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Abstract

This study investigates the moderating role of board diversity on the relationship between ownership structure and
real earnings management among firms listed on the Tehran Stock Exchange. The primary objective was to assess
the extent to which board diversity influences the effect of various ownership structures on real earnings
management practices. Employing a post-event research design with a longitudinal-cross-sectional (panel)
framework, the study drew its statistical population from all listed companies over the period 2018 to 2023. A final
sample of 131 firms was selected through systematic screening. Data were analyzed using regression modeling via
Stata/SE 17.0. The empirical findings reveal that board diversity does not exert a significant moderating effect on
the relationship between ownership structure and real earnings management. Nevertheless, ownership
concentration, managerial ownership, and institutional ownership each exhibit a significant and negative
association with real earnings management. These results suggest that ownership structure plays a meaningful role
in curbing real earnings management tendencies, whereas board diversity does not appear to moderate this
relationship in a statistically significant manner.
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Extended Abstract

Introduction

Corporate governance mechanisms have increasingly attracted scholarly attention as essential
frameworks for enhancing transparency, accountability, and organizational performance. Among
various governance mechanisms, ownership structure and board characteristics play pivotal roles in
constraining managerial opportunistic behaviors, particularly earnings management. Real earnings
management (REM), which involves manipulating operational decisions such as reducing R&D
expenditures, overproduction, or offering price discounts, poses significant threats to firms' long-term
value and investor confidence (Roychowdhury, 2006; North & Adams, 2024). Unlike accrual-based
earnings management, REM is more difficult to detect and has more severe long-term consequences for
firm performance and market credibility.

The ownership structure of firms, encompassing ownership concentration, managerial ownership, and
institutional ownership, determines the extent of monitoring and control over managerial actions (Jensen
& Meckling, 1976). Prior research suggests that concentrated ownership enhances monitoring
effectiveness, thereby reducing earnings manipulation (Al-Jaifi, 2017; Chen et al., 2015). Similarly,
managerial ownership aligns managers' interests with shareholders, mitigating agency conflicts
(Warfield et al., 1995; Habbash, 2016). Institutional investors, with their professional expertise and
monitoring capabilities, are also expected to curb REM practices (Bushee, 1998; Cornett et al., 2008).
However, findings remain inconclusive across different institutional contexts.

Board diversity, encompassing gender, educational, and experiential differences among board members,
has been recognized as a factor that enhances decision-making quality and oversight effectiveness
(Adams & Ferreira, 2009; Carter et al., 2003). Diverse boards are theorized to bring varied perspectives,
reduce groupthink, and strengthen monitoring over management (Hillman et al., 2000; Gul et al., 2011).
Nevertheless, the interactive or moderating role of board diversity on the relationship between
ownership structure and REM has received limited empirical attention, particularly in emerging markets
such as Iran.

Given the unique institutional characteristics of the Tehran Stock Exchange (TSE), including high
ownership concentration, the presence of state-affiliated institutions, and relatively weak formal control
systems, understanding these dynamics is crucial. This study aims to investigate the moderating role of
board diversity on the relationship between ownership structure (concentration, managerial, and
institutional ownership) and real earnings management among firms listed on the TSE. The findings are
expected to contribute to the corporate governance literature and offer practical implications for
policymakers and regulators in emerging economies.

Theoretical Framework

The conceptual framework of this study is grounded in agency theory (Jensen & Meckling, 1976), which
posits that conflicts of interest between principals (shareholders) and agents (managers) may lead to
opportunistic behaviors, including earnings management. Ownership structure serves as a critical
governance mechanism that can mitigate these agency problems. Concentrated ownership enhances
monitoring intensity, as large shareholders have stronger incentives and greater access to information to
oversee managerial actions (Holderness, 2009; La Porta et al., 1999). Managerial ownership aligns the
interests of managers with those of shareholders, reducing the likelihood of value-destroying behaviors
(Morck et al., 1988; Fama & Jensen, 1983). Institutional ownership, particularly when characterized by
long-term investment horizons, provides professional oversight and can effectively constrain REM
practices (Koh, 2007; Velury & Jenkins, 2006).
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Board diversity, as an additional governance mechanism, is expected to moderate the relationship
between ownership structure and REM. Drawing on resource dependence theory (Hillman et al., 2000)
and agency theory, diverse boards bring varied cognitive resources, experiences, and perspectives that
enhance monitoring effectiveness and decision quality (Adams & Ferreira, 2009; Carter et al., 2003).
Gender diversity, for instance, has been associated with improved earnings quality and reduced earnings
manipulation (Srinidhi et al., 2011; Krishnan & Parsons, 2008). Similarly, educational and experiential
diversity can enrich board discussions and strengthen oversight (Garcia Lara et al., 2017; Liickerath-
Rovers, 2013). Therefore, this study posits that board diversity moderates the relationship between
various ownership structures and REM, potentially strengthening or weakening these effects depending
on the institutional context and governance quality.

Methodology

This study employs a post-event research design with a longitudinal-cross-sectional (panel) framework.
The statistical population comprises all companies listed on the Tehran Stock Exchange (TSE) over the
period 2018 to 2023. A final sample of 131 firms was selected through systematic screening, yielding
917 firm-year observations. Data were collected from financial statements and annual reports available
through the TSE database and financial software (Rahavard Novin and Tadbir Pardaz).

Real earnings management was measured using three proxies: abnormal cash flows from operations,
abnormal production costs, and abnormal discretionary expenditures, following Roychowdhury (2006)
and Akter et al. (2024). Ownership structure was operationalized through three variables: ownership
concentration (Herfindahl-Hirschman Index), managerial ownership (percentage of shares held by board
members), and institutional ownership (percentage of shares held by financial institutions and
government-affiliated entities). Board diversity was measured as a dummy variable indicating the
presence of at least one female board member (Akter et al., 2024). Control variables included firm size,
age, leverage, and return on assets.

Data analysis was conducted using Stata/SE 17.0. Panel data regression models were estimated, and
appropriate diagnostic tests including F-Limer (Chow) test, Hausman test, heteroscedasticity,
autocorrelation, and multicollinearity tests were performed to ensure model validity.

Results

The empirical findings reveal that ownership concentration, managerial ownership, and institutional
ownership each exhibit a significant and negative association with real earnings management (p < 0.05).
These results indicate that concentrated ownership enhances monitoring effectiveness, reducing
managerial incentives for REM (Al-Jaifi, 2017; Chen et al., 2015). Managerial ownership aligns
managers' interests with shareholders, thereby decreasing opportunistic behaviors (Warfield et al., 1995;
Habbash, 2016). Institutional ownership, with its professional oversight capabilities, also plays a
significant role in constraining REM practices (Bushee, 1998; Cornett et al., 2008). These findings are
consistent with a substantial body of prior research and support agency theory predictions.

However, the moderating role of board diversity on the relationship between ownership structure and
REM was not statistically significant (p > 0.05). This suggests that board diversity, measured as the
presence of female board members, does not significantly influence the strength or direction of the
relationship between ownership structure and real earnings management. This result may be attributed
to the prevailing institutional context in Iran, where board diversity may not yet translate into effective
governance improvements due to weak regulatory frameworks, limited board independence, or the
dominance of large shareholders (Smith, 2021; Johnson, 2021). Additionally, the mere presence of
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female board members may be insufficient to exert meaningful influence without adequate support
structures, expertise, or genuine empowerment.

The findings underscore that while ownership structure effectively curbs REM, the interactive effect
with board diversity remains limited. These results highlight the need for strengthening complementary
governance mechanisms and regulatory frameworks to enhance the effectiveness of board diversity in
emerging markets. Future research should explore alternative measures of board diversity, including
educational background, professional expertise, and tenure diversity, to better capture its potential
moderating effects.

Conclusion

This study investigated the moderating role of board diversity on the relationship between
ownership structure and real earnings management among TSE-listed firms. The results
demonstrate that ownership concentration, managerial ownership, and institutional ownership
significantly reduce REM, consistent with agency theory predictions. However, board diversity
does not moderate these relationships, suggesting that diversity alone is insufficient to enhance
governance effectiveness without supportive institutional and regulatory contexts. These
findings emphasize the necessity of strengthening governance mechanisms and regulatory
reforms to improve board effectiveness and financial reporting quality in emerging markets.
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    C F   O  i , t    A  i , t − 1 =   𝛽 0 +   𝛽 1  (  1    A  i , t − 1 ) +   𝛽 2  (     S  i , t    A  i , t − 1 ) +   𝛽 3  (   ∆   S  i , t    A  i , t − 1 ) +   𝜀  i , t


    A  i , t − 1


  C F   O  i , t


    S  i , t


  ∆   S  i , t


    P R O   D  i , t    A  i , t − 1 =   𝛽 0 +   𝛽 1  (  1    A  i , t − 1 ) +   𝛽 2  (     S  i , t    A  i , t − 1 ) +   𝛽 3  (   ∆   S  i , t    A  i , t − 1 ) +   𝜀  i , t


  P R O   D  i , t


    D I S E X   P  i , t    A  i , t − 1 =   𝛽 0 +   𝛽 1  (  1    A  i , t − 1 ) +   𝛽 2  (     S  i , t    A  i , t − 1 ) +   𝛽 3  (   ∆   S  i , t    A  i , t − 1 ) +   𝜀  i , t


  D I S E X   P  i , t


  H H I =   ∑  i = 1    N  j     ( S H A R   E  i , j ) 2


  S H A R   E  i , j


  𝑹 𝑬   𝑴  𝒊 𝒕 =   𝜷  𝟎 +   𝜷  𝟏 𝑶 𝑾 𝑵 𝑪 𝑶   𝑵  𝒊 𝒕 +   𝜷  𝟑   𝑺 𝒊 𝒛 𝒆  𝒊 𝒕 +   𝜷  𝟒   𝑨 𝒈 𝒆  𝒊 𝒕 +   𝜷  𝟓   𝑹 𝑶 𝑨  𝒊 𝒕 +   𝜷  𝟔   𝑳 𝒆 𝒗  𝒊 𝒕 +   𝜺  𝒊 𝒕


  𝑹 𝑬   𝑴  𝒊 𝒕 =   𝜷  𝟎 +   𝜷  𝟏 𝑴 𝑨 𝑵 𝑶 𝑾   𝑵  𝒊 𝒕 +   𝜷  𝟑   𝑺 𝒊 𝒛 𝒆  𝒊 𝒕 +   𝜷  𝟒   𝑨 𝒈 𝒆  𝒊 𝒕 +   𝜷  𝟓   𝑹 𝑶 𝑨  𝒊 𝒕 +   𝜷  𝟔   𝑳 𝒆 𝒗  𝒊 𝒕 +   𝜺  𝒊 𝒕


  𝑹 𝑬   𝑴  𝒊 𝒕 =   𝜷  𝟎 +   𝜷  𝟏 𝑰 𝑵 𝑺 𝑶 𝑾 𝑵 +   𝜷  𝟑   𝑺 𝒊 𝒛 𝒆  𝒊 𝒕 +   𝜷  𝟒   𝑨 𝒈 𝒆  𝒊 𝒕 +   𝜷  𝟓   𝑹 𝑶 𝑨  𝒊 𝒕 +   𝜷  𝟔   𝑳 𝒆 𝒗  𝒊 𝒕 +   𝜺  𝒊 𝒕


  𝑹 𝑬   𝑴  𝒊 𝒕 =   𝜷  𝟎 +   𝜷  𝟏 𝑶 𝑾   𝑵  𝒊 𝒕 ∗   𝜷  𝟐 𝑫 𝑰   𝑽  𝒊 𝒕 +   𝜷  𝟑   𝑺 𝒊 𝒛 𝒆  𝒊 𝒕 +   𝜷  𝟒   𝑨 𝒈 𝒆  𝒊 𝒕 +   𝜷  𝟓   𝑹 𝑶 𝑨  𝒊 𝒕 +   𝜷  𝟔   𝑳 𝒆 𝒗  𝒊 𝒕 +   𝜺  𝒊 𝒕

