 —1.630 —0.005** -2.010 —-0.011 -1.010
CEOEXEP —0.009** -2.120 —0.005** —2.260 0.003** 2.030 0.1471%%* 3.040
CEOTEN —0.001*** —2.720 0.007%%* 3.520 0.000 0.300 —0.000 —0.050
CEOAGE 0.001*** 4.520 —0.000%** -3.720 0.000** 2.650 —0.001** —2.340
FOR 0.527*** 5.630 0.075%** 2.740 —0.073%** —2.750 —0.676*** —-3.410
CEOG*FOR —0.138*** -3.730 0.009 0.630 0.007 0.640 0.158* 1.760
CEOEXEP*FOR —0.012 —0.310 —0.061%** —5.210 —0.012 -1.410 0.003 0.410
CEOTER*FOR 0.025*** 8.100 —0.001 —0.650 —0.001%* -0.350 —0.034%** —4.750
CEOAGE*FOR —0.012%** —6.430 —0.000 —0.410 —0.003 —1.520 0.014%** 3.390
sz —0.003** -2.170 —-0.002 -1.610 0.000 0.110 0.030 1.050
CGR 0.016*** 7.890 0.003%** 3.360 —0.006*** -2.910 —0.032%** —5.480
LEV —0.015%* —-1.780 0.023*** 5.440 0.034%** 4.540 0.053%** 3.230
ROA 0.301%** 11.410 0.030%** 3.350 —0.129%** — 6.460 —0.464*** —8.760
cov —0.004 -1.730 —0.004*** -3.830 0.001 0.760 0.024%** 4.400
Constant 0.759 0.380 1.067 1.240 1.247 0.890 6.821 1.540
Year Yes

Industry Yes

Obse 685.000

Wald chi2 389.713 173.374 111.761 184.127

Prob > ci2 0.000

The results presented in Table 9 indicate a significant negative correlation between the interaction
variable (CEOG*FOR) and ACO at level 1% (f = —0.138, t-value = —3.73), suggesting that the presence of
FOR, combined with CEO who is female, provides some evidence that enterprises with higher foreign
ownership engage in higher REM by sale manipulation. This result contradicts previous studies that
emphasize the effective supervisory role of women in restricting EM (Altarawneh et al.,, 2022; Belot &
Serve, 2018; Putra & Setiawan, 2024; Qi et al.,, 2018). These findings support the theory of information
asymmetry, suggesting that foreign investors, who are external to the country, may face challenges in
monitoring an enterprise’s performance and reducing EM. This is due to geographical distance and the
complexities of international markets, which can limit effective monitoring and control of financial
reporting processes, potentially leading to EM.

Furthermore, the interaction variable (CEOEXEP*FOR) demonstrates a significant negative relationship
with ADIET at level 1% (f = —0.061, t-value =—5.21). This result proves that enterprises with higher for-
eign ownership engage more in EM by cutting down discretionary expenses when interacting with CEO
experience. This result supports the information asymmetry hypothesis, suggesting that distance and
challenges in international markets may limit effective monitoring and control of financial reporting
processes, potentially leading to EM. This result is consistent with results reported by Farouk and Bashir
(2017), who found that foreign ownership may drive managers to practice EM.

In addition, the results from Table 9 demonstrate that when foreign ownership is present and inter-
acts with CEO tenure (CEOTER*FOR), it leads to a decrease in earnings management (EM) through cash
flows from operating and overall aggregate EM. This suggests that the presence of foreign ownership
plays a significant role in effectively monitoring and restraining aggregate EM practices, particularly
when it interacts with CEO tenure. These results support the knowledge spillover hypothesis, which
assumes that the superior knowledge of foreign investors is more likely to mitigate REM. These results
are consistent with results reported by Guo et al. (2015), who found that enterprises with high foreign
ownership engage in less REM related to cash flows from operating.

Furthermore, the results presented in Table 9 indicate a significant negative correlation between the
interaction variable (CEOAGE*FOR) and abnormal cash flows (ACF) at level 1% (8 = —0.012, t-val-
ue =—6.43). This suggests that older CEOs are more likely to engage in EM through sales manipulation
when they are associated with foreign ownership. Additionally, the findings reveal a significant positive
relationship between (CEOAGE*FOR) and aggregate EM at a 1% level of significance (f=0.014, t-value
= 3.39). This implies that foreign ownership, in conjunction with CEO age, may increase the likelihood
of engaging in aggregate earnings management (EM) practices. As a result, despite the commonly
assumed monitoring role of older CEOs, foreign ownership may undermine their monitoring capabilities,
thereby encouraging opportunistic managerial behavior in EM practices. Consequently, these results
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indicate a weakening of the relationship between CEO age and EM due to foreign ownership. These
findings align with the information asymmetry hypothesis, which posits that foreign investors, being sit-
uated outside the country, may encounter difficulties in monitoring enterprise’s performance and miti-
gating EM. These results align with the findings reported by Farouk and Bashir (2017), who discovered
that foreign ownership could incentivize managers to engage in EM. However, these findings contrast
with the conclusions drawn by previous studies (e.g., Al-Haddad & Whittington, 2019; Saleh et al., 2023),
which found no significant impact of foreign ownership on earnings management (EM) in the Jordanian
market.

6. Additional analysis
6.1. Alternative proxy for REM

To guarantee the validity of the results, this research used substitute proxies to evaluate REM. Rather
than utilizing the aggregate measure REM, two sub-aggregate measures of REM (REM1 and REM2) were
used to increase the robustness of the analysis, as shown in Table 10. REM1 represents abnormal pro-
duction costs plus discretionary expenses, while REM2 represents abnormal operating cash flow plus dis-
cretionary expenses. Consequently, the regression analysis was re-evaluated to explore these alternative
estimations of REM. Table 10 provides the regression outcomes based on the alternative REM measure-
ments. Remarkably, the results closely resemble those obtained from the main analysis in both models.
However, when foreign ownership interacts with the COE gender(CEOG*FOR), that leads to a restriction
REM1 and REM2. Ultimately, the supplementary examination produces results that almost match those
of the primary study, thus strengthening the validity of the conclusions.

6.2. Alternative proxy of foreign ownership

The current study followed previous studies that measured foreign ownership (FOR) as a percent by
dividing the common stock possessed by foreign investors in the enterprise (more than 5% of the total
enterprise share) by the total enterprise stock (Alzoubi, 2016; Guo et al, 2015; Vo & Chu, 2019).
However, to check the robustness of the main result, the current study re-examines the relationship
between FOR and REM, measuring FOR as a dummy variable that equals ‘1" if foreign members own not
less than 5% and ‘0" otherwise. The outcomes reported in Table 11 show no difference between robust-
ness and the main outcomes.

Table 10. Alternative measures for REM.

REM1 REM2
Variables Coef t-value Coef t-value
CEOG —0.005 —0.940 0.011 1.450
CEOEXEP 0.007** 2.460 0.015%** 2.630
CEOTEN —0.000 —0.440 0.001 1.490
CEOAGE —0.000 -1.120 —0.000** —2.300
FOR 0.089 1.510 —0.559%** —5.970
CEOG*FOR —0.088** —2.320 —0.200%** -3.610
CEOEXEP*FOR —0.005 —0.230 0.026 0.630
CEOTER*FOR —0.006*** —2.780 —0.013%** —3.080
CEOAGE*FOR 0.002%** 2.740 0.004*** 2.850
CSiz 0.002 1.940 —0.002 —0.720
CGR —0.007%** -3.26 —0.028*** —6.68
LEV 0.015%* 2120 0.000 0.010
ROA —0.224%** —-12.91 —0.369%** —-8.92
cov 0.005%** 2.980 0.018%** 4.040
Constant —0.292 —0.210 0.660 0.180
Year Yes
Industry yes
Obse 685
Wald chi2 211.370 261.735

Prob > ci2 0.000 0.000
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REM
Variables Coef t-value
CEOG —0.000 —-0.160
CEOEXEP 0.020** 2.170
CEOTEN —0.000 - 0.160
CEOAGE —0.001** -2.120
FOR —0.576%** —-3.510
CEOG*FOR —0.000 —1.560
CEOEXEP*FOR —0.012 -1.270
CEOTER*FOR —0.025** -2410
CEOAGE*FOR 0.035%** 3.200
sz —0.000 —0.050
CGR —0.017%** —5.230
LEV 0.043*** 3.880
ROA —0.458*** -11.700
cov 0.014%** 3.800
Constant 5.732%* 1.810
Year Yes
Industry yes
Obse 685
Wald chi2 256.908
Prob > ci2 0.000
Table 12. Durbin Wu-Hausman test.
Variables Durbin (score) chi2 Wu-Hausman F (4532)
Aggregate REM 3.34001 (p=.5026) 0.815593 (p=.5155)
ACO 5.50805 (p=.2390) 1.35038 (p=.2501)
ADIET 4.6242 (p=.3281) 1.13185 (p =.3406)
APRC 3.60593 (p=.4620) 0.880959 p=.4750
Table 13. GMM regression estimation.
) REM
Variables
Coef t-value
L 0.14 0.857
CEOG —0.003 -0.370
CEOEXEP 0.016*** 3.510
CEOTEN —0.001 —0.500
CEOAGE —0.03%** -3.320
FOR —0.016%** —4.430
(@V4 —-0.004 —0.800
CGR —0.027%** —4.720
LEV 0.072%** 5.170
ROA —0.471%%* —8.450
cov 0.025%** 4.260
Constant 8.471 1.440
Year Yes
Industry yes
Sargan’s statistics 1.75 (p =.627)
Hansen J statistic 1.54 (p=.673)
Arellano- Bond test AR (1) -0.36 (p=.721)
Arellano- Bond test AR (2) —0.33 (p=.741)

6.3. Test of endogeneity

Endogeneity, the association between explanatory variables and the error term in a regression equation,
is a prevalent concern in accounting research. Ignoring endogeneity can lead to biased parameter esti-
mates and invalid conclusions. This study examined the potential endogeneity between CEO features
and REM practices using the Durbin-Wu-Hausman test. The results, presented in Table 12, indicated non-
significance at a 5% level, indicating the absence of endogeneity bias in the models.

6.4. Generalized method of moments (GMM)

We adopt the approach followed in other studies (e.g., Abu Afifa et al., 2024; Al-Ahdal et al., 2020;
Alhadab et al., 2020; Gull et al., 2018; Le & Nguyen, 2023; Wang et al., 2023) by utilizing the Generalized
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Method of Moments (GMM) framework. Utilizing GMM ensures that the coefficient estimators are both
consistent and efficient. It also addresses issues such as time-invariant fixed effects, problems associated
with omitted variables, autocorrelation, and heteroscedasticity (Abu Afifa et al., 2024; Saleh et al., 2023).
The GMM methodology was developed by Arellano and Bond (1991) to tackle endogeneity and unob-
served heterogeneity problems. In order to test the robustness of our findings, we employ a two-step
system (GMM). The estimated GMM results, presented in Table (13), are used to analyze the impact of
CEO features and foreign ownership on real earnings manipulation. We employ the two-step system
dynamic panel estimation because it is suitable when there are autoregressive features in the dependent
variable (Tayachi et al., 2023). To ensure the validity of our instruments, we conduct the Sargan test,
where we observe an insignificant p-value (0.627), indicating the validity of the instruments.
Additionally, we employ the Arellano-Bond test AR(1) and AR(2) to examine the presence of autocorrel-
ation. Our findings reveal that AR (1) and AR (2) coefficients are insignificant, which leads us to reject
the presence of autocorrelation. Table 13 demonstrates that the GMM estimator yields consistent results
that align with those obtained from the FGLS regression. These consistent findings across both estima-
tion methods provide evidence of the robustness and reliability of the results.

7. Conclusion

The purpose of the current study is to determine if foreign ownership mitigates the CEO features -REM
relationship. Utilized data comes from 137 enterprises that were listed on the ASE from 2017 to 2021
(not including the insurance and banking sectors). This study utilized agency theory and the upper eche-
lons theory to investigate the relationship between CEO features and REM. It also utilized the knowledge
spillover and information asymmetry hypotheses to investigate the effect of foreign ownership on this
relationship.

The results indicate that CEOs who are female restricted REM by sales manipulation, while experi-
enced CEOs utilize REM (ACO, ADIET and aggregate REM) to enhance short-term earnings and establish
a positive reputation. Conversely, CEOs with longer tenures are less likely to engage in REM by reducing
discretionary expenses (ADIET) and over-production (APRC). Additionally, enterprises with older CEOs
tend to engage in REM by reducing discretionary expenses, while CEO age has a mitigating effect on
aggregate REM practices. Furthermore, the study provides evidence supporting both the knowledge
spillover hypothesis and the information asymmetry hypothesis. In line with the knowledge spillover
hypothesis, foreign ownership acts as a constraint on the practice of REM. Specifically, when combined
with CEO tenure, foreign ownership limits REM (ACO and aggregate REM). However, in line with the
information asymmetry hypothesis, the study reveals that foreign ownership, in combination with CEO
gender, increases REM practices by sales manipulation (ACO). Moreover, foreign ownership increases
REM by reducing discretionary expenses (ADIET) when combined with CEO experience. Additionally, the
results indicate that foreign ownership intensifies REM (abnormal cash flow from operating and aggre-
gate REM) when combined with CEO age.

This study makes significant contributions in terms of both theoretical and empirical implications.
Theoretically, the present study’s findings have an optimistic impact on the existing body of knowledge.
Moreover, the current literature has not yet investigated the role of foreign ownership in the relationship
between CEO features and REM. Therefore, this study contributes to the accounting literature by
addressing this research gap. Additionally, this study aims to develop a comprehensive theoretical
framework by incorporating multiple theories, such as agency theory, upper echelon theory, knowledge
spillover hypothesis, and information asymmetry hypothesis. The results regarding the effect of CEO fea-
tures on REM support both agency theory and upper echelon theory, indicating that CEO features influ-
ence REM and FRQ. Furthermore, the findings regarding foreign ownership as a moderator support both
the information asymmetry and spillover hypotheses, highlighting how foreign ownership can either
restrict or intensify REM practices depending on specific CEO features like gender, experience, tenure,
and age. As a result, this research has the potential to deepen the understanding of these theories in an
emerging market where ownership concentration affects investor protection and corporate governance
effectiveness. Additionally, unlike previous studies that focused on aggregate REM, this study specifically
examines the influence of CEO features on various REM techniques, including sales manipulation,
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discretionary expenses, over-production, and overall REM. This approach enhances the information
obtained and enables a more comprehensive understanding of REM practices (Chi et al,, 2011).

Empirically, the current study has made significant contributions with practical implications for various
users of financial information. Specifically, it has practical ramifications for investors, shareholders, policy-
makers, regulators, researchers, and managers in terms of financial reporting quality. The study confirms
the occurrence of REM practices in Jordanian-listed enterprises, providing regulators, stakeholders, and
other users with a better understanding of various REM techniques. The results of the study provide sub-
stantial evidence that CEO features play a crucial role in explaining REM. However, not all CEO features
effectively restrict REM. Therefore, market participants should exercise caution and implement corporate
governance guidelines that effectively prevent EM. The findings of the study also offer reassurance to
investors that enterprises with longer CEO tenure tend to restrict the practice of REM and produce high-
quality financial reports. However, it is important to note that although older CEOs restrict the practice
of aggregate REM, they engage in REM through discretionary expenses and display more aggressive
REM practices, particularly in enterprises with high foreign ownership. Additionally, CEOs with prior
experience are more likely to engage in REM practices such as sales manipulation, reducing discretionary
expenses, and participating in aggregate REM. Therefore, investors and shareholders should be cautious
when dealing with enterprises that appoint older CEOs and those with extensive experience. The study
highlights the influential role of foreign ownership as a moderator in the relationship between CEQO fea-
tures and REM. Specifically, in enterprises with foreign ownership, CEOs with longer tenure play a signifi-
cant role in restricting the practice of REM. This information can be beneficial to investors and
shareholders, helping them make better investment decisions by considering enterprises with high for-
eign ownership. The results also indicate that despite the small number of female CEOs, they played an
effective role in restricting the practice of REM through over-production. Therefore, regulatory bodies
such as the Jordanian Securities Commission and the Amman Stock Exchange must pay more attention
to appointing women to the senior leadership of institutions, especially in Jordan, which gives priority
to seats for men in senior departments.

However, this study has identified several limitations that indicate areas warranting further investiga-
tion. Firstly, the scope of the current study was limited to service and industrial enterprises registered
on the ASE. To enhance the comprehensiveness of future research, it would be valuable to expand this
study to include additional industries such as banking and insurance. Secondly, the current study primar-
ily focused on foreign ownership as a moderating variable. Therefore, future research could benefit from
exploring other forms of ownership, including managerial, institutional, and government shareholders.
Examining these different types of ownership could provide valuable insights into the relationship under
investigation. Thirdly, the study was constrained by its exclusive focus on specific CEO features, namely
gender, experience, tenure, and age. As a result, it is recommended that future studies consider incorpo-
rating additional CEO features, such as religion (Muslim-Christian), nationality, incentive structures, own-
ership stakes, power dynamics, compensation arrangements, and other relevant features. Expanding the
range of CEO features examined would contribute to a more comprehensive understanding of their
impact on the variables under scrutiny. Finally, a limitation arises concerning the measurement of REM.
In this study, three proxies developed by Roychowdhury (2006) were employed, which are commonly
used in the existing literature. Future investigations could consider alternative models for REM measure-
ment, such as those applied in studies involving stock repurchases, the sale of fixed assets, and related-
party transactions. Examining diverse measurement approaches would contribute to a deeper under-
standing of earnings management and its implications.
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