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ABSTRACT
This study looks into a theoretical model exploring the effects of ownership shares and 
directors’ proportions as majority shareholders on earnings management. Furthermore, 
the primary objective of this research is to investigate the moderating role of board 
meeting frequency between ownership shares and directors’ proportions as majority 
shareholders on earnings management. The current study employed a quantitative 
research methodology, using firms in Iraq from 2013 to 2018. In panel data regression, 
the researchers implemented three distinct models: the random effect model, the fixed 
effect model, and the common pooled model. The data were provided in two columns, 
one with control variables and one without control variables. This study also presents 
empirical evidence that ownership of shares by directors and majority shareholders was 
significant, implying that an increased number of shares possessed by directors and 
high majority shareholders would reduce earnings management. While the frequency 
of board meetings had no significant moderating effect on the relationship between 
director share ownership and earnings management, it did play a significant moderating 
role in the relationship between directors’ proportion as majority shareholders and 
earnings management. Finally, the contribution of these empirical findings as research 
makes a valuable addition to the existing body of academic literature on earnings 
management, particularly within the context of the Iraq earnings management 
scenarios. It also has the potential to make a meaningful contribution towards mitigating 
the prevalence of earnings management practices. Moreover, it offers unique insights 
into the significance of corporate governance in the context of Iraqi financial institutions.

1.  Introduction

The emergence of accounting scandals in several areas, including Asia, the United States, and Europe, has 
prompted concern over the practice of earnings management (abbreviated as EM) efficacy standards. The 
anxieties are real, without a doubt, valid. Enron Corporation’s bankruptcy in 2001 is a well-known illustration 
of the devastation that may result from poor EM (Manab et  al., 2015; Omware et  al., 2020). The controversy 
drew public attention to developing better EM standards to prevent fraud and improper EM. The immediate 
responses were proposed EM reforms and enhanced listing standards (Kjærland et  al., 2020). Consequently, 
the first motivation behind this study stems from the underlying notion that a correlation exists between 
insufficient corporate governance (abbreviated as CG) and efficacy standards for earning management.

However, corporate governance (CG) is not a novel concept. According to Jensen and Meckling (1976), 
its requirement arose when a response to the split of ownership and control in public enterprises pro-
duced agency issues. As a result, the CG system presented reliable financial data and safeguarded 
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shareholders’ interests (Fama & Jensen, 1983). The board’s guardian role becomes clear as financial infor-
mation preparers and users’ knowledge asymmetry allows opportunism (Daghsni et al., 2016). Additionally, 
CG can decrease or even eliminate fraudulent behavior. Therefore, Mrabure and Abhulimhen-Iyoha (2020) 
talked about how well corporate governance (CG) could protect shareholder interests from EM practices 
by setting up frameworks for things like openness, accountability, protecting minority shareholders, 
aligning interests, risk management, access to capital, and the legal and regulatory framework. They 
provide accurate and timely information about a company’s performance, financial health, and gover-
nance practices, mitigating the risks associated with opaque reporting.

CG frameworks also establish mechanisms for oversight, i.e. independent boards of directors as well 
as audit committees, to prevent abuses of power and fraud. Chen et  al. (2006) also link executive com-
pensation to company performance, incentivizing management to behave in the best interests of share-
holders. The effectiveness of CG depends on the legal and regulatory framework in the emerging market. 
Here, the level of board activity moderates the complex interplay between directors’ ownership of shares 
in the corporate governance context, especially when they hold a sizable portion as majority sharehold-
ers. One significant challenge lies in mitigating conflicts of interest that may arise when directors, driven 
by their significant shareholdings, navigate decisions that impact corporate performance and shareholder 
value. The imperative to balance personal financial gains with the broader interests of the company 
necessitates robust mechanisms for identifying, disclosing, and managing such conflicts (Zaid et  al., 
2020). The second motivation is that oversight issues emerge as a second challenge, requiring a vigilant 
and independent board to guarantee that the processes of decision-making remain objective as well as 
aligned with the company’s strategic goals rather than individual directorial interests.

Additionally, the third motivation is accountability issues, which further complicate this landscape, 
emphasizing the need for clear lines of responsibility and consequences for governance lapses (Ehren & 
Perryman, 2018). Transparency becomes paramount to address these challenges, demanding comprehen-
sive disclosure practices that shed light on the intricate relationships between directors’ share ownership, 
earnings management, and board activities. Fourth and lastly, the risk of ethics violations looms large, 
underscoring the importance of fostering a corporate culture rooted in ethical principles to safeguard 
against misconduct and warrant the long-term viability and continuity of the organization. In navigating 
these multifaceted challenges, corporations must continually refine their governance frameworks to strike 
a delicate balance between shareholder interests, ethical conduct, and effective oversight.

Moreover, the agency theory discussed (specifically, the efficient monitoring hypothesis), that mana-
gerial ownership serves as a crucial external capital market governance (CG) instrument due to its 
advanced nature and effectiveness in information reception and processing. In general, institutional 
investors are more successful in mitigating information asymmetry in capital markets and constraining 
managerial discretion. Institutional investors engage in a firm’s governance in two ways: directly (via 
ownership) and indirectly (via the trading of their shares), according to Gillan and Starks (2000). On how 
managerial ownership influences EM, scholars appear to adopt two different positions. One line of inquiry 
posits that the ongoing trading and dispersed ownership of institutional investors impede their ability 
to engage in active monitoring of the companies in which they have invested. An argument that is 
connected to Githaiga (2023) posits that institutional proprietors might be disinclined to carry out their 
oversight responsibilities due to the potential adverse impact on their business relationships with the 
organization. As a consequence, institutional investors will prioritize immediate financial gains, and man-
agers will face significant pressure to fulfill anticipated short-term objectives.

Consequently, managerial ownership may not restrict the flexibility of managers in EM and may even 
enhance their motivation to engage in EM. Despite extensive scholarly investigation into whether insti-
tutional ownership alleviates EM in different jurisdictions, the findings of these studies have been incon-
clusive. Some researchers found a negative correlation between EM and the percentage of ownership in 
an institution. To illustrate, Potharla et  al. (2021) examined the impact of EM and institutional ownership 
in India, utilizing data from 2011 to 2018 and a sample of 257 firms. It was determined that institutional 
ownership exerted a notably adverse influence. Gerged et  al. (2021) looked at 100 Jordanian-listed com-
panies from 2010 to 2014 and found a negative relationship between earnings management and the 
amount of institutional ownership. They did this by looking at 500 firm-year observations. Furthermore, 
Velury and Jenkins (2006) demonstrated a noteworthy positive correlation between earnings quality and 
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institutional ownership, which suggests a reduced presence of EM. In their 2012 study, Lin and Manowan 
(2012) examined a dataset consisting of 18,969 firm-year observations obtained from active US firms 
listed on Compustat between 1996 and 2001. The researchers documented an inverse correlation.

Nevertheless, a limited number of studies, including Peasnell et  al. (2005), which examined a sample 
of UK companies and found no correlation between institutional ownership and EM, dispute this notion. 
Kolsi and Grassa (2017), utilizing panel data for 2004–2012 and a sample of 26 Islamic banks in the Gulf 
Cooperation Council (GCC) region, found no correlation between institutional ownership and EM. 
Furthermore, Chatterjee (2020) determined, through the use of panel data and a sample of 783 private 
manufacturing enterprises in India spanning the years 2009 to 2016, that neither factor had an indepen-
dent influence on EM. Moreover, using data from 2014 to 2019, Abou-El-Sood and El-Sayed (2022) found 
no correlation between institutional ownership and the EM study of 225 publicly traded companies in 
the MENA region.

Extensive previous research has been done on corporate governance (CG) as well as executive com-
pensation (EM), mostly in economies that use either two-tier or one-tier executive compensation struc-
tures. Notable examples include the United States, the United Kingdom, Italy, the Middle East in Egypt, 
Malaysia, as well as China in Southeast Asia (Abdulsamad et  al., 2018; Alquhaif et  al., 2017; Claessens & 
Yurtoglu, 2013; Khalil & Ozkan, 2016; Shahwan, 2015; Zalata et  al., 2021), in which all have EM models 
that differ from the Iraq CG model in numerous respects. According to Ahmed et  al. (2021), to get good 
CG in Iraq, two main distinguishing aspects are the powers given to a majority of shareholders to effec-
tively oversee the corporation and the fully non-executive board, rather than relying on the market for 
corporate control; significant shareholders typically participate actively in the company’s governance. As 
a result, the structure encourages controlling owners to take long-term responsibility for the 
organization.

Furthermore, the competitiveness of Iraqi enterprises in local markets demonstrates their success, and 
the ‘Iraq environment’ in globally competitive league tables suffers from poor economic competitiveness. 
Although Iraq’s new CG law frameworks exist, there has been less scholarly investigation conducted on 
the association of CG as well as EM in nations that follow the EM (The World Bank, 2019).

Therefore, this paper is willing to fill in the gaps about how ownership shares and the number of 
directors as major shareholders affect earnings management. Although most prior studies have concen-
trated on the usual way that corporate governance and earnings management work together, they have 
not looked at how these practices can change depending on the environment of the business and the 
ownership structure type. This work, thus, aims to reexamine the existing research on the correlation 
between the elements that contribute to the efficiency of the board of directors at an individual level, 
such as ownership shares, directors’ proportion as majority shareholders, and management practices. It 
also tests whether board activity, such as meeting frequency, mediates the relationship between own-
ership shares and directors’ proportion as major shareholders in earnings management. Hence, this 
study’s findings will be of interest to nations that adhere to similar structures of governance, encom-
passing the interaction between the board of directors, shareholders, and management, such as Jordan 
and several countries in the Arabic Gulf region. The study also attempts to draw attention to the pos-
sible benefits of the Iraq CG strategy to enhance profit quality by reducing EM. For that reason, the 
following main research questions are posed: Do the corporate governance mechanisms (ownership 
shares and directors’ proportion as majority shareholders) affect the earnings management of Iraqi 
listed companies? Does board activity play a moderating role in the correlation among ownership 
shares, directors’ proportion as majority shareholders, and the earnings management of Iraqi listed 
companies?

This study is significant because it aids corporate governance practitioners in restricting the use of 
earnings management strategies. This, in turn, leads to increased satisfaction among stakeholders and 
investors, especially in the Iraqi context. Hence, this study establishes a foundation for assessing whether 
the current optimal methods and criteria for inclusion improve effective management in the economic 
conditions of Iraq. The results are anticipated to offer more guidance to the Iraqi Securities Commission, 
Bursa Iraqi, and the Iraqi Institute of Corporate Governance regarding the corporate governance methods 
employed by Iraqi companies. The study also helps stakeholders, beneficiaries, and authorities devise 
policies that contribute to retaining transparency and credibility in financial reports.
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Meanwhile, studying this issue helps lower agency cost rates, which could save firms millions of dol-
lars in investment, not to mention preserving the integrity and image of the reports in Iraqi firms. It also 
helps develop firms in terms of performance to improve overall firm performance through the frequency 
of board meetings. Further, the study objective is to examine the effects of mechanisms of corporate 
governance, such as ownership shares and directors’ proportions as majority shareholders on earnings 
management as well as the moderate role of board activity in the Iraq context.

The subsequent sections of this work are organized as follows. The current section is designated as 
the first one, while the subsequent section is referred to as the background. The third section of the 
document serves as a theoretical review, while the fourth section focuses on literature and hypothesis 
creation. In this area, previous studies are reviewed, and hypotheses are formulated. The fifth section 
outlines the research design, while the empirical results are reported in the sixth section. The final sec-
tion provides a concise overview of the article’s findings and analysis. Finally, the conclusion and the 
study’s limitations are presented at the end.

2.  Background

Considerably, a company’s performance is associated with earnings, and earnings represent a summary 
of the performance, which is calculated using the accrual accounting method. In addition, prior research 
has shown that companies are inclined to employ these accounts to control announced profits (Cassell 
et  al., 2015). Thus, earnings-based performance measures may lead to earnings management, called EM 
(Tahir et  al., 2019). In this regard, there are many definitions of EM. As Healy and Wahlen (1999) stated, 
earnings management (EM) refers to the deliberate use of subjective assessments by managers to alter 
financial figures. first, to influence stakeholders’ impressions of the company’s economic performance, or 
second, to affect the conclusion of a contractual agreement. However, firms have two options for man-
aging earnings, as stated in the definition. For example, the managers may increase reported earnings 
by cutting and reselling assets that would retain and decrease employee development (Dakhlallh, 2020). 
Real EM deviates from the process of influencing reported income (Thiruvadi & Huang, 2011). Furthermore, 
a corporation may make modifications to accruals to attain the desired level of earnings. Accrual-based 
earnings management relies on managerial discretion in the preparation of financial reporting 
(Subramanyam, 1996). As a result, it is acceptable to conclude that organizations with lower earning 
thresholds are manipulated through accruals rather than actual operations (Kjærland et  al., 2020). 
Therefore, this research’s focus is solely on EM.

Literature has also looked into a variety of reasons for managing earnings. There are many managerial 
objectives, including corporate value optimization (Beneish, 2001), initiated buyouts by management 
(Chung & Kallapur, 2003), initial public offerings (Gras-Gil et  al., 2012), and satisfying financial experts, 
management, investors, and social and political pressure (Awfi, 2017; Cassell et  al., 2015; Sachs et  al., 
2006; Zalata et  al., 2019). The management has flexibility in presenting their stated earnings, and this is 
the essence of earnings management (Riahi & Arab, 2011). Nonetheless, information asymmetry is the 
next control challenge. On this point, asymmetry happens when managers know more about the firm 
than shareholders, and they prioritize their own interests over that of the stockholders, resulting in 
agency costs (Al-Shaer et  al., 2017). A previous study has linked agency costs to EM latitude (Harris et  al., 
2019). EM must link the interests of senior management with those of shareholders to prevent EM. The 
sentence suggests that a key strategy to prevent earnings management is to guarantee that the senior 
management’s interests (such as executives and top-level decision-makers) are aligned with those of 
shareholders. When the incentives for management are strongly linked to the long-term performance of 
the firm and the value it provides to shareholders, they are less inclined to participate in short-term 
manipulative strategies that artificially inflate earnings.

However, the scope of the study is that Iraqi publicly traded organizations are to be subjected to a 
study of earnings management in non-financial as well as financial firms. Several factors contributed to 
the selection of Iraq as the research site for this study, including the fact that the nation has a long 
history of violence. To establish the presence of the agency problem, the research challenge must be 
met, making Iraq a relevant environment in which the agency problem is still present as a starting point. 
Second, the great majority of prior research was carried out in other countries, and at this time, there is 
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no evidence accessible on these practices in Iraqi culture. Although many features of nations are shared 
in other areas, there are considerable disparities in corporate governance laws and listing requirements, 
institutional ownership concentration in a firm, and the balance between ownership of shares and direc-
tors’ proportion as majority shareholders on board structures. Because of these differences, the results of 
empirical studies undertaken in these nations will likely be inapplicable to the realities of Iraqi society.

In contrast to the auditor and other company laws, the legal systems demonstrated divergent views 
of investor protection laws, resulting in a different enforcement environment compared to those laws. 
This has an impact on the quality of reporting, with governance guidance laws showing weak enforce-
ment when compared with other auditor and corporate laws, thereby affecting the quality of reporting. 
Aside from the banking as well as insurance industries, investment and financial services, industrial man-
ufacturing, agriculture, telecommunications, hotel and tourism industries, and other sectors.

Here, the board of directors serves as an internal regulatory system to supervise the actions of man-
agers. Cosma et  al. (2018) indicated that the board of directors is accountable for ensuring that the firm 
is managed in the shareholders’ interests for the long term. Although there is no recognized definition, 
the term ‘it’ refers to a comprehensive system that includes people, protocols, and operations that 
together provide effective management and protection of assets (Mousavi & Moridipour, 2013).

In addition, the data on the impact of CG policies on EM is equivocal. Thus, this current study includes 
board features extensively researched in the EM literature; essential features of the Iraq CG model will 
be investigated, including ownership of shares by directors and directors’ proportion as majority share-
holders and the frequency of board meetings as moderating variables. The frequency means the board 
meetings are used to quantify board activity and are frequently used to signify the directors’ efforts. This 
paper used the activities of the board as moderator to investigate the ownership of shares by directors 
and the directors’ proportion as majority shareholders in a number of the meetings, affecting the prac-
tices of EM. Salem et  al. (2019) stated that an engaged board of directors is thought to be more suc-
cessful in monitoring management. Akpan (2015) notes that a widespread issue among directors is a lack 
of time to fulfill their duties, suggesting that more frequent board meetings will push directors to serve 
shareholders. The subject matter under consideration is literature on the activities of the board, and EM 
is rife with contradictions. Previous research by Daghsni et  al. (2016) has shown that having more board 
meetings often monitors board activities and keeps EM practices more effective. According to Alzoubi 
(2019), frequent meetings decrease practices at the EM level. In comparison, other research exposes a 
positive link between the board meeting and EM (Daghsni et  al., 2016) or no effect at all (Handayani & 
Ibrani, 2020). Based on contradicting literature, this study conducts an investigation.

3.  Theoretical review

3.1.  Agency theory and institutional theory

Earnings management, as defined by Klein (2002), refers to the deliberate manipulation of a company’s 
financial performance to distort its true nature. Managerial manipulation refers to the act of managers 
using their judgment to arrange transactions in financial reports with the intention of either deceiving 
stakeholders about the actual financial condition or impacting transactions that rely on the reported 
accounting values. It is worth mentioning that companies in emerging markets engage in more earnings 
management than those in developed economies (Li et  al., 2011). Although there has been a significant 
amount of research on the factors that influence earnings management in developed markets, such as the 
US and UK (e.g. Bédard et  al., 2004; Wang & Yung, 2011), there is a lack of understanding and empirical 
evidence regarding the methods and motivations behind earnings management in emerging economies.

Theoretical perspectives propose agency theory, which holds that the splitting up of managers as well 
as shareholders may lead to contradictory objectives (Ball, 2013). This misalignment of goals may result 
in managers exercising discretion to manipulate earnings to align them closely with target levels, thereby 
attaining personal control benefits and pursuing self-interested aims. Notably, most research on earnings 
management based on agency theory has been done in developed markets or a single country. It has 
not looked into how earnings management activities change in countries with very different ways of 
owning businesses.
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Related to that, the authors posit that the conventional agency theory (Jensen & Meckling, 1976) may 
not provide a comprehensive explanation for the variations in earnings management observed in emerg-
ing markets. This is because both firm-level and country-level factors that influence managerial behavior 
differ significantly from the Anglo-American governance system. On the other hand, the theory of insti-
tutionalized agency (Aguilera & Jackson, 2003; Seal, 2006; Zalata et  al., 2019) improves understanding of 
how firm-level governance and national institutional issues affect earnings management. Agency and 
institutional theories acknowledge that their institutional environment has a significant impact on man-
agers and owners/shareholders. These contexts influence the way individuals assess information, exercise 
their discernment, and articulate their decisions (Aguilera & Jackson, 2003; Filatotchev et al., 2013; Hoenen 
& Kostova, 2015; Ning et  al., 2014). More precisely, it enables the examination of the particular patterns 
of shareholder concentration that are frequently seen in developing market countries, as well as the 
different types of ownership that are prominent in these regions (Chen & Yu, 2012; Filatotchev et al., 2013).

Nevertheless, in developing countries, companies demonstrate a less clear distinction between own-
ership and management in comparison to their counterparts in developed markets like the US and UK 
(Chen & Yu, 2012; Filatotchev et  al., 2013). Publicly traded corporations in emerging nations often have 
a concentrated ownership structure, where top managers act as controlling shareholders or directly rep-
resent them. This underscores the need to reassess conventional theoretical methodologies in earnings 
management research, which typically concentrate on the conflicts between principals (owners) and 
agents (managers). Adopting an institutionalized agency theory approach recognizes that managers are 
agents who possess power granted by legal owners. Meanwhile, it also acknowledges that values and 
rules that are considered acceptable in a particular institutional setting also influence their actions (Seal, 
2006). This paradigm establishes a connection between managerial accounting procedures and external 
institutional forces, making it more suitable for comprehending how ownership governance mechanisms 
within firms impact earnings management activities in emerging markets. Furthermore, it gives a useful 
lens for comprehending how aspects of the institutional context might affect these relationships.

4.  Literature and hypotheses development

4.1.  Ownership of shares on earnings management

Contemporary companies with widespread ownership and a need for expertise cannot personally over-
see their operations. Consequently, they employ managers to handle the day-to-day running of the 
business on their behalf (Khuong et  al., 2019). Managers have a responsibility to act in the best inter-
est of the owners, but occasionally, they act in their own self-interest, which creates the principal-agent 
problem (Tahir et  al., 2019). Agency theory, as described by Jensen and Meckling (1976), is crucial for 
understanding how managers behave when they assign tasks to others, with the expectation that the 
person they delegate to would make decisions that align with the principal’s best interests. The con-
cept of agency theory elucidates the phenomenon of earnings management, as it posits that manag-
ers are driven to manipulate earnings to augment their bonuses, compensations, and commissions, 
which are intricately linked to the financial performance of the organization. Managers are compelled 
to seek profit intentions in any behavior for their advantage, particularly in the short run (Khuong 
et  al., 2019).

On the other hand, ownership of shares represents the ownership interest that individuals or entities 
have in a company. Individuals who possess shares in a firm are considered shareholders. The extent of 
their ownership is determined by the ratio of their shares to the total number of outstanding shares. 
Shareholders generally possess the privilege to participate in voting on specific issues that impact the 
firm, including the selection of directors, significant corporate choices, and modifications to the compa-
ny’s bylaws. Shareholders have the potential to receive dividends as a form of profit on their investment, 
and they can also experience financial gains through the increase in value of their shares, known as 
capital appreciation.

Since ownership of shares by directors is deemed one of the CG characteristics, it is impossible to 
make a definitive theoretical forecast concerning the impact of ownership shares by directors on EM 
(Idris et  al., 2018). Opportunistically, directors’ share ownership may reduce transparency, independence, 
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and efficacy in overseeing financial statements. In this context, it is anticipated that managers of firms 
characterized by limited director ownership would use the discretionary flexibility afforded by accounting 
regulations to mitigate financial constraints. Therefore, depending on the ownership structure, the theo-
retical assumptions will also change. Ali et  al. (2008) indicated that long-term directors’ share ownership 
increases board and shareholder financial interest in the majority stakeholder in the firm. Consequentially, 
a long-term ownership view is compelled to prioritize the firm’s long-term growth strategy.

Furthermore, it highlights the significance of adopting a short-term ownership viewpoint that could 
potentially work against the company’s and the shareholders’ optimal interests. The contradictory assump-
tions in previous research on ownership of shares by directors and EM are reflected in the results. Evodila 
et  al. (2020) found a favorable correlation between ownership of directors’ shares and EM. On the con-
trary, in an old study, Ali et  al. (2008) uncovered a significant negative relationship. In addition, Kazemian 
and Sanusi (2015) discovered no significant link in their meta-analysis. Based on the existing theoretical 
and empirical arguments, this study formulated the initial hypothesis:

(H1). Directors’ ownership of shares is inversely correlated with earnings management.

4.2.  Directors’ proportion as majority shareholders

Directors’ percentage as majority shareholders suggests a scenario in which a sizable number of directors also 
hold a sizable stake in the company’s shares. The latter situation can impact corporate governance and 
decision-making dynamics within the company. Conflicts of interest in this relationship may arise in ways that 
differ from the owners’ expectations. Managers anticipate obtaining their advantages by engaging in actions 
that impact the shareholders’ interests. To mitigate conflicts of interest between those who provide mandates 
and those who receive them, it is necessary to establish monitoring procedures that restrict managerial 
self-interest. These are important issues because they affect the benefits for both the authorized parties and 
those authorized.

The correlation between majority shareholder ownership and earnings management can be intricate and 
contingent on the specific circumstances. According to Brennan (2021), earnings management is the 
deliberate alteration of a company’s financial statements with the aim of achieving specific goals, such 
as fulfilling earnings targets, influencing stock prices, or portraying a more positive financial image than 
the actual economic situation. Here are a few ways in which majority shareholder ownership can be 
related to earnings management. First, the majority shareholders, especially those with a controlling 
interest, may have significant control and influence over the company’s management and decision-making. 
With greater control, Shareholders that possess a larger portion of the company’s shares have the ability 
to influence and put pressure on management to manipulate the company’s earnings to meet specific 
financial goals or present a more positive financial image to investors.

The second is the alignment of interests. In some cases, majority shareholders may have aligned 
interests with minority shareholders, seeking to enhance the overall value of the company. In such 
situations, there may be less incentive for earnings management, which could harm the company’s 
long-term prospects. The third is conflicts of interest. Conflicts of interest can arise if the majority share-
holders’ interests diverge from those of minority shareholders. For example, the dominant shareholders 
may prioritize short-term profits, even if it involves manipulating earnings to benefit from higher stock 
prices or meet specific financial targets. The fourth is market perception. The majority of shareholders 
may be concerned about how the market perceives the financial performance of the company. EM can 
be used to create a positive image and maintain or increase the stock price, benefiting both majority 
and minority shareholders. Fifth is regulatory compliance. The regulatory environment can play a role 
in shaping the association between earnings management and majority shareholder ownership. 
Companies with majority shareholders may be subject to different governance requirements, and the 
regulatory framework can influence the degree of transparency and accountability.

Nevertheless, it is crucial to emphasize that the association between majority shareholder ownership 
and earnings management is contingent on various factors, including the specific dynamics of the com-
pany, the industry, the regulatory environment, and the individual motivations of the majority 
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shareholders. Additionally, ethical considerations and the potential legal consequences of engaging in 
earnings management practices are critical factors that can influence the behavior of majority sharehold-
ers (Bhagat & Bolton, 2008), suggesting that increasing director share ownership will reduce the inci-
dence of EM (Al-Fayoumi et  al., 2010). Directors’ shareholdings are also related to lower information 
asymmetry (Jalan et  al., 2020), potentially lowering agency costs and helping prevent EM (Katmon & 
Farooque, 2017). The research conducted by Goh et  al. (2013) investigates the impact of majority share-
holder ownership on the manipulation of actual earnings. The investigation aims to determine if there is 
a conflict or agreement between the interests of majority and minority shareholders. A higher level of 
majority shareholder ownership reduces the extent of real earnings management when the interests of 
majority and minority shareholders are in agreement. Conversely, if the interests of majority owners and 
minority shareholders are not in agreement, there will be a rise in the manipulation of financial state-
ments by majority shareholders, resulting in inflated earnings.

On the other hand, as the majority shareholder ownership increases, there is a large decline in actual 
earnings management within the bracket of upward earnings management incentives. This phenomenon 
mostly arises due to the heightened sensitivity of majority shareholders towards upward manipulation of 
actual results, which in turn has a detrimental impact on future performance. These findings indicate that 
when majority shareholders have a higher ownership stake, they are more effective in reducing the 
manipulation of actual earnings. This constructive role has had a sole impact on the years following the 
Asian economic crisis. These findings suggest that the economic downturn in Korea has heightened the 
awareness of most shareholders regarding the long-term expenses associated with real earnings man-
agement. The findings corroborate the convergence of interest hypothesis by examining actual earnings 
management as opposed to accruals-based earnings management. Yanping et  al. (2021) also looked into 
how equity pledges and the major shareholders’ shareholding ratio affect earnings management in 
Chinese A-share listed companies. They found that the shareholding ratio weakened the link between 
upward earnings management and equity pledges. These studies collectively imply that a variety of fac-
tors, such as the particular governance structure and the type of earnings management under consider-
ation, have an impact on the correlation between earnings management and directors’ proportion as 
majority shareholders. Furthermore, a study conducted by Kim et  al. (2018) utilizing Korean corporations 
found that an increase in the ownership of the largest shareholders is associated with a decrease in the 
risk of equity mispricing in the quarters leading up to a Seasoned Equity Offering (SEO). The level of REM 
also reduces favorable market responses to ownership increases by the largest shareholders. The authors’ 
conclusion is that corporations manipulate their earnings to benefit the majority shareholders rather 
than the other shareholders. Thus, considering the discourse in this area, this study posited the second 
hypothesis:

(H2). Directors’ proportion as majority shareholders is inversely correlated with earnings management.

4.3.  The frequency of board meetings as moderating role

According to Kjærland et  al. (2020), the number and length of the meetings indicate the extent of 
the board’s activity. Similar to Fadzilah (2017), the board meetings indicate the board’s activity level 
as well as the degree of communication between the directors and stakeholders. Besides, Wai Kee 
et  al. (2017) revealed that a board that frequently meets better leads to improving the role of gov-
ernance in monitoring financial reporting. Hence, more board meetings mean an opportunity to con-
sider various boards’ decisions and quickly get to the final results (Al-Matari et  al., 2014; Zaman et  al., 
2018). At the same time, Kjærland et  al. (2020) stated that the frequency of board meetings could 
bring about higher management monitoring quality, positively impacting the companies’ financial 
performance.

Consequently, holding board meetings more frequently can enhance the quality of profits by ensuring 
regular monitoring and supervision of the financial statements of the company (Kankanamage, 2016). 
Agency theory elucidates the correlation between the frequency of board meetings and the practice of 
earnings management. Elnahass et  al. (2022) found that in accordance with agency theory, a board that 
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has more frequent meetings enhances its ability to provide valuable counsel, oversight, and discipline. 
In addition, as stated by Sáenz González and García-Meca (2014), it resulted in a drop in the absolute 
value of discretionary accruals, in line with the premise of effective oversight suggested by agency the-
ory. Furthermore, agency theory suggests that stakeholders and agents frequently have conflicting inter-
ests (Jensen & Meckling, 1976). Enhancing oversight and regulation is necessary to mitigate the agency’s 
conflict of interest. According to Ugwoke et  al. (2013), the board of directors should actively supervise 
the company’s operations to protect the interests of the shareholders, as viewed from the standpoint of 
agency theory. Daghsni et  al. (2016) also suggested that the board of directors should be prepared to 
increase the frequency of board meetings to provide heightened monitoring and control as necessary.

Therefore, many researchers revealed that the increase in board meeting frequency leads to fewer 
practices of earnings management and increases transparency in financial reports (Kankanamage, 2016). 
Therefore, Sukeecheep et  al. (2013) indicated that board meetings often allow for the observation of the 
activities of the board to limit the earnings management practice more effectively. Obigbemi et  al. (2016) 
also signified that it leads to a lower discretionary accrual value whenever the board has more meetings. 
Nevertheless, numerous studies have been conducted on the correlation between the frequency of 
board meetings and the practice of earnings management. Research has indicated a direct correlation 
between profit manipulation and the frequency of board meetings (Daghsni et  al., 2016). Simultaneously, 
some research has discovered a detrimental correlation between the frequency of board meetings and 
the practice of manipulating earnings (Abbadi et  al., 2016; Azzoz & Khamees, 2016; Fadzilah, 2017; 
Kankanamage, 2016). On the other hand, Sukeecheep et  al. (2013) found no significant link between how 
often board meetings are held and the practice of manipulating earnings. Consistent with this discus-
sion, the study proposed the following third and fourth hypotheses:

(H3). The frequency of board meetings moderates the effect of directors’ ownership of shares on earnings 
management.

(H4). The frequency of board meetings moderates the effect of directors’ proportion as majority shareholders 
on earnings management (Figure 1).

5.  Research method

The present study utilized a quantitative methodology, focusing on the financial and non-financial enter-
prises listed on the Iraq Stock Exchange (ISX). The reason for combining the financial as well as 
non-financial Iraqi firms is that earnings management practices, the process of procedure in which man-
agers participate in earring manipulation, are similar in both firms, whether financial or non-financial 
since the author’s focus is on earnings management (Talab et  al., 2017). The Iraqi business laws offer 
identical provisions for both the financial and non-financial sectors. One of the reasons to examine Iraq 
is the destruction of infrastructure and capital components caused by terrorist actions, together with the 
loss of economic indicators due to a major decrease in oil prices in 2014 and 2015 (www.isx-iq.net). In 
addition to the fact that the Iraqi market for securities law was passed in 2004, there have been no 
effective investments by international corporations in Iraq in a way that stimulates the market’s 

Figure 1. T he research framework.

http://www.isx-iq.net
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activation. Besides, due to the disparity in capital between Iraqi companies and companies in the sur-
rounding nations, the companies in the surrounding countries cannot be compared to Iraqi enterprises. 
For example, the capital requirements of Iraqi government-owned enterprises are tighter than in neigh-
boring nations. These structural challenges constitute a significant hindrance to the efficient and 
cost-effective implementation of Iraq’s significant long-term reconstruction demands, as well as the 
short-term imperative to prioritize capital investment effectively, given the need for fiscal consolidation 
(The World Bank, 2019). The Iraqi Securities and Exchange Commission (ISXC) mandates that all firms 
listed in Iraq must provide disclosure of information pertaining to their stock offerings, annual reports, 
and reporting on significant events. The ISXC states that an annual report shall include the board of 
directors’ report. Therefore, public annual reports can provide information and data on corporate gover-
nance processes, earnings management techniques, and firm performance.

The study employed the purposive sampling technique to sample Iraqi financial as well as non-financial 
companies. According to Sekaran and Bougie (2016), the inclusion and exclusion procedures to obtain 
the final samples are as follows. Initially, utility industries were excluded from the sample due to their 
distinct characteristics and the potential impact of specific laws on the outcomes. In addition, the utility 
industry was not included in the analysis because it follows conservative accounting practices that delay 
the reporting of income. This is because these industries operate based on fixed accounting rates of 
return. Hence, identifying managers’ opportunistic manipulative conduct would be a challenging issue. 
Furthermore, many insurance and investment organizations were not considered due to discrepancies in 
market values. These discrepancies arise from the inclusion of additional criteria, such as the value of 
operational choices. Furthermore, money transfer service companies were specifically excluded due to 
their distinct accounting rules, which pose challenges in accurately estimating discretionary accruals.

The present study used a sample of the listed firms on the Iraq Stock Exchange from 2013 to 2018. 
The sample consisted of publicly listed companies in Iraq from 2013 to 2018 (six years of observations) 
at the balance sheet date. The study was constrained to six years of data since the firm’s performance 
and earnings management practices often change over time. Additionally, the recent data for Iraqi firms 
with fewer missing numbers on the DataStream database was available from 2013 to 2018. One reason 
for selecting Iraqi companies for six years is the relatively small number of companies listed on the Iraqi 
stock exchange. These companies, both financial and non-financial, contribute significantly to the overall 
economic output. This ensures that the sample size is sufficient for conducting statistical procedures. 
Following that, the study used easily accessible data from the company’s website, www.isx-iq.net, and 
financial reports to the general public and other researchers. The selected firms were derived from the 
overall population of firms listed on the Iraqi stock exchange. The study initially included a total of 19 
non-financial and 51 financial firms from the entire pool of Iraqi companies. These companies were 
selected from a total of 129 financial and non-financial companies registered on the Iraqi stock exchange 
for the period of 2013–2018. Table 1 presents a concise overview of the specific information of the sample.

Table 1 reveals the unbalanced structure of the panel data. The presence of uneven panel data can 
be attributed to the varying listing dates of the companies. Firstly, a whole population of 129 firms was 
selected from the Iraqi Stock Exchange (ISX) in 2013. Of the 129 firms, 70 firms had a full six-observation 

Table 1. S ample size.

Industry class Institution

Total population 
listed companies 
in the industry

The ratio of the 
total population 

(%)

Responding 
companies 

(sample)

The ratio of 
the total 

sample (%)

Financial institutions 
(FIs)

Bank institution Bank 44 34 28 40
Non-bank financial 

institution
Insurance 5 4 5 7.14
Investment 9 7 7 10
Financial services 11 8.5 11 15.71
Money transfer 17 13 0 0

Non-financial 
institutions (NFIs)

Manufacturing 25 19.5 7 10
Agriculture 6 4.5 5 7.14
Telecom 2 1.5 2 2.89
Hotel and tourism 10 8 5 7.14
Total FIs 86 66.5 51 72.86
Total NFIs 43 33.5 19 27.14

Total financial institution and non-financial institutions 129 100 70 100

http://www.isx-iq.net
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year. The remaining firms had observations that spanned from one to four years. Several companies 
initiated their listing on the stock exchanges in various years, while several companies were removed 
from the exchanges after enduring three consecutive years of financial loss without a recovery. Hence, 
this study focused on analyzing a sample of 70 companies that were listed on the Iraqi Stock Exchange 
from 2013 to 2018, resulting in a total of 432 observations. In addition, the sectors (i.e. manufacturing, 
service, beverages, and construction) are not different from the non-financial institutions mentioned in 
Table 1. This is because the non-financial firms are referred to as ‘institutions (see column 3)’. Thus, bev-
erages were grouped under agriculture. Service was grouped under Telecom, while construction was 
grouped under hotel and tourism. The data were then analyzed using STATA 13 because of its extensive 
use and widespread acceptance in panel data estimate techniques.

5.1.  Measurement

5.1.1.  Earnings management (EM)
In most of the literature on EM, the discretionary accruals approach for detecting EM was utilized. In this 
regard, to determine total accruals, the prior studies have differentiated among three commonly utilized 
approaches: the approach of balance sheet (Healy, 1985; Hill & Jones, 1992), the approach of cash flow 
(Moratis & van Egmond, 2018), and approach based on a financial statement (Beneish, 2001). Nevertheless, 
the cash flow technique directly quantifies discretionary accruals from the statement of cash flow, thus 
mitigating the risk of measurement mistakes. Therefore, this study utilized the financial statement 
approach to ascertain EM. Consequently, to calculate EM using the financial statement, the following 
model was used:

	 M score DSRI GMI AQI SGI DEPI SGAI TATA LVGI− = − + + + + + − + +4 84. 	

M-score shows the score of manipulation. The firm has earnings management if the result is more 
significant than −2.22 (Talab et  al., 2017).

5.1.2.  Ownership of shares by directors
This variable was assessed as the proportion of shares held by the directors out of the total number of 
shares issued (Idris et  al., 2018). Therefore, the proxy for this variable was the number of directors who 
owned corporate shares directly or indirectly.

5.1.3.  Directors’ proportion as majority shareholders
Directors’ proportion as majority shareholders refers to a situation where a majority of the directors also 
happen to be major shareholders (own a significant portion of the company’s shares) Yanping et  al. 
(2021). The proxy for this variable was the proportion of directors who held a majority of shares.

5.1.4.  Frequency of board meetings
The frequency of board meetings is indicative of the level of activity of the board since it reflects both 
the number and duration of the sessions (Kjærland et  al., 2020). The indicator for this variable was the 
frequency of board meetings conducted annually.

5.2.  Control variables

5.2.1.  Firm size
The impact of firm size on earnings management methods is considered to be significant (Cosma et  al., 
2018). The study conducted by Gull et  al. (2018) discovered a positive correlation between business size 
and EM level. The variable business size in this study was measured using the logarithm of total 
assets (SIZE).
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5.2.2.  Return on assets
The researchers included the Return on Assets (ROA) metric in their study as it is a financial indicator 
commonly used by companies (Evodila et  al., 2020). Hence, the calculation of return on assets (ROA) was 
performed by dividing the net income by the total assets ratio (Pham & Tran, 2020).

5.2.3.  Return on equity
The return on equity (ROE) is a financial metric that assesses a company’s profitability in relation to its 
equity. It is calculated by dividing the net income by the average shareholders’ equity. Therefore, Return 
on Equity (ROE) is calculated by dividing the net income of a fiscal year by the total equity and express-
ing it as a percentage.

5.2.4.  Leverage
Leverage has been extensively utilized as a control variable according to Evodila et  al. (2020), which 
defined leverage as a variable that more clearly indicates the contracting’s possible problems. In this 
regard, a previous study (Fadzilah, 2017) measured the total debt of the firm divided by total assets. 
Therefore, the variable measurement in this research was the proportion of aggregate debt to aggregate 
assets (see Table 2).

5.3.  Model

The researchers developed the subsequent model to investigate the effect of CG (directors’ proportion 
as majority shareholders and ownership of shares by directors) and board activities as moderators on EM. 
In the current study, utilizing the statistical software ‘STATA’, the authors analyzed the data. From a the-
oretical standpoint, the relationship between the independent and dependent variables is described by 
a linear model. This means that the underlying theory of the phenomenon being examined assumes that 
the relationship between the independent variable(s) and the dependent variable is linear in nature. A 
linear model postulates that each alteration in the independent variable(s) leads to a commensurate 
alteration in the dependent variable. The study examined the relationship between variables. The vari-
ables that are influenced by other factors and the variables that are not influenced by other factors in 
this study are displayed in Table 3.

The utilized regression model was panel data regression analysis. Panel data regression encompasses 
three distinct modeling approaches: the common/pooled model, fixed-effect model, and random effect 
model (Baltagi, 2005). Model selection tests were conducted to ascertain the optimal model that eluci-
dated the relationship between variables and the rationale for its selection. The panel data regression is 
because it can be more statistically efficient than other forms of analysis since it exploits both 
cross-sectional and time-series variations, leading to more precise parameter estimates. Table 4 displays 
the panel selection tests.

Once the best model was chosen, a conventional assumption test was conducted. This test verifies 
the model’s ability to observe the relationship between variables and forecast the value of the depen-
dent variable based on the known value of the independent variable (Gujarati, 2004). The results of the 
classical assumption tests are displayed in Table 5.

After selecting the best model that matched the classical assumptions, the following phase involved 
testing the model’s quality (Walpole, 2012). The advantages of model tests are shown in Table 6. Once 

Table 2.  Corporate governance variables measurement.
Variable Measurement

Ownership of shares by directors The number of directors who possess corporate shares either directly or indirectly 
(Idris et  al., 2018)

Directors’ proportion as majority shareholders The proportion of directors who hold a majority of shares (Yanping et  al., 2021)
Frequency of board meetings The annual frequency of board meetings (Kjærland et  al., 2020)
Firm size The total assets of the firms (Cosma et  al., 2018)
Return on assets The total income ratio to total assets returns (Pham & Tran, 2020)
Return on equity Net income ratio to shareholder’s equity (Evodila et  al., 2020)
Leverage The proportion of aggregate debt to aggregate assets (Evodila et  al., 2020)
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all the test requirements of the model were satisfied, the interpretation of the derived regression equa-
tion was conducted.

6.  Results and discussion

The discussion commences by employing descriptive analysis to ascertain the attributes of each variable 
in the study throughout the duration of the research. Table 7 presents a comprehensive examination of 
the data.

For the regression model to be valid, it is necessary for there to be no significant multicollinearity among 
the independent variables. This can be determined by examining the Variant Inflation Factor (VIF) value, 
which should be <10. All independent variables in this investigation had a VIF value of <10, as shown in 
Table 8. This outcome indicates that all independent variables are suitable for inclusion in the model.

Before doing a detailed investigation of modeling in panel data regression analysis, panel model 
selection was carried out. The authors employed the tests described in the methodology section by 
conducting three tests, as indicated in Table 9. Fixed effect models were deemed optimal for elucidating 
the associations between research variables.

After the panel model was chosen, it was subjected to classical assumption testing rather than direct 
interpretation. The purpose of this test was to determine whether or not the chosen model could discern 
the impact of prediction. The assumptions that were applied included autocorrelation, heteroscedasticity, 

Table 3.  Research variables.
Dependent variables Unit Data scale

M-score Point Ratio
Independent variables Point Ratio
Onw_Sh Point Ratio
Proposition Unit Data scale
Moderator variable Unit Data scale
MF Point Ratio
Control variables Unit Data scale
Fsize Point Ratio
Frmlev Point Ratio
ROA Point Ratio
ROE Point Ratio

Table 4.  Panel model selection test.
Panel model test Null hypothesis Alternative hypotheses

LM BP tests A pooled/common model is superior to a fixed one. A fixed model is superior to a pooled/ common model.
Chow test A pooled/common model is superior to a random one. A random model is superior to a pooled/common model.
Hausman test A random model is superior to a fixed one. A fixed model is superior to a random one.

Table 5.  Classical assumption test.
Assumption test Null hypothesis Alternative hypotheses

Shapiro Wilk test Data that follows a normal distribution The data does not follow a normal distribution.
Breusch Pagan test Data with homoscedastic variation Data with heteroscedastic variation
Wooldridge test Model without autocorrelation Autocorrelation model

Table 6. G oodness test model.
The goodness of fit test Null hypothesis Alternative hypotheses Rejecting Ho

Test coefficient of determination/
adjusted R-square

The coefficient of determination, R-square, is >0.5.

Simultaneous test/Chi-square test The model is not suitable as all 
variables have no impact.

The model is well-suited for the data, 
indicating that at least one variable 
has a statistically significant impact.

Prob. value < 0.05

Partial test/t-test Some independent variables are 
ineffective.

Significant factors that have a strong 
impact on the outcome

Prob. value < 0.05
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and normality. A breach of normality, heteroscedasticity, and the presupposition of autocorrelation per-
sisted in Table 10. Each test had a probability value that was lower than 0.05.

In light of violations of heteroscedasticity and autocorrelation assumptions, Panel Corrected Standard 
Error/PCSE models were employed to transform fixed models (Greene, 2018). The ultimate mode employed 
is detailed in Table 11 of the Regional Income.

The coefficient of determination was 0.1624 in the absence of the control model and 0.968 with the 
control variable, as shown in Table 11. The coefficient’s value indicates that in the absence of the control 
variable, the independent variables could account for 16.24% of the variance in the M-score, while in its 
presence, they could account for 96.8%. Other extraneous variables affected the remainder. As deter-
mined by the Regional Income Chi-square test, the M-score was influenced by each of the independent 
variables. The statistical probability value for identifying these results was chi-square = 0.00, which is 
significantly smaller than alpha = 0.05. The findings suggest that the modeling that was conducted was 
suitable.

Table 7.  Descriptive analysis.
Variable Obs Mean Std. dev Min Max

M-score 432 5.574142 4.263298 −5.938348 10.38817
Onw_Sh 432 29.47663 18.83786 1.6 94.3
Proportion 432 14.70907 2.59509 7.84971 21.4225
MF 432 9.25463 4.388868 0 64
Fsize 432 9.219478 7.550002 .0513218 18.39247
Frmlev 432 −2.01671 8.596158 −47.75113 18.24301
ROA 432 .3651096 17.56034 −143.44 38.12
ROE 432 10.66416 92.97285 −154.65 1103

Table 8.  Multicollinearity test.
Variable VIF 1/VIF

Fsize 1.95 0.512076
MF 1.89 0.529977
Frmlev 1.88 0.533300
Onw_sh_MF 1.85 0.540127
Proportion ~f 1.74 0.576238
Proportion 1.34 0.747830
Onw_Sh 1.28 0.781525
ROE 1.07 0.934964
ROA 1.04 0.962240

Table 9.  Panel model selection test.
Test Type Test value Prob. value Conclusion

Chow test Without control 212.23 0.00 The fixed model performs better 
than the common model

With control 3.31 0.00 The fixed model performs better 
than the common model

LM BP test Without control 954.09 0.00 A random model performs better 
than a common model

With control 41.12 0.00 A common model performs better 
than a random model

Test Hausman Without control 36.74 0.00 The fixed model performs better 
than the random model

With control 41.97 0.00 A fixed model performs better than 
a random model

Table 10.  Classical assumption test.
Test Type Test value Prob. value Conclusion

Skewness Kurtosis Without control 159.09 0.000 No normality
With control 0.0036 0.000

Breusch Pagan Without control 191.67 0.000 Heteroscedasticity
With control 161.1 0.000

Wooldridge Without control 9.085 0.003 Autocorrelation
With control 6.669 0.0119
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Based on Table 12, all significant and influential variables were included in the summary derived from 
the partial test identified with the probability value, the t-test, for which the probability value was 
0.000 < alpha 0.05. Onw_Sh, proportion, and MF had a significant positive effect on the M-score. MF had 
a moderated effect on proportion but not moderated Onw_Sh to M-score. In addition, control variables 
were not a central issue in this research. The authors added a control variable to strengthen the relation-
ship, and the control variable increased the coefficient determination from 0.16 to 0.968. The significant 
variables were Fsize, Frmlev, and ROE.

In this research, ownership of shares by directors and majority shareholders was significant, implying 
that an increased number of shares owned by directors as well as majority shareholders will reduce EM. 
However, when they hold stock in the firm, directors are said to be more independent and more able to 
oversee their companies without bias. Consequently, companies are less prone to agency issues and EM 
(Lin & Hwang, 2010). Still, the frequency of board meetings did not exert a big effect on the relationship 
between directors’ ownership of shares and EM. This signified that the frequency of board meetings did 
not have much of an effect on directors’ ownership of shares, which increased the EM of Iraqi firms.

Here are a few reasons why the frequency of board meetings did not yield a big effect on the rela-
tionship between directors’ ownership of shares and EM. First, increased pressure, such as frequent board 
meetings, may create pressure on management to fulfill or surpass financial targets consistently. This 
pressure may potentially motivate executives to implement earnings management strategies to portray 
a more favorable financial picture, especially if there is a culture of unrealistic expectations or if executive 
compensation is tied to performance metrics. The second is limited oversight. Paradoxically, a high 

Table 11.  Hypothesis test.

Variable

pooled1 pooled2 fixed1 fixed2 random1 random2

Without control With control Without control With control Without control With control

Onw_Sh .02251732* −.00001062 .00160605 .00034539 .00357901 −.00022151
Proportion .44011443*** .04311155** .06045226 .07062503* .0744265* .04795001*
MF .2554942*** .05087057*** .01781151 .01358085 .02226497 .03889912**
Onw_Sh_Mf −.30778094 −.01047692 −.0344313 −.02853883 −.03545465 −.0155154
Proportion ~f 1.2341699*** .18157336*** .05042651 .02112011 .07216134 .14187377*
Fsize −.52204163*** .03157508 −.52008482***
Frmlev .02996053*** .03090598*** .03060879***
ROA .00052859 −.00234182 −.00022492
ROE .00190884*** −.00004635 .00161253**
_cons −3.8750532** 9.3306302*** 4.4758713*** 4.1576234*** 4.1716889*** 9.3611189***
N 432 430 432 430 432 430
R2 .16249232 .96877737 .01492085 .05033064
R2_a .15266241 .96810831 −.19596933 −.16735861
R2_o .13733276 .00244397 .14206426 .96861257
F 16.53041 1447.9757 1.0754268 2.0551474
p .37362064 .03289724 .14901445 0
Chi2 8.1337949 5462.0886

*p < 0.05; **p < 0.01; ***p < 0.001.

Table 12. S ummary.

Variable

pcse1 pcse2

Without control With control

Onw_Sh .02251732*** −.00001062
Proportion .44011443*** .04311155*
MF .2554942* .05087057***
Onw_Sh_MF −.30778094 −.01047692
Proportion ~f 1.2341699*** .18157336***
Fsize −.52204163***
Frmlev .02996053*
ROA .00052859
ROE .00190884***
_Cons −3.8750532** 9.3306302***
N 432 430
R2 .16249232 .96877737
Chi2 586.52276 6757.5809
p 1.65e-124 0

*p < 0.05; **p < 0.01; ***p < 0.001.
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frequency of board meetings might result in superficial or ineffective oversight if board members are 
overwhelmed with information or lack the necessary expertise to scrutinize financial reports thoroughly. 
In such cases, management might exploit the situation by engaging in earnings management practices 
that could go unnoticed. Third is opportunities for manipulation. More frequent interactions between 
management and the board might provide additional opportunities for collusion or persuasion. 
Management could use these interactions to manipulate board members or present information in a 
biased manner, potentially facilitating earnings management activities.

In contrast, the frequency of board meetings’ moderating role on the association between directors’ 
proportion as majority shareholders and EM was significant. This means that the meeting frequency acts 
as a moderator in the above correlation, where a board with a majority of directors as shareholders will be 
more careful in making decisions. This indicates that the frequency of board meeting practices is vital in 
encouraging management to come up with good decisions in Iraqi firms, which can further reduce their EM.

7.  Conclusion

Earnings management is an aggressive phenomenon that has persisted in the business world, including Iraq, 
and is increasing in prevalence there. Academics, regulatory bodies, and corporations are collaboratively 
endeavoring to identify the most effective corporate governance mechanism capable of eradicating this con-
duct. Not only is it of the utmost importance to prevent this opportunistic conduct, but earnings manage-
ment has the detrimental effect of undermining the aims and objectives of organizations. The statistical 
analysis of the study’s results revealed that directors and high majority shareholders owned a significant 
number of shares; therefore, an increase in the number of shares held by these individuals would result in a 
decrease in EM. In contrast, the frequency of board meetings moderated the relationship between directors’ 
proportion as majority shareholders and EM in a significant way. In contrast, it had no significant effect on 
the relationship between interest paid by directors and ownership of shares by directors.

This study presents several contributions to the concept of empirical evidence that supports the imple-
mentation of mechanisms of corporate governance, which has varying impacts on the magnitude of earn-
ings management practices. First, the findings highlight the significance of corporate governance attributes 
in enhancing firm performance and reducing unethical behaviors within Iraqi-listed companies. Second, the 
research provides significant insights for stakeholders, such as investors, analysts, accounting and auditing 
professionals, and other relevant parties to disseminate information to stakeholders concerning corporate 
governance efficiency, and the result also enhances public awareness of the overall level of corporate gov-
ernance effectiveness. Third, the study supports the management in forming a well-defined overview of the 
most significant earnings management practices for Iraqi firms and the Middle East in general. Fourth, the 
study provides insights into the Iraqi Accounting Standard Board for future accounting standards due to 
the fact that Iraqi financial sector regulations have been struggling with the insertion of corporate gover-
nance laws (OECD, 2019). Therefore, such an examination will reinforce the environment of the economy 
as well as impact firm performance while also contributing to bridging some gaps in the issues of corpo-
rate governance laws to limit earnings management practices in Iraqi companies.

Practically, this study applies to researchers and practitioners in the Iraqi business context. First, the varied 
impact of corporate governance evidence supports the idea that distinct mechanisms of corporate gover-
nance have varying impacts on the practices of earnings management. Understanding these variations is 
crucial for designing effective governance frameworks that enhance firm performance and mitigate unethical 
behaviors. Second, the research has implications for various stakeholders, including investors, analysts, account-
ing and auditing professionals, and other relevant parties. These stakeholders can use the insights from the 
study to make informed decisions, assess corporate governance effectiveness, and enhance understanding of 
the dynamics between earnings management and governance mechanisms. The third is to enhance public 
awareness of the overall effectiveness level of corporate governance within Iraqi listed companies.

Furthermore, transparency in governance practices is crucial for building trust and confidence among 
the general public, and the research emphasizes the role of governance in achieving this transparency. 
Lastly, the study is not only applicable to Iraqi-listed companies but also has broader implications for 
nations with similar governance structures, such as Jordan and various countries in the Arabic Gulf 
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region. This suggests that the interface between the board of directors, shareholders, and management 
is a universal concern, and the insights gained from this study can be valuable across different contexts.

The limitation of this study is that it did not provide in-depth details about the strength or shape of 
those relationships or more statistical analysis, such as effect sizing and sensitivity analysis, which could 
provide a better understanding of the dynamics involved because the current research model will need 
at least one more variable to check sensitivity analysis. Based on future research, the authors could add 
more variables and conduct effect sizing and sensitivity analysis. One other suggestion for future research 
directions is that since archival data served as the basis for measuring all of this study’s variables, the 
authors think mixed-method research designs would be extremely beneficial for future research. Bringing 
together these sources with first-hand information from surveys will also enhance researchers’ compre-
hension of managers’ perspectives and convictions regarding earnings management, as well as the influ-
ence of institutional forces in emerging markets. This will aid researchers in providing answers to several 
pivotal inquiries pertaining to earnings management and corporate governance. Inquiry, such as the 
following: To what extent do controlling shareholders influence managers to manipulate earnings, and 
to what extent are board members genuinely ‘independent’ from controlling shareholders? The authors 
anticipate that the utilization of qualitative data will serve to further demonstrate the suitability of insti-
tutionalized agency theory as a framework for comprehending governance in emerging markets.
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