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Abstract

This paper investigates the relationship between earnings management and financial performance of
firms in Anglophone sub-Saharan African Countries in a dynamic framework. The study shows how
this relationship is moderated by aggregate disclosure and best-practice corporate governance quality
metrics. The findings indicate that earnings management’s performance effects persist even after
controlling for dynamic endogeneity, simultaneity, and unobserved time-invariant heterogeneity
inherent in the earnings management and performance relationship. Again, the results support the
prediction of agency theory regarding the efficient monitoring effect of adherence to best-practice
internal governance systems in constraining firms’ earnings management practices and subsequently
enhancing firms’ performance. Moreover, the study’s findings regarding the positive effect of
earnings management on performance, which suggests efficiency motives behind earnings
management practices in Africa, demonstrate that the African context is uniquely different from other
emerging markets that report opportunistic motives. Concerning the moderating role, our study
reveals that the positive effect of earnings management on the financial performance of firms tends to
be stronger in the presence of corporate governance quality.
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Variables 1) (2) 3) (C)] 5) ©) @) (8 9 (10) VIES

(1) ROA 1.000

(2) DA 0.545%** 1.000 1.04
(0.000)

(3) DCGQ 0.016 -0.017 1.000 1.02
(0.559) (0.536)

(4) BPCGQ 0.046* 0.050% 0.012 1.000 1.12
(0.098) (0.076) (0.676)

(5) SIZE 0.161%** —0.007 0.091%** —0.150%** 1.000 1.09
(0.000) (0.810) (0.001) (0.000)

(6) GRWTH 0.226%** —0.011 0.048* 0.101%** 0.051* 1.000 1.10
(0.000) (0.700) (0.087) (0.000) (0.065)

(7) AGE 0.042 —0.009 0.122%%* 0.105%** Bl 33> * 0.092%** 1.000 1.07
(0.130) (0.734) (0.000) (0.000) (0.000) (0.001)

(8) LEV —0.068** 0.009 0.060%* 0.057** 0.094%** 0.040 0.083%** 1.000 1.03
(0.016) (0.759) (0.034) (0.045) (0.001) (0.152) (0.003)

(9) IFRS 0.001 0.027 —0.075%** —0.038 0.152%** —0.042 0.028 —0.046* 1.000 1.03
(0.979) (0.327) (0.007) (0.177) (0.000) (0.136) (0.313) (0.102)

(10) ASSTANG 0.070%* —0.047% —0.004 0.223%** —0.030 0.061%* 0.130%** —0.026 —0.041 1.000 1.10
(0.013) (0.094) (0.892) (0.000) (0.286) (0.031) (0.000) (0.357) (0.149)

(11) L.ROA 0.472%** 0.053* 0.031 0.047* 0.172%** 0.261%** 0.061%* —0.084*** 0.021 0.077%** 1.000 1.11
(0.000) (0.068) (0.289) (0.108) (0.000) (0.000) (0.037) (0.004) (0.462) (0.009)
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(1) (2) (3) (4) (5)

W adia Panel-corrected Standard Pooled OLS System-GMM Fixed Effect Difference-GMM
Errors Estimator Estimator Estimator Estimator Estimator
L.ROA 0.274%** 0.305*%* 0.266* 0.137 0.144*
(0.0721) (0.144) (0.151) (0.0975) (0.0832)
DA 39.00%** 39.90%* 30.05* 37.81** 29.91**
(4.867) (16.85) (15.45) (16.70) (15.02)
SIZE 0.899%** 0.786 0.886 —6.108 —7.993
(0.425) (0.701) (0.800) (8.417) (5.092)
GRWTH 0.200%** 0.204* 0.184 0.128 0.0796
(0.0686) (0.117) (0.149) (0.0968) (0.0787)
AGE 0.364 0.612 0.431 1.356 8.416%*"
(0.418) (0.418) (0.495) (2.366) (3.585)
LEV —2.088%** —1.220* —1.899* —A4.748* —5.858%**
(0.687) (0.678) (1.068) (2.412) (1.656)
IFRS —2.365*** 0.445 —2.378%** ~1.961** 0.924
(0.758) (0.838) (0.766) (0.881) (0.924)
ASSTANG 7.060%** 6.790%* 9. 175> 4.436 2.517
(1.814) (3.082) (2.699) (3.993) (3.415)
ol jlade 7.059%* B71.5*%* 59.28
(3.553) (241.7) (40.94)
' ),.‘2.5 ol oyt Yes Yes Yes No Yes
Ole) Colb I3l No Yes Yes No Yes
A Coll Oty No No Yes No Yes
Olaalie 1126 1126 1126 1126 1020
Rz 0.554 0.511 0.426
W 89,5 dluas 106 106 106 106
F s oylel 34.43%** 10.92***
95 &~ Wig s oylel 196.19%** 340.37%%* 206.61%%*
W 150 Sluaas 20 19
gl St Sl (Fr-eild Caani ¢hi2(9), chi2(10) (p- (0.355) (0.800)
value)
QR Badegazs 1) Y09 Gl 35 DS S gesT (0.278) (0.789)

i, chi2(1), chi2(8) (p-value)
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Variables (1) (2) (3) (4) (5)
Panel-corrected Standard Pooled OLS System-GMM Fixed Effect Difference-GMM
Errors Estimator Estimator Estimator Estimator Estimator
L.ROA 0.206%** 0.273* 0.237* 0.115 0.0990*
(0.0462) (0.119) (0.131) (0.0707) (0.0583)
DA 39.53*** 40.05%%* 38.62*%** 87:13%*% 33:10***
(2.610) (6.782) (8.220) (6.726) (5.965)
BPCGQ 0.801%%* 0.775%* 0.767** 0.345 1.082
(0.307) (0.360) (0.388) (1.087) (0.783)
BPCGQ#DA 20.98%** 21:550*% 19: 21 %** 231:38%%% 19.13%**
(2.275) (6.189) (7.003) (6.236) (6.428)
SIZE 1.297%** 1.017 0.736 —6.574 —5.174
(0.445) (0.714) (0.845) (8.307) (4.857)
GRWTH 0.176%%* 0.189** 0.173* 0.109 0.100*
(0.0602) (0.0940) (0.103) (0.0683) (0.0597)
AGE 0.409 0.793* 0.441 —2.799 7.804%*
(0.422) (0.436) (0.476) (2.674) (3.981)
LEV —8.429%*¥ —1.621* —2.227* —5.633** —6.310%**
(0.694) (0.930) (1.204) (2.159) (1.768)
IFRS —2.453%%* 0.198 —2.303%** —1.704* 0.818
(0.732) (0.905) (0.760) (0.925) (0.896)
ASSTANG 6.916%** 5.989** 6.284"* 5.798 3.694
(1.700) (2.344) (2.576) (3.877) (3.429)
b ylade 8.773%* 1046%** 70.16*
(3.858) (270.6) (39.97)
4SS ol Wil Yes Yes Yes No Yes
Ole) Colb Oty No Yes Yes No Yes
POCHL TN FUR | No No Yes No Yes
Olaalie 1113 1113 1113 1113 1009
R oo 0.642 0.602 0.543
& 09,5 sluas 104 104 104 104
F & oylel 47.79% = 28.55%**
93 (3 Wiy s oylel 47025 * 651.99%** 278.24%%*
o )yl5l Slaas 14 21
QL i Sl (ar-oedle cans chi2(9), chi2(10) (p- (0.399) (0.723)
value)
l3l slads sazma 1) 3509 Gudld 53 D95 SO ga)T (0.399) (0.723)

i, chi2(1), chi2(8) (p-value)
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(Ledl 1520) CBQ Hpa> 40 9 ,Shee 3 dgu S e ;56 B Joumr

Variables (1) (2) (3) (4) (5)
Panel-corrected Standard Pooled OLS System-GMM Fixed Effect Difference-GMM
Errors Estimator Estimator Estimator Estimator Estimator
L.ROA 0.2]13%** 0.300** 0.275** 0.148* 0.130*
(0.0422) (0.121) (0.140) (0.0865) (0.0689)
DA 34.30%%* 34.23%%* 30.46%** 31.17**%* 28.34%%*
(2.350) (6.132) (5.464) (4.872) (5.268)
DCGQ —0.0121 —0.0866 —0.400 —0.317 —0.0794
(0.265) (0.363) (0.366) (0.685) (0.483)
DCGQ#DA 22,91 %** 23.84%%* 23.01%** 24.85%%* 23.65%**
(2.264) (4.742) (4.906) (4.043) (4.401)
SIZE 1.341%*** 1.104 1,.221* —8.508 —6.888
(0.408) (0.672) (0.741) (7.921) (5.091)
GRWTH 0.102* 0.135 0.136 0.0699 0.0397
(0.0572) (0.0947) (0.116) (0.0663) (0.0605)
AGE 0.240 0.591 0.470 —2.968 7.241
(0.411) (0.406) (0.476) (2.962) (4.408)
LEV —2.030%%* —~1.192* —1.890* —5.379%** —6.0627%**
(0.665) (0.677) (1.057) (2.016) (1.811)
IFRS —2.584%** 0.128 —2.12]1 *** —1.388* 1.111
(0.719) (0.873) (0.668) (0.829) (0.927)
ASSTANG 6.072%%* 5.888%** 5.153%** 5.182* 3.198
(1.565) (2.136) (1.791) (3.072) (2.360)
SoUlde 5.246 1026*%* 79.25%*
(3.614) (282.8) (39.49)
eSS Col WSl Yes Yes Yes No Yes
Ole) Cobl O3l No Yes Yes No Yes
S ol Ol No No Yes No Yes
Olaalie 1126 1126 1126 1126 1020
Raoye 0.638 0.621 0.582
1 09,8 sluuas 106 106 106 106
F (s oylal 83.05%** 39.35%%*
95 G Wiy s o)lel 533.74% %% 516.98%%* 419.92%%*
)5l olass 23 21
QLo s Sl (-l S chi2(9), chi2(10) (p-. (0.584) (0.715)
value)
bl sadsgaze 125 GHO9 R Gudld 53 LS Slab g3l (0.516) (0.715)

5 chi2(1_), chi2(8) v(p‘-value) !
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