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ABSTRACT 

 This thesis examines the impact of CEO reputation and power on three 

different aspects of financial reporting quality. CEOs were key players in earnings 

manipulation during major accounting scandals such as Enron, and WorldCom in 

US, and most recently Toshiba in Japan. CEOs engage in such actions due to several 

motivations such as high compensation, career promotions and better reputation. 

CEOs with high reputation receive greater incentives such as high stock based 

compensation. Further, the investors and other stakeholders also consider CEO 

reputation to assess the quality of the financial reporting and investment decisions of 

a firm. Efficient contracting hypothesis suggests that, the reputed CEOs improve the 

quality of overall financial reporting. In contrast, the rent extraction hypothesis 

argues that, the reputed CEOs extract the rents from firm and increase their personal 

wealth at the cost of the shareholders. Similarly, CEOs with high power can also 

influence the strategic decisions and significantly influence the financial reporting 

quality. 

 This thesis is divided into three papers, where each paper examines the 

relationship between CEO reputation, power and a distinct measure of financial 

reporting quality. The first paper examines the relationship between CEO reputation, 

power and properties of analyst’s forecasts. Second paper examines the impact of 

CEO reputation and power on accruals and real earnings quality. Finally, the third 

paper examines the impact of CEO reputation and power on accounting 

conservatism. 

 For empirical analysis, data is collected for Australian listed companies for 

the period 2004 to 2013 and the final sample consists of different set of firm year 

observations for all three papers of this thesis. CEO name and corporate governance 

data is collected from Connect4 and SIRCA. Further, the CEO reputation data is 

collected from the Factiva database, and financial data is downloaded from 

DatAnalysis and Capital IQ databases. Finally, share price data and analysts 

forecasts data is downloaded from DataStream and I/B/E/S databases respectively. 

Ordinary least square regressions are performed using robust t-statistics and firm 

clustering, and several sensitivity tests are conducted to provide evidence on the 

robustness of the results. 
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 All three papers of the thesis conclude that CEO reputation and power 

deteriorates the overall financial reporting quality of Australian firms. Specifically, 

paper one concludes that the CEO reputation and power leads to lower (higher) 

analysts’ forecast accuracy (forecast bias, dispersion and number of analyst 

following). This suggests that, the quality of earnings and disclosures information is 

lower for firms with reputed and powerful CEOs. Paper two suggests that CEO 

reputation and power leads to greater accruals and real earnings management. Paper 

three provides evidence that the timeliness of bad news recognition is lower for firms 

with high CEO reputation and power. This thesis provides several key contributions 

to the prior literature on CEO reputation, power, analysts’ forecasts, accruals quality, 

real earnings quality and conservatism literature. The results consequently provide 

several implications for the regulators, policy makers, investors and general public. 



VII 

 

TABLE OF CONTENTS 

DECLARATION .................................................................................................... I 

DEDICATION ...................................................................................................... II 

ACKNOWLEDGEMENTS ................................................................................. III 

ABSTRACT .......................................................................................................... V 

LIST OF TABLES ............................................................................................. XII 

LIST OF ABBREVIATIONS ........................................................................... XIV 

CHAPTER 1: INTRODUCTION.......................................................................... 1 

 MOTIVATION AND BACKGROUND .................................................................. 1 

 STRUCTURE OF THESIS AND SUMMARY OF FINDINGS ...................................... 4 

 CONTRIBUTIONS OF THE THESIS ..................................................................... 6 

 FUTURE RESEARCH SUGGESTIONS ................................................................. 8 

CHAPTER 2: CEO REPUTATION AND PROPERTIES OF ANALYSTS’ 

FORECASTS ......................................................................................................... 9 

 INTRODUCTION ............................................................................................. 9 

2.1.1 Motivation, Objectives and Research Questions .................................... 9 

2.1.2 Theoretical Background ...................................................................... 11 

2.1.3 Significance of the Study .................................................................... 14 

 LITERATURE REVIEW .................................................................................. 16 

2.2.1 Analyst Forecast Properties ................................................................ 16 

2.2.2 Analyst Forecast Accuracy ................................................................. 16 

2.2.2.1 Impact of Regulation ................................................................... 16 

2.2.2.2 Analyst Related Characteristics ................................................... 17 

2.2.2.3 Corporate Disclosures Information .............................................. 18 

2.2.2.4 Corporate Governance and Financial Reporting Quality .............. 19 

2.2.2.5 Information through Private Channels ......................................... 20 

2.2.3 Analyst Forecast Bias (Optimism) ...................................................... 21 

2.2.4 Analyst Forecast Dispersion ............................................................... 21 

2.2.5 Analyst Following .............................................................................. 22 

2.2.6 CEO Reputation ................................................................................. 24 

2.2.6.1 Determinants of CEO Reputation ................................................ 24 

2.2.6.2 Consequences of CEO Reputation ............................................... 25 

2.2.6.3 CEO Reputation and Investors’ Perception.................................. 26 

 THEORETICAL FRAMEWORK ........................................................................ 28 

2.3.1 Theories Applied ................................................................................ 28 

2.3.1.1 Efficient Contracting Hypothesis (Stewardship Theory) .............. 28 

2.3.1.2 Rent Extraction Hypothesis (Agency Theory) ............................. 29 

2.3.2 Hypotheses Development ................................................................... 30 

2.3.2.1 Forecast Accuracy and CEO Reputation ...................................... 30 



VIII 

 

2.3.2.2 Forecast Bias and CEO Reputation ............................................. 31 

2.3.2.3 Forecast Dispersion and CEO Reputation .................................... 33 

2.3.2.4 Analyst Following and CEO Reputation...................................... 33 

 RESEARCH DESIGN ...................................................................................... 35 

2.4.1 Sample Selection Details .................................................................... 35 

2.4.1.1 Sample Data Collection............................................................... 35 

2.4.1.2 Source Documentation ................................................................ 36 

2.4.2 Data Preparation ................................................................................. 37 

2.4.2.1 Data Screening and Accuracy...................................................... 37 

2.4.2.2 Normality Check ......................................................................... 37 

2.4.3 Variables Measurement ...................................................................... 38 

2.4.3.1 Properties of Analysts Forecast ................................................... 38 

2.4.3.2 CEO Reputation .......................................................................... 39 

2.4.3.3 Control Variables ........................................................................ 41 

2.4.4 Regression Models ............................................................................. 42 

2.4.5 Data Analysis and Econometric Issues ................................................ 43 

 DATA ANALYSIS ......................................................................................... 45 

2.5.1 Univariate Analysis ............................................................................ 45 

2.5.2 Bi-Variate Analysis ............................................................................ 46 

2.5.3 Multivariate Analysis.......................................................................... 48 

2.5.3.1 CEO Reputation and Properties of Analyst Forecasts .................. 48 

2.5.3.2 Abnormally High CEO Reputation and Properties of Analysts 

Forecasts  ................................................................................................... 50 

2.5.3.3 The Role of CEO Power ............................................................. 54 

2.5.4 Additional Analysis ............................................................................ 56 

2.5.4.1 Endogeneity Test – 2SLS ............................................................ 56 

2.5.4.2 Self-Selection Bias ...................................................................... 60 

2.5.4.3 Median Value of the Analyst Earnings Forecast .......................... 64 

2.5.4.4 Analyst Following Two or More ................................................. 64 

2.5.4.5 Alternative Control Variables ...................................................... 65 

2.5.4.6 Profit versus Loss Firms .............................................................. 66 

2.5.4.7 CEO Reputation – Further Analysis ............................................ 66 

2.5.4.8 Winsorising at Different Levels................................................... 70 

 CONCLUSION AND IMPLICATIONS ................................................................. 72 

2.6.1 Study Overview .................................................................................. 72 

2.6.2 Results and Conclusions ..................................................................... 72 

2.6.3 Implications ........................................................................................ 75 

2.6.4 Contributions ...................................................................................... 75 

2.6.5 Limitations ......................................................................................... 76 

CHAPTER 3: CEO REPUTATION AND EARNINGS MANAGEMENT ....... 78 

 INTRODUCTION ........................................................................................... 78 

3.1.1 Motivation, Objectives and Research Questions .................................. 78 

3.1.2 Theoretical Background ...................................................................... 79 



IX 

 

3.1.3 Significance of the Study .................................................................... 80 

 LITERATURE REVIEW .................................................................................. 82 

3.2.1 Earnings Management ........................................................................ 82 

3.2.2 Accrual and Real Earnings Management ............................................. 83 

3.2.3 Managerial Motivations for Earnings Management ............................. 84 

3.2.3.1 To Meet Earnings Targets ........................................................... 84 

3.2.3.2 CEO’s Equity Compensation ...................................................... 85 

3.2.3.3 Shares Issuance and Debt Contracts ............................................ 86 

3.2.4 Determinants of Earnings Management .............................................. 87 

3.2.4.1 Firm Characteristics .................................................................... 87 

3.2.4.2 Corporate Governance and other Attributes ................................. 88 

 THEORETICAL FRAMEWORK ........................................................................ 90 

3.3.1 CEO Reputation and Earnings Management ....................................... 90 

 RESEARCH DESIGN ...................................................................................... 91 

3.4.1 Sample Selection Details .................................................................... 91 

3.4.1.1 Sample Data Collection............................................................... 91 

3.4.1.2 Source Documentation ................................................................ 92 

3.4.1.3 Normality Check ......................................................................... 92 

3.4.2 Variables Measurement ...................................................................... 93 

3.4.2.1 Accruals Management ................................................................. 93 

3.4.2.2 Real Earnings Management ......................................................... 95 

3.4.2.3 CEO Reputation .......................................................................... 98 

3.4.2.4 Control Variables ........................................................................ 98 

3.4.3 Regression Models ............................................................................. 99 

 DATA ANALYSIS ....................................................................................... 101 

3.5.1 Univariate Analysis .......................................................................... 101 

3.5.2 Bi-Variate Analysis .......................................................................... 102 

3.5.3 Multivariate Analysis........................................................................ 103 

3.5.3.1 CEO Reputation and Earnings Management .............................. 103 

3.5.4 Additional Analysis .......................................................................... 107 

3.5.4.1 Abnormally High CEO Reputation and Earnings Management . 107 

3.5.4.2 Endogeneity Test – 2SLS .......................................................... 108 

3.5.4.3 Alternative / Additional Control Variables ................................ 111 

3.5.4.4 The Role of CEO Power ........................................................... 112 

3.5.4.5 CEO Reputation, CEO Power and CEO Compensation ............. 117 

3.5.4.6 CEO Reputation, Earnings Management and CEO Compensation ... 

  ................................................................................................. 121 

3.5.4.7 CEO Reputation - Further Analysis ........................................... 122 

 CONCLUSION AND IMPLICATIONS ............................................................... 123 

3.6.1 Study Overview ................................................................................ 123 

3.6.2 Results and Conclusions ................................................................... 123 

3.6.3 Implications ...................................................................................... 124 

3.6.4 Contributions .................................................................................... 124 

3.6.5 Limitations ....................................................................................... 125 



X 

 

CHAPTER 4: CEO REPUTATION AND ACCOUNTING CONSERVATISM .. 

  ......................................................................................................... 126 

 INTRODUCTION ......................................................................................... 126 

4.1.1 Motivation, Objectives and Research Questions ................................ 126 

4.1.2 Significance of the Study .................................................................. 127 

 LITERATURE REVIEW ................................................................................ 129 

4.2.1 Accounting Conservatism ................................................................. 129 

4.2.2 Explanations for Conservatism ......................................................... 129 

4.2.2.1 Management and Debt Contracting: .......................................... 129 

4.2.2.2 Litigation & Taxation................................................................ 131 

4.2.2.3 Regulation ................................................................................ 132 

4.2.3 Determinants of Conservatism .......................................................... 133 

4.2.3.1 Firm Characteristics .................................................................. 134 

4.2.3.2 Institutional Factors .................................................................. 136 

4.2.3.3 Corporate Governance Characteristics ....................................... 138 

 THEORETICAL FRAMEWORK ...................................................................... 141 

4.3.1 CEO Reputation and Accounting Conservatism ................................ 141 

 RESEARCH DESIGN .................................................................................... 142 

4.4.1 Sample Data Collection .................................................................... 142 

4.4.2 Source Documentation ...................................................................... 143 

4.4.3 Variables Measurement .................................................................... 143 

4.4.3.1 Dependent Variable .................................................................. 143 

4.4.3.2 Conditional Conservatism ......................................................... 143 

4.4.3.3 Accruals to Cash Flow Approach Following Ball & Shivakumar 

(2005)  ................................................................................................. 144 

4.4.3.4 Timeliness of Earnings Following Roychowdhury & Watts (2007) . 

  ................................................................................................. 145 

4.4.3.5 Un-Conditional Conservatism Following Givoly & Hayn (2000) .... 

  ................................................................................................. 146 

4.4.4 Independent & Control Variables ...................................................... 146 

4.4.5 Regression Models ........................................................................... 147 

 DATA ANALYSIS ....................................................................................... 149 

4.5.1 Univariate Analysis .......................................................................... 149 

4.5.2 Bi-Variate Analysis .......................................................................... 150 

4.5.3 Multivariate Analysis........................................................................ 151 

4.5.3.1 CEO Reputation and Ball & Shivakumar (2004) Conservatism 

Model  ................................................................................................. 151 

4.5.3.2 CEO Reputation and Roychowdhury & Watts (2006) Conservatism 

Model.  ................................................................................................. 155 

4.5.4 Additional Analysis .......................................................................... 157 

4.5.4.1 Alternative Approach to Measure Accounting Conservatism ..... 157 

4.5.4.2 The Role of CEO Power ........................................................... 157 

 CONCLUSION AND IMPLICATIONS ............................................................... 163 



XI 

 

4.6.1 Study Overview ................................................................................ 163 

4.6.2 Results and Conclusions ................................................................... 163 

4.6.3 Implications ...................................................................................... 163 

4.6.4 Contributions .................................................................................... 164 

4.6.5 Limitations ....................................................................................... 164 

APPENDICES .................................................................................................... 165 

REFERENCES .................................................................................................. 168 



XII 

 

LIST OF TABLES 

TABLE 2.1:  SAMPLE SELECTION PROCEDURE ................................................. 35 

TABLE 2.2:  VARIABLES AND SOURCES OF DATA COLLECTED.......................... 37 

TABLE 2.3:  SKEWNESS AND KURTOSIS OF VARIABLES .................................... 38 

TABLE 2.4:  DESCRIPTIVE STATISTICS ............................................................. 46 

TABLE 2.5:  PEARSON CORRELATION MATRIX ................................................ 47 

TABLE 2.6:  CEO REPUTATION (LOG OF NUMBER OF PRESS  

CITATIONS) AND ANALYST MEAN FORECAST PROPERTIES  

ACROSS A 12 MONTH PERIOD ....................................................... 51 

TABLE 2.7:  HIGH CEO REPUTATION AND ANALYST MEAN FORECAST 

PROPERTIES ACROSS A 12 MONTH PERIOD .................................... 53 

TABLE 2.8:  CEO REPUTATION WITH CEO POWER AND ANALYST MEAN 

FORECAST PROPERTIES ACROSS A 12 MONTH PERIOD ................... 57 

TABLE 2.9:  CEO REPUTATION AND ANALYST FORECAST PROPERTIES –  

2 STAGE LEAST SQUARE APPROACH ............................................ 59 

TABLE 2.10:  CEO REPUTATION AND ANALYST MEAN FORECAST  

PROPERTIES ACROSS 12 MONTH PERIOD AFTER  

CONTROLLING FOR SELF-SELECTION BIAS ................................... 62 

TABLE 2.11:  CEO REPUTATION AND ANALYST MEDIAN FORECAST  

ACCURACY AND BIAS ACROSS 12, 9 AND 6 MONTH HORIZONS ...... 63 

TABLE 2.12:  CEO REPUTATION AND ANALYST MEAN FORECAST  

ACCURACY AND BIAS ACROSS 12, 9 AND 6 MONTH HORIZONS - 

ANALYST FOLLOWING IS TWO OR MORE ....................................... 67 

TABLE 2.13:  CEO REPUTATION AND ANALYST FORECAST PROPERTIES  

WITH ALTERNATIVE CONTROL VARIABLES .................................. 68 

TABLE 2.14:  CEO REPUTATION AND ANALYST FORECAST PROPERTIES –  

PROFIT VS LOSS FIRMS ................................................................ 69 

TABLE 2.15:  CEO REPUTATION (NUMBER OF PRESS CITATIONS)  

AND ANALYST MEAN FORECAST PROPERTIES ACROSS  

A 12 MONTH HORIZON................................................................. 71 

TABLE 3.1:  SAMPLE SELECTION PROCEDURE ................................................. 91 

TABLE 3.2:  VARIABLES AND SOURCES OF DATA COLLECTED.......................... 92 

TABLE 3.3:  SKEWNESS AND KURTOSIS OF VARIABLES .................................... 93 

TABLE 3.4:  DESCRIPTIVE STATISTICS ........................................................... 101 

TABLE 3.5:  PEARSON CORRELATION MATRIX .............................................. 105 

TABLE 3.6:  CEO REPUTATION AND EARNINGS MANAGEMENT ..................... 106 

TABLE 3.7:  HIGH CEO REPUTATION AND EARNINGS MANAGEMENT ............ 108 

TABLE 3.8:  CEO REPUTATION AND EARNINGS MANAGEMENT USING 2SLS.. 110 

TABLE 3.9:  CEO REPUTATION AND EARNINGS MANAGEMENT –  

ADDITIONAL CONTROL VARIABLES ........................................... 112 

TABLE 3.10:  CEO REPUTATION, CEO POWER AND EARNINGS  

MANAGEMENT USING DECHOW AND DICHEV (2002) .................. 114 



XIII 

 

TABLE 3.11:  CEO REPUTATION, POWER AND EARNINGS  

MANAGEMENT USING MCNICHOLS ACCRUAL MODEL (2002) .... 115 

TABLE 3.12:  CEO REPUTATION, POWER AND EARNINGS MANAGEMENT  

USING ROYCHOWDHURY (2006) REAL EARNINGS MODEL.......... 116 

TABLE 3.13:  CEO REPUTATION, CEO POWER AND CEO COMPENSATION ....... 119 

TABLE 3.14:  CEO REPUTATION, EARNINGS MANAGEMENT AND CEO 

COMPENSATION ......................................................................... 120 

TABLE 3.15:  CEO REPUTATION OVER PRIOR 3 YEAR PERIOD AND  

EARNINGS MANAGEMENT .......................................................... 121 

TABLE 4.1:  SAMPLE SELECTION PROCEDURE ............................................... 142 

TABLE 4.2:  VARIABLES AND SOURCES OF DATA COLLECTED........................ 143 

TABLE 4.3:  DESCRIPTIVE STATISTICS ........................................................... 149 

TABLE 4.4: PEARSON CORRELATION MATRIX .............................................. 152 

TABLE 4.5:  CEO REPUTATION AND BALL & SHIVAKUMAR (2005) 

CONSERVATISM MODEL ............................................................ 153 

TABLE 4.6:  CEO REPUTATION AND ROYCHOWDHURY & WATTS (2007) 

CONSERVATISM MODEL ............................................................ 155 

TABLE 4.7:  CEO REPUTATION AND GIVOLY & HAYN (2000)  

CONSERVATISM MODEL ............................................................ 158 

TABLE 4.8:  CEO POWER AND ACCOUNTING CONSERVATISM ........................ 160 

 



XIV 

 

LIST OF ABBREVIATIONS 

 

 

ASX Australian Securities Exchange 

CEO Chief Executive Officer 

CFO Chief Financial Officer 

CLERP 9 Corporate Law Economic Reform Program Act (2004) 

GAAP Generally Accepted Accounting Principles 

GICS Global Industry Classification Sector 

IBES Institutional Brokers Estimate System 

IPO Initial Public Offering 

IFRS International Financial Reporting Standards 

OLS  Ordinary Least Squares 

RFD Regulation Fair Disclosures 

SEC Securities and Exchange Commission 

SEO Seasoned Equity Offering 

SIRCA Securities Industry Research Centre of Asia-Pacific 

SOX Sarbanes-Oxley Act (2002) 

UK United Kingdom 

US United States of America 

WRDS Wharton Research Database Services 



1 

 

CHAPTER 1: INTRODUCTION 

 Motivation and Background 

CEOs have been blamed due to their direct involvement in major accounting 

scandals i.e. Enron and WorldCom in United States (US) HIH in Australia and the 

latest Toshiba in Japan. The CEO of Toshiba escalated the profit figures with at least 

$1.2 billion through earnings management during the period 2009 to 2015. In 

response to corporate accounting scandals a number of regulatory reforms have been 

introduced globally such as Sarbanes Oxley Act (2002) (SOX) in US, Principles of 

Good Corporate Governance (2003) and Corporate Law Economic Regulatory 

Program (2004) (CLERP9) in Australia. The primary purposes of these regulatory 

reforms was to improve the quality of corporate governance structures and financial 

reporting. For instance, in Australia, Principles of Good Corporate Governance 

issued by Australian Securities Exchange Corporate Governance Council in 2003 

emphasised on the structure of the board, board committees, the responsibilities of 

the board of directors and CEOs, and corporates responsibility in terms providing 

fair and timely disclosures to outsider.(ASX CGC 2003) Specifically, one of these 

principles require that the CEO and the chairman of the board should not be same 

persons  (ASX CGC 2003).This is because, CEOs with dual role can have high 

power and influence the decision making process towards their personal economic 

interests. 

 The CLERP9 issued in 2003, implemented from July, 2004 and brought a 

number of reforms including the recommendations provided by HIH Insurance 

Royal Commission released in April 2003. The reforms through CLERP9 updated 

the rules in Corporations Act 2001 in the area of financial reporting, audit, 

disclosures, shareholder participation and remuneration of directors and executives 

(Commonwealth of Australia 2004). Particularly, CLERP9 focused on improving 

auditor independence through requiring auditors to provide a statement about their 

independence in annual report, disclosure of the non-audit service fees paid to 

auditors by firms and audit partner rotation after a period of 5 years (Commonwealth 

of Australia 2004). Further, CLERP9 requires CEOs and CFOs to sign of the 

statement in annual report that the financial statements are prepared in accordance 

with corporations act 2001, accounting standards and represent true and fair view of 

the company position (Commonwealth of Australia 2004). Although these regulatory 
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reforms in Australia improved the corporate governance mechanisms and financial 

reporting quality to a greater extent, however, do not specifically address the roles, 

responsibilities and the boundaries for the CEOs to perform their duties. Looking at 

the role of CEOs in the accounting frauds, there is a need to investigate 

characteristics of the CEOs and their impact on firm outcomes.  

 CEOs involve in opportunistic behaviour  to receive a number of economic 

incentives such as high compensation and reputation (Malmendier and Tate 2009; 

Milbourn 2003). Conversely, CEOs lose reputation and career promotions as a result 

of not achieving the market expected performance (Milbourn, 2003). Therefore, 

CEOs meet market expected profit benchmarks by manipulating the accounting 

numbers (Matsunaga and Park 2001; Cheng and Warfield 2005; Burgstahler and 

Dichev 1997). CEOs with high reputation are rewarded with greater incentives (as 

compared to the CEOs with less reputation), such as high stock based compensation 

(Milbourn 2003). Further, the investors and other stakeholders have higher 

satisfaction about CEO compensation and the quality of financial reporting, provided 

that the CEO have high reputation  (American Institute of Certified Public 

Accountants, 1994) (Kaplan, Samuels and Cohen 2015). Furthermore, investors react 

positively to firms’ investment decisions when the CEO has high reputation (Jian 

and Lee 2011). However, CEOs may take advantage of their previous reputation to 

achieve their own goals. For instance, previous research concludes that the reputed 

CEOs with information about future investment options choose short term profitable 

investments on opportunistic basis for the sake of their own wealth and reputation , 

therefore overlook the long term progression of the firm (Hirshleifer 1993; 

Hirshleifer and Thakor 1992). 

 CEOs with higher decision making power may give priority to their 

personal incentives and take actions to promote their own wealth at the cost of the 

shareholders due to conflict of interest. As the managers have different choices on 

the selection of accounting methods due Generally Accepted Accounting Principles 

(GAAP), they can choose favourable accounting method to report favourable 

accounting numbers. In contrast to this, powerful CEOs may use their power to 

promote the wealth and value of the shareholders acting as a best steward. For 

instance, the managers being align with the shareholders interest, more likely to 
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provide voluntary disclosures (Baik, Farber and Lee 2011), and precise earnings 

information (Han et al. 2014). However, managers due to conflict of interest could 

perform earnings management and provide poor quality information in capital 

markets (Mande and Son 2012; Lafond and Roychowdhury 2007). 

 Investors, analysts and other stakeholders are largely concerned with the 

quality of financial statements and related information provided by firms. Analysts 

are one of the important information channels between firm and external 

stakeholders. Analysts’ primarily role is to process the information about firm future 

performance from different sources and provide earnings forecast in a precise form. 

External stakeholders use the analysts provided forecasts for their valuable strategic 

decisions. Therefore, the accuracy of the earnings forecasts provided by firms is 

highly important. If the analysts provided forecasts goes wrong, the stakeholders 

using such forecasts are likely to face sever loses in terms of their wealth. 

Furthermore, analysts also suffer from negative consequences in terms of losing their 

jobs as a result of providing biased forecasts in the capital markets (Ke and Yu 

2006). As the CEOs with high reputation and powerful CEOs can significantly 

impact the corporate earnings and related disclosures information. Therefore, first 

paper of the thesis examines that, whether the properties of analysts’ forecasts are 

influenced by reputed and powerful CEOs.
1
 

 The second aspect of financial reporting quality considered in this thesis is 

the quality of accruals and real earnings numbers. Managers are able to perform 

accruals and real earnings management staying within the Generally Accepted 

Accounting Principles (GAAP) limits. Accruals management is considered useful in 

meeting certain earnings thresholds at near end of fiscal year (Dechow and Skinner 

2000). In addition to the accruals management, research also shows an evidence of 

earnings management through manipulating the real accounting numbers 

(Roychowdhury 2006; Cohen, Dey and Lys 2008; Achleitner et al. 2014; Cohen and 

Zarowin 2010; Chi, Lisic and Pevzner 2011). According to Roychowdhury (2006), 

real earnings management is performed by managers through reduction or changing 

                                                

1
  An article from paper one of the theses was accepted at CAAA (Canadian Academic Accounting Association) conference 

2016 and AAA (American Accounting Association) conference 2016. 
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the time of certain expenses (such as production and discretionary expenses) and 

sales. For instance, delaying the sales or doing extra advertisement expenses in a 

particular period to reduce the final profits. The advantage of real earnings 

management is that, the managers can do manipulations in real transactions without 

any strict scrutiny and monitoring of auditors and other stakeholders (Graham, 

Harvey and Rajgopal 2005). The second paper of the thesis examines the extent to 

which reputed and powerful CEOs involve in accruals and real earnings 

management.
2
 

 The third aspect of financial reporting quality examined in this thesis is the 

timely recognition of the bad news and delay in recording of good news, also known 

as conservative accounting. Accounting conservatism is helpful in monitoring over 

management, increase the efficiency of the managerial contracts and remove agency 

problems (Ball and Shivakumar 2005; Watts 2003). Accounting conservatism 

provides a number of incentives to the managers, shareholders and other 

stakeholders. For example, conservatism safeguard the firm from managers’ 

opportunistic behaviour (Gao 2013), improves corporate governance structure 

(Ahmed and Henry 2012), and increase the efficiency of debt contracts (Beatty, 

Weber and Yu 2008; Nikolaev 2010). Further, conservatism accounting helps 

manager to protect themselves from litigation risk (Lara, Osma and Penalva 2009b; 

Qiang 2007; Chung and Wynn 2008) and secure firm from strict regulatory 

restrictions (Alam and Petruska 2012; Lobo and Zhou 2006). The third paper of the 

thesis tests the relationship between CEO reputation, power and accounting 

conservatism. The structure of the thesis and summary of finding is presented in 

following section. 

 Structure of Thesis and Summary of Findings 

 This thesis is designed based on three papers / essays. All three papers 

examine the relationship between CEO reputation, power and a distinct measure of 

financial reporting quality in Australian context For empirical analysis, sample 

consists of Australian listed firms for the period 2004 – 2013. The motivation to take 

                                                

2
  An article from paper two of the thesis was presented at AFAANZ (Accounting and Finance Association of Australia and 

New Zealand) conference 2016. 
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the year 2004 as a starting point for data collection is the implementation of 

principles of good corporate governance in 2003 in Australia. In addition to this, 

CLERP9 also issued in 2003 and implemented from July, 2004. These regulatory 

reforms streamlined the corporate governance and financial reporting process in 

Australia. Therefore, this study considers the sample in a period of consistent 

corporate governance and financial reporting quality. Overall, this thesis consists of 

four chapters including this chapter. A brief summary for the chapter two to four is 

presented below. 

 Chapter 2 presents the first paper of the thesis and examines the 

association between CEO reputation and properties of analysts’ forecasts. Investors 

seriously consider CEO reputation while assessing the quality of financial 

statements. Rent extraction argument suggests that, the CEOs with high reputation 

can significantly impact corporate reporting decisions on opportunistic basis for the 

sake of economic incentives such high compensation and career promotions. 

Therefore, it is possible that reputed CEOs deteriorate the quality of earnings and 

related information. Analysts relying on such earnings related information are more 

likely to provide less accurate forecasts. Thus, in paper one, this is argued that CEO 

reputation leads to less accuracy (greater bias) in analysts’ earnings forecasts. It is 

further hypothesised that the low quality earnings related information will lead to 

high dispersion in analysts’ forecast. 

 Results from paper one suggest that the analysts forecast accuracy is lower 

and forecast bias is higher for firms with reputed CEOs. Further, CEO reputation is 

also positively related to the forecast dispersion and number of analyst following a 

firm. Additional analysis reveals that, the forecast accuracy remains lower if the 

reputed CEOs have high power. Overall, paper one document that, the CEO 

reputation reduces the quality of earnings and related information. 

 Chapter 3 presents the second paper of the thesis and examines the 

relationship between CEO reputation and accruals and real earnings management. 

Consistent with paper one, it is argued that the reputed CEOs are likely to report 

high abnormal accruals and real earnings numbers. Empirical analysis concludes 

that, the CEO reputation is positively related to the accruals and real earnings 

management. Additional analysis provides evidence that, the CEO reputation 
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together with power is also positively related to accruals and real earnings 

management. Further, the compensation is significantly high, if a reputed CEO 

reports high accruals. Concluding this paper, results are consistent with paper one 

and suggest that, the reputed and powerful CEOs perform accruals and real earnings 

management for the sake of personal incentives. 

 Chapter 4 reports the third paper of the thesis and examines the 

relationship between CEO reputation and accounting conservatism. Consistent with 

paper one and two, relying on the rent extraction behaviour of the reputed CEOs, 

paper three hypothesises a negative relationship between CEO reputation and 

accounting conservatism. Results suggest some evidence that the timely recognition 

of bad news is significantly lower in firms with reputed CEOs. A summary of the 

main findings of all three papers is presented below: 

Chapter Hypotheses Findings 

Two CEO reputation is negatively (positively) related to 

analyst forecast accuracy (bias, dispersion and analyst 

following). 

Accepted 

Three CEO reputation is positively related to accruals and real 

earnings management. 

Accepted 

Four CEO reputation  is negatively related to accounting 

conservatism 

Accepted 

 

 Contributions of the Thesis 

 This thesis examines the impact of CEO reputation and power on financial 

reporting quality. The financial reporting quality is measured using a number of 

accounting and market based assumptions. A brief summary of the contributions is 

as follows: 

 This thesis (papers one to three) makes contribution to the economy in 

several ways. Previous research suggests two contrasting arguments about the 

behaviour of the reputed CEOs towards corporate reporting decisions. For instance, 

reputed and powerful CEOs may act in the best interest of shareholders (efficient 

contracting hypothesis) and improve overall financial reporting quality (Demerjian et 

al. 2013; Baik, Farber and Lee 2011). In contrast to this, CEOs with high reputation 

and power may extract the rents on opportunistic basis (rent extraction hypothesis) 
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and reduce the quality of financial statements and related information (Malmendier 

and Tate 2009). The findings from the thesis conclude that the CEO reputation and 

power is associated with a reduction in the financial reporting quality. Therefore, 

there is a contribution to the literature on the two different theoretical perspectives 

about CEO reputation and power. 

 As the paper one concludes that, the CEO reputation and power is 

negatively (positively) related to analysts forecast accuracy (forecast, bias, 

dispersion and analyst following), therefore paper one contributes to the previous 

literature by identifying additional determinants of analyst forecast accuracy, bias, 

dispersion and number of analyst following. Similarly, paper two suggests that the 

accruals and real earnings management is high for firms with CEOs having high 

reputation and power. Therefore, there is an addition to the prior literature on 

accruals and real earnings management. The paper two adds new factors to the 

previous literature that could potentially deteriorate the quality of accruals and real 

earnings numbers. The paper three shows some evidence that the CEO reputation 

and power reduces the accounting conservatism. Hence, there is a contribution to the 

previous literature on the determinants of accounting conservatism. 

 This is the first study in Australia measuring the CEO reputation using 

number of press articles. Thus, there is methodological contribution towards the 

proxies of CEO reputation particularly in Australia.  This thesis contributes to the 

CEO reputation and CEO power literature in Australian context. The results suggest 

the role of reputed and powerful CEOs towards earnings and information quality in 

Australia. As the results suggest that CEO reputation and power impact negatively 

on the earnings and information quality, this suggest a number of policy implications 

in Australian regulatory environment. Further, there is a contribution to the literature 

on analysts forecast properties, accruals management, real earnings management and 

accounting conservatism in Australia. In addition to this, there is a contribution to 

the agency theory and stewardship theory literature in Australian perspectives.  

Finally, the results of the thesis are generalisable to other countries with regulatory 

regime similar to Australia, as the behaviour of reputed and powerful CEOs is likely 

to be similar in other countries. 
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 Future Research Suggestions 

 As this thesis examines the impact of CEO reputation on the quality of 

financial statements and related information, further research can be done to evaluate 

the role of CEO reputation towards firm performance, investment strategies and cost 

of equity and debt. As this thesis measures the CEO reputation using the number of 

press articles citing the name of a CEO, future research can measure the CEO 

reputation using a different approach i.e. suggested by (Demerjian, Lev and McVay 

2012) and industry adjusted return on assets in Australian context. This thesis 

examines the impact of CEO reputation and power on the quality of earnings and 

information environment. Future research can focus on assessing the impact CEO 

personal (age and gender) as well as professional characteristics (qualification, 

experience, expertise) on firm’s financial reporting decisions. 
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CHAPTER 2:  CEO REPUTATION AND PROPERTIES OF ANALYSTS’ 

FORECASTS 

 Introduction 

2.1.1 Motivation, Objectives and Research Questions 

 This paper examines the relationship between CEO reputation and 

properties of analyst earnings forecasts (forecast accuracy, bias, dispersion and 

analyst following).
 3

 The study is motivated due to several reasons. First the CEOs 

having high reputation receive greater economic incentives such as high stock based 

compensation (Milbourn 2003). Further the investors are also considered to be 

satisfied with CEO compensation, provided that the CEO has a positive reputation 

for providing high quality financial reports (Kaplan, Samuels and Cohen 2015). In 

addition to this, investors and other stakeholders give high value to the CEO 

reputation when assessing the quality of financial reporting (American Institute of 

Certified Public Accountants 1994). Moreover, investors react positively to firms’ 

investment decisions when the CEO has high reputation (Jian and Lee 2011). 

Therefore, according to Malmendier and Tate (2009), investors have high 

performance expectations from reputed CEOs. If the CEOs are unable to meet 

market expected outcomes, they have to lose in terms of their career concerns and 

reputation. Research suggests that, reputed CEOs having information advantage 

about future investment policies, choose short term profitable investments on 

opportunistic basis to improve their personal reputation and career, thus ignore the 

long term growth of the company (Hirshleifer 1993; Hirshleifer and Thakor 1992). 

 Second, the prior research suggests that reputed CEOs manage earnings on 

opportunistic basis to maintain their reputation in market (Malmendier and Tate 

2009; Graham, Harvey and Puri 2013). However, in contrast to this research also 

provides evidence that reputed CEOs help to improve the quality of accounting 

numbers reported by firms (Baik, Farber and Lee 2011; Demerjian et al. 2013). 

Although, reputed CEOs have a significant influence on the financial reporting 

                                                

3
  Although the number of analyst following is not to be considered as a property of analyst earnings forecast. As the analyst 

following is an important part of this study and closely related to forecast properties (accuracy, bias and dispersion), 

therefore from here onwards, discussion about forecast properties also includes the aspect of number of analyst following.  
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quality, yet there is little known how the information environment between firm and 

market is being affected by reputed CEOs. Therefore, in this study, to examine the 

impact of CEO reputation on information environment, the properties of analyst 

forecasts have been used as a proxy.  

 Third, the analysts are considered to be an important information 

intermediary between firm and investors. Analysts provide concise form of earnings 

forecasts after processing a large quantity of information about firm. The quality and 

accuracy of analyst forecasts is important for investors and other stakeholders. This 

is because, relying on those forecasts, investors make their valuable investment and 

contract decisions. Thus, investors are likely to face severe consequences in terms of 

losing their wealth, if the analyst provided earnings forecasts are misleading. Not 

only this, analysts also face negative consequences for providing biased forecasts, 

such as firing from jobs (Ke and Yu 2006). Therefore, it is important to identify the 

factors that could influence the analysts forecasting process and their forecast 

properties. 

 Fourth, the prior literature examines the impact of CEO reputation on 

earnings quality (Francis et al. 2008; Demerjian et al. 2013) and market perceptions 

of reputed CEOs (Kaplan, Samuels and Cohen 2015; Jian and Lee 2011). However, 

the question, whether CEO reputation is associated with an actual improvement in 

the decision making of the financial statement users (analysts and investors), remains 

to be answered. If the properties of analyst forecasts are associated with the quality 

of earnings and information provided by firms (Behn, Choi and Kang 2008; Gul, 

Hutchinson and Lai 2013; Lang and Lundholm 1996; Byard, Li and Weintrop 2006). 

CEOs having reputation can significantly influence the financial reporting quality 

(Baik, Farber and Lee 2011; Demerjian et al. 2013; Francis et al. 2008; Malmendier 

and Tate 2009). Therefore, the forecast properties are likely to be affected by reputed 

CEOs through their impact on earnings quality and the information environment 

between firm and markets. This study, therefore, examines the relationship between 

CEO reputation and analyst earnings forecast properties and leads to the following 

primary questions of this study: 

RQ1: Is there any association between CEO reputation and analysts’ 

forecast accuracy? 
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RQ2: Is there any association between CEO reputation and analysts’ 

forecast bias? 

RQ3: Is there any association between CEO reputation and analysts’ 

forecast dispersion? 

RQ4: Is there any association between CEO reputation and number of 

analyst following a firm? 

2.1.2 Theoretical Background 

 Prior literature suggests a number of determinants of analyst forecast 

properties. For instance, research suggests that, corporate provided financial and 

non-financial disclosures helps to remove information asymmetry between firms and 

market, and increase (decrease) forecast accuracy (bias and dispersion) (Lang and 

Lundholm 1996; Hope 2003; Chang, Hooi and Wee 2014; Dhaliwal et al. 2012; 

Brown and Hillegeist 2007; Xu and Tang 2015; Lim 2001; Eng and Teo 1999; 

Kothari, Li and Short 2009). Further the level of disclosures information from firms 

also attracts greater number of analysts to follow a firm (Lang and Lundholm 1996).  

 Another factor, that could influence the properties of forecast could be 

historical earnings information (Behn, Choi and Kang 2008). Research suggests that 

forecast accuracy (bias and dispersion) improves (reduces) with high quality and less 

volatile earnings (Behn, Choi and Kang 2008; Kross, Ro and Schroeder 1990; Ghosh 

and Moon 2010; Gul, Hutchinson and Lai 2013). Exploring the managerial 

characteristics, Ghosh and Moon (2010) suggests that CEOs with stock ownership 

up to 25% provide high quality earnings, which leads to greater accuracy and lower 

bias in analysts’ forecasts.
4
 Although most of the research focus on the relationship 

between firm characteristics and analyst forecast properties, the extent to which 

reputed CEOs are linked to streamline the information environment and analyst’s 

decisions for firm’s future earnings still needs a great attention. 

                                                

4
 Other determinants that could impact on properties of analyst forecasts include regulatory changes (Brown, Hillegeist and 

Lo 2004; Cheong and Al Masum 2010; Drake and Myers 2011; Hovakimian and Saenyasiri 2014), analyst personal 

characteristics, such as prior forecasting experience (Clement 1999),  and information through private sources (Aerts, 

Cormier and Magnan 2007; Kross and Suk 2012; Kothari, Li and Short 2009). 
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 The two conflicting arguments, efficient contracting and rent extraction 

hypothesis are used to support the relationship between CEO reputation and analyst 

forecast properties. The efficient contracting hypothesis suggests that, the managers 

take actions to promote shareholders’ wealth and organizational performance. CEOs 

build their reputation over a period maximizing the shareholders wealth (Fama 

1980). Therefore, in order to avoid loss of their reputation and career, CEOs are 

more likely to provide high quality financial statements and related information to 

the market (Fama 1980; Francis et al. 2008). Research suggests that the reputed 

CEOs produce high quality earnings (Demerjian et al. 2013) and accurate earnings 

guidance (Baik, Farber and Lee 2011). Thus analysts having high quality and precise 

earnings information can predict accurate earnings forecasts with low bias. Further 

the consensus among analysts is also likely to be high (lower dispersion), if the firm 

provided earnings are of high quality. This is because all analysts getting same and 

precise information from firms are more likely to provide forecasts with high 

agreement. Further, the number of analyst following a firm is likely to reduce for 

firms with high quality earnings (Ghosh and Moon 2010). This is because, if the firm 

provided financial statements information is true and precise, investors can predict 

earnings themselves, therefore, decreasing the demand for analysts to provide 

forecasts. 

 In contrast to the efficient contracting hypothesis, the rent extraction 

argument suggests that CEOs perform earnings management and provide low quality 

information on opportunistic basis to increase their personal wealth and reputation 

(Francis et al. 2008; Malmendier and Tate 2009). A number of prior studies suggest 

that CEOs manage earnings and restrict the flow of future bad news information 

opportunistically (Mande and Son 2012; Lafond and Roychowdhury 2007; Graham, 

Harvey and Puri 2013; Ball 2001). According to Graham, Harvey, and Rajgopal 

(2005) managers prefer to provide smooth earnings (although by manipulating the 

figures) to maintain their market reputation. Furthermore, according to Malmendier 

and Tate (2009), superstar CEOs get higher compensation, generate poor 
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performance and involve in earnings management. Similarly Francis et al. (2008) 

suggest that, CEO reputation positively related to accruals management in earnings.
5
 

 Relying on the rent extraction behaviour, a lower forecast accuracy and 

higher bias is expected when the CEOs have high reputation. This is because, 

analysts having low quality earnings and misleading information (provided by 

reputed CEOs), could make it complex for them to produce accurate forecasts. 

Further, Malmendier and Tate (2009) states that, investors and other stakeholders 

have high expectations from reputed CEOs, but they underperform the expected 

outcome. Therefore, analysts having higher expectations from reputed CEO are 

likely to produce optimistic forecasts, leading to high forecast bias (optimism) and 

dispersion.  

 The prior research suggests that, if the earnings related information is not 

precise, analysts provide earnings forecasts in rounded form and contain higher bias 

and dispersion (Herrmann and Thomas 2005). The extent to which reputed CEOs are 

linked to lower earnings quality, it is expected that the forecast bias and dispersion is 

likely to be high. In addition to this, due to lower earnings quality and information 

provided by reputed CEOs, investors may not be able to predict earnings accurately, 

thus demand for analysts is expected to increase. Further, as the market have high 

expectations from firms with reputed CEOs (Malmendier and Tate 2009), it is 

possible that more investors follow the stock of the firm, and demand for earnings 

forecasts from analysts. Therefore, it is expected that the analyst following is higher 

for firms with reputed CEOs. 

 The CEO reputation is measured using number of press articles 

mentioning the name of a CEO along with the company name, consistent with prior 

literature (Behn, Choi and Kang 2008; Francis et al. 2008; Milbourn 2003). The 

intuition behind the press based measure of CEO reputation is that, greater a CEO 

cited in business press, more reputed he / she is considered (Francis et al. 2008; 

Milbourn 2003).  According to Milbourn (2003), if a CEO is highly skilled and have 

                                                

5
 Research also suggests that, the reputed CEOs having information advantage choose short term profitable investments to 

promote their personal wealth and career, ignoring the long term benefits and growth of the firm (Hirshleifer 1993; 

Hirshleifer and Thakor 1992). 
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high ability, he is more likely to be interviewed and cited in press. One of the 

concerns with press based proxy of CEO reputation could be that all of the press 

coverage about a CEO may not be favourable and contain unfavourable comments 

(negative form of reputation). To avoid this critique, a number of prior studies 

perform validity tests of this measure and conclude that the press-based proxy is a 

valid way to capture CEO reputation (Francis et al. 2008; Milbourn 2003; Baik, 

Farber and Lee 2011). This study measures analyst forecast accuracy, dispersion and 

number of analyst following primarily for 12 month period following i.e. (Lang and 

Lundholm 1996). Whereas analyst forecast bias is measured following i.e. (Duru and 

Reeb 2002).  

 To empirically test the hypothesis of this study (developed on rent 

extraction basis), a sample of 2,560 Australian firm year observations is used for the 

recent 10 year period from 2004 to 2013.
6
 This study considers 2004 to initiate the 

data collection because of implementation of principles of good corporate 

governance in 2003 in Australia. In addition to this, CLERP9 also issued in 2003 and 

implemented from July, 2004. These regulatory reforms streamlined the corporate 

governance and financial reporting process in Australia. Therefore, this study 

considers the sample in a period of consistent corporate governance and financial 

reporting quality. CEO reputation and forecast properties data has been drawn from 

Factiva and Institutional Brokers Estimate System (I/B/E/S) databases respectively. 

To analyse the data a series of regressions is performed to support the primary 

results. Results from this study are likely to have a number of contributions and 

implications. 

2.1.3 Significance of the Study 

 This study makes contributions to the economy in several ways. First, this 

study will provide evidence about the behaviour of reputed CEOs for the firm’s 

information environment and earnings quality. Specifically results will suggest, 

whether reputed CEOs improve information environment in line with efficient 

contracting hypothesis, or maximise their own wealth and reputation following rent 

                                                

6
  The sample has been restricted to the recent 10 year period because of manual data collection involving for the number of 

press articles to measure CEO reputation. 
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extraction hypothesis. Therefore, there is a contribution towards the prior discussion 

on two conflicting arguments about reputed CEOs (efficient contracting and rent 

extraction) using market based proxy of earnings quality (properties of analysts’ 

forecasts). 

 Although scholars examine the relationship between CEO reputation and 

firm outcomes (earnings and information quality provided by firms) (Demerjian et 

al. 2013; Francis et al. 2008; Baik, Farber and Lee 2011), however, the question, 

whether the reputed CEOs influence the analysts forecasting process through 

information environment, has not been tested before. Therefore, this study fills the 

gap by looking at the consequences of CEO reputation on analysts’ decisions making 

about firm future outcomes. 

 Forecast properties determinants include but not limited to earnings and 

information quality, analyst characteristics, regulation, and firm characteristics. This 

study is likely to identify an additional determinant (managerial personal 

characteristic i.e. reputation) of the properties of analyst forecasts and analyst 

following. The results will provide evidence that, whether predictability of earnings 

and information environment is affected, provided that the CEO has high reputation. 

 Although CEOs having reputation can influence the internal and external 

environment significantly through their decision making power, there is still lack of 

research on their consequences. Therefore, another contribution of this study is likely 

towards the CEO reputation literature specifically in the context of press based 

measure. Further there is a contribution to the prior literature on analyst forecast 

accuracy, bias, dispersion and number of analyst following. In addition to this, the 

results of this study will be generalizable to other countries, because CEOs having 

reputation receive high attention across the globe and can significantly impact the 

firm outcomes through their status power. Most importantly this the first study to 

examine the relationship between CEO reputation and analyst forecast properties. 
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 Literature Review 

2.2.1 Analyst Forecast Properties 

 One of the seminal research on analyst forecasts by Schipper (1991), 

highlights the key issues around properties of analysts’ forecasts, the use of forecasts 

in capital markets, analyst forecasting decision process and incentives available to 

analysts. Considering the properties of analyst forecasts, prior research has focused 

on accuracy, bias (optimism) and dispersion. Schipper (1991) classifies the analysts 

into buy side and sell side analysts. The buy-side analysts are those employed by 

institutional investors for internal decision making, whereas the sell-side analysts are 

known to be the producers of the earnings forecasts, acting on behalf of the 

brokerage houses and individual investors. Further the two broad perspectives of 

research on analyst forecasts are the properties of consensus analysts’ forecasts and 

individual analyst forecasts (Kothari 2001).
7
 In this study, research questions are 

based on properties of the consensus analysts’ forecasts. 

2.2.2 Analyst Forecast Accuracy 

2.2.2.1 Impact of Regulation 

 One of the factors affecting analyst forecast accuracy identified in prior 

literature is regulation. A consensus of literature shows that the regulation is strongly 

related to forecast accuracy through information environment (Hope 2003; Brown, 

Hillegeist and Lo 2004; Mohanram and Sunder 2006; Cheong and Al Masum 2010; 

Hovakimian and Saenyasiri 2014). For instance strong levels of enforcement provide 

more choices of accounting policies to implement, which helping to improve 

financial reporting environment Hope (2003).
8
  

 Similarly, research shows that Regulation Fair Disclosure (RFD) has 

streamlined the flow of information from firms and all investors are able to get 

balanced information at the same time (Brown, Hillegeist and Lo 2004; Mohanram 

                                                

7
 The consensus analyst forecasts refers to the mean or median value of the multiple forecasts issued by one or more 

analysts, whereas looking at properties of individual analyst forecasts, it  has been examined that, what characteristics of 

each individual analyst affect their issued forecast. 
8
 Applying five country level proxies (audit expenses, rules for insider trading, quality of judicial system, law enforcement 

and level of safeguards for shareholders) to measure enforcement, Hope (2003) finds that stronger enforcement of 

accounting standards improves analyst forecast accuracy. 
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and Sunder 2006; Hovakimian and Saenyasiri 2014).
9
 Further the analysts having 

high forecast accuracy due to strong connections with managers and getting superior 

information in pre RFD period produce less forecast accurate forecasts in post RFD 

period.
10

 

In a similar context, research shows that the forecast accuracy has improved 

in Australia since the adoption of the International Financial Reporting Standards 

(IFRS) (Cheong and Al Masum 2010; Cotter, Tarca and Wee 2012).
11

 Exploring 

countries other than Australia, a study using data for European Union also 

documented the improvement in consensus of analyst forecasts for earnings reported 

by firms (Jiao et al. 2012; Horton, Serafeim and Serafeim 2013). 

2.2.2.2 Analyst Related Characteristics 

 Analyst specific characteristics such as analyst experience are also of 

importance for providing accurate earnings forecast. A number of studies show that 

the analysts having high experience possess more ability to process information in a 

better way and thus produce more accurate forecasts (Mikhail, Walther and Willis 

2003b; Clement 1999; Drake and Myers 2011). The study conducted by Clement 

(1999) shows that, the forecast accuracy is higher when provided by analysts having 

greater general and firm specific experience. Clement (1999) suggests that, the 

forecast accuracy is lower, provided by less busy analysts. This is because, following 

greater number of firms leads to portfolio complexity, and therefore analysts being 

unable to process information accurately yield biased forecasts. There is an evidence 

that, more experienced and less busy analysts, due to having high ability and 

sufficient time, are better able to understand the earnings related information and 

provide accurate forecasts (Mikhail, Walther and Willis 2003a; Drake and Myers 

2011).  

                                                

9
 Regulation Fair Disclosure is implemented in 2002 by SEC and primary motive was to provide same level of information 

to analysts and other stakeholders issued by firms, and to prohibit the firms from providing information to their preferred 

investors and analysts. 
10 

 Results from Bailey et al. (2003) study also show that there is a greater level of information and earnings disclosures 

provided by firms to the stakeholders in post RFD period. Further information asymmetry also goes down as a result of 

RFD (Eleswarapu, Thompson and Venkataraman 2004) 
11

 Since 2005, Australia has adopted IFRS known as AIFRS (Australian equivalent to International Financial Reporting 

Standards), but before that Australia has its own accounting standards similar to IFRS. 
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In addition to the above characteristics, brokerage size and analyst industry 

specialization is also considered an important factor affecting the forecast accuracy 

(Jacob, Lys and Neale 1999). Furthermore, the star status of an analyst also 

influences the forecast accuracy. For instance, study conducted by Fang and Yasuda 

(2014) shows that, the stock recommendations issued by analysts with “All 

American” status perform better..
12

 

2.2.2.3 Corporate Disclosures Information 

 Prior research documents that the financial and non-financial information 

help to reduce information asymmetry, and improve the analyst forecast accuracy 

(Lang and Lundholm 1996; Hope 2003; Chang, Hooi and Wee 2014; Dhaliwal et al. 

2012; Brown and Hillegeist 2007). For instance, if the firm provided annual report 

disclosures are consist of precise information about firm’s future earnings, forecast 

accuracy is high (Lang and Lundholm 1996; Hope 2003). Similarly study conducted 

by Brown and Hillegeist (2007) suggests that the information asymmetry is lower for 

firms with greater number of investor relations disclosures.
13

  

 In addition to the annual report disclosures, non-financial disclosures are 

also considered as a one of the important source of information for analysts and help 

to improve information environment. For instance, Dhaliwal et al. (2012) state that 

in stakeholder oriented countries, consumers have strong influence on operation of 

the firms and give due value to corporate social development actions. Customers 

having high moral values attract to those firms with high corporate social activities. 

Thus, the sales and profitability of firms in such countries depend upon meeting 

social standards. As a result, analysts using corporate social responsibility 

information of firms can predict future performance and earnings accurately. 

Dhaliwal et al. (2012) using data across 31 countries show an empirical evidence of 

                                                

12 
 All American status analysts are selected after a comprehensive survey through sending questionnaire to 64 different types 

of investment sectors and then ranking is given to analysts by using quantitative scores. Analysts elected through this 

survey are given high prestige in financial markets. 
13

 Similar to this a number of other studies also document a positive relationship between corporate disclosures and analyst 

forecast accuracy (Eng and Teo 1999; Chang, Hooi and Wee 2014; Dhaliwal et al. 2012). 
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positive relationship between level of corporate social responsibility disclosures by 

firms and analyst forecast accuracy.
14

 

2.2.2.4 Corporate Governance and Financial Reporting Quality 

 Research shows direct evidence that the corporate governance quality 

removes information asymmetry and improves analyst forecast accuracy (Bhat, Hope 

and Kang 2006; Gul, Hutchinson and Lai 2013; Beekes and Brown 2006; 

Kanagaretnam, Lobo and Whalen 2007). For instance Bhat, Hope, and Kang (2006) 

note that managers and other key personals have strong influence over activities of 

an organization and can impact future performance. Thus it is vital for analysts to get 

information about governance policies and procedures to estimate earnings 

accurately.  For their study, Bhat, Hope, and Kang (2006) used data across 21 

countries and provides evidence that analysts forecast accuracy is higher for firms 

having more transparent governance structure.
15

  

 Corporate governance structure also has an indirect link with forecast 

accuracy through financial reporting quality. For instance research shows that firms 

having independent audit committee have lower level of earnings management 

(Klein 2002), and audit committees with financial expert members has lower audit 

report lag (Sultana, Singh and Van der Zahn 2015).
16

 Further firms having financial 

expert on audit committee, greater number of audit committee meetings, and 

experienced director on audit committee report more conservative accounting 

practices (Sultana and Van der Zahn 2015; Sultana 2015). If the firms have less 

earnings management and high conservative accounting (timely reporting of bad 

news), analysts incorporating such information can provide accurate forecasts of 

earnings. 

 The quality of earnings also has a strong link with forecast accuracy and 

bias. Behn, Choi, and Kang (2008) argue that the financial analysts are one of the 

                                                

14
 Results are stronger for firms belong to stakeholder oriented countries. Their sample period consists of 1997-2001 with 

1,297 firms across 31 countries and they used only corporate social responsibility reports published by firms from different 

sources. 
15   Similar evidence has been provided by other studies as well (Beekes and Brown 2006; Ghosh and Moon 2010; Byard, Li 

and Weintrop 2006). 
16

 Research also show that firms with gender diverse boards have lower level of discretionary accruals (Srinidhi, Gul and 

Tsui 2011). 
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key users of financial statements and incorporate historical earnings information in 

their forecasting process. Their study concludes that the analyst forecast accuracy is 

higher for firms having high earnings quality measured by audit quality. Further 

studies suggest that, forecasts are influenced by variation in historical earnings 

(Kross and Suk 2012), and analysts revise their forecasts on the base of earnings 

information provided by firms (Abarbanell and Bushee 1997). 

2.2.2.5 Information through Private Channels 

 Although firm provided financial and non-financial disclosures through 

various reports are useful for analysts, but insiders due to agency conflicts, may 

restricts the important information. Further the information provided through 

disclosures is not timely. Therefore, analysts move on other sources such as 

electronic and print media, and personal contacts with insiders. Research suggests 

that the information on press helps to improve information environment between 

firm and capital markets (Aerts, Cormier and Magnan 2007; Kross and Suk 2012; 

Kothari, Li and Short 2009). Aerts, Cormier, and Magnan (2007) obtain corporate 

provided performance related disclosures on websites for 267  European firms for 

the year 2002 and find higher consensus in analyst forecast for firms having greater 

number of such information on websites.  

 Kross and Suk (2012) examine the information available about firms on 

private sources by taking into account number of column inches reported in “The 

Wall Street Journal Index” against 279 firms for the period 1973 to 1981 for their 

study. They argue that if more information becomes publicly available about a firm, 

analyst forecasts should perform better for such firms, their results supported this 

notion. Kothari, Li, and Short (2009) state that the information in news and press is 

timely, inform well about the future activities of firm and relatively more accurate 

because the probability is low for news reporters to get compromise for having 

personal incentives. Further such information is useful for not only analysts but 

investors as well for making their valuable investment decisions.
17

. Similarly Bushee 

                                                

17
 This study used content analysis to obtain information about disclosures reported by firms, analysts and business press on 

four main private electronic sources (Dow Jones, Factiva, Investext and SEC EDGAR). Results suggest that the 

information given on press is more valuable when compared with news provided by management and analysts, and 

positive news reported by press decrease revision volatility, cost of capital and analyst forecast dispersion. 
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et al. (2010) use press articles and classify as a firm-initiated and press-initiated 

information. Controlling for several firm related factors, their study suggests that the 

greater amount of press coverage reduce information asymmetry (high depth and less 

bid-ask spread). 

2.2.3 Analyst Forecast Bias (Optimism) 

 Prior literature suggests that analysts provide biased forecasts due to 

several reasons, for instance, when it is hard to predict earnings accurately, or to 

achieve personal incentives (Xu and Tang 2015; Das, Levine and Sivaramakrishnan 

1998; Lim 2001; Duru and Reeb 2002; Ke and Yu 2006). The accurate predictability 

of earnings is likely to be less, if the firms are internationally diversified (Duru and 

Reeb 2002), firms having internal control material weaknesses (Xu and Tang 2015), 

or when managers acting opportunistically provide poor information to outsiders 

(Kanagaretnam, Lobo and Mathieu 2012).
18

 According to Lim (2001), analysts 

maintain good relations with management to acquire private information about firms. 

For this purpose analysts issue optimistic forecasts to get personal favour from 

management. Private information from insiders is an important incentive for 

analysts, particularly when there is no reliable information available to predict the 

earnings accurately.
19

 Another incentive for analysts is to avoid the threat of 

termination from job. This is because research shows that analysts produce more 

accurate earnings forecasts, when provide optimistic biased forecasts at initial 

followed by pessimistic forecasts, and such analysts are also less likely to be fired by 

employers (Ke and Yu 2006). 

2.2.4 Analyst Forecast Dispersion 

 A consensus of literature provides evidence that firm provided information 

through disclosures reduce information asymmetry and disagreement among analyst 

forecasts (Lang and Lundholm 1996; Eng and Teo 1999; Hope 2003; Kothari, Li and 

Short 2009). This is because, multiple analysts following a firm receive precise and 

                                                

18
  Duru and Reeb (2002) provide an empirical evidence that geographically diversified firms have higher forecast bias as it 

the predictability of earnings is less for such firms. Similarly Xu and Tang (2015) show that firms having internal control 

material weaknesses have higher forecast optimism. Further the study conducted by (Kanagaretnam, Lobo and Mathieu 

2012) also provide evidence that forecast bias is positively related to the level of stock options held by CEO’s. 
19

 Study conducted by Lim (2001) and Das, Levine, and Sivaramakrishnan (1998) provide evidence that forecasts are 

optimistically biased when the earnings predictability is complex for analysts. 
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same information, which brings unity in their future predictions about earnings. 

Study conducted by Lang and Lundholm (1996) shows that, high level of corporate 

informative disclosures are helpful in reducing disagreement among analyst 

forecasts. The key information about firms helps to reduce asymmetry and dispersion 

in forecasts through various channels. For instance through corporate annual report 

disclosures (Brown and Hillegeist 2007; Eng and Teo 1999), disclosures on press 

(Kothari, Li and Short 2009), and web-based performance disclosures (Aerts, 

Cormier and Magnan 2007). 

 Another stream of research suggests that, the high quality corporate 

governance and reported earnings are also crucial to improve information 

environment and reduce forecast dispersion (Kanagaretnam, Lobo and Whalen 2007; 

Behn, Choi and Kang 2008). If the earnings guidance is of high quality and precise, 

analysts have to less rely on information from other sources such as private contacts 

and disclosures, which reduce information asymmetry. Information through private 

sources may not be same with all analysts and leads to greater disagreement in 

forecasts. In their study Behn, Choi, and Kang (2008) argue that if earnings quality is 

high and firm provided earnings related information is accurate and reliable, then 

analysts processing such information have higher agreement in forecasts.  Behn, 

Choi, and Kang (2008)  claim that , the dispersion is low among firms having high 

earnings quality (audit quality). Similarly Ghosh and Moon (2010) provide evidence 

that dispersion in analyst forecasts is lower for firms having high earnings quality.
20

 

Furthermore the research suggests that, the firms having gender diverse boards 

exhibit high earnings quality (Srinidhi, Gul and Tsui 2011), and therefore lower 

forecast dispersion (Gul, Hutchinson and Lai 2013). 

2.2.5 Analyst Following 

 Prior literature has documented several determinants of analyst following.  

For instance, Lang and Lundholm (1996) argue that, if it is convenient and cost 

efficient for analysts to get most of the firm related information from disclosures 

                                                

20  This study measured earnings quality using CEO stock ownership concentration. A lower stock ownership (up to 25%) 

represented a high earnings quality whereas CEO stock ownership at higher level represented a poor earnings quality.  
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rather than private sources, the number of analysts following should be high.
21

 

Further large amount of information in disclosures also needs more manpower to 

process, which also give rise to the demand for analysts. Exploring other firm related 

characteristics, Bhushan (1989) states that the institutional ownership in firms could 

rise the demand for more information and more analysts to follow a firm. Bhushan 

(1989) finds that analyst following is positively related to institutional ownership and 

firm size whereas, negatively related to insider’s ownership. 

 The quality of governance structure has also been considered as an 

important element to attract analysts. In their study Beekes and Brown (2006) argue 

that, the firms having better governance structure produce informative disclosures, 

which could also attract more analysts towards firm. Their results show that firms 

having high quality corporate governance structure in Australia, produce informative 

disclosures and attract more analysts. Study conducted by Ghosh and Moon (2010) 

explores the impact of CEO stock ownership on analyst properties. Their study 

suggests that CEO’s having stock ownership at lower levels improve earnings 

quality and results into lower agency costs to a firm. They further suggest that, if 

earnings quality is high, investors relying more on firm provided earnings related 

information, could decrease the demand for number of analyst following. Their study 

provide evidence that number of analyst following is low when CEOs have low (up 

to 25%) stock ownership because of less agency cost and high earnings quality. 

Further the number of analyst following increased when CEOs have stock ownership 

at higher level (more than 25%). Research also shows that firms covered by greater 

number of analysts manipulate less earnings, which implies that analysts also act as 

an external monitor of firms (Yu 2008). Although prior research examines the 

relationship between disclosures, and analysts’following,, the relationship between 

reputed CEOs and analyst following for a firm is unknown.  

                                                

21
 Their study provides empirical evidence that analyst following is higher for firms providing greater amount of quality 

information in corporate disclosures. 
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2.2.6 CEO Reputation 

2.2.6.1 Determinants of CEO Reputation 

 According to Hayward, Rindova, and Pollock (2004) a CEO is called 

celebrity under the condition;  

“When journalists broadcast the attribution that a firm’s positive 

performance has been caused by its CEO’s actions”.
22

 

 Firms having reputed CEOs can yield positive outcomes, i.e., high quality 

financial reports and positive reaction of investors towards firms’ strategic and 

investment decisions (Jian and Lee 2011). Further reputed CEOs also gain greater 

economic incentives such as high stock based compensation (Milbourn 2003).  

 Prior literature has documented several ways to determine the CEO 

reputation. For instance, Milbourn (2003) measures CEO reputation using four 

proxies. The first proxy used is the number of years a CEO serving in a firm (CEO 

tenure), arguing that, a CEO developed high reputation if survived in firm for longer 

time period, due to high expertise and ability. Second, whether an appointed CEO is 

an insider or outsider, where outsider is identified as a more reputable CEO. Third, 

industry-adjusted performance (ROA) during the last 3 year tenure of a CEO. High 

ROA shows that a CEO has high reputation (ability). Fourth is the market-based 

proxy, which is the sum of the number of press articles mentioning the name of the 

CEO. The intuition behind this measure is that, greater a CEO cited in business 

press, more reputed he/she is considered (Milbourn 2003; Francis et al. 2008; 

Rajgopal, Shevlin and Zamora 2006). Milbourn (2003) states that, if a CEO is 

specialist in a particular skill or industry is more likely to be interviewed and should 

be considered of high ability. He further suggests that the chances of retaining a job 

are less for a CEO having negative comments in news. Cianci and Kaplan (2010) 

provide evidence that, if the managers are providing plausible information about the 

firm’s future performance, it improves their reputation in press positively.
23

 

                                                

22
 Four different types of reputed CEOs are given the name as Scoundrels, Icons, Silent Killers and Hidden Gems, for further 

details please refer to (Ketchen Jr, Adams and Shook 2008). 
23  

Cianci and Kaplan (2010) measure the CEO reputation taking into account news story from press articles and tested that 

how investors react management explanations having favourable or unfavourable prior reputation.  
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Therefore it is plausible to assume that, the CEOs being cited more on press have 

higher ability and greater reputation in a positive way. 

 Scholars may argue that all of the press coverage about a CEO may not be 

favourable and the news story may represent unfavourable comments about a CEO 

and firm specific characteristics. In order to avoid this critique, a number of prior 

studies have provided validity tests (Baik, Farber and Lee 2011; Francis et al. 2008; 

Milbourn 2003; Rajgopal, Shevlin and Zamora 2006), which is explained in 

methodology part of this study. For this study purpose, CEO reputation is measured 

using press-based assumption, thus has been discussed further in the next sections. 

2.2.6.2 Consequences of CEO Reputation 

 The two opposite behaviours (efficient contracting and rent extraction) of 

CEOs are empirically supported by prior research. Under efficient contracting 

hypothesis reputed CEOs produce positive outcomes and high quality earnings 

information. If managers are of high ability, there are less chances of misstatement in 

provision for doubtful debts, less financial restatements, high quality accruals 

estimation and high earnings persistence (Demerjian et al. 2013). Trueman (1986) 

reports that, the high ability managers are more likely to issue precise earnings 

forecasts to signal about their ability in capital markets. Further, high ability 

managers are more likely to predict future outcome of the firms accurately. Another 

study conducted by Koh (2011) supports the argument of efficient contracting for 

reputed CEOs. Koh (2011) suggests that, the celebrity CEOs exhibit higher firm 

performance and report higher accounting conservatism in earnings. Similar to this, 

Baik, Farber, and Lee (2011) provides evidence that highly ability CEOs are more 

likely to issue management earnings guidance.
24

 Their study further suggests that 

forecasts provided by high ability managers are accurate, implying that the reputed 

CEOs provide a signal of their ability by anticipating future firm performance 

precisely. 

                                                

24
  Baik, Farber, and Lee (2011) measure CEO ability  using three proxies. First, the number of press related articles stating the 

name of a CEO and firm over the rolling five year period. Second following Demerjian et al. (2013) accounting based 

proxy for CEO ability, and the third using CEO’s 3-year industry-adjusted ROA. 
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 According to Francis et al. (2008), rent extraction argument suggests that 

the CEOs would report low quality earnings such as may involve in earnings 

management to meet market expectations and increase their own reputation. Francis 

et al. (2008) conclude that, the reputed CEOs are hired by firms with higher earnings 

management to improve the earnings quality. Another study shows that, the CEOs 

having super-star status in press perform less relative to their previous performance 

and as compared to the CEOs without super-star status (Malmendier and Tate 2009). 

Further super-star CEOs receive high compensation and involve in greater earnings 

management after winning such award (Malmendier and Tate 2009). 

 Additional evidence to support the rent extraction behaviour of the reputed 

CEOs, managers have information advantage over shareholders about the expected 

outcome of the available investment opportunities (Hirshleifer and Thakor 1992; 

Hirshleifer 1993). This provides an opportunity to managers to select investments 

with short term profits to increase their personal reputation and career (Hirshleifer 

and Thakor 1992; Hirshleifer 1993). Further managers may take investment 

decisions which decrease the shareholders wealth but increase managers reputation 

and incentives in short term (Hirshleifer and Thakor 1992; Hirshleifer 1993). 

According to Graham, Harvey, and Rajgopal (2005) managers prefer to perform 

earnings management to provide smoot earnings to avoid loss of their market 

reputation.  Not only this, due to conflict of interest, CEOs can use their power to 

achieve personal incentives by meeting market expectations through earnings 

management (Mande and Son 2012). Moreover, under rent extraction hypothesis, 

CEOs may not provide favourable information timely to the market to avoid the risk 

of negative outcomes in short run. In this context, research provides a negative 

relationship between CEO stock-ownership and conservative accounting (Lafond 

and Roychowdhury 2007). 

2.2.6.3 CEO Reputation and Investors’ Perception 

 Survey conducted by the American Institute of Certified Public 

Accountants (1994) suggests that the investors and other stakeholders give due value 

to the CEO reputation, when considering the quality of financial reporting. CEO’s 

are primarily responsible for deciding the financial reporting choices for a firm 

(Kaplan, Samuels and Cohen 2013). Further CEO’s build their reputation over a time 

period, by presenting high quality financial statements and precise disclosure 
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information to the investors, analysts, press, regulators and other economic 

stakeholders.  

 Jian and Lee (2011) argue that the CEO reputation is one of the key 

factors, when determining the accuracy and reliability of the information provided by 

firms. In their study Jian and Lee (2011) examine, whether investor’s reaction to 

capital investment decisions is statistically different for firms having reputed CEOs. 

For their experiment, they took 486 corporate capital investment decisions for the 

period of 1988 to 2007 for US firms. Their results show a favourable stock price 

reaction to those capital announcements, where a CEO has greater reputation. Their 

results further suggest that operating performance after investment announcements is 

also better for firms having reputable CEOs. It implies that, the investors consider 

highly credible to corporate provided financial information, when CEO has high 

reputation.  

 CEOs having high compensation are of key attention to the researchers and 

regulators. Research also focus on how investors perceive about the compensation of 

a CEO with high reputation. In this context Kaplan, Samuels, and Cohen (2013) 

examine whether CEO reputation matters for investors to satisfy with CEO 

compensation. More specifically, their study examines that how non-professional 

investors take decision to vote for say-on-pay about CEO compensation.
25

 Their 

study results suggest that, non-professional investors are less happy with CEO 

compensation package (lower chances to vote for say-on-pay for CEO 

compensation), when the CEO has unfavourable reputation for presenting high 

quality financial statements. 

                                                

25  In 2010, US congress passed the Act, which gives right to investors to vote for say-on-pay about CEO compensation. This 

Act requires public companies to get vote from investor’s at-least once in 3 years about CEO compensation. This Act also 

bring a challenge for members of executive compensation committee to set remuneration for CEOs to perform at higher 

standards, as they become accountable to investors (Kaplan, Samuels and Cohen 2013). 
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 Theoretical Framework 

2.3.1 Theories Applied 

2.3.1.1 Efficient Contracting Hypothesis (Stewardship Theory) 

  Efficient contracting hypothesis provides similar arguments to the 

stewardship theory and suggests that the reputed CEOs acts in the best interest of the 

firm as a steward. CEOs develop their reputation over several years through working 

with different stakeholders, maximizing shareholders wealth and benefiting all 

market participants (Fama 1980). According to Francis et al., 2008, under efficient 

contracting hypothesis, if reputed CEOs are not reporting high quality earnings and 

related information, they have to lose in terms of their reputation, career, wages 

reduction, and loss of self-esteem (Francis et al. 2008). The consequences of losing 

reputation are much higher than the benefits CEOs extract through reporting poor 

earnings and restricting information (Francis et al. 2008). The poor earnings reported 

could lead to high cost of capital and stakeholders compensate this by reducing 

wages of the CEOs (Francis et al. 2008). Therefore managers are considered to take 

actions which promote shareholders wealth and organizational performance 

(Donaldson and Davis 1991). CEOs therefore, have several economic incentives to 

increase organizational wealth such as promotion in their personal reputation, getting 

inner satisfaction and respecting ethical standards of work (Muth and Donaldson 

1998). Therefore, it can be stated that the reputed CEOs are more likely to provide 

high quality financial reports and accurate information timely to the market. 

Research suggest that, CEOs act in the best interest of stakeholders by providing 

high quality financial reports and precise information (Demerjian et al. 2013; Baik, 

Farber and Lee 2011). 

 According to Baik, Farber, and Lee (2011), reputed CEOs also signal their 

ability, by providing accurate management earnings guidance to the market Their 

study further suggest that reputed CEOs are more likely to provided voluntary 

earnings guidance to the market than their peers with less reputation. Similar to this, 

Jian and Lee (2011) states that, reputed CEOs have greater ability to obtain accurate 

information for investment choices, more likely to get positive outcome from 

investment decisions. Further the reputed CEOs are more likely to select less risky 

and positive net present value projects, and improve their reputation in the market by 

increasing firm value (Jian and Lee 2011). 
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2.3.1.2 Rent Extraction Hypothesis (Agency Theory) 

 Rent extraction hypothesis implies that reputed CEOs get agency conflict 

and increase their personal incentives at the cost of other stakeholders. Under the 

rent extraction hypothesis, CEOs want to increase their personal wealth and 

reputation by reporting low quality earnings at the cost of the shareholders (Francis 

et al. 2008). Research suggests that the CEOs having conflict of interest involve in 

earnings management to market expectations (Francis et al. 2008; Mande and Son 

2012), and restrict the bad news information, reporting good news timely (Lafond 

and Roychowdhury 2007). 

 In response to corporate accounting scandals (occurred around 2002), a 

number of regulatory reforms were introduced globally such as Sarbanes Oxley Act 

(2002) (SOX) in US, Principles of Good Corporate Governance (2003) and 

Corporate Law Economic Regulatory Program (2004) (CLERP9) in Australia. The 

primary purposes of these regulatory reforms was to improve the quality of corporate 

governance structures and financial reporting. For instance, in Australia, Principles 

of Good Corporate Governance issued by Australian Securities Exchange Corporate 

Governance Council in 2003 emphasised on the structure of the board, board 

committees, the responsibilities of the board of directors and CEOs, and corporates 

responsibility in terms providing fair and timely disclosures to outsider (ASX CGC 

2003).   

 The CLERP9 issued in 2003, implemented from July, 2004 and brought a 

number of reforms including the recommendations provided by HIH Insurance 

Royal Commission released in April 2003. Although these regulatory reforms in 

Australia improved the corporate governance mechanisms and financial reporting 

quality to a greater extent, however, do not specifically address the roles, 

responsibilities and the boundaries for the CEOs to perform their duties. Looking at 

the role of CEOs in the accounting frauds, it is likely that the CEOs misuse their 

power and reputation to receive economic incentives from organization.  

 One of the incentives to manipulate financial statements could be career 

development for CEOs. For instance, Malmendier and Tate (2009) suggest that, the 

markets have high performance expectations from firms with celebrity CEOs. If 

CEOs are unable to meet market expected results (even by misreporting and 

manipulating the figures), they have to loss in terms of their career and reputation. 
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Malmendier and Tate (2009) show that, the superstar CEOs get higher 

compensation, and generate poor performance for a firm, when compared with a 

non-reputed CEO. They further suggest that after a CEO has achieved super-star 

status, is more likely to involve in earnings management to meet analysts’ earnings 

expectations. This provides an explanation that, reputed CEOs get conflict of interest 

and achieve personal incentives, promote their own status and misreport financial 

statements to meet performance expectations of stakeholders. Similar to this, Ball 

(2001) argue that managers to achieve their personal incentives such as bonuses and 

personal reputation, less likely to report any future losses of cash flows which might 

incur from negative net present value projects. This is because managers timely 

reporting any future losses in current earnings may face severe problems such as 

termination and loss of the reputation. 

2.3.2 Hypotheses Development 

2.3.2.1 Forecast Accuracy and CEO Reputation 

 One of the determinants for forecast accuracy is the level of financial and 

non-financial disclosures, has been documented in prior literature (Lang and 

Lundholm 1996; Hope 2003; Chang, Hooi and Wee 2014). Further, analysts are 

considered as a key user of financial reports and specifically earnings information 

reported by firms.  Research shows that, the forecast accuracy increases with the 

earnings quality (Behn, Choi and Kang 2008). Therefore any variation in historical 

earnings could significantly affect the analyst’s earnings predictions (Kross and Suk 

2012). According to Das, Levine, and Sivaramakrishnan (1998), forecast accuracy is 

lower, when the predictability of firm’s future earnings is hard from the limited 

amount of information available publicly. Further, if the historical earnings 

information is not reliable, the demand for information from private sources 

increase, which is not available to all analysts. Abarbanell and Bushee (1997) 

suggest that, the analysts revise their forecasts on the base of earnings information 

provided by firms. Therefore, it is reasonable to assume that analyst forecasts are 

strongly influenced by earnings related information. To the extent the earnings 

information is valid, forecasts issued by analysts are likely to be precise. CEO’s 

being key insiders always possess important information about firm’s future policies 

and procedures to be taken place. 
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 Relying on the rent extraction perspectives, if the CEOs use their status 

and power, gained due to their position, and involve in earnings management to meet 

market expectations (Mande and Son 2012) then analysts having such earnings 

information are likely to produce less accurate forecasts. If the earnings related 

information is not precise, analysts have to rely on information from other sources, 

making their job more complex. Under conflict of interest, CEOs restrict the timely 

flow of bad news information to the market (Lafond and Roychowdhury 2007), to 

avoid short term negative outcomes. According to Ball (2001), managers to achieve 

their personal incentives such as bonuses and personal reputation are less likely to 

report any future losses of cash flows which might incur from negative net present 

value projects. This is because managers timely reporting any future losses in current 

earnings may face severe problems such as termination and loss of the reputation. 

Analysts having only favourable information about future outcome of the firm could 

yield less accurate forecasts.  

 Francis et al. (2008) suggest that the reputed CEOs are associated with 

lower accruals quality earnings. Further according to Malmendier and Tate (2009), 

while the analysts and investors have high performance expectations from firms with 

celebrity CEOs. However such celebrity CEOs generate poor performance and 

perform earnings management to meet market earnings expectations (Malmendier 

and Tate 2009). Where the forecast accuracy has been linked to the earnings quality 

(Behn, Choi and Kang 2008), it is worthy to assume that forecast accuracy is likely 

to be lower for firms with reputed CEOs.  

 H1: CEO reputation is negatively associated with analysts’ earnings 

forecast accuracy. 

2.3.2.2 Forecast Bias and CEO Reputation 

 In addition to arguments for H1, prior literature suggests that, the analysts 

provide biased forecasts due to several reasons, for instance, when it is hard to 

predicts earnings accurately (Xu and Tang 2015; Das, Levine and Sivaramakrishnan 

1998; Duru and Reeb 2002). The predictability of earnings accurately becomes 

complex, if the firms are internationally diversified (Duru and Reeb 2002), having 

internal control material weaknesses (Xu and Tang 2015), or when managers 

opportunistically provide poor information to outsiders (Kanagaretnam, Lobo and 
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Mathieu 2012). As the CEOs under rent extraction behaviour, to maintain their 

reputation, restrict the bad news information and provide good news timely (Lafond 

and Roychowdhury 2007; Ball 2001). Analysts having only favourable information 

are get mislead, therefore likely to produce optimistic biased forecasts. Further, if the 

reputed CEOs produce poor earnings by doing earnings management (Francis et al. 

2004; Malmendier and Tate 2009), it can also make harder for analysts to produce 

accurate earnings, thus leading to forecast bias. 

 Analysts and investors’ having optimistic view and high expectations from 

reputed CEOs also create bias in forecasts. According to Fama (1980), stakeholders 

rely on historical reputation of agents (CEOs) to assess reliability and credibility of 

financial statements. Their study further suggests that the stock price reaction is 

positive to capital investment decisions for firms with reputable CEOs. Further, 

according to Malmendier and Tate (2009) analysts and investors have high 

performance expectations from firms with celebrity CEOs. This suggests that, 

analysts assess the prior reputation of CEOs and expecting higher outcome could 

produce optimistic earnings forecasts.  But contrary to the high expectations of 

analysts, superstar CEOs generate poor performance for a firm as compared to a non-

reputed CEO, as well as compare to their own performance, prior to be a superstar 

CEO (Malmendier and Tate 2009). Therefore, this is reasonable to predict that 

forecast bias increase optimistically when analysts expect higher, but reputed CEOs 

perform poor. 

 Another reason, analysts produce optimistically biased forecasts is to 

achieve personal incentives (Lim 2001). According to Lim (2001), analysts maintain 

good relations with management to acquire private information about firms. For this 

purpose, analysts issue optimistic forecasts to get personal favours (such as acquiring 

important information to predict earnings) from management. Private information 

from management is an important incentive for analysts, particularly when reputed 

CEOs report low quality earnings and restrict information opportunistically. 

Therefore, relying on the above arguments, it is expected that the forecast bias is 

likely to be higher for firms with reputed CEOs. 

 H2: CEO reputation is positively associated with analysts’ earnings 

forecast bias (optimism). 
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2.3.2.3 Forecast Dispersion and CEO Reputation 

 Forecast dispersion has been considered as an indicator of the uncertainty 

about firms’ information environment and future earnings (Hope 2003; Imhoff Jr and 

Lobo 1992). According to Herrmann and Thomas (2005), forecast dispersion could 

be higher due to inability or unwillingness of some analysts to collect and process 

information without conflict of interest.  Prior studies suggest that the disagreement 

among analyst forecasts reduce, if more information available through financial and 

non-financial disclosures (Lang and Lundholm 1996; Eng and Teo 1999; Hope 

2003). Further, if the firm provided earnings related information is precise and same 

with all analysts, consensus among forecast will be high (Behn, Choi and Kang 

2008; Herrmann and Thomas 2005). 

 If the earnings related information is not true and fair, analysts produce 

biased forecasts in rounded figure, with high dispersion (Herrmann and Thomas 

2005). Under rent extraction hypothesis, reputed CEOs involve in earnings 

management and provide low quality information to analysts and investors (Francis 

et al. 2008; Malmendier and Tate 2009).
26

 Therefore it is likely that reputed CEOs 

having status and power, could affect the financial reporting structure (quality) and 

create information asymmetry, leading to high dispersion in forecasts. Relying on 

this the third hypothesis of the study is as follows. 

 H3: CEO reputation is positively associated with analyst forecast 

dispersion. 

2.3.2.4 Analyst Following and CEO Reputation 

 The determinants of analyst following include the amount of information 

through disclosures (Lang and Lundholm 1996), firm size and institutional 

ownership (O'Brien and Bhushan 1990), corporate governance structure (Beekes and 

Brown 2006), and the earnings quality (Ghosh and Moon 2010). According to 

(Ghosh and Moon 2010), analyst following should decrease (increase) with high 

(low) earnings quality. This is because, if the earnings quality is high, investors can 

                                                

26 
 Conversely, under efficient contracting hypothesis, reputed CEOs produce high quality earnings and provide the market 

with precise information (Baik, Farber and Lee 2011; Demerjian et al. 2013). 
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predict future earnings of the firms accurately relying on the information provided by 

firms, thus decreasing the demand for analysts to follow. However, if the earnings 

prediction is hard (no precise information available to predict earnings), investors 

have to rely on analyst forecasts, increasing the demand for analyst following. 

Relying on rent-extraction behaviour of reputed CEOs, if the reported earnings are of 

lower quality, it is assumed that the greater number of analyst should follow such 

firms. 

 Another notion could be that, as the superstar CEOs get higher 

compensation and perform earnings management to meet expectations of investors 

and other stakeholders (Malmendier and Tate 2009). It is likely that investors and 

other institutions require extra monitoring of such firms through independent 

monitors (analysts). Furthermore, as all of the stakeholders have higher expectations 

from superstar CEOs, it is likely that more investors are attracted to the stocks of 

such firms, consequently increasing the demand for analysts to provide forecast. 

Relying on the above arguments it is hypothesized that the number of analysts 

following should be high for firms with reputed CEOs. 

H4: CEO reputation is positively associated with the number of analyst following.
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 Research Design 

2.4.1 Sample Selection Details 

2.4.1.1 Sample Data Collection 

 Table 2.1 describes the sample selection process. Panel A presents details 

regarding the sample selection approach used for the analyst forecast accuracy and 

bias models (H1 and H2). For empirical analysis, sample consists of Australian 

listed firms for the period 2004 – 2013. The motivation to take the year 2004 as a 

starting point for data collection is the implementation of principles of good 

corporate governance in 2003 by Australian Securities Exchange Corporate 

Governance Council in Australia.  

Table 2.1: Sample Selection Procedure Firm-Year Observations 

Panel A: Forecast Accuracy and Bias (H1 & H2)  

Firms available at I/B/E/S for the period 2004-2013         3,729 

Less:                 

  Firms with no information regarding CEO at Connect4 and SIRCA database   (826) 

  Firms with no information for institutional ownership       (240) 

  Firms with no information for standard deviation of return on equity       (30) 

  Firms with no information for audit committee independence     (73) 

Final Firms when CEO reputation measured across 5 year period     2,560 

Less:                 

  Firms with no information of CEO reputation for 3 year period     (35) 

Final Firms when CEO reputation measured across 3 year period     2,525 

Panel B: Forecast Dispersion (H3)       

Firms available at I/B/E/S for the period 2004-2013         3,729 

Less:                  

  Firms followed by less than 3 analysts         (1,599) 

Firms followed by 3 or more analysts           2,130 

Less:                 

  Firms with no information regarding CEO at Connect4 and SIRCA database   (375) 

  Firms with no information for institutional ownership       (111) 

  Firms with no information for volatility (SDROE)       (17) 

  Firms with no information for audit committee independence     (4) 

Final Firms when CEO reputation measured across 5 year period     1,623 

Less:                 

  Firms with no information of CEO reputation for 3 year period     (20) 

Final Firms when CEO reputation measured across 3 year period     1,603 

Panel B: Analyst Following (H4)         

Firms available at I/B/E/S for the period 2004-2013         3,729 

Less:                 

  Firms with no information regarding CEO at Connect4 and SIRCA database   (826) 

  Firms with no information for institutional ownership       (240) 

  

Firms with no information for volatility standard deviation of return on 

equity     (30) 

  Firms with no information for audit committee independence         (73) 

Final Firms when CEO reputation measured across 5 year period     2,560 

Less:                 

  Firms with no information of CEO reputation for 3 year period     (35) 

Final Firms when CEO reputation measured across 3 year period     2,525 
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In addition to this, CLERP9 also issued in 2003 and implemented from July, 

2004. These regulatory reforms streamlined the corporate governance and financial 

reporting process in Australia. Therefore, this study considers the sample in a period 

of consistent corporate governance and financial reporting quality. Initial sample 

consists of 3,729 firm year observations drawn from the Institutional Brokers 

Estimate System (I/B/E/S) database. After merging I/B/E/S data with Connect4 and 

SIRCA (CEO related information and other corporate governance data), 826 firm 

year observations are lost. As a result of removing the data for missing observations 

with regards to control variables, 2,560 firm year observations (529 unique 

Australian listed firms) remain for the analyst forecast accuracy model. 

 Panels B and C summarises the sample selection procedures for the analyst 

forecast dispersion model (H3) and the analyst following model (H4) respectively. 

Similar to the analyst forecast accuracy model, initial sample consists of 3,729 firm 

year observations. After merging with corporate governance and financial data, final 

sample reduces to 2,560 and 1,623 firm year observations to test H3 and H4 

respectively.
27

 Please refer to Table 2.1 for further details. 

2.4.1.2 Source Documentation 

 A number of secondary sources have been used for data collection 

purposes. Data regarding analyst forecast accuracy, dispersion in analyst forecast, 

and number of analyst following is retrieved from I/B/E/S, available on the Wharton 

Research Data Services (WRDS) platform. If a company has more than one CEO in 

a financial year, only the details from the current CEO at year end are used. 

 The number of press articles (a proxy for CEO reputation) is taken from 

the Dow Jones (Factiva) database.
28

 Information regarding CEO and other corporate 

governance variables has been collected from both Connect4 and SIRCA databases. 

Where information is missing for CEO age, it is manually sourced from online 

                                                

27
  For calculating forecast dispersion to test H3, firms followed by less than 3 analysts have been excluded from the initial 

sample. This is consistent with prior literature to draw a meaningful outcome (Behn, Choi and Kang 2008; Gul, 

Hutchinson and Lai 2013). Dispersion refers to the consensus among analyst forecasts and explains uncertainty about the 

firm’s information environment. 
28

  Press articles mentioning the name of a CEO are manually collected from the Factiva database by entering the name of 

individual CEO along with the name of companies for which he/she served over the time period of study. 
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sources. Financial data and data related to firm characteristics is downloaded from 

DatAnalysis. The list of data collection sources is presented in Table 2.2. 

Table 2.2: Variables and Sources of Data Collected 

Data  Database 

Analyst Forecasts, Analyst Following, Analyst Forecast 

Dispersion and Actual Earnings Per Share 

 
I/B/E/S 

CEO Name and Age  Connect4 and SIRCA 

Number of Press Articles (Proxy for CEO Reputation)  Factiva (Dow-Jones) 

Corporate Governance Data (Board Independence, 
Audit Committee Independence) 

 
SIRCA 

Financials and Firm Characteristics  DatAnalysis 

Institutional Ownership for a Company  Capital IQ 

 

2.4.2 Data Preparation 

2.4.2.1 Data Screening and Accuracy 

 Prior research suggests several possible ways to deal with missing values. 

One approach is to fill in the missing values with mean value of available 

observations, carrying forward the last available value of a firm to next years, or 

excluding missing values from analysis (Briggs et al. 2002). Another possible way 

could be the use of regression analysis by regressing the variable whose values are 

missing on available predictor variables to estimate the missing values (Briggs et al. 

2002). The approach used in all three papers of the thesis is to exclude an 

observation from sample, if the data is missing for at-least one of the required 

variables. However, the variables having available data are still used to form other 

observations. This methodology is helpful and appropriate when there is a small 

sample of missing observations and is also easy to deal with, as most of the available 

statistical software’s automatically exclude observations with missing values (Briggs 

et al. 2002).  Additionally, outliers / extreme values in the data can lead to 

heteroscedasticity (unequal variance of the error term across multiple observations) 

and may affect the results significantly (Gujarati 2011). To avoid such a problem, 

data has been winsorised at 1% and 99% level. 

2.4.2.2  Normality Check 

 One of the assumptions of linear regression is that data must be normally 

distributed. Table 2.3 shows the skewness and kurtosis for the variables transformed 

to meet the normality assumption used in this study. The independent variable of this 
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study CEO reputation (Press_5Y and Press_3Y) is positively skewed (skewness of 

1.8632 and 1.7174 respectively), which could potentially lead to biased results. 

Therefore, following (Baik, Farber and Lee 2011), CEO reputation is transformed by 

taking log for number of press articles. After transformation, Press_5Y and Press_3Y 

show skewness of -0.5804 and -0.6165 and kurtosis of 2.8774 and 2.8724 

respectively. Please refer to table 2.3 for details. 

Table 2.3: Skewness and Kurtosis of Variables 

 

Variable Name 

 Skewness 

 

Kurtosis 

Before 

Transformation 

After 

Transformation 

Before 

Transformation 

After 

Transformation 

Press_5Y  1.8632 -0.5804  6.0991 2.8774 

Press_3Y  1.7174 -0.6165  5.4937 2.8724 

Follow  0.8875 0.0575  2.6076 1.5247 

Horizon  -0.8787 -3.7548  8.4749 19.7641 

Size  8.6605 0.4102  82.5294 2.6990 

CEO_Age  0.1108 -0.3820  3.3990 3.9813 

2.4.3 Variables Measurement 

2.4.3.1 Properties of Analysts Forecast 

 The dependent variable for this study relates to the four main properties of 

analyst forecasts: 1) Analyst forecast accuracy (Accuracy), 2) Analyst forecast bias 

(Bias), 3) Number of analyst following (Follow) and 4) Analyst forecast dispersion 

(Dispersion). Accuracy has been measured following Lang and Lundholm (1996), as 

a negative of the absolute value of the difference between actual earnings per share 

(EPS) and mean value of the consensus analyst forecast for the fiscal year t, divided 

by stock price at the beginning of the fiscal year t. Thus in equational form, 

Accuracy can be notated as below: 

 

Accuracy = (-1) 
(|Acutal EPSit - Forecasted EPSit|) 

                 Stock Priceit - 1 
 

 The second dependent variable is the analyst forecast optimism / bias 

(Bias) measured following Duru and Reeb (2002) as the signed difference between 

the mean value of the consensus analyst forecast and actual EPS for the fiscal year t, 

divided by stock price at the beginning of the fiscal year t. In equational form Bias 

has been represented below: 
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Bias = 
(Forecasted EPSit - Actual EPSit) 

               Stock Priceit - 1 

 

 The third dependent variable is the number of analyst following (Follow) 

the firm for a particular year. Following Lang and Lundholm (1996), Follow is 

measured as the total number of analysts following a firm across the 12 month 

reporting period. Finally the last dependent variable of interest is the Dispersion 

calculated as the standard deviation of individual analyst forecast divided by stock 

price at the beginning of fiscal year t, following prior literature (Lang and Lundholm 

1996).  Then, Dispersion is defined as: 

 

Dispersion = 
Std(Forecasted EPSit) 

      Stock Priceit - 1 
 

 The reputation of the CEOs is not likely to affect the forecast of a 

particular month within the fiscal year because the information CEOs provide 

through press or highlighted in the press by journalists across the whole year. 

Therefore following Lang and Lundholm (1996), all four properties of analyst 

forecasts have been measured as a simple average of the measure across the 12 

month reporting period. However, all three properties have also been measured 

across 9, 6 and 3 month horizons. In addition to considering the mean consensus 

analyst forecast, the median value of the consensus analysts forecast has also been 

utilised in the analysis. 

2.4.3.2 CEO Reputation 

 The independent variable for this study is the CEO reputation 

(Reputation), which has been measured using publicly available news channels 

(number of press articles). The notion for the measure of CEO reputation is that a 

CEO who is perceived to be an expert is more likely to be interviewed and cited in 

press as compared to a CEO not being considered as an expert (Baik, Farber and Lee 

2011). As highlighted in the literature review, CEOs develop their reputation over 
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time by providing high quality financial statements, precise and timely information, 

and promoting shareholder wealth (Kaplan, Samuels and Cohen 2015). Thus CEOs 

cited most in the press have valid / in fact reputation due to their positive role in a 

firm. Further stock market / stakeholders react to firm’s economic decisions taking 

into account CEO prior market reputation (American Institute of Certified Public 

Accountants 1994; Jian and Lee 2011). This further implies that press citation 

measures validate the market perception of CEO reputation in a positive direction. 

As such press citations measure of CEO reputation can be considered as a true 

measure of actual as well as market perception of CEO reputation. 

 As CEO’s develop their reputation over a number of years therefore, 

following prior literature, CEO reputation has been measured by taking sum of the 

number of articles mentioning the name of a CEO along their company name over a 

prior rolling five year period (t-1 to t-5) (Baik, Farber and Lee 2011; Francis et al. 

2008; Milbourn 2003). For example for the year 2004, the sum of the number of 

articles for the year 1999 – 2003 has been taken.
29

 Consistent with prior literature, 

the name of a CEO is combined with the name of all the companies a CEO has been 

serving during the time period of this study (Milbourn 2003; Rajgopal, Shevlin and 

Zamora 2006; Francis et al. 2008; Baik, Farber and Lee 2011).
30

 

 Scholars may argue that the tone of the press articles about a CEO may be 

negative which could infer that a CEO has a poor image (negative reputation) in the 

market but erroneously being included in the sample of good reputation CEO’s. To 

overcome this concern, a number of prior studies have performed validity checks and 

these support the press-based measure of CEO reputation (Baik, Farber and Lee 

2011; Francis et al. 2008; Milbourn 2003; Rajgopal, Shevlin and Zamora 2006). For 

instance, Baik, Farber, and Lee (2011) randomly selected 100 CEOs in their sample 

and then 10 news articles for each CEO. They found that 94 percent of the selected 

articles have a positive or neutral tone about CEOs, therefore validating the press 

                                                

29 
 Following Baik, Farber, and Lee (2011), an article is counted only once regardless of the number of times, the CEO name 

given in an article. Further an article has been counted as many times as published, because the republication of the same 

article suggests that the CEO is highly reputed. In addition to this, the CEO reputation is measured by taking sum of 

number of articles mentioning the name of CEO over the prior 3, 2 and 1 year periods. 
30 

 Searches are made for news articles from all Australian and international news wires, newspapers and all other publications 

available in Dow Jones (Factiva) database. 
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citations as a positive assumption of the CEO reputation. Similarly Francis et al. 

(2008) also measure the CEO reputation using the press and performed a similar 

validity test of the assumption by reading a random sample of 500 articles.  

According to Francis et al. (2008) conclude almost 95% of the articles have a neutral 

to favourable tone about firm and CEOs.
31

 

2.4.3.3 Control Variables 

 To empirically test H1 to H4, a number of control variables have been 

included in the analysis.
32

 From analyst attributes, number of analyst following a 

firm (Follow) is included. This is because, prior research shows a positive (negative) 

relationship between Accuracy (Dispersion, Bias) and Follow (Lang and Lundholm 

1996; Gul, Hutchinson and Lai 2013; Duru and Reeb 2002). Therefore, the 

expectation is to get similar coefficients on variable Follow. Forecast horizon 

(Horizon) is also included as prior literature suggests that Horizon has a negative 

(positive) relationship with Accuracy (Dispersion, Bias) (Behn, Choi and Kang 

2008; Duru and Reeb 2002). Dispersion has also been included to control for 

forecast accuracy and bias, because accuracy and bias are likely to be lower for firms 

with high dispersion in their forecasts (Duru and Reeb 2002). 

 Several firm characteristics have been included as control variables 

consistent with prior literature. Firm size (Size) is included as prior literature 

suggests that Size has a positive (negative) relationship with forecast accuracy and 

analyst following (dispersion) (Lang and Lundholm 1996). Surprise (Surp) is 

included as there is an evidence that forecast accuracy (dispersion, forecast bias) is 

lower (higher) for firms having greater earnings surprise (Lang and Lundholm 1996). 

Prior research suggests that forecast accuracy is relatively lower and bias is high for 

firms reporting loss (Hwang, Jan and Basu 1996), therefore Loss has also been 

included. Volatility (Sd_Roe) is also included because there is evidence that forecast 

accuracy (bias, dispersion and analyst following) has a negative (positive) 

                                                

31 
 Similar to this, Milbourn (2003) also performed a validity test of the  press based positive assumption by selecting 50 

CEOs in each year of his sample period and analysed related articles. After performing test,  Milbourn (2003) concluded 

that around 20 percent of the articles are highly positive (favourable) for CEOs and 90 percent of the selected articles are 

neutral (non-negative). 
32 

 For ease of explanation, the firm and time subscripts are removed while labelling the variables following prior literature 

(Behn, Choi and Kang 2008). 
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relationship with earnings volatility (Kross, Ro and Schroeder 1990; Lang and 

Lundholm 1996; O'Brien and Bhushan 1990). This is because it may be complex for 

analysts to provide accurate earnings forecasts for firms having high volatile stocks 

and earnings (Kross, Ro and Schroeder 1990; Lang and Lundholm 1996). There is 

evidence that earnings quality has a positive (negative) relationship with forecast 

accuracy and analyst following (dispersion) (Byard, Li and Weintrop 2006; Behn, 

Choi and Kang 2008; Gul, Hutchinson and Lai 2013), therefore, auditor (Big4) has 

been included. 

 In addition to the firm characteristics, the level of internal and external 

governance could also influence properties of analysts’ forecasts. Institutional 

ownership (Inst_Own) is included as prior research posits a positive relationship 

between number of analyst following and institutional ownership (Bhushan 1989). 

Thus the expectation is to get similar coefficient on Inst_Own. Beekes and Brown 

(2006) suggest that the firms having high quality governance structure provide more 

informative disclosures, attracting more analysts towards a firm.  Therefore, internal 

governance variables include board independence (P_B_Ind) and audit committee 

independence (P_Ac_Ind). 

2.4.4 Regression Models 

 The four regression equations utilised to test H1 to H4 respectively are 

notated below. 

Accuracy = β0 + β1Reputation +  β2Dispersion + β3Follow + β4Horizon + β5Surp + 

β6Size + β7Lev + β8Sd_Roe + β9Loss + β10Big4 + β11CEO_Age + 

β12P_B_Ind + β13P_Ac_Ind + β14Inst_Own + Year + ε                       (1) 

Bias = β0 + β1Reputation +  β2Dispersion + β3Follow + β4Horizon + β5Surp + 

β6Size + β7Lev + β8Sd_Roe + β9Loss + β10Big4 + β11CEO_Age + 

β12P_B_Ind + β13P_Ac_Ind + β14Inst_Own + Year + ε                       (2) 

Dispersion = β0 + β1Reputation + β2Follow + β3Horizon + β4Surp + β5Size + β6Lev 

+ β7Sd_Roe + β8Loss + β9Big4 + β10CEO_Age + β11P_B_Ind + 

β12P_Ac_Ind + β13Inst_Own + Year + ε                                              (3) 
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Follow = β0 + β1Reputation + β2Horizon + β3Surp + β4Size + β5Lev + β6Sd_Roe + 

β7Loss + β8Big4 + β9CEO_Age + β10P_B_Ind + β11P_Ac_Ind + 

β12Inst_Own + Year + ε                                                                      (4) 

Please refer to Appendix 1 for definition of the variables. 

2.4.5 Data Analysis and Econometric Issues 

 One of the problems that arises in panel data regression is the unequal 

variance of the error term (known as heteroscedasticity problem) which violates the 

assumption of linear regression (Wooldridge 2002). In linear regression, it is 

assumed that there is an equal variance across error term of the multiple observations 

(homoscedasticity) (Gujarati 2011; Wooldridge 2002). Another common problem in 

panel data regression is autocorrelation where the error term of multiple observations 

of a firm is correlated across multiple years. Simply put the error term for a firm i in 

period t is correlated with error term for the firm i in period t-1, which violates the 

assumption of a linear regression (Gujarati 2011). The problem of autocorrelation in 

a panel / time-series data can be identified using Durbin-Watson test. To overcome 

heteroscedasticity and auto correlation, Huber - White’s robust t-statistic have been 

widely reported in prior studies (Francis et al. 2008; Duru and Reeb 2002). As such, 

a similar approach is therefore adopted in this study as well. 

 Pooled ordinary least squares (OLS) regression can provide biased results 

by ignoring heterogeneity of characteristics that exists between firms. The 

coefficients in pooled regression are always constant and do not change among 

subjects of study (Gujarati 2011). To overcome such a problem, firm fixed effects 

are included in panel regressions of this study. These successfully allow for each 

firm in the sample to have its own intercept which does not change across time, and 

this also simultaneously controls for the effect of omitted variables on dependent 

variables in regression equation (Cornett, McNutt and Tehranian 2009), resulting in 

more accurate results. 

 Another major concern in linear regression is that the error term should not 

be correlated with any of the regressor in the equation. If this is the case, then the 

correlated regressor is no more a true predictor of the outcome variable (Wooldridge 

2002). The results from such regressions are therefore biased because of the 

influence of omitted variables on the outcome variable. Such a problem in regression 
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is called “endogeneity” and the correlated regressor is consequently labelled as an 

endogenous regressor. Endogeneity problems can also arise due to a measurement 

error in the regressor, simultaneous equation bias and / or auto-correlation in the 

error term of the regression equation (Gujarati 2011; Wooldridge 2002). To deal 

with the potential endogeneity problem, firm fixed effects and instrumental variable 

approach (also known as two stage least square approach) is applied in this study. 

 If one of the key variables on left hand side of a regression equation is a 

choice variable and data is missing for several observations for that variable, then 

sample used for analysis remains no longer a true representative of population (Guo 

and Fraser 2014). Therefore, results from such a study could be biased. Such 

problem has been highlighted in prior literature as a self-selection bias. To deal with 

any potential self-selection bias, Heckman (1976) two step approach is utilised. 
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 Data Analysis 

2.5.1 Univariate Analysis 

 Table 2.4 reports the descriptive statistics for the variables used in 

regression analysis. The mean (median) analyst forecast accuracy (Accuracy) is -

0.5030 (-0.0125) and consistent with prior Australian studies (Chang, Hooi and Wee 

2014), which implies that the mean (median) difference between analyst forecasts 

and actual earnings is around 50.3 (1.2) percent of the lagged stock price. The mean 

(median) forecast bias (Bias) is 0.2768 (0.0027) suggesting that on average analyst 

forecasts remains optimistic. The mean (median) dispersion (Dispersion) is 0.0108 

(0.0042), suggesting that average analyst forecast dispersion is 1.0 (0.4) percent of 

the lagged stock price. The mean (median) number of press articles over the prior 5 

year (Press_5Y) and 3 year (Press_3Y) is 4.2435 (4.4543) and 4.0738 (4.2904) 

respectively. This suggests that over the prior 5 year and 3 year period average 

number of articles with the name of a CEO are 69.7 and 58.7 respectively. Mean 

values for abnormally high CEO reputation (High_5Y = 0.4411 and High_3Y = 

0.4419) suggest that almost 44 percent of the firms lie in the top quintile for the 

decile rank of the number of press citations. 

 Analysing the control variables, the mean (median) number of analyst 

following (Follow) is 1.3090 (1.3350), implying that, on average, 3.7 number of 

analysts follow a firm in the sample. The mean (median) forecast horizon (Horizon) 

is 4.9494 (5.0093), indicating that average number of days between the date of 

forecast announcement and the end of fiscal year is 141 days. The mean (median) 

surprise (Surp) is 0.1389 (0.0496), implying that the average change in earnings of a 

firm for the current year is 13.8 (4.9) percent of the lagged stock price. The average 

leverage (Lev) is 2.0493, whereas firm size (Size), the natural logarithm of total 

assets is 20.0330 equal to $499 million. The average volatility – standard deviation 

of return on equity (Sd_Roe) is 0.0919. The mean value for Big4 and Loss is 0.8028 

and 0.2178 respectively, suggesting that 80% of the sample firms have big 4 auditor 

and 21 percent of the sample firms reported a loss. The average logarithm of 

CEO_Age is 4.072, which is equal to 59 years. The mean value for percentage of 

board independence (P_B_Ind) is 0.4999 suggesting that 50 percent of the board 

members are independent on average. Audit committee independence (P_Ac_Ind) 

has a mean value of 0.7188, implying that on average, audit committees have 72 
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percent independent members. Finally, the average percentage of shares held by 

institutions (Inst_Own) is 24.2 percent. 

Table 2.4: Descriptive Statistics 

Variables N Mean Median Std Min Max P1 P99 

Accuracy 2561 -0.5030 -0.0125 3.0451 -32.1230 -0.0003 -17.2880 -0.0004 

Bias 2561 0.2768 0.0027 2.5034 -4.3915 26.3688 -3.2711 14.7835 

Dispersion 2561 0.0108 0.0042 0.0279 0 0.2938 0 0.1348 

Follow 2561 1.3090 1.3350 0.9767 0 3.0349 0 2.8543 

Horizon 2561 4.9494 5.0093 0.3811 2.3025 5.7589 2.7080 5.5477 

Surp 2561 0.1389 0.0496 0.2408 0.0002 1 0.0006 1 

Press_5Y 2561 4.2435 4.4543 1.5769 0 6.7369 0 6.7369 

Press_3Y 2526 4.0738 4.2904 1.5131 0 6.4167 0 6.4167 

High_5Y 2525 0.4411       

High_3Y 2525 0.4419       

Lev 2560 2.0823 1.7399 1.5484 -1.4452 12.2533 0 12.2533 

Size 2561 20.0330 19.8119 2.0045 14.6319 24.7727 16.3269 24.7727 

Sd_Roe 2561 0.0919 0.0330 0.2492 0.0018 4.8821 0.0018 0.8582 

Big4 2561 0.8028       

Loss 2561 0.2178       

CEO_Age 2561 4.0723 4.0604 0.1264 3.4011 4.3567 3.7376 4.3567 

P_B_Ind 2561 0.4999 0.5000 0.2398 0 0.8750 0 0.8750 

P_Ac_Ind 2561 0.7188 0.7500 0.3186 0 1 0 1 

Inst_Own 2561 24.2570 20.0300 17.2979 0.0900 67.8400 0.3350 67.8400 

Please refer to Appendix-1 for definition of variables 

2.5.2 Bi-Variate Analysis 

 Table 2.5 shows results for the Pearson correlation matrix for the 

regression variables with significance level. Most of the variables are significantly 

correlated at the 1 percent level. The univariate correlation suggests that forecast 

accuracy (Accuracy) is significantly correlated with CEO reputation (Press_3Y, 

High_5Y and High_3Y) except the proxy of Press_5Y.  Correlation between forecast 

bias and CEO reputation is significant on High_5Y. Dispersion appears to be 

insignificantly correlated with CEO reputation. Analyst following (Follow) is 

significant with all CEO reputation measures and control variables.  

 Further the CEO reputation appears to be positively correlated with Size, 

Big4, CEO_Age, and governance variables (P_B_Ind, P_Ac_Ind, Inst_Own), and 

negatively correlated with earnings volatility (Sd_Roe) and Loss. The magnitude of 

correlation indicates that there are no significant multicollinearity issues in the 

analysis.
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Table 2.5: Pearson Correlation Matrix           

Panel A: Variable Accuracy to High_3Y       

  Accuracy Bias Dispersion Follow Horizon Surp Press_5Y Press_3Y High_5Y High_3Y 

Accuracy 

          Bias -0.8159*** 

         Dispersion -0.1349*** 0.006         

Follow 0.1799*** -0.1608*** 0.0547***        
Horizon -0.0717*** 0.0663*** 0.0059*** 0.268***       

Surp -0.556*** 0.4329*** 0.2417*** -0.2792*** -0.0726***      

Press_5Y 0.0302 -0.0134 -0.0111 0.4368*** 0.1458*** -0.1125***     

Press_3Y 0.0341* -0.0159 -0.0113 0.4299*** 0.141*** -0.1039*** 0.9795***    

High_5Y 0.0663*** -0.0358* -0.0111 0.438*** 0.1337*** -0.1382*** 0.6855*** 0.6677***   

High_3Y 0.046** -0.0165 -0.0291 0.4318*** 0.1357*** -0.118*** 0.6765*** 0.6853*** 0.8813***  

Lev -0.0204 0.0151 -0.0158 0.1461*** 0.0758*** 0.0545*** 0.0401** 0.0399** 0.0523*** 0.0386** 

Size  0.1681*** -0.1543*** -0.0403** 0.7412*** 0.2278*** -0.1876*** 0.4076*** 0.4025*** 0.4257*** 0.4229*** 

Sd_Roe -0.0836*** 0.0957*** 0.051*** -0.2145*** -0.1631*** 0.0966*** -0.0559*** -0.0473** -0.0899*** -0.0667*** 

Big4 0.0932*** -0.0913*** 0.0178 0.3493*** 0.2057*** -0.08*** 0.169*** 0.1641*** 0.1745*** 0.1724*** 

Loss -0.2098*** 0.2500*** 0.1139*** -0.3904*** -0.1589*** 0.1923*** -0.1078*** -0.1063*** -0.1649*** -0.1527*** 
CEO_Age 0.0236 -0.0253 -0.0095 0.0707*** 0.064*** -0.0478*** 0.1022*** 0.0723*** 0.1133*** 0.0993*** 

P_B_Ind 0.114*** -0.1165*** -0.0508*** 0.3518*** 0.1117*** -0.1375*** 0.2702*** 0.2596*** 0.2539*** 0.2403*** 

P_Ac_Ind 0.05*** -0.0540*** -0.0084 0.2327*** 0.0575*** -0.021 0.1778*** 0.1708*** 0.1717*** 0.1575*** 

Inst_Own 0.079*** -0.0689*** -0.0099 0.3398*** 0.121*** -0.1541*** 0.1821*** 0.1774*** 0.1484*** 0.1552*** 

Panel B: Variable Lev to Inst_Own       

  Lev Size Sd_Roe Big4 Loss CEO_Age P_B_Ind P_Ac_Ind Inst_Own 

 Lev           

Size  0.2641***            

Sd_Roe -0.0919*** -0.2902***           

Big4 0.0989*** 0.4061*** -0.1284***          

Loss -0.1409*** -0.4196*** 0.3019*** -0.1991***       

CEO_Age -0.0345* 0.1004*** -0.1024*** 0.0077 -0.1089***        

P_B_Ind 0.0678*** 0.3542*** -0.109*** 0.1814*** -0.2122*** 0.0405***       
P_Ac_Ind 0.0471** 0.2358*** -0.0873*** 0.1283*** -0.1274*** 0.0287 0.8222***      

Inst_Own 0.0387** 0.254*** -0.0774*** 0.184*** -0.1716*** -0.0009 0.2188*** 0.1327***     

* p<0.1; ** p<0.05; *** p<0.01, Please refer to Appendix-1 for definition of variables
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 The correlations among control variables are generally low except the 

correlation between Follow and Size, and P_B_Ind and P_Ac_Ind. As expected 

Accuracy is positively correlated with Follow and Size, and negatively correlated 

with Dispersion, Horizon and Surp. The positive correlation between Bias and 

Horizon, and Bias and Surp also makes sense, that longer forecast horizon and 

greater earnings surprise leads to large forecast bias. Similarly, the positive high 

correlation between Follow and Size is also understandable because the larger firms 

are followed by more analysts. 

2.5.3 Multivariate Analysis 

2.5.3.1 CEO Reputation and Properties of Analyst Forecasts 

 Table 2.6 reports the results of the relationship between CEO reputation 

and all four analyst forecast properties over a 12-month horizon. Columns 1 to 8 

report the results for pooled ordinary least squares (OLS) regressions with Huber – 

White robust t-statistic including industry and year dummies , whereas columns 9 to 

16 provide the results clustered by firm (controlling firm fixed effects).
33

 

 Columns 1 and 2 report the outcome for the relationship between CEO 

reputation (measured using Press_5Y and Press_3Y), and analyst forecast accuracy 

(Accuracy). The variables Press_5Y and Press_3Y are significant with a negative 

coefficient (t-statistic = 3.0260 and 2.2256). As predicted, results support H1 and 

bolster the argument of rent extraction behaviour of reputed CEOs, with reputation 

negatively related to analyst forecast accuracy. Results on control variables provide 

mixed results comparing with prior literature. Column 1 illustrates that coefficients 

on Horizon, Surp, and Loss are negative and significant (Lang and Lundholm 1996; 

Behn, Choi and Kang 2008; Gul, Hutchinson and Lai 2013). This suggests that 

longer forecast horizon, change in earnings and loss reporting firms lead to lower 

analyst forecast accuracy.  

 As predicted, coefficient on Size shows a positive and significant 

coefficient, and supports the prior literature that larger firms tend to have greater 

                                                

33 
 Using White’s robust regression successfully overcome the problem of heteroscedasticity and auto-correlation, whereas 

firm clustering allows each firm to have their own intercept for multiple years considering the heterogeneity of 

characteristics between firms (Gujarati 2011). 
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forecast accuracy (Lang and Lundholm 1996; Behn, Choi and Kang 2008; Gul, 

Hutchinson and Lai 2013). The adjusted R-square of 33% reports the explanatory 

power of the model. Column 2 also yields quantitatively similar results. 

 Table 2.6 columns 3 and 4 report the results for the relationship between 

CEO reputation and analyst forecast bias (Bias). Columns 3 and 4 indicate that CEO 

reputation variables Press_5Y and Press_3Y are significant with a positive 

coefficient having t-statistic of 3.1231 and 2.7513 respectively. It supports H2 of this 

study, and shows that analyst provide optimistic forecasts for firms with reputed 

CEOs. Column 3 shows that the control variables Surp, Loss and Horizon (Follow) 

have positive (negative) and significant coefficient. This is consistent with prior 

literature (Duru and Reeb 2002), and suggests that firms having greater earnings 

surprise, reporting loss and longer forecast horizon tend to have higher forecast bias, 

whereas large number of analyst following leads to decrease the bias in analyst 

forecasts. Other control variables Lev, Sd_Roe, CEO_Age, and Inst_Own remain 

positive and insignificant, whereas Big4, P_B_Ind and P_Ac_Ind negatively 

insignificant. The adjusted R-square of 0.20 reports the explanatory power of the 

model. Results for column 4 also reports quantitatively similar results. 

 Table 2.6 columns 5 and 6 report the results for the relationship between 

CEO reputation and forecast dispersion. Columns 5 and 6 indicate that CEO 

reputation variables Press_5Y and Press_3Y are significant with a positive 

coefficient having t-statistic of 1.6792 and 1.9832 respectively. It supports H3 of this 

study, and suggests that the disagreement among analyst forecasts increase with 

CEO reputation. Column 5 shows that the control variables Surp and Loss have 

positive and significant coefficient. This is consistent with prior literature (Gul, 

Hutchinson and Lai 2013; Behn, Choi and Kang 2008), and implies that firms having 

greater earnings surprise and reporting loss tend to have high dispersion. Consistent 

with Lang and Lundholm (1996), Size is negatively related to Dispersion. Corporate 

governance variable P_B_Ind is positively significant having t-statistic 3.0431, 

whereas P_Ac_Ind is negatively significant with t-statistic 2.6808. The adjusted R-

square of 0.31 reports the explanatory power of the model. Results for column 6 

remain quantitatively similar to as reported for column5. 



50 

 

 Table 2.6 columns 7 and 8 report results for the relationship between CEO 

reputation and number of analyst following (Follow) a firm. As expected CEO 

reputation variables Press_5Y and Press_3Y are positive and significant with a t-

statistic of 7.3319 and 8.1154 respectively.  It supports H4 of this study, and 

suggests that greater number of analysts follow a firm with reputed CEO. Column 7 

shows that control variables Horizon, Sd_Roe, Size, Big4 and Inst_Own report a 

positive and significant coefficient. It supports the prior literature that analyst 

following is higher for large firms and firm having higher institutional ownership 

(Lang and Lundholm 1996; Bhushan 1989). Further Surp and Loss possess negative 

and significant coefficient. The adjusted R-square of 0.65 reports the explanatory 

power of the model. Results are quantitatively similar in Column 8 as well. 

 Table 2.6 columns 9 to 16 reports the results for the relationship between 

CEO reputation and all four properties of analyst forecasts controlling for firm fixed 

effects. Columns 9 and 10 show that CEO reputation variables Press_5Y and 

Press_3Y yield similar results as compared to columns 1 and 2 with a t-statistic of 

2.8362 and 2.1352 respectively. Columns 11 and 12 suggest a significant and 

positive association between Press_5Y and Press_3Y and Bias, with a t-statistic of 

3.0038 and 2.6747 respectively (similar to columns 3 and 4). Further in columns 13 

and 14 variables Press_5Y and Press_3Y also report positive coefficient with a t-

statistic of 1.3432 and 1.6549 respectively. Columns 15 and 16 show that, Press_5Y 

and Press_3Y are positively associated with analyst following with a t-statistic of 

4.3471 and 5.0048 respectively. Results for control variables and model summary 

also remain quantitatively similar in the fixed effects model compared to robust 

regression model. 

2.5.3.2 Abnormally High CEO Reputation and Properties of Analysts 

Forecasts 

 If CEO reputation has a significant effect on properties of analyst 

forecasts, then this relationship should be stronger in firm years where a CEO 

reputation is higher than normal. For this purpose, a dummy variable has been 

created which is equal to 1 if the decile rank for number of press citations by 

industry and year lies in the top quintile. Table 2.7 reports results for relationship 

between high CEO reputation (High_5Y and High_Rep_3) and properties of analyst 

forecasts.
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Table 2.6: CEO Reputation (Log of Number of Press Citations) and Analyst Mean Forecast Properties across a 12 Month Period 

                                         Robust Regression                                                                                                                    Firm Fixed Effects                                                

 Forecast Accuracy Forecast Bias Dispersion Analyst Following Forecast Accuracy Forecast Bias Dispersion Analyst Following 

 Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 Column 10 Column 11 Column 12 Column 13 Column 14 Column 15 Column 16 

Reputation  -0.1200 -0.0966 0.1131 0.1076 0.0008 0.0010 0.0657 0.0751 -0.1200 -0.0966 0.1131 0.1076 0.0008 0.0010 0.0657 0.0751 

 (3.0260)*** (2.2256)** (3.1231)*** (2.7513)*** (1.6792)* (1.9832)** (7.3319)*** (8.1154)*** (2.8362)*** (2.1352)** (3.0038)*** (2.6747)*** (1.3432) (1.6549)* (4.3471)*** (5.0048)*** 

Dispersion 9.6279 9.6916 -8.9752 -9.0077     9.6279 9.6916 -8.9752 -9.0077     

 (2.8732)*** (2.8523)*** (2.9503)*** (2.9338)***     (2.7024)*** (2.6831)*** (3.0018)*** (2.9834)***     

Horizon -1.1013 -1.0990 0.7544 0.7519 -0.0001 -0.0001 0.1454 0.1446 -1.1013 -1.0990 0.7544 0.7519 -0.0001 -0.0001 0.1454 0.1446 

 (5.9400)*** (5.9026)*** (4.7162)*** (4.6828)*** (0.0250) (0.0124) (4.6213)*** (4.5965)*** (5.7955)*** (5.7588)*** (4.6846)*** (4.6489)*** (0.0242) (0.0120) (4.7677)*** (4.7548)*** 

Follow 0.0317 0.0286 0.1322 0.1322 0.0016 0.0014   0.0317 0.0286 0.1322 0.1322 0.0016 0.0014   

 (0.3683) (0.3331) (1.7220)* (1.7291)* (0.9708) (0.8471)   (0.3475) (0.3158) (1.6539)* (1.6648)* (0.8101) (0.7000)   

Surp -6.9111 -6.9455 4.0575 4.0588 0.0684 0.0677 -0.5226 -0.5203 -6.9111 -6.9455 4.0575 4.0588 0.0684 0.0677 -0.5226 -0.5203 

 (9.7732)*** (9.7237)*** (6.3227)*** (6.2662)*** (5.3580)*** (5.2908)*** (9.9887)*** (9.9571)*** (9.8867)*** (9.8447)*** (6.0880)*** (6.0331)*** (4.4626)*** (4.4051)*** (8.2916)*** (8.3233)*** 

Lev -0.0523 -0.0501 0.0539 0.0535 -0.0003 -0.0003 -0.0015 -0.0020 -0.0523 -0.0501 0.0539 0.0535 -0.0003 -0.0003 -0.0015 -0.0020 

 (0.7302) (0.6932) (0.8769) (0.8636) (0.7946) (0.7334) (0.2471) (0.3258) (0.6637) (0.6316) (0.8214) (0.8097) (0.6735) (0.6198) (0.1543) (0.2066) 

Sd_Roe 0.1424 0.1439 0.0972 0.0891 0.0025 0.0022 0.1151 0.1064 0.1424 0.1439 0.0972 0.0891 0.0025 0.0022 0.1151 0.1064 

 (0.6374) (0.6400) (0.4676) (0.4268) (0.4967) (0.4482) (3.2368)*** (3.0599)*** (0.5580) (0.5594) (0.4137) (0.3779) (0.3676) (0.3322) (2.3229)** (2.2230)** 

Size 0.1040 0.0990 -0.1160 -0.1149 -0.0029 -0.0029 0.3141 0.3109 0.1040 0.0990 -0.1160 -0.1149 -0.0029 -0.0029 0.3141 0.3109 

 (2.3744)** (2.2026)** (2.7565)*** (2.6593)*** (4.1076)*** (4.0397)*** (42.7181)*** (41.8408)*** (2.1482)** (2.0020)** (2.6158)*** (2.5314)** (3.6598)*** (3.5996)*** (22.5849)*** (22.4889)*** 

Big4 0.2445 0.2400 -0.1059 -0.1051 0.0005 0.0006 0.1390 0.1359 0.2445 0.2400 -0.1059 -0.1051 0.0005 0.0006 0.1390 0.1359 

 (1.3816) (1.3392) (0.6804) (0.6669) (0.1798) (0.2389) (4.4278)*** (4.3025)*** (1.3587) (1.3212) (0.6824) (0.6693) (0.1671) (0.2225) (2.4203)** (2.3903)** 

Loss -0.5675 -0.5822 1.1113 1.1276 0.0102 0.0104 -0.1492 -0.1476 -0.5675 -0.5822 1.1113 1.1276 0.0102 0.0104 -0.1492 -0.1476 

 (3.0249)*** (3.0658)*** (6.8777)*** (6.8699)*** (3.0653)*** (3.1206)*** (4.6936)*** (4.6309)*** (3.0832)*** (3.1242)*** (6.7651)*** (6.7524)*** (2.2085)** (2.2450)** (3.1463)*** (3.1129)*** 

CEO_Age 0.1031 0.0208 0.0055 0.0066 0.0058 0.0059 -0.1154 -0.0827 0.1031 0.0208 0.0055 0.0066 0.0058 0.0059 -0.1154 -0.0827 

 (0.2526) (0.0508) (0.8281) (0.9890) (1.5370) (1.5158) (1.0738) (0.7714) (0.2352) (0.0472) (0.8110) (0.9712) (1.2172) (1.1818) (0.5533) (0.4035) 

P_B_Ind 0.1520 0.1045 -0.1690 -0.1523 -0.0201 -0.0203 0.0954 0.0984 0.1520 0.1045 -0.1690 -0.1523 -0.0201 -0.0203 0.0954 0.0984 

 (0.3772) (0.2568) (0.4807) (0.4298) (3.0431)*** (3.0557)*** (1.0534) (1.0829) (0.3662) (0.2509) (0.4618) (0.4133) (2.4277)** (2.4501)** (0.6161) (0.6429) 

P_Ac_Ind 0.1464 0.1587 -0.0996 -0.1031 0.0132 0.0133 0.0681 0.0646 0.1464 0.1587 -0.0996 -0.1031 0.0132 0.0133 0.0681 0.0646 

 (0.4660) (0.4995) (0.3550) (0.3636) (2.6808)*** (2.6952)*** (1.0618) (0.9998) (0.4569) (0.4917) (0.3421) (0.3505) (2.3304)** (2.3490)** (0.6478) (0.6134) 

Inst_Own -0.0029 -0.0029 0.0017 0.0018 0.0000 0.0000 0.0061 0.0062 -0.0029 -0.0029 0.0017 0.0018 0.0000 0.0000 0.0061 0.0062 

 (0.9553) (0.9630) (0.6307) (0.6580) (0.3481) (0.4744) (7.9378)*** (8.0897)*** (0.9123) (0.9216) (0.6041) (0.6313) (0.3038) (0.4140) (3.9690)*** (4.0436)*** 

Constant 3.5877 3.9530 -2.5222 -2.5751 0.0256 0.0244 -5.5994 -5.6831 3.5877 3.9530 -2.5222 -2.5751 0.0256 0.0244 -5.5994 -5.6831 

 (1.8537)* (2.0102)** (2.3650)** (2.3632)** (0.7138) (0.6715) (11.9887)*** (12.2383)*** (1.6746)* (1.8191)* (2.2487)** (2.2510)** (0.6179) (0.5740) (6.4743)*** (6.7311)*** 

Adj R-Sq 0.33 0.33 0.20 0.20 0.31 0.30 0.65 0.65 0.33 0.33 0.20 0.20 0.31 0.30 0.65 0.65 

F statistic 3.74 3.69 2.32 2.29 5.58 5.30 286.12 286.76 3.81 3.77 2.34 2.31 4.90 4.68 100.77 102.04 

N 2,560 2,525 2,560 2,525 1,623 1,603 2,567 2,532 2,560 2,525 2,560 2,525 1,623 1,603 2,567 2,532 

Year FE Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistic in parenthesis. Please refer to Appendix-1 for definition of variables
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 Table 2.7 columns 1 and 2 show that the CEO reputation has a negative 

coefficient on High_5Y and High_3Y with a t-statistic of 3.0109 and 3.2649 

respectively. Using abnormally high CEO reputation coefficient increased to 0.3460 

and 0.3998 for High_5Y and High_3Y respectively, which is almost 3 times greater 

than coefficient on Press_5Y and Press_3Y. This suggests that effect of abnormally 

high CEO reputation on forecast accuracy is more pronounced than normal CEO 

reputation. 

 Table 2.7 columns 3 and 4 highlight the results for the relationship 

between abnormally high CEO reputation and analyst forecast bias. As expected the 

coefficient on High_5Y and High_3Y is positive and significant with a t-statistic of 

3.2120 and 3.4779 respectively. It suggests that the forecast bias increase with an 

increase in CEO reputation. 

 Table 2.7 columns 5 and 6 illustrate the results for the relationship between 

abnormally high CEO reputation and analyst forecast dispersion. As expected, the 

coefficient on High_5Y is positive and significant with a t-statistic of 2.0374. It 

suggests that disagreement among analyst forecasts increase when CEO’s have 

higher reputation. One of the reason could be that greater amount of information on 

press may be interpreted by analysts in different ways to speculate future earnings of 

firms. Another reason could be that the analysts expect higher earnings for such 

firms due higher reputation of CEOs. However, coefficient on High_3Y turns to 

insignificant. This is in accordance with the argument that CEOs develop their 

reputation over a period of time, therefore High_5Y could be a better measure of 

CEO abnormally high reputation as compared to High_Rep_3. 

Table 2.7 columns 7 and 8 exhibit the relationship between CEO abnormally 

high reputation and number of analyst following. Results provide a positive and 

significant coefficient on High_5Y and High_3Y with t-statistic of 8.0602 and 7.9574 

respectively. Coefficients on High_5Y and High_3Y also improved to 0.2221 and 

0.2167 respectively as compared to Table 2.6 columns 7 and 8 (Press_5Y = 0.0657 

and Press_3Y = 0.0751). It implies that analyst attraction toward firms with highly 

reputed CEOs is more pronounced. Columns 9 to 16 report the results after 

controlling for firm and year fixed effects. Results remain quantitatively similar 

except for dispersion model, which becomes insignificant. 
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Table 2.7: High CEO Reputation and Analyst Mean Forecast Properties across a 12 Month Period 

                        Robust Regression                                                                                          Firm Fixed Effects                                    

 Forecast Accuracy Forecast Bias Dispersion Analyst Following Forecast Accuracy Forecast Bias Dispersion Analyst Following 

 High_5Y High_3Y High_5Y High_3Y High_5Y High_3Y High_5Y High_3Y High_5Y High_3Y High_5Y High_3Y High_5Y High_3Y High_5Y High_3Y 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 Column 10 Column 11 Column 12 Column 13 Column 14 Column 15 Column 16 

Reputation -0.3460 -0.3998 0.3585 0.4167 0.0031 0.0016 0.2221 0.2167 -0.3460 -0.3998 0.3585 0.4167 0.0031 0.0016 0.2221 0.2167 

 (3.0109)*** (3.2649)*** (3.2120)*** (3.4779)*** (2.0374)** (1.1336) (8.0602)*** (7.9574)*** (2.8590)*** (3.1701)*** (3.1386)*** (3.4548)*** (1.5983) (0.8689) (4.6002)*** (4.6364)*** 

Dispersion 11.1418 10.9410 -9.5373 -9.3285     11.1418 10.9410 -9.5373 -9.3285     

 (3.3477)*** (3.2636)*** (3.1712)*** (3.1166)***     (3.1198)*** (3.0271)*** (3.1740)*** (3.1112)***     

Horizon -1.0486 -1.0424 0.6535 0.6469 -0.0011 -0.0010 0.1474 0.1450 -1.0486 -1.0424 0.6535 0.6469 -0.0011 -0.0010 0.1474 0.1450 

 (5.1858)*** (5.1715)*** (3.7580)*** (3.7297)*** (0.2268) (0.2084) (4.9636)*** (4.8033)*** (4.9841)*** (4.9687)*** (3.6662)*** (3.6363)*** (0.2189) (0.2014) (4.9075)*** (4.7910)*** 

Follow -0.0018 0.0057 0.1432 0.1352 0.0012 0.0016   -0.0018 0.0057 0.1432 0.1352 0.0012 0.0016   

 (0.0206) (0.0649) (1.8635)* (1.7713)* (0.8006) (1.0188)   (0.0188) (0.0594) (1.7294)* (1.6393) (0.6636) (0.8433)   

Surp -7.5634 -7.5431 4.4244 4.4034 0.0668 0.0666 -0.5056 -0.5144 -7.5634 -7.5431 4.4244 4.4034 0.0668 0.0666 -0.5056 -0.5144 

 (10.4731)*** (10.4685)*** (6.7874)*** (6.7780)*** (5.6279)*** (5.5993)*** (10.5513)*** (10.7212)*** (10.3068)*** (10.3018)*** (6.4257)*** (6.4137)*** (4.6287)*** (4.6118)*** (8.7056)*** (8.8652)*** 

Lev -0.0638 -0.0669 0.0628 0.0662 -0.0003 -0.0003 -0.0024 -0.0009 -0.0638 -0.0669 0.0628 0.0662 -0.0003 -0.0003 -0.0024 -0.0009 

 (0.9056) (0.9506) (1.0306) (1.0855) (0.7104) (0.6981) (0.3805) (0.1485) (0.7333) (0.7714) (0.8551) (0.9027) (0.5960) (0.5961) (0.2342) (0.0925) 

Sd_Roe -0.0170 0.0173 0.2222 0.1863 0.0022 0.0020 0.1099 0.0936 -0.0170 0.0173 0.2222 0.1863 0.0022 0.0020 0.1099 0.0936 

 (0.0628) (0.0634) (0.8854) (0.7332) (0.4435) (0.4055) (3.1986)*** (2.7373)*** (0.0542) (0.0550) (0.7394) (0.6105) (0.3285) (0.2989) (2.4400)** (2.0534)** 

Size 0.1130 0.1178 -0.1064 -0.1117 -0.0028 -0.0027 0.3100 0.3096 0.1130 0.1178 -0.1064 -0.1117 -0.0028 -0.0027 0.3100 0.3096 

 (2.5011)** (2.6149)*** (2.5163)** (2.6295)*** (4.2601)*** (4.1663)*** (43.4528)*** (42.9764)*** (2.1660)** (2.2627)** (2.2794)** (2.3837)** (3.8089)*** (3.7187)*** (22.6742)*** (22.6010)*** 

Big4 0.0139 0.0103 0.0225 0.0264 0.0012 0.0012 0.1470 0.1489 0.0139 0.0103 0.0225 0.0264 0.0012 0.0012 0.1470 0.1489 

 (0.0754) (0.0562) (0.1387) (0.1632) (0.4875) (0.4643) (4.8485)*** (4.8823)*** (0.0754) (0.0562) (0.1419) (0.1670) (0.4518) (0.4303) (2.6480)*** (2.6675)*** 

Loss -0.7495 -0.7425 1.2874 1.2801 0.0116 0.0116 -0.1501 -0.1533 -0.7495 -0.7425 1.2874 1.2801 0.0116 0.0116 -0.1501 -0.1533 

 (3.6259)*** (3.5964)*** (7.1326)*** (7.1101)*** (3.4002)*** (3.3829)*** (4.8477)*** (4.9516)*** (3.4775)*** (3.4520)*** (6.7367)*** (6.7202)*** (2.3723)** (2.3628)** (3.2217)*** (3.2862)*** 

CEO_Age 0.0667 0.0712 0.0041 0.0041 0.0060 0.0067 -0.1366 -0.1284 0.0667 0.0712 0.0041 0.0041 0.0060 0.0067 -0.1366 -0.1284 

 (0.1622) (0.1719) (0.6241) (0.6223) (1.6167) (1.8150)* (1.3099) (1.2354) (0.1495) (0.1586) (0.5983) (0.5967) (1.2730) (1.4175) (0.6678) (0.6297) 

P_B_Ind -0.2218 -0.2221 0.2499 0.2497 -0.0202 -0.0199 0.1248 0.1305 -0.2218 -0.2221 0.2499 0.2497 -0.0202 -0.0199 0.1248 0.1305 

 (0.4997) (0.5031) (0.6414) (0.6405) (3.1861)*** (3.1382)*** (1.4102) (1.4788) (0.4857) (0.4897) (0.6200) (0.6186) (2.5298)** (2.4950)** (0.8369) (0.8781) 

P_Ac_Ind 0.6299 0.6248 -0.5073 -0.5019 0.0135 0.0136 0.0294 0.0319 0.6299 0.6248 -0.5073 -0.5019 0.0135 0.0136 0.0294 0.0319 

 (1.6754)* (1.6613)* (1.5300) (1.5132) (2.8602)*** (2.8561)*** (0.4703) (0.5119) (1.6084) (1.5972) (1.4497) (1.4357) (2.4715)** (2.4671)** (0.2916) (0.3196) 

Inst_Own -0.0008 -0.0007 0.0002 0.0000 -0.0000 -0.0000 0.0064 0.0063 -0.0008 -0.0007 0.0002 0.0000 -0.0000 -0.0000 0.0064 0.0063 

 (0.2738) (0.2140) (0.0684) (0.0014) (0.0756) (0.0876) (8.3457)*** (8.2380)*** (0.2593) (0.2027) (0.0650) (0.0013) (0.0648) (0.0755) (4.1219)*** (4.0789)*** 

Constant 3.0983 2.9758 -1.9635 -1.8503 0.0301 0.0252 -5.3307 -5.3508 3.0983 2.9758 -1.9635 -1.8503 0.0301 0.0252 -5.3307 -5.3508 

 (1.5449) (1.4827) (1.6954)* (1.6128) (0.8797) (0.7412) (11.7408)*** (11.7848)*** (1.3840) (1.3252) (1.6040) (1.5226) (0.7598) (0.6380) (6.2486)*** (6.2722)*** 

Adj R-Sq 0.34 0.34 0.21 0.21 0.31 0.31 0.65 0.65 0.34 0.34 0.21 0.21 0.31 0.31 0.65 0.65 

F statistic 4.36 4.30 2.67 2.66 5.97 6.01    321.95   320.46 4.34 4.31 2.62 2.61 5.23 5.27 112.08 112.76 

N    2,682       2,682    2,682    2,682 1,693 1,693     2,689     2,689 2,682 2,682 2,682 2,682 1,693 1,693 2,689 2,689 

Year FE Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistic in parenthesis. Please refer to Appendix-1 for definition of variab
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2.5.3.3 The Role of CEO Power 

 CEOs having high power may act as a steward and perform in the best 

interest of shareholders or alternatively could get conflict of interest under agency 

theory. As a leading authority in management, the CEO is able to significantly 

influence the decisions regarding firm’s financial reporting. For instance the 

managers being align with the shareholders interest, could provide voluntary 

disclosures (Baik, Farber and Lee 2011), and precise earnings (Han et al. 2014). 

However managers facing conflict of interest could perform earnings management 

and provide poor quality information in capital markets (Mande and Son 2012; 

Lafond and Roychowdhury 2007). Relying on the above arguments, it is 

hypothesised that if the CEO reputation results into lower analyst forecast accuracy 

and lower informative earnings, then this result may be significant when a reputed 

CEO have high power. To test the earnings informativeness and analyst behaviour 

for firms with CEOs having high reputation and power, further analysis has been 

performed.
34

  

 To measure the CEO power, first proxy has been considered following 

Daily and Johnson (1997), as a percentage of interdependent directors on board. 

Interdependent directors are those appointed by a CEO. Such directors may have 

loyalty for the CEO because of being recruited on board (Daily and Johnson 1997). 

Therefore CEO power could be identified through such loyalties and personal 

connections between the board members and the CEO (Daily and Johnson 1997). A 

CEO is considered more powerful, if greater numbers of interdependent directors 

exist on board. For this purpose, a dummy variable (InterDir) is created which is 

equals to 1, if more than 70 percent of the directors on board are appointed by the 

CEO.  

 Second proxy of power suggested by Finkelstein (1992), has been 

measured by considering the number of corporate board memberships held by a 

CEO. Finkelstein (1992) argues that managers improve their personal as well as firm 

value and also maintain contacts in the institutional environment by serving on 

                                                

34 
 In this context prior research suggests that the earnings quality proxy by accruals quality does not worsen when a reputed 

CEO also has high power in a firm (Francis et al. 2008). In this study a different approach than  Francis et al. (2008) has 

been used to measure CEO power and its impact on earnings quality. 
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multiple boards. Thus greater number of directorships held by a CEO represents high 

power. For this purpose, a dummy variable (MulDir) is created, which is equals to 1 

if a CEO have 2 or more directorships at one time. Third proxy used to examine 

CEO power is the compensation ratio of a CEO with top five executives. The value 

of 1 is given to a dummy variable (CPR), if the CEO compensation is higher than the 

top 5 executives of the firm, otherwise 0. The CPR measure of CEO power is in line 

with prior literature (Finkelstein 1992; Mande and Son 2012; Bebchuk, Cremers and 

Peyer 2011) and is considered an important indicator of CEO power. The advantage 

of using CPS is that it explains the importance of CEO as compared to other 

managers in a firm (Bebchuk, Cremers and Peyer 2011). 

 The descriptive statistics (untabulated) for CEO power proxies suggests 

that the mean value for percentage of directors appointed by a CEO is 0.4488. This 

implies that, on average, 44.88% percent of directors are appointed by a CEO. 

Further, the firms where more than 70 percent of the directors are appointed by a 

CEO (InterDir, the proxy of CEO power for this study) represent 20 percent of the 

sample. The mean value for MulDir is 0.3310, suggests that, on average, 33.10 

percent of the directors have more than one board memberships. Finally, the mean 

value for CPR variable suggests that, on average, 93 percent of the CEOs have a 

compensation more than what is paid to the top five executives of a firm.  

 Table 2.8 reports the results for the relationship between CEO reputation 

with power and analyst forecast properties. Table 2.8 columns 1 to 3 highlight that 

there is a negative coefficient on all three measures of CEO power when combined 

with reputation (t-statistic for InterDir*Reputation = 0.9155, MulDir*Reputation = 

1.7975, CPR*Reputation = 1.9736). This suggests that forecast accuracy remains 

lower when a reputed CEO has power, however the relationship is not strengthening. 

Columns 4 to 6 show that the coefficients for analyst forecast bias also remain 

positive on all three measures of CEO power when combined with reputation (t-

statistic for InterDir*Reputation = 0.8870, MulDir*Reputation = 1.9024, 

CPR*Reputation = 2.386). The forecast bias (optimism) remains high and significant 

when a reputed CEO has multiple directorships or high compensation. However, the 

coefficient remains insignificant for forecast accuracy and bias, when a reputed CEO 

has greater number of interdependent directors. Columns 7 to 9 show that the 

coefficient on InterDir*Reputation, and MulDir*Reputation is negative and positive 
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on CPR*Reputation with a t-statistic of 1.7222, 0.3039 and 1.2673 respectively. This 

implies that the dispersion in analyst forecast does not increase / decrease 

significantly when a reputed CEO has power from different sources. Finally, 

columns 10 to 12 provide results for the impact of reputed CEOs with power on 

number of analyst following. Similar to primary results in Table 2.6, coefficients 

remain positive and significant on InterDir*Reputation and CPR*Reputation, but 

insignificant on MulDir*Reputation (t-statistic for InterDir*Reputation = 4.1644, 

MulDir*Reputation = 0.3029, CPR*Reputation = 6.129). The results suggest that 

analyst attraction is higher for firms with CEO having high reputation and power 

(acquired through high compensation and interdependent directors).
35

  

2.5.4 Additional Analysis 

2.5.4.1 Endogeneity Test – 2SLS 

 One of the concerns in this study could be that properties of analyst 

forecasts are influenced by a potential omitted variable in the models. In other 

words, CEO reputation may not be true predictor and the variation in properties of 

analyst forecasts could be caused by another omitted variable through CEO 

reputation, for example CEO ability. If this is the case, then any variation in analyst 

forecast properties indirectly depends upon the omitted variable (CEO ability) 

through endogenous CEO reputation. This creates a question mark on the validity of 

primary results of this study. Initially, to avoid the potential endogeneity of CEO 

reputation and properties of analyst forecasts, the firm fixed effects method has been 

applied. Firm fixed effects successfully control for firm unobserved sources of 

heterogeneity (Ferreira, Ferreira and Raposo 2011). Another way to address the 

potential endogeneity problem is the use of 2SLS. The use of 2SLS is an efficient 

way to deal with the problem of omitted variable and reverse causality (Wooldridge 

2002; Gujarati 2011). Applying 2SLS could help us to isolate the effect of CEO 

reputation on properties of analyst forecasts. For this purpose, the statistical 

equations  

                                                

35 
 Additional analysis is also performed for the association between individual measures of CEO power (InterDir, MulDir 

and CPR) and properties of analyst forecast. Unreported results show that there is no significant evidence of the 

association. 
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Table 2.8: CEO Reputation with CEO Power and Analyst Mean Forecast Properties across a 12 Month Period 

  Forecast Accuracy  Forecast Bias  Dispersion  Analyst Following 

  Column 1 Column 2 Column 3  Column 4 Column 5 Column 6  Column 7 Column 8 Column 9  Column 10 Column 11 Column 12 

InterDir*Reputation  -0.0265    0.0244    -0.0004    0.0240   

  (0.9155)    (0.8870)    (1.7222)*    (4.1644)***   

MulDir*Reputation   -0.0415    0.0392    -0.0001    0.0017  

   (1.7975)*    (1.9024)*    (0.3039)    (0.3029)  

CPR*Reputation    -0.0628    0.0715    0.0004    0.0450 

    (1.9736)**    (2.3865)**    (1.2673)    (6.1291)*** 

Dispersion  9.6030 13.6387 8.2662  -8.9537 -9.7699 -6.5693         

  (2.8604)*** (3.3502)*** (2.2058)**  (2.9464)*** (2.4666)** (1.7192)*         

Horizon  -1.1144 -1.0880 -1.1108  0.7666 0.7067 0.7344  0.0001 0.0034 0.0016  0.1552 0.2142 0.1592 

  (5.9542)*** (4.9183)*** (5.6526)***  (4.7475)*** (3.8650)*** (4.3494)***  (0.0264) (1.2328) (0.7329)  (4.8482)*** (5.1074)*** (4.7783)*** 

Follow  -0.0001 -0.0127 0.0432  0.1620 0.1681 0.1380  0.0021 0.0010 -0.0017     

  (0.0011) (0.1365) (0.4188)  (2.0533)** (1.9809)** (1.5339)  (1.2520) (0.6086) (1.1705)     

Surp  -6.9000 -7.1011 -7.1024  4.0473 3.9713 4.1191  0.0682 0.0619 0.0439  -0.5391 -0.6107 -0.5688 

  (9.7385)*** (8.9849)*** (9.3204)***  (6.2940)*** (5.6917)*** (5.9901)***  (5.3468)*** (5.0103)*** (4.3483)***  (10.2888)*** (10.6400)*** (10.5860)*** 

Lev  -0.0497 -0.0729 -0.0517  0.0513 0.0756 0.0509  -0.0003 -0.0004 0.0002  -0.0032 -0.0031 0.0027 

  (0.6918) (0.9625) (0.6978)  (0.8320) (1.1581) (0.8002)  (0.7783) (1.0773) (0.5236)  (0.5135) (0.4816) (0.4744) 

Sd_Roe  0.1132 0.0478 0.0892  0.1246 0.2117 0.1304  0.0027 0.0044 0.0039  0.1353 0.1349 0.1011 

  (0.5115) (0.2070) (0.3837)  (0.5999) (0.9743) (0.6208)  (0.5306) (0.8017) (0.6368)  (3.5994)*** (3.3703)*** (2.8741)*** 

Size  0.0808 0.1228 0.0762  -0.0941 -0.1313 -0.1008  -0.0028 -0.0018 -0.0024  0.3318 0.3257 0.3149 

  (1.9320)* (2.5541)** (1.6457)*  (2.3752)** (2.9216)*** (2.3400)**  (4.1023)*** (3.8218)*** (3.4799)***  (49.1832)*** (44.3565)*** (44.7531)*** 

Big4  0.2338 0.1540 0.2500  -0.0964 -0.0437 -0.0782  0.0005 0.0021 0.0009  0.1491 0.1593 0.1559 

  (1.3060) (0.8089) (1.3851)  (0.6116) (0.2708) (0.4957)  (0.1776) (1.1137) (0.3694)  (4.6653)*** (4.4879)*** (4.7332)*** 

Loss  -0.5734 -0.5882 -0.5286  1.1167 1.1517 1.1070  0.0103 0.0086 0.0071  -0.1501 -0.1693 -0.1657 

  (3.0698)*** (2.8227)*** (2.6719)***  (6.9257)*** (6.4739)*** (6.5137)***  (3.0811)*** (2.7023)*** (2.8718)***  (4.6747)*** (4.8022)*** (5.0504)*** 

CEO_Age  0.0211 -0.1367 0.2083  0.4044 0.5439 0.1981  0.0077 0.0090 0.0011  -0.0877 0.0114 -0.2097 

  (0.0521) (0.3098) (0.5333)  (1.0401) (1.3067) (0.5509)  (1.8475)* (2.3238)** (0.4045)  (0.8153) (0.1003) (2.2541)** 

P_B_Ind  0.0463 0.1214 -0.0087  -0.0695 -0.1198 -0.0220  -0.0194 -0.0154 -0.0099  0.1555 0.1026 0.1974 

  (0.1173) (0.2857) (0.0215)  (0.2027) (0.3297) (0.0640)  (2.9884)*** (2.4704)** (1.6943)*  (1.7194)* (1.0630) (2.1844)** 

P_Ac_Ind  0.1782 0.0111 0.2464  -0.1294 -0.0070 -0.2423  0.0131 0.0100 0.0079  0.0497 0.0920 0.0224 

  (0.5663) (0.0321) (0.7819)  (0.4605) (0.0230) (0.8843)  (2.6621)*** (2.4364)** (1.6596)*  (0.7695) (1.3293) (0.3454) 

Inst_Own  -0.0030 -0.0018 -0.0035  0.0019 0.0001 0.0023  0.0000 0.0000 -0.0000  0.0063 0.0071 0.0072 

  (0.9958) (0.5312) (1.0444)  (0.6732) (0.0290) (0.7507)  (0.3646) (0.9730) (0.2859)  (8.1283)*** (8.4736)*** (9.8201)*** 

Constant  4.1684 4.0631 3.6132  -4.0807 -3.7602 -3.0853  0.0160 -0.0228 0.0366  -5.9472 -6.5553 -5.2094 

  (2.1483)** (1.9325)* (1.8677)*  (2.2439)** (1.9397)* (1.7160)*  (0.4302) (0.9096) (1.8992)*  (12.7707)*** (12.8525)*** (12.2640)*** 

Adj R-Sq  0.33 0.33 0.33  0.20 0.20 0.20  0.31 0.31 0.28  0.64 0.63 0.68 

F statistic  3.70 3.27 3.42  2.29 2.10 2.17  5.54 5.96 6.67  274.68 227.36 294.00 

N  2,560 2,293 2,400  2,560 2,293 2,400  1,623 1,533 1,561  2,567 2,298 2,406 

Year FE  Included Included Included  Included Included Included  Included Included Included  Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistics in parenthesis. Please refer to Appendix-1 for definition of variables
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1 to 4 is re-estimated using 2SLS, to identify and remove the potential endogeneity 

problem.  

 To functionalise the 2SLS, the first step is to identify a variable 

(instrument) which is correlated with CEO reputation but not related with any of the 

properties of forecasts except indirectly through a variable on right hand side of the 

equation. Following Francis et al. (2008), the CEO age (CEO_Age) and CEO 

compensation (CEO_Comp) are used as an instrument for CEO reputation. It is 

likely that older CEOs have more reputation than their younger peers. Further highly 

paid CEOs have more ability and greater skills as compared to less paid CEOs. It is 

noteworthy that CEOs improve their compensation by providing better short and 

long term performance for their firms. Furthermore, prior literature suggests that the 

stock-based compensation is high for reputed CEOs (Milbourn 2003). Therefore, it is 

reasonable to assume that CEO compensation is correlated with their reputation in 

press. 

 Table 2.9 provides the results re-performed for equations 1 to 4 using 

2SLS. Columns 1 and 2 show the relationship between CEO reputation and analyst 

forecast accuracy. Column 1 describes the results for the first stage regression using 

CEO reputation as a dependent variable, and CEO_Age and CEO _Comp with all 

other exogenous variables as explanatory variables. The F-test of 49.75 strongly 

rejects the null hypothesis to exclude the instruments from equation. Further, 

CEO_Age and CEO _Comp are significant with a t-statistic of 8.5307 and 4.8855 

respectively. This suggests that the instruments pass the weak instruments test and 

are strongly correlated with CEO reputation. Similarly, first stage regression for the 

other three models (columns 3, 5 and 7) shows that, the instruments are correlated 

with CEO reputation and strong enough to use. To test whether included instruments 

pass the over-identification, that is at-least one of the instruments is not correlated 

with the error term (endogeneity of instrument), Sargan-test has been performed. 

Results suggest that the included instruments pass the identification test (P > 0.1) for 

all of the models except for analyst following. 
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* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistics in parenthesis. Please refer to Appendix-1 for definition of variables 

Table 2.9: CEO Reputation and Analyst Forecast Properties – 2 Stage Least Square Approach     

   Forecast Accuracy  Forecast Bias  Dispersion  Analyst Following 

 First Stage Second Stage First Stage Second Stage First Stage Second Stage First Stage Second Stage 

 Dependent 

Variable = 

Reputation 

Dependent 

Variable = 

Accuracy 

 Dependent 

Variable = 

Reputation 

Dependent 

Variable =  Bias 

 Dependent 

Variable = 

Reputation 

Dependent 

Variable = 

Forecast 

Dispersion 

 Dependent 

Variable = 

Reputation 

Dependent 

Variable = 

Analyst 

Following 

  Column 1 Column 2  Column 3 Column 4  Column 5 Column 6  Column 7 Column 8 

Reputation   -0.4354**   0.5873***   0.0044**   0.2722*** 

   (-2.1393)   (3.1481)   (2.4306)   (5.9351) 

Dispersion  -1.0488 8.3354***  -1.0488 -8.2447***       

  (-1.0193) (3.9685)  (-1.0193) (-4.2825)       

Horizon  0.1308* -1.0527***  0.1308* 0.6916***  0.1715 0.0004  0.1928*** 0.1039*** 

  (1.8730) (-7.3003)  (1.8730) (5.2326)  (0.8847) (0.1464)  (2.7536) (2.8864) 

Follow  0.3083*** 0.1510  0.3083*** -0.0360  0.4498*** -0.0037**    

  (6.9688) (1.3080)  (8.2068) (-0.7934)  (4.2917) (-2.0597)    

Size  0.0708*** 0.1622***  0.0708*** -0.2076***  0.0490 -0.0025***  0.1595*** 0.2446*** 

  (2.7044) (2.6959)  (2.7044) (-3.7645)  (1.3544) (-4.4146)  (6.8970) (14.5898) 

Lev  -0.0162 -0.0601*  -0.0162 0.0629*  -0.0106 -0.0004  -0.0191 0.0040 

  (-0.9308) (-1.6940)  (-0.9308) (1.9347)  (-0.5487) (-1.4064)  (-1.0914) (0.4578) 

Big4  -0.0178 0.2335*  -0.0178 -0.1028  -0.0881 0.0021  0.0140 0.1352*** 

  (-0.2553) (1.6590)  (-0.2553) (-0.7970)  (-0.7092) (1.1986)  (0.1993) (3.8937) 

Surp  -0.0710 -7.0647***  -0.0710 4.1325***  -0.2496 0.0593***  -0.3042*** -0.4848*** 

  (-0.6165) (-30.2653)  (-0.6165) (19.3142)  (-1.1129) (18.3232)  (-2.7733) (-8.6528) 

Sd_Roe  0.1817* 0.2244  0.1817* -0.0082  0.3286 0.0039  0.2206** 0.0625 

  (1.6976) (1.0193)  (1.6976) (-0.0409)  (1.4914) (1.2110)  (2.0426) (1.1434) 

Loss  0.1043 -0.5441***  0.1043 1.0676***  0.1134 0.0060***  0.0661 -0.1632*** 

  (1.3974) (-3.5717)  (1.3974) (7.6463)  (0.9127) (3.3710)  (0.8806) (-4.3759) 

P_B_Ind  0.5649*** 0.4038  0.5649*** -0.5232  0.8797*** -0.0175***  0.5754*** -0.0666 

  (2.8895) (0.9487)  (2.8895) (-1.3410)  (3.4310) (-4.1378)  (2.9244) (-0.6380) 

P_Ac_Ind  -0.0578 0.0638  -0.0578 -0.0183  -0.2533 0.0100***  -0.0299 0.0888 

  (-0.4084) (0.2214)  (-0.4084) (-0.0693)  (-1.2920) (3.4621)  (-0.2096) (1.2526) 

Inst_Own  -0.0002 -0.0029  -0.0002 0.0017  -0.0021 0.0001**  0.0018 0.0064*** 

  (-0.1240) (-0.8840)  (-0.1240) (0.5830)  (-1.0334) (1.9822)  (1.1029) (7.9706) 

CEO_Comp  0.3522***   0.3522***   0.3770***   0.3953***  

  (8.5307)   (8.5307)   (6.6900)   (9.5886)  

CEO_Age  0.9870***   0.9870***   1.1242***   0.9702***  

  (4.8855)   (4.8855)   (4.1723)   (4.7537)  

Constant  -8.3157*** 3.4279***  -8.3157*** -1.2329  -9.0243*** 0.0361**  -10.5393*** -5.0705*** 

    (-8.4837) (2.9673)  (-8.4837) (-1.1643)  (-5.7350) (2.2219)  (-11.2055) (-16.6472) 

N  2,510 2,510  2,510 2,510  1,418 1,418  2,516 2,516 

Adj R-Sq  0.3772 0.3147  0.3772 0.1470  0.3332 0.2689  0.3666 0.5862 

IV F-Stat   49.75   49.75   31.56   58.75 

Hausman (P-Value)    0.1060   0.0078   0.0136   0.0000 

Sargan (P-Value)   0.1860   0.5645   0.7462   0.0004 

Industry Year FE  Included Included  Included Included  Included Included  Included Included 
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 Table 2.9, column 2 illustrates the results for the second-stage regression 

where dependent variable is analyst forecast accuracy. The Durbin-Wu-Hausman test 

of endogeneity suggests that CEO reputation is not an endogenous variable (P = 

0.1060). The coefficient on Reputation is significant and negative with the t-statistic 

of 2.1393. This supports the primary results of the study (H1) and shows that there is 

a causal relationship between CEO reputation and analyst forecast accuracy even 

after controlling for the potential endogeneity problem. Column 4 presents the results 

using forecast bias as the dependent variable. The Hausman test suggests that there is 

an endogeneity concern (P < 0.01). After correcting for endogeneity, the coefficient 

for Reputation is still significant (t-statistic = 3.1481) and supports the primary 

analysis of the study (H2). In column 6 dependent variable is the forecast dispersion, 

where the coefficient on Reputation is still significant with a t-statistic of 2.4306 

after correcting for endogeneity (P < 0.05), supporting primary results as well (H3). 

Column 8 presents the results after controlling for endogeneity (P < 0.01), when the 

dependent variable is analyst following. As expected coefficient on Reputation is 

still significant and positive (t-statistic = 5.9351). Overall results suggest similar 

evidence as provided in Tables 2.6 and 2.7 even after controlling for potential 

endogeneity of CEO reputation. 

2.5.4.2 Self-Selection Bias 

 One of the potential issues in this study is that, the factors determine the 

decision of analysts to follow a firm might also affect the properties of forecasts. For 

instance, analysts are more likely to follow the firms with more informative 

disclosure policies, higher institutional ownership, large size firms (Lang and 

Lundholm 1996; Bhushan 1989). And forecast accuracy is high for large firms and 

those provide greater level of disclosures information (Lang and Lundholm 1996).  

Barth, Kasznik, and McNichols (2001) suggests that analyst coverage depends on 

their personal costs and incentives, and analysts more likely to follow the large 

firms, growth firms and firms with more intangible assets. Therefore, it implies that 

forecast properties variables in this study are choice variables depending on the 

analyst coverage. Further, for this study, analyst forecast data is drawn from I/B/E/S, 

which does not cover all of the Australian public companies. Using data for forecast 

properties given for a part of population could lead to potential self-selection bias. 

As analyst coverage is a choice variable and data for properties of analyst forecast is 
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not available for a part of the sample, therefore, it is likely to exist the self-selection 

bias in the study.   

 To deal with the potential selection bias, Heckman (1976) two step model 

has been applied. In the first stage, the inverse mills ratio (IMR) is calculated from a 

model that predicts the choice of an analyst to provide forecast for a firm. In the 

second stage the IMR is used as an additional control variable in the main regression 

equations 1 to 4. To calculate IMR, In the first stage the firm characteristics are, 

which might determine the choice of an analyst to follow a firm. The equation 5 

explains the first stage regression used to calculate IMR. In the first stage, all of the 

control variables except P_Ac_Ind and ROA are significant, thus considered as a 

strong predictors of Accuracy. Similarly, IMR is calculated for the remaining 

dependent variables (Bias, Dispersion and Follow).  

 Accuracy = β0 + β1Size + β2Lev + β3Sd_Roe + β4Big4 + β5ROA + 

β6Sales_Vol + β7M/B + β8Inst_Own + β11B_Size + β12P_B_Ind + β13P_Ac_Ind + 

β14Inst_Own + Industry + Year + ε                                                                               (5) 

 Table 2.10 reports the second stage results including IMR in the main 

analysis to control for the potential bias of self-selection. Table 2.10 columns 1 to 16 

report the results for the relationship between CEO reputation and all four analyst 

forecast properties after including IMR to control for potential self-selection bias of 

analyst following. The results remain quantitatively similar and support the primary 

results in Table 2.6. For example, columns 1 and 2, show that coefficient for CEO 

reputation on Press_5Y and Press_3Y remains negative and significant (t-statistic = 

2.7804 and 2.0397 respectively). Columns 3 and 4 show that there is a significant 

positive association between CEO reputation and analyst forecast bias (t-statistic for 

Press_5Y = 2.9152 and Press_3Y = 2.5991). Similarly results in columns 5 and 6 

suggest that, analyst forecast dispersion is high for firms having reputed CEOs (t- 

statistic for Press_5Y = 1.7309 and Press_3Y = 2.0233). Columns 7 and 8 show that, 

there is a positive and significant coefficient on Press_5Y and Press_3Y (t-statistic 

for Press_5Y = 7.5698 and Press_3Y = 8.2991), suggesting that analyst following is 

higher firms with reputed CEOs. IMR also remains significant in all models except 

forecast dispersion. Results for the control variables yield similar results as reported 

for Table 2.6. 
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Table 2.10: CEO Reputation and Analyst Mean Forecast Properties across 12 Month Period after Controlling for Self-Selection Bias 

                                                    Robust Regression                                                                                                      Firm Fixed Effects                                                                 

 Forecast Accuracy Forecast Bias Dispersion Analyst Following Forecast Accuracy Forecast Bias Dispersion Analyst Following 

 Press_5Y Press_5Y Press_5Y Press_3Y Press_5Y Press_5Y Press_3Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 Column 10 Column 11 Column 12 Column 13 Column 14 Column 15 Column 16 

Reputation -0.1091 -0.0874 0.1040 0.0999 0.0009 0.0010 0.0680 0.0768 -0.1091 -0.0874 0.1040 0.0999 0.0009 0.0010 0.0680 0.0768 

 (2.7804)*** (2.0397)** (2.9152)*** (2.5991)*** (1.7309)* (2.0233)** (7.5698)*** (8.2991)*** (2.6091)*** (1.9636)* (2.7989)*** (2.5246)** (1.3851) (1.6873)* (4.4912)*** (5.1210)*** 

Dispersion 9.0772 9.1279 -8.5164 -8.5341     9.0772 9.1279 -8.5164 -8.5341     

 (2.8050)*** (2.7832)*** (2.8394)*** (2.8197)***     (2.6414)*** (2.6213)*** (2.8946)*** (2.8733)***     

Horizon -1.0872 -1.0838 0.7425 0.7391 -0.0001 -0.0000 0.1474 0.1469 -1.0872 -1.0838 0.7425 0.7391 -0.0001 -0.0000 0.1474 0.1469 

 (5.9162)*** (5.8745)*** (4.6902)*** (4.6520)*** (0.0188) (0.0028) (4.6656)*** (4.6455)*** (5.7666)*** (5.7248)*** (4.6467)*** (4.6055)*** (0.0183) (0.0027) (4.8631)*** (4.8546)*** 

Follow -0.0080 -0.0117 0.1650 0.1657 0.0022 0.0021   -0.0080 -0.0117 0.1650 0.1657 0.0022 0.0021   

 (0.0869) (0.1263) (1.9811)** (1.9973)** (1.2586) (1.1622)   (0.0823) (0.1202) (1.9045)* (1.9259)* (1.1092) (1.0173)   

Surp -6.8206 -6.8523 3.9822 3.9808 0.0679 0.0671 -0.4961 -0.4938 -6.8206 -6.8523 3.9822 3.9808 0.0679 0.0671 -0.4961 -0.4938 

 (9.7756)*** (9.7219)*** (6.3034)*** (6.2434)*** (5.3071)*** (5.2332)*** (9.3665)*** (9.3459)*** (9.8645)*** (9.8179)*** (6.0494)*** (5.9904)*** (4.3972)*** (4.3320)*** (7.9124)*** (7.9311)*** 

Lev -0.0304 -0.0277 0.0355 0.0345 -0.0004 -0.0004 0.0045 0.0040 -0.0304 -0.0277 0.0355 0.0345 -0.0004 -0.0004 0.0045 0.0040 

 (0.4819) (0.4358) (0.6544) (0.6318) (0.9908) (0.9469) (0.7060) (0.6304) (0.4257) (0.3865) (0.6001) (0.5804) (0.8440) (0.8050) (0.4400) (0.3983) 

Sd_Roe 0.2428 0.2455 0.0135 0.0037 0.0016 0.0012 0.1417 0.1329 0.2428 0.2455 0.0135 0.0037 0.0016 0.0012 0.1417 0.1329 

 (1.0561) (1.0602) (0.0645) (0.0175) (0.2996) (0.2322) (3.8475)*** (3.6954)*** (0.9463) (0.9491) (0.0589) (0.0160) (0.2243) (0.1743) (2.7916)*** (2.7098)*** 

Size -0.0426 -0.0485 0.0063 0.0092 -0.0021 -0.0020 0.2700 0.2676 -0.0426 -0.0485 0.0063 0.0092 -0.0021 -0.0020 0.2700 0.2676 

 (0.8817) (0.9943) (0.1492) (0.2171) (2.5616)** (2.4025)** (25.9541)*** (25.6940)*** (0.8329) (0.9433) (0.1438) (0.2098) (2.2710)** (2.1473)** (14.4182)*** (14.4552)*** 

Big4 0.0149 0.0053 0.0852 0.0916 0.0017 0.0020 0.0731 0.0701 0.0149 0.0053 0.0852 0.0916 0.0017 0.0020 0.0731 0.0701 

 (0.0808) (0.0282) (0.5306) (0.5616) (0.6616) (0.7558) (2.1448)** (2.0502)** (0.0807) (0.0283) (0.5442) (0.5761) (0.6241) (0.7146) (1.1881) (1.1626) 

Loss -0.3326 -0.3448 0.9151 0.9278 0.0087 0.0089 -0.0825 -0.0818 -0.3326 -0.3448 0.9151 0.9278 0.0087 0.0089 -0.0825 -0.0818 

 (1.7459)* (1.7915)* (5.4420)*** (5.4434)*** (2.4967)** (2.5268)** (2.4224)** (2.3939)** (1.7723)* (1.8168)* (5.3585)*** (5.3536)*** (1.7573)* (1.7756)* (1.6494)* (1.6336) 

CEO_Age 0.1496 0.0723 0.2875 0.3462 0.0054 0.0055 -0.1013 -0.0679 0.1496 0.0723 0.2875 0.3462 0.0054 0.0055 -0.1013 -0.0679 

 (0.3684) (0.1770) (0.7466) (0.8921) (1.3707) (1.3500) (0.9485) (0.6375) (0.3421) (0.1643) (0.7379) (0.8845) (1.0960) (1.0628) (0.4898) (0.3338) 

P_B_Ind 0.2472 0.2046 -0.2483 -0.2363 -0.0209 -0.0210 0.1230 0.1267 0.2472 0.2046 -0.2483 -0.2363 -0.0209 -0.0210 0.1230 0.1267 

 (0.6089) (0.4984) (0.7069) (0.6668) (3.0792)*** (3.0968)*** (1.3663) (1.4020) (0.5934) (0.4885) (0.6810) (0.6430) (2.4948)** (2.5226)** (0.8020) (0.8350) 

P_Ac_Ind -0.0103 -0.0008 0.0310 0.0308 0.0143 0.0145 0.0225 0.0193 -0.0103 -0.0008 0.0310 0.0308 0.0143 0.0145 0.0225 0.0193 

 (0.0327) (0.0024) (0.1108) (0.1086) (2.7624)*** (2.7859)*** (0.3497) (0.2980) (0.0320) (0.0024) (0.1068) (0.1047) (2.4670)** (2.4975)** (0.2160) (0.1848) 

Inst_Own -0.0139 -0.0141 0.0109 0.0112 0.0001 0.0001 0.0030 0.0031 -0.0139 -0.0141 0.0109 0.0112 0.0001 0.0001 0.0030 0.0031 

 (2.9615)*** (2.9702)*** (2.5825)*** (2.6191)*** (1.1483) (1.2570) (3.0604)*** (3.2149)*** (2.9311)*** (2.9428)*** (2.5654)** (2.6023)*** (1.0398) (1.1427) (1.6478)* (1.7342)* 

IMR -1.2684 -1.2848 1.0575 1.0795 0.0108 0.0116 -0.3527 -0.3488 -1.2684 -1.2848 1.0575 1.0795 0.0108 0.0116 -0.3527 -0.3488 

 (2.4617)** (2.4808)** (2.2660)** (2.3028)** (0.9688) (1.0007) (5.6330)*** (5.6187)*** (2.5338)** (2.5495)** (2.3211)** (2.3547)** (0.9452) (0.9782) (3.6213)*** (3.6374)*** 

Constant 7.1857 7.5640 -6.5297 -6.8094 0.0046 0.0016 -4.5370 -4.6407 7.1857 7.5640 -6.5297 -6.8094 0.0046 0.0016 -4.5370 -4.6407 

 (3.0351)*** (3.1745)*** (2.9995)*** (3.1063)*** (0.1244) (0.0438) (9.0946)*** (9.3627)*** (2.9331)*** (3.0685)*** (3.0265)*** (3.1364)*** (0.1116) (0.0391) (5.0619)*** (5.2997)*** 

Adj R-Sq 0.33 0.33 0.21 0.21 0.31 0.31 0.65 0.65 0.33 0.33 0.21 0.21 0.31 0.31 0.65 0.65 

F statistic 3.72 3.68 2.28 2.25 5.66 5.44 274.78 275.85 3.81 3.77 2.33 2.30 4.97 4.81 101.91 104.32 

N 2,560 2,525 2,560 2,525 1,623 1,603 2,567 2,532 2,560 2,525 2,560 2,525 1,623 1,603 2,567 2,532 

Year FE Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistic in parenthesis. Please refer to A1 for definition of variables
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Table 2.11: CEO Reputation and Analyst Median Forecast Accuracy and Bias across 12, 9 and 6 Month Horizons 

 

                     Forecast Accuracy                                                    Forecast Bias (Optimism)                                         

 12 Month Horizon 9 Month Horizon 6 Month Horizon 12 Month Horizon 9 Month Horizon 6 Month Horizon 

 Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 Column 10 Column 11 Column 12 

Reputation -0.1204 -0.0968 -0.1166 -0.0949 -0.1011 -0.0880 0.1134 0.1079 0.1149 0.1118 0.0858 0.0890 

 (2.8475)*** (2.1418)** (2.8325)*** (2.1632)** (2.7231)*** (2.2465)** (3.0118)*** (2.6815)*** (3.1152)*** (2.8386)*** (2.6445)*** (2.6080)*** 

Dispersion 9.5268 9.5898 10.0119 10.0736 8.2812 8.3676 -8.8978 -8.9296 -9.4169 -9.4470 -6.7976 -6.8282 

 (2.6604)*** (2.6410)*** (2.7648)*** (2.7413)*** (2.2008)** (2.1792)** (2.9720)*** (2.9533)*** (3.1512)*** (3.1270)*** (2.2808)** (2.2501)** 

Horizon -1.1015 -1.0992 -1.0204 -1.0159 -0.9957 -0.9885 0.7545 0.7520 0.7114 0.7072 0.5348 0.5285 

 (5.7932)*** (5.7564)*** (4.7645)*** (4.7247)*** (4.2406)*** (4.2058)*** (4.6838)*** (4.6482)*** (3.9415)*** (3.9043)*** (3.2650)*** (3.2277)*** 

Follow 0.0319 0.0286 0.0076 0.0042 -0.0104 -0.0143 0.1321 0.1322 0.1474 0.1473 0.1447 0.1457 

 (0.3499) (0.3165) (0.0867) (0.0484) (0.1546) (0.2130) (1.6523)* (1.6633)* (1.8981)* (1.9083)* (2.4988)** (2.5061)** 

Surp -6.9132 -6.9475 -6.6093 -6.6411 -5.5139 -5.5415 4.0562 4.0575 4.0429 4.0447 3.0227 3.0191 

 (9.8904)*** (9.8482)*** (9.6210)*** (9.5780)*** (8.7066)*** (8.6554)*** (6.0835)*** (6.0284)*** (6.2061)*** (6.1503)*** (5.3849)*** (5.3222)*** 

Lev -0.0523 -0.0501 -0.0508 -0.0489 -0.0521 -0.0509 0.0539 0.0536 0.0506 0.0503 0.0515 0.0519 

 (0.6630) (0.6316) (0.6751) (0.6451) (0.7759) (0.7530) (0.8224) (0.8106) (0.7995) (0.7890) (0.9471) (0.9451) 

Sd_Roe 0.1425 0.1439 0.1375 0.1385 0.1395 0.1409 0.0973 0.0892 0.0799 0.0719 0.0702 0.0634 

 (0.5581) (0.5592) (0.5616) (0.5610) (0.6841) (0.6844) (0.4140) (0.3781) (0.3458) (0.3096) (0.3918) (0.3516) 

Size 0.1035 0.0986 0.0996 0.0953 0.0825 0.0806 -0.1160 -0.1148 -0.1162 -0.1158 -0.0889 -0.0904 

 (2.1390)** (1.9939)** (2.1228)** (1.9871)** (2.0960)** (2.0249)** (2.6133)*** (2.5287)** (2.6895)*** (2.6195)*** (2.5112)** (2.5211)** 

Big4 0.2455 0.2408 0.2241 0.2194 0.2394 0.2341 -0.1057 -0.1049 -0.0648 -0.0630 -0.0812 -0.0795 

 (1.3609) (1.3226) (1.2796) (1.2409) (1.5461) (1.4989) (0.6806) (0.6677) (0.4279) (0.4110) (0.6407) (0.6204) 

Loss -0.5683 -0.5832 -0.5497 -0.5642 -0.4452 -0.4572 1.1122 1.1285 1.0381 1.0531 0.8356 0.8471 

 (3.0831)*** (3.1254)*** (3.0888)*** (3.1303)*** (2.8084)*** (2.8426)*** (6.7670)*** (6.7542)*** (6.5800)*** (6.5677)*** (6.1156)*** (6.0825)*** 

CEO_Age 0.0020 0.0006 0.0020 0.0006 0.0061 0.0050 0.0055 0.0066 0.0058 0.0069 0.0029 0.0037 

 (0.2661) (0.0753) (0.2654) (0.0778) (0.9416) (0.7629) (0.8135) (0.9741) (0.8843) (1.0468) (0.5288) (0.6756) 

P_B_Ind 0.1544 0.1069 0.1968 0.1539 0.2812 0.2517 -0.1707 -0.1540 -0.1675 -0.1521 -0.2363 -0.2347 

 (0.3721) (0.2565) (0.4898) (0.3813) (0.7913) (0.7035) (0.4660) (0.4176) (0.4678) (0.4215) (0.7768) (0.7643) 

P_Ac_Ind 0.1442 0.1564 0.0934 0.1040 -0.0356 -0.0279 -0.0984 -0.1019 -0.1029 -0.1068 0.0629 0.0628 

 (0.4500) (0.4848) (0.3014) (0.3331) (0.1277) (0.0993) (0.3378) (0.3462) (0.3609) (0.3706) (0.2546) (0.2516) 

Inst_Own -0.0028 -0.0029 -0.0028 -0.0028 0.0006 0.0006 0.0017 0.0018 0.0011 0.0012 -0.0019 -0.0019 

 (0.9010) (0.9106) (0.9148) (0.9223) (0.2968) (0.2931) (0.5959) (0.6231) (0.3905) (0.4169) (1.1466) (1.1216) 

Constant 3.8973 4.0130 3.4707 3.5642 2.9637 3.0052 -2.5271 -2.5803 -2.2581 -2.2951 -1.4154 -1.4076 

 (2.9572)*** (2.9940)*** (2.5908)*** (2.6228)*** (2.5411)** (2.5647)** (2.2522)** (2.2547)** (1.9764)** (1.9761)** (1.6073) (1.5920) 

Adj R-Sq 0.33 0.33 0.32 0.32 0.30 0.30 0.20 0.20 0.21 0.21 0.18 0.17 

F statistic 3.81 3.77 3.62 3.58 3.05 3.00 2.34 2.31 2.30 2.27 1.85 1.82 

N 2,560 2,525 2,553 2,518 2,511 2,476 2,560 2,525 2,553 2,518 2,511 2,476 

Year FE Included Included Included Included Included Included Included Included Included Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistic in parenthesis. Please refer to Appendix-1 for definition of variables 
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2.5.4.3 Median Value of the Analyst Earnings Forecast 

 To support the primary analysis, median instead of mean value of the 

analyst earnings forecast is considered to calculate forecast accuracy and bias. Table 

2.11 illustrates the results for the relationship between CEO reputation and median 

of the analyst forecast accuracy and bias across 12, 9 and 6 month periods.
36

  

Columns 1 and 2 show that  the Press_5Y and Press_3Y is still negative and 

significant with a t-statistic of 2.8475 and 2.1418 respectively. Coefficient for 

control variables and model summary also yields similar results as provided in Table 

2.6. is calculated using median value over 9 month horizon. Columns 3 and 4 show 

that the coefficients on Press_5Y and Press_3Y over the prior 9 month period are 

negative and significant with a t-statistic of 2.8325 and 2.1632 respectively. Results 

suggest similar results as for 12-month horizon. Results are similar when accuracy 

calculated for the 6-month horizon and supports the H1 of this study. 

 Table 2.11 columns 7 to 12 show that the relationship between CEO 

reputation and analyst forecast bias is still positive and significant, where the 

forecast bias has been calculated using median value across 12, 9 and 6 month 

horizon. For instance, columns 7 and 8 show that, the coefficient on Reputation for 

Press_5Y and Press_3Y is significant and positive with a t-statistic of 3.0118 and 

2.6815 respectively. The results are also similar across 9 and 6 month horizon, thus, 

supports the H2 of this study. 

2.5.4.4 Analyst Following Two or More 

 As prior research suggests that, the analyst forecast accuracy is high when 

greater number of analysts follows a firm. Therefore, further analysis has been 

performed by restricting the sample to the firm year observations when there are at-

least 2 or more analysts following a firm.
37

 Table 2.12 shows the relationship 

between CEO reputation and mean value of the forecast accuracy and bias across 12, 

9 and 6 month, when there are at-least 2 analyst following a firm. As predicted 

columns 1 and 2 provides a significant and negative coefficient for Reputation on 

Press_5Y and Press_3Y with a t-statistic of 2.1531 and 1.9452 respectively. It 

                                                

36
  Regression holds the results using Huber White’s robust regression including industry and year fixed effects. 

37 
 This restriction imposed only for the forecast accuracy and bias model and does not apply to forecast dispersion model. 

This is because, to calculate dispersion, our initial sample consists of observations having at-least 3 analysts following. 
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supports the primary results and suggests that analyst forecast accuracy is lower for 

firms with greater CEO reputation, even the number of analyst following is more 2 

or more. Further results are also similar when forecast accuracy calculated across 9 

and 6 month horizon (column 3 to 6) and supports the H1 of the study. 

 Table 2.12 columns 7 to 12 report the results for the relationship between 

CEO reputation and analyst forecast bias across 12, 9 and 6 month. As expected 

columns 7 and 8 indicate that there is a significant and positive coefficient for 

Reputation on Press_5Y and Press_3Y with a t-statistic of 2.0124 and 1.9155 

respectively. It supports the primary results for H2 and show that there forecast bias 

increase with an increase in CEO reputation, when the number of analyst following 

is 2 or more. Results remain quantitatively similar when forecast bias calculated 

across 9 and 6 month period (columns 9 to 12). 

2.5.4.5 Alternative Control Variables 

 To test the robustness of the primary results, analysis is performed 

implying new control variables. The Size variable is measured as log of market 

capitalization instead of total assets. The variable Big4 a proxy for earnings quality 

replaced by DD_R, which is the residual from Dechow and Dichev (2002) accrual 

model. Further, CEO_Tenure variable is included, which is calculated as a log of 

number of years a CEO exists in a firm.  

Table 2.13 provides the results after including the alternative control variables. The 

coefficient on Reputation remains significant in similar direction, as given in the 

Table 2.6. For instance, columns 1 and 2 show that the coefficient for Reputation 

variable is negative and significant (t-statistic for Press_5Y = 3.0393 and Press_3Y = 

2.4175). In columns 3 and 4, when testing the relationship between CEO reputation 

and forecast bias, as predicted, the coefficient for Reputation is positive and 

significant (t-statistic for Press_5Y = 2.9708 and Press_3Y = 2.7010). Columns 5 and 

6 suggest a positive coefficient on Reputation, however significant at Press_3Y only 

(t-statistic for Press_5Y = 1.5579 and Press_3Y = 1.8515). Results for the 

relationship between CEO reputation and analyst following have been reported in 

columns 7 and 8. The positive and significant coefficient on Reputation (t-statistic 

for Press_5Y = 7.4735 and Press_3Y = 7.8941) suggests that, analyst following 

remains high for firms having reputed CEOs. 
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2.5.4.6 Profit versus Loss Firms 

 To identify any significant variation of results between profit vs loss 

reporting firms, spate analysis is performed. Table 2.14 suggests that forecast 

accuracy is significantly lower for profit reporting firms with reputed CEOs (t-

statistic for Reputation = 1.8242). Forecast bias and dispersion remain insignificant 

and no difference in results could be found. Analyst following remains significant 

for profit and loss firms with a t-statistic for Reputation 4.8037 and 5.3868 

respectively. 

2.5.4.7 CEO Reputation – Further Analysis 

 The primary analysis has been performed using log for number of press 

citations to measure the CEO reputation. Table 2.15 reports the results using 

untransformed value for CEO reputation (number of press citations) for further 

analysis.
38

 As predicted the results remain quantitatively similar to the Table 2.6, 

however the coefficient decrease, which could be due to the normality issue in 

untransformed value of CEO reputation. For example, column 1 shows that 

coefficient on Press_5Y is negative and significant (t-statistic = 1.9521), but 

coefficient turns to 0.0005 as compared to 0.1200 in Table 2.6 (when transformed). 

                                                

38
  The untransformed value face the problem of normality having high skewness and kurtosis. For instance the value of 

skewness for Press_5Y without transformation is 1.8632 and kurtosis is 6.099. 
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Table 2.12: CEO Reputation and Analyst Mean Forecast Accuracy and Bias across 12, 9 and 6 Month Horizons - Analyst Following is Two or more 

               Forecast Accuracy                                             Forecast Bias (Optimism)                                  

 12 Month Horizon 9 Month Horizon 6 Month Horizon 12 Month Horizon 9 Month Horizon 6 Month Horizon 

 Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 Column 10 Column 11 Column 12 

Reputation -0.0669 -0.0656 -0.0658 -0.0641 -0.0653 -0.0635 0.0579 0.0610 0.0592 0.0622 0.0567 0.0593 

 (2.1531)** (1.9452)* (2.1616)** (1.9397)* (2.2318)** (2.0068)** (2.0124)** (1.9155)* (2.0893)** (1.9816)** (2.1480)** (2.0509)** 

Dispersion 0.5060 0.4398 0.9642 0.8972 2.3275 2.2838 -1.3737 -1.3533 -2.0497 -2.0270 -2.7784 -2.7724 

 (0.1570) (0.1349) (0.2981) (0.2740) (0.6265) (0.6042) (0.4941) (0.4827) (0.7475) (0.7320) (0.9314) (0.9145) 

Horizon -0.7432 -0.7460 -0.7676 -0.7692 -0.9982 -1.0014 0.4921 0.4925 0.5071 0.5068 0.6063 0.6080 

 (2.3155)** (2.3189)** (2.0711)** (2.0710)** (1.7214)* (1.7245)* (2.2683)** (2.2671)** (2.0128)** (2.0080)** (1.7311)* (1.7322)* 

Follow 0.0289 0.0273 0.0261 0.0244 0.0551 0.0536 0.1179 0.1185 0.1235 0.1242 0.0953 0.0963 

 (0.3552) (0.3321) (0.3354) (0.3104) (0.7533) (0.7223) (1.7641)* (1.7544)* (1.8719)* (1.8655)* (1.5911) (1.5830) 

Surp -3.9576 -3.9698 -3.7782 -3.7887 -3.5498 -3.5602 1.8484 1.8495 1.9469 1.9484 1.8313 1.8340 

 (4.8109)*** (4.8162)*** (4.7539)*** (4.7584)*** (4.8796)*** (4.8812)*** (2.4686)** (2.4654)** (2.6935)*** (2.6911)*** (2.8382)*** (2.8366)*** 

Lev 0.0016 0.0026 0.0021 0.0031 0.0049 0.0058 0.0148 0.0148 0.0116 0.0116 0.0069 0.0068 

 (0.0481) (0.0789) (0.0666) (0.0967) (0.1750) (0.2069) (0.5717) (0.5662) (0.4682) (0.4617) (0.3267) (0.3192) 

Sd_Roe -0.0409 -0.0353 -0.0331 -0.0275 -0.0006 0.0051 0.2284 0.2223 0.2060 0.1998 0.1484 0.1425 

 (0.2369) (0.2020) (0.1948) (0.1603) (0.0039) (0.0309) (1.0020) (0.9721) (0.9318) (0.9004) (0.8129) (0.7775) 

Size 0.0590 0.0597 0.0526 0.0532 0.0399 0.0403 -0.0804 -0.0820 -0.0798 -0.0813 -0.0668 -0.0682 

 (1.5177) (1.5038) (1.3768) (1.3613) (1.1786) (1.1650) (2.0558)** (2.0502)** (2.0903)** (2.0839)** (1.9775)** (1.9745)** 

Big4 0.2006 0.2024 0.1992 0.2013 0.1900 0.1917 -0.0990 -0.1002 -0.0922 -0.0934 -0.0961 -0.0969 

 (1.2071) (1.2044) (1.2338) (1.2331) (1.3087) (1.3097) (0.7869) (0.7861) (0.7494) (0.7501) (0.8639) (0.8618) 

Loss -0.1333 -0.1360 -0.1514 -0.1545 -0.1507 -0.1541 0.4759 0.4839 0.4526 0.4601 0.4188 0.4259 

 (0.9693) (0.9708) (1.1110) (1.1135) (1.2475) (1.2532) (4.2045)*** (4.1791)*** (4.1499)*** (4.1248)*** (4.1838)*** (4.1577)*** 

CEO_Age 0.0102 0.0096 0.0100 0.0094 0.0094 0.0089 -0.0047 -0.0044 -0.0045 -0.0041 -0.0040 -0.0037 

 (1.9441)* (1.8518)* (1.9875)** (1.8937)* (2.0594)** (1.9564)* (1.2053) (1.1169) (1.1783) (1.0807) (1.1782) (1.0731) 

P_B_Ind -0.1889 -0.2239 -0.1956 -0.2290 -0.1296 -0.1600 0.0173 0.0313 0.0013 0.0155 -0.0395 -0.0267 

 (0.7181) (0.8386) (0.7589) (0.8756) (0.5767) (0.7017) (0.0877) (0.1570) (0.0068) (0.0797) (0.2403) (0.1603) 

P_Ac_Ind 0.2927 0.3082 0.2938 0.3085 0.2585 0.2716 -0.1515 -0.1559 -0.1423 -0.1470 -0.1052 -0.1093 

 (1.3265) (1.3900) (1.3651) (1.4263) (1.3088) (1.3684) (0.7686) (0.7873) (0.7364) (0.7571) (0.6085) (0.6292) 

Inst_Own 0.0004 0.0005 0.0002 0.0002 -0.0002 -0.0002 -0.0016 -0.0016 -0.0016 -0.0016 -0.0011 -0.0011 

 (0.2673) (0.3153) (0.1037) (0.1487) (0.1815) (0.1455) (1.0807) (1.0818) (1.1311) (1.1321) (0.8936) (0.8863) 

Constant 2.1536 2.1859 2.3222 2.3497 3.2448 3.2805 -0.8557 -0.8557 -0.8951 -0.8934 -1.3506 -1.3589 

 (1.3737) (1.3842) (1.2657) (1.2723) (1.2464) (1.2554) (0.7177) (0.7154) (0.6334) (0.6298) (0.7661) (0.7687) 

Adj R-Sq 0.22 0.22 0.22 0.22 0.22 0.22 0.09 0.09 0.10 0.10 0.10 0.11 

F statistic 1.51 1.51 1.45 1.45 1.43 1.43 0.91 0.90 0.90 0.89 0.93 0.93 

N 2,023 1,996 2,023 1,996 2,021 1,994 2,023 1,996 2,023 1,996 2,021 1,994 

Year FE Included Included Included Included Included Included Included Included Included Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

 Robust t-statistic in parenthesis. Please refer to Appendix-1 for definition of variable
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Table 2.13: CEO Reputation and Analyst Forecast Properties with Alternative Control Variables   

 Forecast Accuracy  Forecast Bias   Dispersion  Analyst Following 

 Press_5Y Press_3Y  Press_5Y Press_3Y   Press_5Y Press_3Y  Press_5Y Press_3Y 

 Column 1 Column 2  Column 3 Column 4   Column 5 Column 6  Column 7 Column 8 

Reputation -0.1525 -0.1258  0.1346 0.1279   0.0011 0.0012  0.3955 0.4331 

 (3.0393)*** (2.4175)**  (2.9708)*** (2.7010)***   (1.5579) (1.8515)*  (7.4735)*** (7.8941)*** 

Dispersion 8.9740 9.0326  -8.8941 -8.9562        

 (2.3321)** (2.3082)**  (2.4878)** (2.5009)**        

Horizon -1.1441 -1.1392  0.7607 0.7580   0.0042 0.0044  0.6046 0.5964 

 (5.6786)*** (5.6273)***  (4.4026)*** (4.3812)***   (1.2152) (1.2512)  (4.8771)*** (4.7832)*** 

Follow 0.1529 0.1507  0.0657 0.0628   0.0007 0.0005    

 (1.6081) (1.5922)  (0.7548) (0.7104)   (0.3210) (0.2552)    

Surp -7.6091 -7.6455  4.3450 4.3582   0.0629 0.0616  -1.4744 -1.5061 

 (9.2807)*** (9.2629)***  (5.7894)*** (5.5530)***   (4.3094)*** (4.2108)***  (6.6162)*** (6.8261)*** 

Lev -0.2359 -0.2368  0.1694 0.1699   0.0006 0.0007  0.2625 0.2616 

 (1.4588) (1.4572)  (1.1753) (1.1467)   (0.7342) (0.8061)  (4.3903)*** (4.3776)*** 

Sd_Roe 0.1514 0.1537  0.1713 0.1598   0.0045 0.0041  -0.2674 -0.3084 

 (0.5612) (0.5666)  (0.6926) (0.5628)   (0.7295) (0.6867)  (1.8070)* (2.0852)** 

Size 0.0511 0.0452  -0.0542 -0.0521   -0.0033 -0.0033  1.6196 1.6014 

 (0.9294) (0.8019)  (1.0124) (0.9443)   (3.3997)*** (3.4494)***  (34.1162)*** (33.4801)*** 

DD_R -0.2563 -0.2808  0.2819 0.3146   0.0095 0.0108  3.4524 3.5906 

 (0.6504) (0.7105)  (0.8634) (0.8840)   (1.2210) (1.3787)  (3.8571)*** (4.0001)*** 

Loss -0.5521 -0.5649  1.1554 1.1756   0.0103 0.0106  -0.3554 -0.3332 

 (2.6169)*** (2.6445)***  (6.3128)*** (6.1563)***   (3.2473)*** (3.3176)***  (2.0453)** (1.8930)* 

CEO_Age -0.0008 -0.0024  0.0108 0.0118   0.0001 0.0001  0.0092 0.0114 

 (0.0938) (0.2667)  (1.3111) (1.3814)   (1.1928) (1.1712)  (0.9286) (1.1483) 

CEO_Tenure 0.1172 0.1028  -0.1194 -0.1092   -0.0016 -0.0017  -0.0496 -0.0274 

 (1.4948) (1.3306)  (1.6861)* (1.5449)   (1.5716) (1.7124)*  (0.6254) (0.3486) 

P_B_Ind 0.2027 0.1540  -0.2678 -0.2466   -0.0215 -0.0218  0.3840 0.4116 

 (0.4145) (0.3128)  (0.6161) (0.5448)   (2.7930)*** (2.8169)***  (0.7615) (0.8123) 

P_Ac_Ind 0.2849 0.2998  -0.1877 -0.1941   0.0152 0.0155  0.3056 0.2799 

 (0.7571) (0.7896)  (0.5550) (0.5530)   (2.7117)*** (2.7418)***  (0.8834) (0.8044) 

Inst_Own -0.0038 -0.0039  0.0024 0.0027   -0.0000 0.0000  0.0257 0.0264 

 (0.9671) (0.9821)  (0.6651) (0.7231)   (0.1682) (0.0143)  (6.0903)*** (6.2584)*** 

Constant 5.7724 5.9093  -4.2674 -4.3385   0.0320 0.0322  -32.9579 -32.7958 

 (3.7609)*** (3.7726)***  (3.0183)*** (2.8926)***   (1.4063) (1.4054)  (26.8269)*** (26.5450)*** 

Adj R-Sq 0.36 0.36  0.21 0.21   0.33 0.33  0.66 0.66 

F statistic 3.40 3.39  2.01 2.05   5.94 5.75  162.85 162.11 

N 2,030 1,999  2,030 1,999   1,270 1,252  2,035 2,004 

Year FE Included Included  Included Included   Included Included  Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistic in parenthesis. Please refer to Appendix-1 for definition of variables
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Table 2.14: CEO Reputation and Analyst Forecast Properties – Profit vs Loss Firms  

 

Loss Reporting Firms   Profit Reporting Firms 

Forecast 

Accuracy 

Forecast Bias Dispersion Analyst 

Following 

 Forecast Accuracy Forecast Bias Dispersion Analyst 

Following 

 Column 1 Column 2 Column 3 Column 4   Column 5 Column 6 Column 7 Column 8 

Reputation -0.1913 0.1911 0.0041 0.2930   -0.0363 0.0050 0.0002 0.2859 

 (1.3868) (1.5254) (1.3930) (4.8037)***   (1.8242)* (0.5653) (0.5395) (5.3868)*** 

Dispersion 4.9771 -8.3145     7.1830 0.3695   

 (0.9021) (1.7432)*     (2.4813)** (0.2178)   

Horizon -1.0857 1.0798 0.0187 0.0008   -0.7979 -0.0100 -0.0034 0.3924 

 (3.2865)*** (3.4575)*** (1.0421) (0.0053)   (3.3310)*** (0.0742) (0.5789) (2.2844)** 

Follow 0.5769 -0.3417 0.0027    0.1261 -0.0436 -0.0001  

 (1.3229) (0.8878) (0.3257)    (2.0300)** (0.9137) (0.0487)  

Surp -10.0964 9.5089 0.0709 -1.1024   -4.0130 -0.7825 0.0572 -2.5865 

 (8.8508)*** (9.0006)*** (2.1914)** (4.8327)***   (4.9872)*** (1.8390)* (4.4761)*** (8.1480)*** 

Lev -0.5001 0.3376 0.0050 -0.0368   0.0376 0.0060 -0.0005 -0.1134 

 (1.4643) (1.2067) (1.2907) (0.5037)   (2.3418)** (0.8249) (1.7878)* (3.1117)*** 

Sd_Roe 0.2168 -0.1650 0.0025 0.3461   0.3342 0.0063 0.0115 1.3762 

 (0.6416) (0.5288) (0.4646) (2.5264)**   (1.3099) (0.0821) (1.7072)* (1.8976)* 

Size 0.2911 -0.3075 -0.0092 1.3551   0.0004 0.0197 -0.0018 1.8100 

 (1.3118) (1.4706) (2.0911)** (12.7014)***   (0.0154) (1.1810) (2.5636)** (40.3754)*** 

Big4 0.2929 -0.2626 0.0096 0.0432   0.1768 0.0122 -0.0007 0.5668 

 (0.7108) (0.6680) (0.8562) (0.2752)   (1.0777) (0.2244) (0.3466) (3.3223)*** 

CEO_Age -0.0445 0.0325 -0.0002 0.0361   0.0105 0.0017 0.0001 -0.0163 

 (1.2502) (1.0445) (0.4395) (2.0212)**   (2.4785)** (1.0030) (1.6746)* (1.7184)* 

P_B_Ind -0.4925 0.3281 -0.0599 -0.1782   0.1851 -0.0476 -0.0106 1.3411 

 (0.3420) (0.2431) (1.3549) (0.2393)   (0.5741) (0.3998) (2.3235)** (2.5778)** 

P_Ac_Ind 0.5187 -0.2659 0.0594 0.8874   0.0232 -0.0519 0.0047 -0.5049 

 (0.5159) (0.2815) (1.8263)* (1.9110)*   (0.1052) (0.6127) (1.4043) (1.3570) 

Inst_Own -0.0093 0.0090 0.0002 0.0106   -0.0039 0.0024 0.0000 0.0203 

 (0.8697) (0.8635) (0.6673) (1.5644)   (1.2359) (0.8478) (1.0479) (4.7327)*** 

Constant 1.4763 -0.5211 0.0242 -24.5218   3.3799 -0.3772 0.0472 -33.1638 

 (0.3134) (0.1165) (0.1840) (10.9366)***   (2.5989)*** (0.3964) (1.3992) (26.1784)*** 

Adj R-Sq 0.45 0.45 0.28 0.58   0.21 0.04 0.28 0.64 

F statistic 4.22 4.21 2.36 13.73   1.38 1.55 7.06 171.83 

N 558 558 188 560   2,002 2,002 1,435 2,007 

Year FE Included Included Included Included   Included Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistic in parenthesis. Please refer to Appendix-1 for definition of variables
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2.5.4.8 Winsorising at Different Levels  

 Instead of winsorising at 1%, Accuracy and Bias variables have been winsorised at 

2 and 3 percent. Un-tabulated results suggest that the results remain similar to as reported in 

Table 2.6, and are significant at 1 percent level. For instance, when the Accuracy included 

being winsorised at 2 and 3 percent the coefficient is negative on Press_5Y with a t-statistic 

of 3.8341 and 4.1572 respectively. Similarly, when Bias is winsorised at 2 and 3 percent, the 

coefficient on Press_5Y is positive with a t-statistic of 4.0449 and 3.9886 respectively. It 

implies that winsorising of forecast accuracy and bias at different points does not affect the 

primary results. In addition to this the variable surprise (Surp) has also been included as a 

control being winsorised at different points (2 percent, and 5 percent) instead of at the value 

of 1. Primary results remain unchanged, however adjusted R-Squarediffer. For instance, 

while testing the relationship between CEO reputation and forecast accuracy, the adjusted R-

Square at 2 and 5 percent winsorisation of Surp increased to 0.8458 and 0.5126 respectively. 
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Table 2.15: CEO Reputation (Number of Press Citations) and Analyst Mean Forecast Properties across a 12 Month Horizon 

                                                     Robust Regression                                                                                                                             Firm Fixed Effects                                                     

 Forecast Accuracy Forecast Bias Dispersion Analyst Following Forecast Accuracy Forecast Bias Dispersion Analyst Following 

 Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y Press_5Y Press_3Y 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 Column 10 Column 11 Column 12 Column 13 Column 14 Column 15 Column 16 

Reputation -0.0005 -0.0005 0.0005 0.0006 0.0000 0.0000 0.0005 0.0006 -0.0005 -0.0005 0.0005 0.0006 0.0000 0.0000 0.0005 0.0006 

 (1.9252)* (1.6151) (2.2441)** (1.9839)** (0.7924) (0.9144) (7.0004)*** (7.1565)*** (1.6505)* (1.4326) (2.0182)** (1.8387)* (0.6153) (0.7171) (3.5525)*** (3.7128)*** 

Dispersion 10.9032 10.9109 -9.3607 -9.3647     10.9032 10.9109 -9.3607 -9.3647     

 (3.2748)*** (3.2724)*** (3.1301)*** (3.1328)***     (3.0499)*** (3.0473)*** (3.1325)*** (3.1336)***     

Horizon -1.0254 -1.0251 0.6436 0.6429 -0.0015 -0.0015 0.1510 0.1498 -1.0254 -1.0251 0.6436 0.6429 -0.0015 -0.0015 0.1510 0.1498 

 (5.1779)*** (5.1814)*** (3.7786)*** (3.7789)*** (0.3198) (0.3264) (5.0718)*** (5.0262)*** (4.9767)*** (4.9783)*** (3.6866)*** (3.6867)*** (0.3071) (0.3131) (5.0605)*** (5.0213)*** 

Follow -0.0138 -0.0157 0.1561 0.1571 0.0016 0.0016   -0.0138 -0.0157 0.1561 0.1571 0.0016 0.0016   

 (0.1604) (0.1826) (2.0346)** (2.0599)** (1.0116) (1.0000)   (0.1474) (0.1681) (1.8927)* (1.9168)* (0.8177) (0.8072)   

Surp -7.4995 -7.4981 4.4014 4.4001 0.0662 0.0662 -0.5017 -0.5021 -7.4995 -7.4981 4.4014 4.4001 0.0662 0.0662 -0.5017 -0.5021 

 (10.4686)*** (10.4651)*** (6.8051)*** (6.8024)*** (5.6110)*** (5.6171)*** (10.4345)*** (10.4636)*** (10.3087)*** (10.3057)*** (6.4471)*** (6.4438)*** (4.6275)*** (4.6343)*** (8.6450)*** (8.6745)*** 

Lev -0.0654 -0.0652 0.0646 0.0647 -0.0003 -0.0003 -0.0002 0.0003 -0.0654 -0.0652 0.0646 0.0647 -0.0003 -0.0003 -0.0002 0.0003 

 (0.9296) (0.9235) (1.0623) (1.0600) (0.7014) (0.6805) (0.0292) (0.0501) (0.7550) (0.7521) (0.8830) (0.8832) (0.5963) (0.5785) (0.0180) (0.0312) 

Sd_Roe -0.0212 -0.0192 0.2295 0.2262 0.0023 0.0022 0.1148 0.1098 -0.0212 -0.0192 0.2295 0.2262 0.0023 0.0022 0.1148 0.1098 

 (0.0787) (0.0712) (0.9085) (0.8941) (0.4542) (0.4415) (3.3512)*** (3.2217)*** (0.0679) (0.0614) (0.7497) (0.7382) (0.3367) (0.3272) (2.4279)** (2.3498)** 

Size 0.1046 0.1019 -0.1000 -0.0983 -0.0027 -0.0027 0.3085 0.3080 0.1046 0.1019 -0.1000 -0.0983 -0.0027 -0.0027 0.3085 0.3080 

 (2.2244)** (2.1565)** (2.2858)** (2.2227)** (3.8692)*** (3.8714)*** (39.6905)*** (39.7198)*** (1.9382)* (1.8803)* (2.0789)** (2.0284)** (3.4349)*** (3.4167)*** (20.3038)*** (20.5400)*** 

Big4 -0.0017 -0.0015 0.0328 0.0330 0.0012 0.0012 0.1462 0.1467 -0.0017 -0.0015 0.0328 0.0330 0.0012 0.0012 0.1462 0.1467 

 (0.0094) (0.0082) (0.2026) (0.2040) (0.4728) (0.4751) (4.7987)*** (4.8172)*** (0.0094) (0.0082) (0.2072) (0.2086) (0.4382) (0.4403) (2.6098)*** (2.6239)*** 

Loss -0.7149 -0.7170 1.2370 1.2384 0.0117 0.0116 -0.1638 -0.1638 -0.7149 -0.7170 1.2370 1.2384 0.0117 0.0116 -0.1638 -0.1638 

 (3.5342)*** (3.5420)*** (7.0064)*** (7.0075)*** (3.4902)*** (3.4848)*** (5.3546)*** (5.3513)*** (3.3979)*** (3.4083)*** (6.6201)*** (6.6225)*** (2.4360)** (2.4308)** (3.5346)*** (3.5351)*** 

CEO_Age 0.0187 -0.0158 0.0050 0.0056 0.0065 0.0067 -0.1526 -0.1245 0.0187 -0.0158 0.0050 0.0056 0.0065 0.0067 -0.1526 -0.1245 

 (0.0454) (0.0383) (0.7493) (0.8457) (1.7535)* (1.7887)* (1.4788) (1.2146) (0.0421) (0.0356) (0.7272) (0.8222) (1.3716) (1.3810) (0.7561) (0.6216) 

P_B_Ind -0.2227 -0.2299 0.2429 0.2469 -0.0195 -0.0196 0.1095 0.1071 -0.2227 -0.2299 0.2429 0.2469 -0.0195 -0.0196 0.1095 0.1071 

 (0.5038) (0.5195) (0.6232) (0.6329) (3.0892)*** (3.1023)*** (1.2267) (1.2009) (0.4936) (0.5097) (0.6060) (0.6153) (2.4722)** (2.4870)** (0.7326) (0.7169) 

P_Ac_Ind 0.5925 0.5960 -0.4774 -0.4798 0.0133 0.0133 0.0477 0.0476 0.5925 0.5960 -0.4774 -0.4798 0.0133 0.0133 0.0477 0.0476 

 (1.5877) (1.5960) (1.4495) (1.4563) (2.8294)*** (2.8341)*** (0.7606) (0.7603) (1.5321) (1.5413) (1.3788) (1.3853) (2.4473)** (2.4526)** (0.4778) (0.4779) 

Inst_Own -0.0012 -0.0012 0.0007 0.0006 -0.0000 -0.0000 0.0068 0.0068 -0.0012 -0.0012 0.0007 0.0006 -0.0000 -0.0000 0.0068 0.0068 

 (0.4065) (0.3901) (0.2446) (0.2315) (0.0090) (0.0061) (8.8971)*** (8.9078)*** (0.3823) (0.3666) (0.2294) (0.2171) (0.0077) (0.0052) (4.3825)*** (4.3906)*** 

Constant 3.3030 3.4964 -2.0405 -2.1072 0.0278 0.0279 -5.1957 -5.2935 3.3030 3.4964 -2.0405 -2.1072 0.0278 0.0279 -5.1957 -5.2935 

 (1.6114) (1.7136)* (1.7267)* (1.7876)* (0.8009) (0.8115) (11.2409)*** (11.6222)*** (1.4496) (1.5410) (1.6394) (1.6975)* (0.6819) (0.6834) (5.9814)*** (6.1976)*** 

Adj R-Sq 0.33 0.33 0.20 0.20 0.31 0.31 0.65 0.65 0.33 0.33 0.20 0.20 0.31 0.31 0.65 0.65 

F statistic 4.11 4.11 2.54 2.53 6.08 6.08 294.78 298.05 4.14 4.13 2.47 2.47 5.37 5.36 98.11 99.37 

N 2,722 2,722 2,722 2,722 1,718 1,718 2,729 2,729 2,722 2,722 2,722 2,722 1,718 1,718 2,729 2,729 

Year FE Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included Included 

* p<0.1; ** p<0.05; *** p<0.01 

Robust t-statistic in parenthesis. Please refer to Appendix-1 for definition of variables
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 Conclusion and Implications 

2.6.1 Study Overview 

 The primary objective of this study is to examine the relation between 

CEO reputation and analyst forecast properties. Most of the prior literature focuses 

on firm characteristics such as information quality (financial and non-financial 

disclosures) and earnings quality as a determinant of the analyst forecast properties. 

This study considers the managerial characteristic specifically reputation, to identify 

any variation in properties of forecasts. Relying on the study conducted by Francis et 

al. (2008), two conflicting arguments efficient contracting and rent extraction 

hypothesis are used to examine the relationship between CEO reputation and 

properties of analyst forecasts. Efficient contracting hypothesis suggests that, CEOs 

having reputation act in the best interest of the firms by improving earnings quality 

and information environment. Conversely, rent extraction hypothesis suggests that, 

the reputed CEOs promote their personal wealth and career by misreporting the 

earnings and creating information asymmetry between firm and stakeholders. 

Relying on the rent extraction behaviour of CEOs, four primary hypotheses have 

been developed for this study. The results and conclusions for each hypothesis are 

discussed below. 

2.6.2 Results and Conclusions 

 The first hypothesis of this study (H1) predicts that, the analyst forecast 

accuracy is likely to be lower for firms with CEO reputation. As predicted, results 

support H1 and bolster the argument of rent extraction behaviour of reputed CEOs, 

with reputation significantly negatively related to analyst forecast accuracy (Table 

2.6 Columns 1, 2). Further results suggest that, the forecast accuracy remain 

significantly lower when the CEO reputation is at higher levels (Table 2.7 Columns 

1, 2). In addition to this, if a CEO is having high reputation as well as power 

(acquired through higher compensation and multiple directorships), forecast 

accuracy remains significantly low (Table 2.8 Columns 2, 3). Sensitivity analysis 

performed using 2SLS suggests that, excluding the effect of omitted variables on 

CEO reputation, forecast accuracy is still significantly negatively related to CEO 

reputation (Table 2.9 Columns 1, 2). To check robustness, analysis is performed in a 

number of different ways. For instance, using the median value of analyst forecasts 

instead of mean value, changing the forecast horizon to 9 and 6 month period, using 
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alternative control variables and restricting the sample when at-least two analysts 

follow a firm. In all additional analysis, results support the primary outcome of the 

study. Thus H1 is strongly accepted at different robustness tests, implying that 

reputed CEOs opportunistically withheld the information and create information 

asymmetry by providing poor quality disclosures. Further it can also be concluded 

that reputed CEOs yield poor quality earnings information to achieve their personal 

wealth and career incentives.   

 The second hypothesis of this study (H2) predicts that, analyst forecast 

bias is likely to be high for firms with CEO reputation. As predicted, results support 

H2 and bolster the argument of rent extraction behaviour of reputed CEOs, with 

reputation significantly positively related to analyst forecast bias (Table 2.6 Columns 

3, 4). Further results suggest that, forecast bias remains significantly high, when the 

CEO reputation is at higher than normal levels (Table 2.7 Columns 3, 4). In addition 

to this, if a CEO is having high reputation as well as power (acquired through higher 

compensation and multiple directorships), forecast bias remains significantly high 

(Table 2.8 Columns 5, 6).  

 Additional analysis conducted using 2SLS suggests that, excluding the 

effect of omitted variables on CEO reputation, forecast bias is still significantly 

positively related to CEO reputation (Table 2.9 Columns 3, 4). To check further 

robustness of the results, analysis is performed considering the median value of 

analyst forecasts instead of mean value, changing the forecast horizon to 9 and 6 

month period, using alternative control variables, and restricting the sample when at-

least two analysts follow a firm, results support the primary outcome. Thus H2 is 

strongly accepted at different robustness tests, implying that reputed CEOs 

opportunistically withheld the information and create information asymmetry by 

providing poor quality disclosures. In addition to this, results suggest that, the 

analysts expect higher earnings quality from firms with reputed CEOs and produce 

optimistic earnings forecast. Another explanation could be that, the reputed CEOs 

yields poor quality earnings information to achieve their personal wealth and career 

incentives.   

 The third hypothesis of this study (H3) predicts that, the analyst forecast 

dispersion is likely to be high for firms with CEO reputation. As predicted, results 
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support H3 and bolster the argument of rent extraction behaviour of reputed CEOs, 

with reputation significantly positively related to analyst forecast dispersion (Table 

2.6 Columns 5, 6). Further results suggest that forecast bias remain significantly 

higher when the CEO reputation is at higher than normal levels (Table 2.7 Columns 

5, 6). However, the forecast dispersion is negatively related to CEO reputation, when 

a reputed CEO has power (acquired through percentage of interdictors and multiple 

directorships), (Table 2.8 Columns 7, 8).  

 Sensitivity analysis conducted using 2SLS suggests that, excluding the 

effect of omitted variables on CEO reputation, forecast dispersion is still 

significantly positively related to CEO reputation (Table 2.9 Columns 5, 6). In 

addition to this, using alternative control variables, forecast dispersion is still 

positively related to CEO reputation at lower levels. Thus H3 is strongly accepted at 

different robustness tests, implying that reputed CEOs opportunistically withheld the 

information and create information asymmetry by providing poor quality 

disclosures. This further suggests that reputed CEOs yield poor quality earnings 

information to achieve their personal wealth and career incentives. 

 The fourth and final hypothesis of this study (H4) predicts that, the number 

of analyst following is likely to be high for firms with reputed CEOs. As predicted, 

results support H4 and bolster the argument of rent extraction behaviour of reputed 

CEOs, with reputation significantly positively related to analyst following (Table 2.6 

Columns 7, 8). Further results suggest that analyst following remain significantly 

higher when the CEO reputation is at higher than normal levels (Table 2.7 Columns 

7, 8). In addition to this, if a CEO is having high reputation as well as power 

(acquired through percentage of inter-directorships and high compensation), analyst 

following remains significantly high (Table 2.8 Columns 10, 12). 

 Further analysis conducted using 2SLS suggests that, excluding the effect 

of omitted variables on CEO reputation, analyst following is significantly positively 

related to CEO reputation (Table 2.9 Columns 7, 8). Further tests performed using 

alternative control variables, results remain quantitatively similar. Thus, H4 is 

strongly accepted performing different robustness tests, implying that reputed CEOs 

opportunistically provide poor quality earnings that increase the demand for analysts 

to provide forecasts. This is because, it is not possible for investors to estimate future 
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firm performance when the earnings quality is low. Results further conclude that, the 

investors and institutions demand extra monitoring of the firms with reputed CEOs 

through independent monitors (analysts). 

2.6.3 Implications 

 There are clear implications for analysts, investors and other stakeholders 

having valuable contracts with firms. As the quality of information is lower (less 

forecast accuracy, higher bias), when provided by reputed CEOs, analysts can 

consider the CEO reputation when relying on the firm provide guidelines for 

forecasting. Similarly, investors and other stakeholders can consider the rent 

extraction behaviour of CEO reputation, when expecting firm future outcome and 

relying on the financial statements information. The policy makers are required to 

formulate rules in order to regulate the CEO power and restrict the opportunistic 

behaviour of powerful CEOs in Australia.   

 Further the research academics are required to consider the CEO 

reputation in future research as an important factor influencing the firm outcomes 

and information environment. As concluded, CEOs can use their reputation to 

extract personal incentives compromising the long term benefits of the stakeholders. 

Therefore, research scholars need to shift the focus of their future research towards 

the CEO reputation and identify its further impact on firm and market participants. 

2.6.4 Contributions 

 Prior research suggests a two-way role of reputed CEOs. For instance one 

class of scholars validates that, the reputed CEOs act according to efficient 

contracting hypothesis by improving earnings and information quality (Demerjian et 

al. 2013; Baik, Farber and Lee 2011). Whereas other group advocates that CEOs 

having reputation perform earnings management and create information asymmetry 

(Francis et al. 2008; Malmendier and Tate 2009). Recalling the results, forecast 

accuracy (bias, dispersion and analyst following) decreases (increases) when the 

CEO has high reputation. This implies that reputed CEOs provide lower earnings 

quality and information to the market and supports the rent extraction behaviour of 

the analysts. Thus, this study contributes to the prior discussion on conflicting 

behaviours of reputed CEOs (efficient contracting and rent extraction arguments) in 

Australian regulatory settings. 
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 This is the first study in Australia measuring the CEO reputation using 

number of press articles, thus there is a methodological contribution for CEO 

reputation literature in Australia. As the results suggest that the CEO reputation and 

power negatively relate to the quality of earnings and information environment, this 

provides an evidence of the impact of reputed and powerful CEOs in Australian 

settings.  

A number of studies document the consequences of the reputed CEOs on 

firm’s outcomes (earnings and information quality provided by firms) (Demerjian et 

al. 2013; Francis et al. 2008; Baik, Farber and Lee 2011). However, the question, 

whether the reputed CEOs influence the analysts forecasting process through 

information environment, has not been tested before. This study therefore fills the 

gap by providing evidence that CEO reputation has negative consequences on 

analysts’ decisions making about firm future outcomes. 

 Although prior research suggests a number of factors (such as earnings and 

information quality, analyst characteristics, regulation, firm characteristics) that 

could influence the analyst forecast properties. This study identifies an additional 

determinant of the analyst forecast accuracy, bias, dispersion and analyst following. 

The results suggest that, the predictability of earnings is strongly negatively 

influenced by CEOs with high reputation.. 

 Despite the fact that CEOs having reputation can influence the internal and 

external environment significantly through their decision making power, there is still 

lack of research on their implications for firms and related stakeholders. Therefore, 

another contribution of this study is towards the CEO reputation literature 

specifically in Australian context. Further there is a contribution to the prior 

literature on analyst forecast accuracy, bias, dispersion and number of analyst 

following in Australian settings. Finally, the results of this study are likely to be 

generalizable to other countries, because CEOs having reputation could influence in 

similar behaviour across the globe. 

2.6.5 Limitations 

 Despite of providing several contributions, this study is also subject to 

limitations. First, while a number of control variables such as earnings quality, firm 

characteristics and corporate governance quality are included to control for the 
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relationship between CEO reputation and forecast properties. Yet, all of the potential 

sources through which forecast properties are likely to be affected, such as level of 

financial and non-financial disclosures and regulatory changes have not been 

considered for this study. Therefore, it is not possible to rule out the impact of 

potential omitted control variables, and therefore, unable to link the change in 

properties of analyst forecasts solely with CEO reputation. 

 Second, there is no one particular way to measure the CEO reputation. For 

instance, Milbourn (2003), measures reputation using press articles and three other 

proxies (CEO tenure, CEO’s prior performance and outsider CEO). This study uses 

only the number of press articles to measure CEO reputation, which is considered as 

a market perception of CEO ability and reputation. Further some of the research 

criticizes about the validity of the press based measure of the CEO reputation. While 

prior research provides evidence on the validity of the press based measure, yet the 

implications of this study depend on the validity of the measure used for CEO 

reputation. Other than these potential limitations, this study contributes how CEO 

reputation can affect properties of analyst forecasts. 
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CHAPTER 3: CEO REPUTATION AND EARNINGS MANAGEMENT 

 Introduction 

3.1.1 Motivation, Objectives and Research Questions 

 This paper examines the relationship between CEO reputation and earnings 

management for Australian listed firms. CEOs are known to be the key player for the 

renowned accounting scandals such as Enron and WorldCom in US and most recently 

Toshiba in Japan. In Toshiba’s case, CEOs boost the profit figures with at-least $1.2 

billion by manipulating the accounting numbers during the period 2009 to 2015. Such 

opportunistic behaviour of CEOs provide them different incentives, such as high 

compensation and reputation (Malmendier and Tate 2009; Milbourn 2003). If the CEOs 

are unsuccessful to achieve the market expected outcomes, they have to lose in terms of 

their reputation and career promotions (Milbourn, 2003). Therefore, CEOs are known to 

meet the market expected performance benchmarks through manipulating the 

accounting numbers (Matsunaga and Park 2001; Cheng and Warfield 2005; Burgstahler 

and Dichev 1997).  

 Earnings are considered as a primary indicator of a firm performance, thus 

lower quality earnings can result intro loss of wealth for investors and related 

stakeholders. CEOs with conflict of interest having information advantage can perform 

earnings management to misguide economic stakeholders about the future earnings of a 

firm. For instance, research suggests that the cost of equity is high for firms with lower 

earnings quality (Francis et al. 2004). As the Generally Accepted Accounting Principles 

(GAAP) provide discretion to managers on choosing the accounting methods, reputed 

CEOs to extract personal rents can possibly manipulate the earnings by adopting a 

favourable accounting policy. For example, by misreporting the transactions and 

account balances involve judgements (Healy and Wahlen 1999). 

 The most relevant to this study, a US based research by Francis et al. (2008) 

suggest that firms with lower accruals quality hire reputed CEOs to bring improvements. 

Previous research suggests that, managers shift from accruals management to real 

earnings management due to strict rules and regulations implemented after major 
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accounting scandals (Cohen, Dey and Lys 2008).
39

 Moreover, in order to avoid scrutiny 

of auditors and other stakeholders, managers prefer to perform real earnings 

management instead of accrual management (Cohen, Dey and Lys 2008; Achleitner et 

al. 2014). Thus, it is likely that reputed CEOs prefer to perform real earnings 

manipulation on accruals management to safeguard their reputation as well as receive 

economic incentives. Relying on the above arguments, following research question of 

the study is developed. 

 RQ1: Is there any relationship between CEO reputation and accruals and real 

earnings management? 

3.1.2 Theoretical Background 

 The two conflicting arguments, efficient contracting and rent extraction 

hypotheses are used to support the relationship between CEO reputation and earnings 

management. According to efficient contracting hypothesis, CEOs act in the best 

interest of shareholders by improving firm performance and stakeholder’s wealth. 

According to Fama (1980), the increment in shareholders wealth helps to improve 

reputation of CEOs. As the CEOs build their reputation over a several years, therefore to 

avoid loss of their valuable reputation, they are more likely provide high quality 

earnings and less likely to involve in earnings management (Fama 1980). Research 

support this argument and suggests that the reputed CEOs improve the quality of 

earnings and related information (Demerjian, Lev and McVay 2012; Baik, Farber and 

Lee 2011; Francis et al. 2008). 

 Opposite to efficient contracting hypothesis, the rent extraction hypothesis 

suggests that, to extract rents and personal incentives, CEOs involve in opportunistic 

behaviour and perform earnings manipulation to show high performance (Malmendier 

and Tate 2009).  

                                                

39
  In response to accounting scandals, a number of regulatory reforms are introduced, such as Sarbanes Oxley Act 2002 (SOX) in 

US, Corporate Law Economic Reform Program, 2004 (CLERP) and Principles of Good Corporate Governance, 2003 in 

Australia. 
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 The CEO reputation is measured using number of press articles mentioning 

the name of a CEO along with the company name, consistent with prior literature  The 

discretionary accruals models following (Dechow and Dichev 2002; McNichols 2002), 

and real earnings management model following (Roychowdhury 2006), to detect 

earnings management in firms with reputed CEOs is used. 

 To empirically test the hypothesis of this study (developed on rent extraction 

basis), a final sample of 6,344 Australian firm year observations is used for the recent 10 

year period from 2004 to 2013.
40

 CEO reputation and earnings management data is 

collected from Factiva and DatAnalysis respectively. For empirical analysis, a series of 

regressions are performed. Results from this study suggest a number of contributions 

and implications. 

3.1.3 Significance of the Study 

 This study makes contributions to the economy in several ways. First, this 

study provides evidence about the behaviour of reputed CEOs for the corporate 

reporting decisions. Specifically results will suggest, whether reputed CEOs improve the 

quality of accounting numbers in line with efficient contracting hypothesis, or maximise 

their own wealth and reputation following rent extraction hypothesis. Therefore, there is 

a contribution towards the prior discussion on two conflicting arguments about reputed 

CEOs (efficient contracting and rent extraction). 

 Although, Francis et al. (2008) examine the relationship between CEO 

reputation and earnings management (accruals quality) in US. This study examines the 

impact of CEO reputation on accruals as well as real earnings numbers in Australian 

settings, thus differ from the study of Francis et al. (2008). Further, this study provides 

evidence examine the impact of reputed CEOs with high power on accruals and real 

earnings quality. Moreover, this study will also suggest that, whether reputed CEOs 

                                                

40
  The sample has been restricted to the recent 10 year period because of manual data collection involving for the number of press 

articles to measure CEO reputation. 
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receive high compensation as an incentive of earnings manipulation in Australian listed 

firms. 

 Determinants of accruals and real earnings include such as firm 

characteristics, internal and external corporate governance attributes. This study is likely 

to identify an additional determinant (managerial characteristic i.e. reputation and 

power) of the accruals and real earnings management. Further, there is a contribution to 

the prior literature on earnings quality measured through accruals and real earnings 

management. Although CEOs having high reputation and power can influence the 

internal and external environment significantly through their decision making power, 

there is still lack of research on their consequences for firm, specifically in Australia. 

Therefore, another contribution of this study is towards the prior literature and 

implications of press-based CEO reputation and CEO power. To the best of the 

knowledge of author this is the first study in Australia using press-based measure of 

CEO reputation and its consequences for firms. Therefore, there is a methodological 

contribution for the measurement of CEO reputation in Australian context. In addition to 

this, the results of this study are generalizable to the countries with regulatory regime 

similar to Australia, because CEOs with high reputation and power are likely to have 

similar behaviour across different countries. 
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 Literature Review 

3.2.1 Earnings Management 

 This chapter uses earnings management (an accounting based approach) as a 

proxy to measure earnings quality. Earnings management is one of the useful tool to 

measure the earnings quality of the firms. The concept of earnings management has 

been defined by scholars in several ways.  For instance, according to Schipper (1989): 

 “The purposeful intervention in the external financial reporting 

process, with the intent of obtaining some private gain (as opposed to 

say, merely facilitating the neutral operation of the process)”. 

  Further, Healy and Wahlen (1999) express the act of earnings management as 

follows: 

 “Earnings management occurs when managers use judgment in 

financial reporting and in structuring transactions to alter financial 

reports to either mislead some stakeholders about the underlying 

economic performance of the company or to influence contractual 

outcomes that depend on reported accounting numbers”. 

 One of the motives for managers to perform earnings management and meet 

earnings benchmarks could be the incentives, such as high equity compensation and 

career promotions (Bergstresser and Philippon 2006; Healy 1985; McAnally, 

Srivastava and Weaver 2008; Malmendier and Tate 2009). According to Healy and 

Wahlen (1999), managers having information advantage can perform earnings 

management to misguide economic stakeholders about the future earnings of the firm. 

As the GAAP provide managers with choices to decide on accounting policies, 

managers could potentially influence earnings through adopting the favourable 

accounting methods. For instance, by manipulating the transactions and account 

balances involve judgements (Healy and Wahlen 1999). Dechow and Skinner (2000) 

explain the circumstances, where a manager can potentially perform earnings 

management within or violating the GAAP. Dechow and Skinner (2000) suggest that: 
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 Managers can choose to perform earnings manipulation within GAAP in 

several ways. Such as, over selection of depreciation method, inventory valuation, 

provision of doubtful debts, shifting the timing or volume of revenues and certain 

expenditures. Managers following conservative accounting could overstate the 

provision for bad debts and reserves, resulting into decrease of final profits. However, 

following aggressive accounting within the limits of GAAP, managers may choose 

reducing balance method of depreciation to show high profits. In addition to this, 

managers can play with real cash flow choices to gain the required earnings number. 

For instance, postponing the sales or increasing the research and development or 

advertisement expenses to decrease profits of a particular financial year. Other than 

this, manipulation of earnings could be done through violation of the GAAP. For 

example, recording fictitious sales and overstating the inventory to increase profits. 

According to Dechow and Skinner (2000), such practice can be categorised as an 

accounting fraud. 

3.2.2 Accrual and Real Earnings Management 

 The accruals and real earnings management are the most common form of 

earnings manipulation performed by managers within the GAAP limits. Managers may 

use accruals management to meet the certain earnings thresholds at the near end of fiscal 

year (Dechow and Skinner 2000). Change in accruals impact on earnings directly 

without having any change in cash flows. A number of prior studies show that managers 

perform accruals management to manage earnings (Francis et al. 2008; McVay, Nagar 

and Tang 2006; Matsunaga and Park 2001; Burgstahler and Dichev 1997; Cheng and 

Warfield 2005; Cornett, Marcus and Tehranian 2007).  

 In addition to accruals management, research also shows an evidence of 

earnings management through manipulating the real activities of a firm (Roychowdhury 

2006; Cohen, Dey and Lys 2008; Achleitner et al. 2014; Cohen and Zarowin 2010; Chi, 

Lisic and Pevzner 2011). According to Roychowdhury (2006), real earnings 

management is performed by managers through reduction or changing in the time of 

certain expenses (such as production and discretionary expenses) and sales. For 

instance, delaying the sales or doing extra advertisement expenses in a particular period 



84 

 

to reduce the final profits. The advantage of real earnings management is that, the 

managers can do manipulations in real transactions without any strict monitoring or 

check of auditors and other stakeholders (Graham, Harvey and Rajgopal 2005). 

Therefore, managers prefer real earnings management over accruals management due to 

less chances of being identified (Graham, Harvey and Rajgopal 2005). According to 

Cohen, Dey, and Lys (2008), managers prefer to perform real earnings management 

instead of accrual management after the implementation of strict rules and regulations 

through SOX. Similarly research shows that firms with high scrutiny of auditors (high 

audit quality) and strict accounting regulations have greater level of real earnings 

management and lower accruals management (Chi, Lisic and Pevzner 2011; Zang 

2012). 

3.2.3 Managerial Motivations for Earnings Management 

3.2.3.1 To Meet Earnings Targets 

 Firms and managers both receive greater economic incentives for meeting the 

market earnings expectations. For instance, Bartov, Givoly, and Hayn (2002) report that, 

the firms meeting or beating analyst earnings targets receive positive abnormal stock 

returns. Further, managers sell their shares at higher value subsequent to the quarters of 

meeting or beating the analyst forecasts (McVay, Nagar and Tang 2006). Furthermore, 

managers perform upward earnings management through working capital accruals to 

meet earnings benchmarks (McVay, Nagar and Tang 2006). Failing to meet earnings 

targets could lead to negative consequences for the management and firms. For example, 

study conducted by Matsunaga and Park (2001) suggest that, failing to meet analyst 

earnings forecast or prior year earnings thresholds have negative effect on CEOs annual 

cash bonuses. Therefore, managers prefer to perform upward earnings management to 

meet or beat the expected earnings benchmarks in order to avoid the negative 

consequences of missing the earnings benchmarks. 

 A number of prior studies show that CEOs perform upward earnings 

management to meet or beat the earnings benchmarks (analyst forecasts and previous 

year earnings) (Frankel, Johnson and Nelson 2002; Burgstahler and Dichev 1997; 

Degeorge, Patel and Zeckhauser 1999; Matsunaga and Park 2001). For instance, a US 
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study conducted by Burgstahler and Dichev (1997) reports that, managers manage 

working capitals and cash flows for upward earnings management to avoid losses and 

negative earnings. Burgstahler and Dichev (1997) suggest that, the managers do this to 

avoid the severe costs imposed by stakeholders to the firms. Similarly, according to 

Degeorge, Patel, and Zeckhauser (1999), managers manage earnings upward to meet 

market earnings thresholds. Furthermore, study conducted by Matsumoto (2002) 

examine US firms for the period 1993 to 1997, whether institutional ownership  exert 

the pressure on management to achieve earnings targets. His study suggests that, 

managers guide analyst downwards as well as manage earnings upward through accruals 

to avoid negative earnings surprise, when the institutional ownership is high. 

3.2.3.2 CEO’s Equity Compensation  

 The quality of the reported earnings could be at risk, if the managerial 

incentives are linked with the reported earnings. A number of studies suggest that, the 

managers perform upward earnings management to meet the earnings targets for their 

equity compensation incentives (Cheng and Warfield 2005; Cornett, Marcus and 

Tehranian 2007; Bergstresser and Philippon 2006). For instance,  Bergstresser and 

Philippon (2006) examine the US firms for the period 1996 to test whether CEOs 

perform earnings management to show high performance if the CEO’s compensation is 

linked with the share price of firm. According to Bergstresser and Philippon (2006), the 

CEO’s manage earnings upward (through discretionary accruals) to show high 

performance and for their compensation incentives. Further, Bergstresser and Philippon 

(2006) suggest that, in the years of reporting high accruals, CEOs and other insiders sell 

more shares and exercise their options. It implies that managers perform upward 

earnings management to increase the value of shares and sell at high price. 

 In the similar vein, Cheng and Warfield (2005) shows that, there is a positive 

association between CEO stock option compensation and discretionary accruals 

earnings management. CEOs having equity incentives perform accruals management 

and meet or just beat the analysts’ forecasts. This is because, the future wealth of the 

managers is closely related to the earnings of the firms, which motivates them to 

perform earnings management (Cheng and Warfield 2005). Likewise, Cornett, Marcus, 
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and Tehranian (2007) examine S&P 100 firms for the period 1994 to 2003, and show 

that the CEOs having stock based compensation perform accrual management to show 

positive performance, however strong monitoring through internal and external 

governance attributes (such as institutional ownership and independent directors) restrict 

the opportunist behaviour of CEOs. Laux and Laux (2009) conclude that, if there is a 

proper task separation on board through committees for effective monitoring of CEOs, 

equity incentives of CEOs are not significantly related to earnings management (Laux 

and Laux 2009). 

3.2.3.3 Shares Issuance and Debt Contracts 

 A number of studies show that managers perform upward earnings 

management before the issuance of shares (initial public offerings and seasoned equity 

offerings)  to show a positive performance and attracts more investors to buy stock (Chi, 

Lisic and Pevzner 2011; Teoh, Welch and Wong 1998a; Teoh, Wong and Rao 1998; 

Friedlan 1994). Such as, managers manage earnings upward through accruals to show 

high performance in the year of initial public offering (IPO) (Teoh, Welch and Wong 

1998a; Teoh, Wong and Rao 1998). Further, such firms experience less stock returns 

after three years of IPO, because of previous accruals management. Similarly, Friedlan 

(1994) reports that the firms perform accruals management and report higher earnings in 

the financial statements before IPO. According to Teoh, Welch, and Wong (1998b), not 

only before IPO, firms also manage earnings upward (through discretionary accruals) 

before the time of seasoned equity offerings ( SEO) and also suffer lower stock returns 

in post SEO period. Furthermore, there is an evidence that SEO firms perform earnings 

management through real earnings as well (Chi, Lisic and Pevzner 2011; Cohen and 

Zarowin 2010). 

 Research also suggests that the firms manage earnings upward to meet the 

loan agreements. For instance, research conducted by Jaggi and Lee (2002) recommend 

that financially distressed firms performs income increasing accruals management to get 

waiver from debt covenant violations. They further conclude that, discretionary accruals 

are significantly higher for waiver firms when compared with non-waiver firms. 

Similarly, study conducted by DeFond and Jiambalvo (1994) suggest that, debt covenant 
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violations motivate managers to show high performance. DeFond and Jiambalvo (1994) 

find that the firms having debt covenant violations in annual reports perform earnings 

management (through working capital accruals).  Similarly, according to Dichev et al. 

(2013), managers perform earnings management to meet or beat earnings benchmarks, 

to receive compensation incentives and career concerns and to use in debt contracts. 

3.2.4 Determinants of Earnings Management 

3.2.4.1 Firm Characteristics 

 Research suggests that a number of firm characteristics (for instance firm size, 

audit firm, firm growth, volatility of sales and cash flows, leverage and loss) are 

significantly related to earnings management behaviour of firms (Cheng and Warfield 

2005; Achleitner et al. 2014; Srinidhi and Gul 2007; Choi, Kwak and Choe 2014). 

Particularly, looking at individual firm characteristics, there is a mixed evidence that 

whether the level of earnings management varies with size of a firm. For instance, the 

earnings management is high for larger firms through real transactions (Achleitner et al. 

2014), and through working capital accruals (Cheng and Warfield 2005). In contrast to 

this, research also suggests that, larger firms have lower earnings management due to 

having strong corporate governance policy and procedures through accruals and real 

earnings numbers (Francis et al. 2008; Jiang, Petroni and Wang 2010; Peni and 

Vahamaa 2010; Choi, Kwak and Choe 2014). 

 Looking at audit quality, most of the prior literature suggests that firms having 

high audit quality are less likely to involve in earnings management through accruals, 

because of strong checks and monitoring of auditors. Such firms therefore prefer to 

manipulate earnings though real transactions (Roychowdhury 2006). For instance the 

firms being audited by one of the big4 audit firms have lower accruals management 

(Achleitner et al. 2014) and high real earnings management (Chi, Lisic and Pevzner 

2011). Similarly firms paying high audit fees (high audit quality) to their auditors also 

yield lower accruals earnings management (Srinidhi and Gul 2007). Exploring other 

firms characteristics specifically, research suggest that the growth firms are positively 

(Peni and Vahamaa 2010; Achleitner et al. 2014), high volatile firms (in terms of sales 

and cash flows) positively (Peni and Vahamaa 2010; Francis et al. 2008), loss firms 
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negatively (Frankel, Johnson and Nelson 2002) and high leveraged firms are positively 

associated with earnings management (Jiang, Petroni and Wang 2010; Choi, Kwak and 

Choe 2014). 

3.2.4.2 Corporate Governance and other Attributes 

 Strong enforcement of corporate governance acts as an efficient monitor on 

managers and aids to prevent earnings management. A number of studies show that 

different corporate governance attributes helps to control the earnings management. For 

instance, research shows that, the external monitoring through institutional investors and 

analysts helps to reduce the earnings management through accruals (Cornett, Marcus 

and Tehranian 2007; Yu 2008). Looking at board characteristics, larger boards and 

greater number of independent directors on board are associated with lower earnings 

management (Peasnell, Pope and Young 2005; Cornett, Marcus and Tehranian 2007; 

Davidson, Stewart and Kent 2005). Further, according to Yu (2008) the boards having 

greater number of financial experts and greater number of board meetings also helps to 

improve earnings quality (reduce earnings management). 

 One of primary role of an audit committee is to improve the earnings quality. 

Research suggests that firms having greater number of independent members on audit 

committee have lower earnings management. Further, the audit committees with 

financial expert members and greater number of meetings also monitor effectively the 

insiders and decrease the propensity of earnings management (Davidson, Stewart and 

Kent 2005; Klein 2002; Yu 2008). 

 “Specifically in the Australian context, according to Davidson, Stewart, and 

Kent (2005) firms with the existence of audit committee and non-executive directors on 

board yield lower earnings management. Another Australian study suggests a positive 

(negative) accruals management at the time of retirement (resignation) of a CEO 

(Mather and Ramsay 2006). Further, the larger boards and a greater percentage of 

independent directors on board reduces the instances of downward earnings 

management (Mather and Ramsay 2006). According to Holland and Ramsay (2003), 

Australian firms perform earnings management through a small increase in earnings to 

meet market expected earnings benchmarks.  However, contrary to this, the study 
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conducted by Habib and Hossain (2008) finds no evidence that the managers manage 

accruals in Australian firms to just meet or beat the analysts’ earnings forecast targets. 

 CEOs are considered to be an important attribute of corporate governance. 

CEOs having different personal and professional characteristics can significantly 

influence the decision making and earnings quality Looking at personal characteristics, 

research suggests that female managers are more ethical, conservative and risk averse as 

compared to their male counter parts. For instance, there is evidence that, the female 

managers’ report lowers discretionary accruals (follow conservative accounting) and 

performs less earnings management (Peni and Vahamaa 2010; Srinidhi, Gul and Tsui 

2011; Barua, Legoria and Moffitt 2006). Further, looking at CEO age, there is mixed 

evidence about the behaviour of older CEOs towards earnings management. For 

instance, CEO age is positively related to earnings management (Cornett, Marcus and 

Tehranian 2007), as well as negatively related to meeting or beating analyst forecasts 

and financial restatements (Huang, Rose-Green and Lee 2012). Furthermore, CEO 

reputation is positively related to earnings management through discretionary accruals 

(Francis et al. 2008). Further, research show that, reputed mangers are more likely to 

perform earnings management and report positive performance to maintain their 

reputation and receive personal incentive such as high compensation (Malmendier and 

Tate 2009). Similarly, CEOs with high power, due to conflict of interest can influence 

the decision making and perform earnings management (Srinidhi, Gul and Tsui 2011). 
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 Theoretical Framework 

3.3.1 CEO Reputation and Earnings Management 

 As reported in section 2.3.1 of the chapter 2, efficient contracting hypothesis 

suggests that, reputed CEOs improve overall financial reporting quality of the firms 

(Baik, Farber and Lee 2011; Demerjian et al. 2013; Jian and Lee 2011). Specifically, 

reputed CEOs are associated with providing accurate management earnings forecasts 

and choose positive net present value projects to signal their ability. In contrast to this, 

rent extraction hypothesis suggests that CEOs with high reputation perform earnings 

manipulation in order to meet targets set by market participants (Malmendier and Tate 

2009; Ball 2001) 

Relying on the rent extraction perspectives, that the CEOs having significant 

influence over decision making involve in earnings management to meet market 

expectations for their personal incentives (Cheng and Warfield 2005; Cornett, Marcus 

and Tehranian 2007; Mande and Son 2012). Further, due to conflict of interest, CEOs 

restrict the timely flow of bad news information to the market (Lafond and 

Roychowdhury 2007), to avoid short term negative outcomes. According to Ball (2001), 

managers to achieve their personal incentives ,such as bonuses and personal reputation 

are less likely to report any future losses of cash flows which might incur from negative 

net present value projects. This is because managers timely reporting any future losses 

in current earnings, may face severe problems such as termination and loss of the 

reputation. Specifically in terms of CEO reputation, superstar CEOs perform earnings 

management and generate poor performance as compared to a non-reputed CEO, as well 

as compare to their own performance, prior to be a superstar CEO (Malmendier and 

Tate 2009). Relying on the above arguments, this study develops the following 

hypothesis. 

 H1: There is a positive relationship between CEO reputation and accrual and 

real earnings management. 
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 Research Design 

3.4.1 Sample Selection Details 

3.4.1.1 Sample Data Collection 

 Table 3.1 describes the sample selection process. Panel A presents details 

regarding the sample selection approach used to examine the relationship between CEO 

reputation and earnings quality (H1). Initial sample consists of 13,446 firm year 

observations drawn from “All Managing Director/CEO” file available on Connect4 

Boardroom database. In the first stage, the 2,039 delisted firms are removed from the 

sample. If a firm has more than one CEO in a given year, only the observations with 

current CEOs are kept. This process removes 1,698 firm year observations and provides 

with a sample of 9,709 firm year observations. Finally, in the first stage of exclusions, 

1,168 firms belonging to financial industry are removed because of their unique 

regulatory environment. Thus, the first stage provides a sample of 8,541 firm year 

observations. 

Table 3.1: Sample Selection Procedure 

Firms available at Connect4 for the period 2004-2013         13,446 

First Stage Exclusions:                 

Less:         

  Firms which are delisted    (2,039) 

  

Firms having more than one CEO in a given year (duplicate 

observations)     (1,698) 

  Firms belong to Financial Industry       (1,168) 

Firms After First Stage Exclusions     8,541 

Second Stage Exclusions:         

Less:                 

 

Firms with no information for accrual and real earnings management 

models  (1,773) 

 Firms with no information for sales growth variable   (374) 

  Firms with no information for cash flow volatility and sales volatility     (16) 

 Firms with no information for other control variables   (9) 

Final Firm Year Observations     6,344 

 In the second stage, the CEO data is merged with financial data extracted from 

DatAnalysis. In the process of combining the CEO data with earnings management 

models data 1,773 firm year observations are lost due to unavailability of financial data 

related to accrual and real earnings management models on DatAnalysis and Capital IQ. 

Finally, after removing observations with missing data for control variables, a final 
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sample of 6,344 firm years’ observations is used for the primary analysis. Please refer to 

the Table 3.1 for details regarding to sample selection procedure adopted for this study. 

3.4.1.2 Source Documentation 

 A number of secondary sources are used for data collection purposes. 

Financial data to calculate accrual and real earnings management models (dependent 

variable of this study) is retrieved from DatAnalysis and Capital IQ. The number of 

press articles (a proxy for CEO reputation) is taken from the Dow Jones (Factiva) 

database.
41

 Information regarding CEO and other corporate governance variables is 

collected from both Connect4 and SIRCA databases. Where information is missing for 

CEO age, it is collected from online sources. Financial data related to firm 

characteristics is extracted from DatAnalysis and Capital IQ. Please refer to Table 3.2 

for list of sources used to obtain data for this study. 

Table 3.2: Variables and Sources of Data Collected 

Data  Database 

Accrual and Real Earnings Management Data, and 

Financial Data related to Firm Characteristics 

 DatAnalysis and Capital 

IQ 

CEO Name and Age  Connect4 

Number of Press Articles (Proxy for CEO Reputation)  Factiva (Dow-Jones) 

Corporate Governance Data (Board Independence, Audit 

Committee Independence and Financial Expertise) 

 
SIRCA 

3.4.1.3 Normality Check 

 One of the assumptions of a linear regression is that data must be normally 

distributed. Table 3.3 shows the skewness and kurtosis for the variables transformed to 

meet the normality assumption of a linear regression. For instance, dependent variable 

Drank_DD without transformation has a skewness of -1.4082 and kurtosis of 17.0215. 

Therefore, following Demerjian et al. (2013), Drank_DD is transformed taking the 

decile rank by industry and year for the absolute value of the residual of DD model. 

After transformation for the variable Drank_DD skewness is -0.0012 and kurtosis is 

1.7744 respectively. Similarly the other dependent variables of this study (Drank_MC, 

                                                

41 
 Press articles mentioning the name of a CEO are manually collected from the Factiva database by entering the name of 

individual CEO along with the name of company for which he/she served over the time period of study. 
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Drank_RCP, Drank_RCF and Drank_RCD) are normalised by taking decile rank of 

their respective residual value. The independent variable of this study CEO reputation 

(Drank_Rep5) is positively skewed without transformation with a value of 3.1744, 

which could potentially lead to biased results. Therefore, following Demerjian et al. 

(2013), CEO reputation is transformed to decile rank by industry and year for the 

number of press citations. After transformation, Drank_Rep5 shows skewness of -

0.0593 and kurtosis of 1.7266. Furthermore, the control variables Size, CEO_Age and 

B_Size are transformed by taking natural logarithm of their respective values. Please 

refer to Table 3.3 for details. 

Table 3.3: Skewness and Kurtosis of Variables 

 

Variable Name 

 Skewness 

 

Kurtosis 

Before 

Transformation 

After 

Transformation 

Before 

Transformation 

After 

Transformation 

Drank_DD  -1.4082 -0.0012  17.0215 1.7744 

Drank_MC  -0.9844 -0.0098  15.4227 1.7854 

Drank_RCP  1.2274 -0.0519  8.7450 1.7843 

Drank_RCF  0.7970 -0.07747  8.2994 1.7740 

Drank_RCD  -0.5035 -0.0944  8.7736 1.8063 

Drank_Rep5  3.1744 -0.0593  14.9444 1.7266 

Size  14.8572 0.6634  272.9208 2.9625 

CEO_Age  0.0181 -0.5318  3.8292 4.3747 

B_Size  1.1546 0.1099  4.9857 2.7150 

3.4.2 Variables Measurement 

3.4.2.1 Accruals Management 

 The first proxy to assess the accruals quality is measured through 

discretionary accruals model by mapping the total accruals of a firm into operating cash 

flows and controlling for firm related inner characteristics following (Dechow and 

Dichev 2002). This model is used, because discretionary accruals models are helpful in 

detecting the fraudulent financial reporting (Jones, Krishnan and Melendrez 2008). 

According to Jones, Krishnan, and Melendrez (2008), the discretionary accruals model 

suggested by Dechow and Dichev (2002) provides highest explanatory power to identify 

the fraud as compared to other accruals models. In addition to this, discretionary 

accruals are the part of total accruals at manager choice to manipulate and investors give 

high importance to discretionary accruals as compared to other accruals (Francis et al. 
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2004; Dechow and Dichev 2002). Another reason to choose this model is that, managers 

have greater flexibility to manage accruals without violating the GAAP (Dechow and 

Skinner 2000). If the managers are not able to meet the expected earnings targets, they 

prefer to manipulate accruals to boost the earnings at near end of fiscal year (Dechow 

and Skinner 2000). Any change in accruals is not reflected in the cash flows but impact 

earnings. Thus unexplained portion of the accruals by cash flows refers to the 

manipulated / abnormal accruals (Dechow and Dichev 2002). Dechow and Dichev 

(2002) suggest the empirical way of calculating the unexplained portion of working 

capital accruals, by regressing the total accruals on current, prior and future period cash 

flows from operations. Greater values for unexplained portion of working capital 

accruals refer to the lower earnings quality (high accruals management). Following 

regression equation represents the Dechow and Dichev (2002) accruals model.  

 TCAit / AVG TAit = β0it + β1CFOit-1 / AVG TAit + β2CFOit / AVG TAit + 

β3CFOit+1 / AVG TAit + ɛit                                                                                   (1) 

 Where:  

 TCAit = Total accruals of a firm calculated by subtracting the operating 

cashflow from net profit of a firm i in the time period t.  

 AVG TAit = Total assets of a firm i averaged across sample period of this 

study, and 

 CFOit, CFOit-1 and CFOit+1 = Cash flow from operations of  a firm i for the 

time period t, t-1 and t+1 respectively.  

 The approach to measure TCAit in regression equation one is used following 

Ali and Zhang (2015). The residual from the regression equation 1 is measuerd by each 

industry and year. Higher values of the residual indicate greater unexplained portin of 

accruals and lower earnings quality. For second stage regression,  this study uses the 

decile rank score by industry and year for the absolute value of the residual obtained 

from equation  1 (Drank_DD) which is consistent with prior studies (Demerjian et al. 

2013). 
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 The second measure of accruals quality is the modified version of Dechow 

and Dichev (2002),  recommended by (McNichols 2002). McNichols (2002) suggests 

the advanceed version of Dechow and Dichev (2002) model by adding change in 

revenue and property, plant and equipment as an additional variables. A number of prior 

studies provide evidence of earnings management through McNichols (2002) accrual 

model (Barua, Legoria and Moffitt 2006; Francis et al. 2004; Srinidhi, Gul and Tsui 

2011; Ali and Zhang 2015). Following regression equation represents the McNichols 

(2002) accruals model. 

TCAit / AVG TAit = β0it + β1CFOit-1 / AVG TAit + β2CFOit / AVG TAit + β3CFOit+1 

/ AVG TAit + β4ΔREVit / AVG TAit + β5ΔPPEit / AVG TAit + ɛit                            (2) 

 Where: 

ΔREVit =  Sales of a firm i for the time period t minus sales for the time period t-

1, and 

 PPEit = Gross property plant & equipment of a firm i for the time period t. 

 All of the variables remain same as provided in equation 1, except for the 

addition of ΔREVit and PPEit. The residual is measured by each industry and year from 

the regression equation 2. For second stage analysis, this study uses the decile rank by 

industry and year for the absolute value of the residual (Drank_MC). 

3.4.2.2 Real Earnings Management 

 Research suggests that managers switch from accrual management to real 

earnings management after SOX to avoid the strict monitoring of auditors and regulators 

(Cohen, Dey and Lys 2008). Real earnings manipulations provide managers with a 

choice to shift the timing / volume of expenses to adjust the earnings (Roychowdhury 

2006). This study considers the abnormal level of production expenses, discretionary 

expenses and cash flow from operations to identify the real earnings management 

following (Roychowdhury 2006). Prior studies provide empirical evidence of 

manipulation in the real earnings numbers (Achleitner et al. 2014; Cohen, Dey and Lys 

2008).  
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 The first possible way suggested by Roychowdhury (2006), through which 

managers can perform real earnings manipulation is the level of production expenses. 

Managers can overproduce and allocate the fixed cost to the large quantity of units 

produced. This results in reduction of per unit cost and total cost of goods sold, as long 

as the the fixed per unit cost is not offset by increase in veriable per unit cost. Overall, 

extra production leads to higher production costs which is not offset by relative increase 

in sales. Therfore, abnormal production cost refers to the earnings management.  

  The regression equation 3 represents the abnormal production expenses model 

to detect real earnings management(Roychowdhury 2006). 

 PRODit / TAit-1 = β0it + β1(1 / TAit-1) + β2(Salesit / TAit-1) + β3(∆Salesit / TAit-1) + 

β4(∆Salesit-1 / TAit-1) + ɛit                                                                                      (3) 

 Where: 

 PRODit = Sum of the cost of goods sold and ∆Inventory for a firm i in the time 

period. t. 

 TAit-1 = Dollar value of total assets of a firm i at the end of the time period t-1.  

 ∆Salesit = Sales of a firm i for the time period t minus sales of a firm i for the 

time period t-1, and   

 ∆Salesit-1 = Sales of a firm i for the time period t-1 minus sales of a firm i for 

the time period t-2. 

 ɛit  = Error term.  

 The regression is performed for equation 3 by each GICS industry sector and 

year to consider the impact of time and industrial circumstances over the estimated 

coefficients. Greater value of the residual represents high abnormal level of production 

costs and higher real earnings manipulation (lower earnings quality). Finally, for second 

stage analysis, the residual is converted into decile rank by industry and year 

(Drank_RCP) following prior literature (Demerjian et al. 2013). 
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 Managers may increase current year sales / earnings by providing flexible 

credit limits and reducing the prices near the period end. The large volume of sales at 

lower price leads to high profits for the current period at the cost of lower profits for 

future period. The large volume of sales at flexible credit limits leads to lower cash 

flows in current period and represents real earnings management through higher 

earnings and lower cash flows. The equation 4 presents the abnormal cash flows model 

to detect real earnings management through high sales and lower cash flows. 

 CFOit / TAit-1 = β0it + β1(1 / TAit-1) + β2(Salesit / TAit-1) + β3(∆Salesit / TAit-1) + 

ɛit                                                                                                                           (4) 

 Where: 

 CFOit = Cash flow from operations for a firm i in the time period. t. 

 Other variables remain same as explained in equation 3. The residual is 

obtained from the regression performed by industry and year and represents abnormal 

level of cash flows. Lower / negative value of the residual denotes higher real earnings 

management. For second stage analysis, the residual is converted into decile rank by 

industry and year (Drank_RCF). 

 According to Roychowdhury (2006), the third source of real earnings 

management for managers is through discretionary expenses  The reduction in 

discretionary expenses such as research and development, advertisement and selling 

general and administrative expenses lead to higher profits for the current year. Thus, 

abnormally lower level of discretionary expenses represents higher real earnings 

manipulation. The equation 5 estimates the abnormal level of discretionary expenses. 

 DISCit / TAit-1 = β0it + β1(1 / TAit-1) + β2(Salesit-1 / TAit-1) + ɛit                          (5) 

 Where: 

 DISCit = Discretionary expenses for a firm i in the time period. t. 

 Other variables remain same as explained in equation 3. The residual is 

obtained from the regression performed by industry and year and represents abnormal 
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level of discretionary expenses. Lower / negative value of the residual denotes higher 

earnings manipulation through discretionary expenses. For second stage analysis, the 

residual is converted into decile rank by industry and year (Drank_RCD). 

 

3.4.2.3 CEO Reputation 

 The independent variable for this paper is CEO reputation (Drank_Rep5), 

which is measured using publicly available news channels (number of press articles). As 

explained in paper one of the thesis (section 2.4.3.2), the notion for the measure of CEO 

reputation is that a CEO who is perceived to be an expert is more likely to be 

interviewed and cited in press as compared to a CEO not being considered as an expert 

(Baik, Farber and Lee 2011). Please refer to section 2.4.3.2 for details about measure of 

CEO reputation. 

3.4.2.4 Control Variables 

 Total accruals can be classified into the accruals at management discretion and 

the accruals influenced by firm inner characteristics (Dechow and Dichev 2002). The 

firm characteristics relate to accruals and cannot be influenced by managers are firm 

size, cash flow volatility, sales volatility, absolute value of change in working capital, 

and operating cycle. Following prior studies (Francis et al. 2008; Barua, Legoria and 

Moffitt 2006; Srinidhi, Gul and Tsui 2011), the firm related inner characteristics are 

included into regression such as Size, Sales_Vol, CFO_Vol, and ΔSales_Grow to 

identify the part of discretionary accruals influenced by reputed CEOs.
42

 

 The Size is included as a control variable, because prior research suggests that 

the smaller firms have high earnings management through accruals (Dechow and 

Dichev 2002; Barua, Legoria and Moffitt 2006). Therefore, the expectation is to get a 

negative coefficient on Size. Further, Sales_Vol and CFO_Vol variables are included, 

because greater fluctuations in sales and cash flows can influence the accruals 

significantly (Francis et al. 2008). The prior research suggests a positive relation 

                                                

42
  For ease of explanation, the firm and time subscripts are removed while labelling the variables following prior literature (Behn, 

Choi and Kang 2008). 
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between firm growth and the accruals management (Barua, Legoria and Moffitt 2006; 

Klein 2002). To control for the prior and future growth of the firm, market to book ratio 

(M/B) and sales growth (ΔSales_Grow) are included respectively. Following prior 

studies, a positive coefficient on M/B and ΔSales_Grow is expected. There is an 

evidence that the accruals are higher for firms with poor performance (Dechow and 

Dichev 2002; Barua, Legoria and Moffitt 2006). Therefore, return on assets (ROA) has 

been included to control for the performance of the firm and a negative coefficient is 

expected on ROA. 

 In addition to the firm characteristics, corporate governance variables are also 

included in the regression. Governance attributes can potentially impact the relationship 

between CEO reputation and earnings management. Audit quality (Big4) variable is 

included, because the firms having high audit quality are less likely to perform earnings 

management (Barua, Legoria and Moffitt 2006), therefore a negative coefficient is 

expected on Big4. The CEO age (CEO_Age) is included to control for CEO reputation, 

as the older CEOs are likely to have more reputation as compared. The number of 

directors serving on board (B_Size) and percentage of independent board of directors 

(P_B_Ind) are included to control for the effect of board structure on earnings 

management. For additional analysis, the percentage of independent audit committee 

members (P_Ac_Ind) and percentage of financial expert audit committee members 

(P_Ac_Fin) are included, as reported in sensitivity analysis. Further, the operating cycle 

(Op_Cycle) is included, because research shows a negative relationship between accrual 

quality and number of days of an operating cycle of a firm. 

3.4.3 Regression Models 

The five regression equations used to test H1 are presented below respectively. 

 Drank_DD = β0 + β1Drank_Rep5 + β2Size + β3M/B + β4Lev + β5ROA + 

β6ΔSales_Grow + β7Sales_Vol + β8CFO_Vol + β9Big4 + β10Loss + 

β11CEO_Age + β12B_Size + β13P_B_Ind + Year + ε                                       (6) 
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 Drank_MC = β0 + β1Drank_Rep5 + β2Size + β3M/B + β4Lev + β5ROA + 

β6ΔSales_Grow + β7Sales_Vol + β8CFO_Vol + β9Big4 + β10Loss + 

β11CEO_Age + β12B_Size + β13P_B_Ind + Year + ε                                       (7) 

 Drank_RCP = β0 + β1Drank_Rep5 + β2Size + β3M/B + β4Lev + β5ROA + 

β6ΔSales_Grow + β7Sales_Vol + β8CFO_Vol + β9Big4 + β10Loss + 

β11CEO_Age + β12B_Size + β13P_B_Ind + Year + ε                                       (8) 

 Drank_RCF = β0 + β1Drank_Rep5 + β2Size + β3M/B + β4Lev + β5ROA + 

β6ΔSales_Grow + β7Sales_Vol + β8CFO_Vol + β9Big4 + β10Loss + 

β11CEO_Age + β12B_Size + β13P_B_Ind + Year + ε                                       (9) 

 Drank_RCD = β0 + β1Drank_Rep5 + β2Size + β3M/B + β4Lev + β5ROA + 

β6ΔSales_Grow + β7Sales_Vol + β8CFO_Vol + β9Big4 + β10Loss + 

β11CEO_Age + β12B_Size + β13P_B_Ind + Year + ε                                     (10) 

 Please refer to Appendix 2 for definition of the variables. 
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 Data Analysis 

3.5.1 Univariate Analysis 

 Table 3.4 reports the descriptive statistics for the variables used in regression 

analysis. The mean (median) for the residual from Dechow and Dichev (2002) accruals 

model (Drank_DDa) is -0.0866 (-0.0196).
43

 The mean (median) for the residual from 

McNichols (2002) model (Drank_MCa) is -0.0905 (-0.0226). Similarly the mean 

(median) for the residual from Roychowdhury (2006) real earnings management model 

(Drank_RCPa) is 0.0020 (-0.0412). The mean (median) number of press articles over the 

prior 5 year (Drank_Rep5a) is 79 (29). Furthermore, mean value for abnormally high 

CEO reputation (High_Rep5) is 0.2219, suggesting that almost 22 percent of the firms  

                                                

43
  The statistics for variables with superscript “a” is presented in untransformed form for ease of explanation.  

Table 3.4: Descriptive Statistics 

Variables N Mean Median Std Min Max P25 P75 

Drank_DDa 6369 -0.0866 -0.0196 1.0104 -5.5477 4.1224 -0.1169 0.0200 

Drank_MCa 6369 -0.0905 -0.0227 1.0517 -5.3972 4.4095 -0.1359 0.0209 

Drank_RCPa 6369 0.0021 -0.0412 1.0151 -3.0091 4.5156 -0.3583 0.2227 

Drank_RCFa 6369 0.2202 0.0250 0.9217 -2.0817 3.9518 -0.1375 0.2825 

Drank_RCDa 6369 -0.0516 0.0021 0.9595 -4.1282 3.1505 -0.3197 0.3164 

Drank_Rep5a 6369 79.0607 29.0000 131.5703 0.0000 843.0000 8.0000 86.0000 

High_Rep5 6369 0.2219 0.0000 0.4156 0.0000 1.0000 0.0000 0.0000 

Size (000)a 6369 872,000 33,700 4,200,000 564,068 57,200,000 9,428,696 186,000 

M/B 6369 2.6236 1.5900 3.4776 -3.0200 22.2100 0.8200 3.0200 

Lev 6369 1.7160 1.3432 1.4306 -1.4452 12.2533 1.0713 1.9209 

ROA 6369 -0.2114 -0.0412 0.6050 -4.1027 0.3527 -0.2459 0.0714 

ΔSales_Grow 6369 6.2435 0.0526 32.3135 -1.0000 254.4941 -0.2302 0.4851 

Sales_Vol 6369 0.1705 0.0801 0.2480 0.0000 1.4405 0.0225 0.2087 

CFO_Vol 6369 0.0999 0.0573 0.1218 0.0022 0.7190 0.0263 0.1202 

Big4 6369 0.4792 0.0000 0.4996 0.0000 1.0000 0.0000 1.0000 

Loss 6369 0.5741 1.0000 0.4945 0.0000 1.0000 0.0000 1.0000 

CEO_Agea 6369 58.1978 58 7 40 77 55 61 

B_Sizea 6369 6.3829 6.0000 2.3596 3.0000 14.0000 5.0000 8.0000 

P_B_Ind 6369 0.3718 0.3750 0.2557 0.0000 0.8750 0.1667 0.5714 

Please refer to Appendix-2 for definition of variables 

a:    The statistics for variables with superscript “a” has been  provided in untransformed form (raw variables form) for ease of explanation. 
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have abnormally high reputed CEOs.
44

 

  Analysing the control variables, the mean (median) value for the total assets 

(Sizea) is 872 million (33.7 million). The average market to book ratio is 2.6236 and 

leverage (Lev) is 2.0493. On average the 57 percent of the firms reported loss with the 

mean (median) ROA of -0.2114 (-0.0412) respectively. Furthermore, on average the 

sales growth (ΔSales_Grow) for the current year as compared to previous year remain 

6.2 percent. The average value for sales volatility (Sales_Vol) and cash flow volatility 

(CFO_Vol) for the prior 5 year is 0.1705 and 0.0999. The mean value for Big4 and 

CEO_Agea is 0.4792 and 58.1978 respectively, suggesting that 48% of the sample firms 

have big 4 auditor and on average CEO age is 58 years. Finally, the mean value for 

board size (B_Size) and percentage of board independence (P_B_Ind) is 6.3829 and 

0.3718, implying that on average, there are 6.4 directors serving on a board and 37 

percent of the board members are independent on average. 

3.5.2 Bi-Variate Analysis 

 Table 3.5 shows results for the Pearson correlation matrix for the regression 

variables with significance level. Most of the variables are significantly correlated at the 

1 percent level. The univariate correlation suggests that the accruals quality models 

(Drank_DD and Drank_MC) are significantly correlated with CEO reputation 

(Drank_Rep5 and High-Rep5). Further, accruals management models (Drank_DD and 

Drank_MC) are significantly correlated with all control variables except for market to 

book ratio (M/B). Similarly, the real earnings management model (Drank_RCP) is 

significantly related to all control variables except CEO_Age and B_Size. 

 Furthermore, the CEO reputation (Drank_Rep5) appears to be positively 

correlated with Size, M/B, Lev, ROA Big4, CEO_Age, B_Size, and P_B_Ind, whereas 

negatively correlated with change in sales growth (ΔSales_Grow), sales volatility 

(Sales_Vol), cash flow volatility (CFO_Vol) and loss (Loss). The magnitude of 

                                                

44
  Abnormally high CEO reputation calculated as a dummy variable equal to 1, if the decile rank by industry and year for the 

number of press articles for a CEO lies in the top quintile, otherwise 0. 
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correlation indicates that there are no significant multicollinearity issues in the analysis. 

The correlations among control variables are generally low, except the correlation 

between Size and B_Size, and Size and ROA. The positive correlation between 

Drank_DD and Size, also makes sense that larger firms tend to have greater accruals. 

Similarly, the positive high correlation between Big4 and Size is also understandable, 

because the larger firms are more likely to be audited by big 4 auditing firms. 

3.5.3 Multivariate Analysis 

3.5.3.1 CEO Reputation and Earnings Management 

 Table 3.6 reports the results of the relationship between CEO reputation and 

all five earnings quality models. The regressions are performed using ordinary least 

squares (OLS) regressions using firm clustering and Huber – White robust t-statistics.
45

 

Table 3.6, Column 1 and 2 reports the results for the relationship between CEO 

reputation and accruals management. Column 1 reports the outcome for the relationship 

between CEO reputation (Drank_Rep5) and Dechow and Dichev (2002) accruals quality 

model (Drank_DD). The primary variable of interest is Drank_Rep5, and recalling H1, 

the expectation is to get a positive and significant coefficient on Drank_Rep5 in the 

hypothesis development section. Column 1 shows that, the Drank_Rep5 is significant 

with a positive coefficient (t-statistic = 3.9427). As predicted, results support H1 and 

bolster the argument of rent extraction behaviour of reputed CEOs, with CEO reputation 

positively related to abnormal discretionary accruals of a firm. 

 Results on control variables provide mixed results comparing with prior 

literature. The coefficient on all of the determinants of accruals quality (Drank_DD) is 

positively significant except for ROA, CEO_Age and P_B_Ind. Specifically, consistent 

with Achleitner et al. (2014), larger firms and firms with high leverage generate poor 

quality earnings (higher discretionary accruals). Further, consistent with prior literature, 

firms with high sales growth (ΔSales_Grow), high variation in sales (Sales_Vol), high 

                                                

45
  Using White’s robust regression successfully overcome the problem of heteroscedasticity and auto-correlation, whereas firm 

clustering allows each firm to have their own intercept for multiple years considering the heterogeneity of characteristics 

between firms (Gujarati 2011; Wooldridge 2002). 
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variation in cash flow from operations (CFO_Vol) (Barua, Legoria and Moffitt 2006; 

Francis et al. 2008). In addition to this, in the sample, firms with larger boards and being 

audited by Big4 also produce lower quality earnings. The negative and significant 

coefficient on ROA implies that the firms with lower return on assets report high 

discretionary accruals in financial reports. The adjusted R-square of 56.4% reports the 

explanatory power of the model. 

 Table 3.6 column 2 reports the results for the relationship between CEO 

reputation and earnings quality (Drank_MC) measured following McNichols (2002) 

model. Column 2 indicates that, the coefficient on Drank_Rep5 positive and significant 

(t-statistic = 3.9302). It further supports the H1 of this study, and shows that the firms 

with reputed CEOs yield higher discretionary accruals (Drank_MC). The adjusted R-

square of 54.1% reports the explanatory power of the model. 

Table 3.6 column 3 to 5 reports the results for the relationship between CEO reputation 

and real earnings management. Column 3 reports the results for the relationship between 

CEO reputation and real earnings management, calculated through abnormal production 

expenses following (Roychowdhury 2006). Column 3 demonstrates that, the coefficient 

on CEO reputation (Drank_Rep5) is positive and significant (t-statistic = 4.6801). The 

results suggest that the firms with reputed CEOs produce higher abnormal production 

expenses, thus further strengthen the rent extraction behaviour of the reputed CEOs. In 

terms of control variables results suggest that the smaller firms and firms with lower 

return on assets produce high abnormal production expenses. Furthermore, the firms 

with high sales growth (ΔSales_Grow), high variation in sales (Sales_Vol) and high 

variation in CFO (CFO_Vol) tend to have higher earnings management through 

production expenses, similar to the discretionary accruals (columns 1 and 2). However, 

in contrast to the discretionary accruals management, the results suggest that the 

profitable firms and firms with independent boards also tend to repot high abnormal 

production expenses. The adjusted R-square of 18.9% reports the explanatory power of 

the model. 
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Table 3.5: Pearson Correlation Matrix       

Panel A: Variable Drank_DD to Lev   

 

Drank_DD Drank_MC Drank_RCP Drank_RCF Drank_RCD Drank_Rep5 High_Rep5 Size M/B Lev 

Drank_DD 

   

  

     Drank_MC 0.7894*** 

  

  

     Drank_RCP 0.0646*** 0.0407***         

Drank_RCP -0.1034*** -0.0984*** 0.2292***        

Drank_RCP -0.0919*** -0.07*** 0.2853*** 0.329***       

Drank_Rep5 0.3095*** 0.3086*** -0.0134 -0.0763*** -0.1129***      

High_Rep5 0.3424*** 0.3437*** -0.016 -0.0737*** -0.0764*** 0.7134***     
Size 0.6789*** 0.6734*** -0.0459*** -0.2527*** -0.1926*** 0.375*** 0.4346***    

M/B 0.0097 -0.0002 0.1249*** 0.221*** 0.1363*** 0.0205 0.0351*** -0.1242***   

Lev 0.171*** 0.1606*** 0.0896*** -0.0099 0.0232 0.0332** 0.0525*** 0.2018*** 0.392***  

ROA 0.0799*** 0.1084*** -0.0836*** -0.1677*** -0.1545*** 0.1318*** 0.1217*** 0.4713*** -0.1974*** 0.0945*** 

ΔSales_Grow -0.0029 -0.0265** 0.0308** 0.0514*** 0.0045 -0.0199 -0.0216* -0.0632*** 0.0291** -0.0202 

Sales_Vol 0.0655*** 0.0627*** 0.3144*** 0.1735*** 0.1552*** -0.0437*** -0.0296** 0.0119 0.0509*** 0.1342*** 

CFO_Vol -0.056*** -0.0734*** 0.1731*** 0.3487*** 0.1732*** -0.0916*** -0.0816*** -0.2525*** 0.198*** 0.0217*** 

Big4 0.4094*** 0.4243*** 0.0322** -0.1164*** -0.0762*** 0.1883*** 0.2248*** 0.5243*** -0.0045 0.1187*** 

Loss -0.3084*** -0.3165*** -0.161*** 0.0703*** 0.0379*** -0.1909*** -0.2252*** -0.6029*** 0.0564*** -0.1831*** 

CEO_Age 0.0597*** 0.0727*** -0.0127 -0.0582*** -0.0276** 0.0759*** 0.0779*** 0.096*** -0.011 0.0341 

B_Size 0.4242*** 0.4281*** 0.0149 -0.1031*** -0.0523*** 0.1134*** 0.2143*** 0.5191*** -0.0072 0.1175*** 

P_B_Ind 0.2496*** 0.258*** 0.0364** -0.0443*** -0.0431*** 0.2212*** 0.2317*** 0.3794*** 0.0142 0.0825*** 

Panel B: Variable ROA to P_B_Ind 

 

 

ROA ΔSales_Grow Sales_Vol CFO_Vol Big4 Loss CEO_Age B_Size P_B_Ind  

ROA           

ΔSales_Grow -0.011          

Sales_Vol 0.0734*** 0.0865***         

CFO_Vol -0.2159*** 0.0776*** 0.3369***        

Big4 0.195*** -0.061*** 0.0248*** -0.1392***       

Loss -0.446*** 0.0687*** -0.1652*** 0.1329*** -0.3319***      

CEO_Age 0.058*** -0.006 -0.0433*** -0.0569*** 0.0775*** -0.0837***     

B_Size 0.0899*** -0.0273** 0.0137 -0.0712*** 0.325*** -0.2223*** 0.001    

P_B_Ind 0.1631*** -0.0602*** -0.0361** -0.0999*** 0.2612*** -0.2798 0.0433*** 0.0585***   

* p<0.1; ** p<0.05; *** p<0.01, Please refer to Appendix-2  for definition of variables
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Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2  for variables definition 

 Column 4 presents the outcome of the relationship between CEO reputation 

(Drank_Rep5) and abnormal cash flows (Drank_RCF). Column 4 shows that, the 

coefficient on Drank_Rep5 is positive but insignificant (t-statistic = 0.7438), suggesting 

that there is no evidence of earnings management through cash flows. The results for 

control variables provide similar results as reported in column 3. Model summary 

reports an adjusted R-square of 21.2%. 

 Column 5 shows the results for the relationship between CEO reputation 

(Drank_Rep5) and abnormal discretionary expenses (Drank_RCD). Column 5 shows 

Table 3.6: CEO Reputation and Earnings Management   

 Earnings Management Models 

 Drank_DD Drank_MC Drank_RCP Drank_RCF Drank_RCD 

 Column 1 Column 2 Column 3 Column 4 Column 5 

Drank_Rep5 0.0487*** 0.0516*** 0.0745*** 0.0105 -0.0378 

 (3.9427) (3.9302) (4.6801) (0.7438) (-1.1351) 

Size 1.0438*** 0.9581*** -0.2004*** -0.2877*** -0.2399*** 
 (32.3779) (28.9781) (-5.1054) (-8.3273) (-5.2600) 

M/B 0.0273** 0.0276** 0.0337** 0.1148*** 0.0650*** 

 (2.5338) (2.5075) (2.3304) (8.1905) (4.3042) 

Lev 0.0626*** 0.0414* 0.0524 -0.0914*** -0.0196 

 (2.7864) (1.6580) (1.5877) (-2.8290) (-0.5268) 

ROA -1.2711*** -1.0622*** -0.6083*** -0.1618** -0.4087*** 

 (-13.9979) (-14.6101) (-7.0738) (-2.1385) (-5.1705) 

ΔSales_Grow 0.0024*** 0.0006 0.0017* 0.0020* 0.0000 

 (3.2642) (0.6731) (1.7119) (1.8391) (0.0125) 

Sales_Vol 0.8037*** 0.8196*** 2.6823*** 1.0333*** 1.2737*** 

 (5.5055) (5.2866) (14.1104) (6.1909) (6.8925) 
CFO_Vol 1.2988*** 1.0310*** 0.7587** 5.6786*** 1.5862*** 

 (4.8188) (3.5766) (2.2080) (16.4255) (4.3067) 

Big4 0.3183*** 0.4617*** 0.3376*** -0.0199 -0.0320 

 (3.9449) (5.5762) (3.1267) (-0.1944) (-0.2513) 

Loss 0.3678*** 0.2972*** -1.1974*** -0.5777*** -0.2935** 

 (3.7766) (3.1586) (-9.7284) (-4.8461) (-2.1216) 

CEO_Age 0.0969 0.4569 0.4727 -0.5183 -0.0099 

 (0.3608) (1.4839) (1.1949) (-1.5313) (-0.0246) 

B_Sze 0.2234** 0.3878*** 0.4889*** 0.0901 0.2692* 

 (2.2308) (3.6621) (3.6115) (0.6820) (1.7725) 

P_B_Ind -0.1393 -0.0027 0.4202** 0.4173** 0.3099 

 (-1.1217) (-0.0206) (2.4240) (2.4766) (1.5804) 
Constant -15.9613*** -16.3300*** 4.7323*** 11.5574*** 9.2405*** 

 (-13.0821) (-12.0950) (2.8704) (8.3034) (5.1818) 

Observations 6,369 6,369 6,369 6,369 6,369 

Adjusted R-squared 0.5643 0.5410 0.1895 0.2122 0.1285 
Year FE Included Included Included Included Included 

F Statistic 128.8 125.8 40.84 41.75 20.42 
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that, the coefficient on Drank_Rep5 is negative but insignificant (t-statistic = 1.1351), 

suggesting that there is no evidence of earnings management through discretionary 

expenses, provided that the CEO have high reputation. The results for control variables 

provide similar results as reported in column 3. Model summary reports an adjusted R-

square of 12.85%. As the primary results suggest no significant relationship between 

CEO reputation and real earnings management models of abnormal cash flows 

(Drank_RCF) and discretionary expenses (Drank_RCD), therefore Drank_RCF and 

Drank_RCD are not considered for additional analysis. 

3.5.4 Additional Analysis 

3.5.4.1 Abnormally High CEO Reputation and Earnings Management 

 If the CEO reputation is positively related to earnings management through 

reporting high discretionary accruals and abnormal production expenses, then this 

relationship should be stronger / exist in firms, where a CEO reputation is higher than 

normal levels. For this purpose, a dummy variable is created, which is equal to 1, if the 

decile rank for the number of press citations by industry and year, lies in the top quintile.  

 Table 3.7 reports the results for relationship between high CEO reputation 

(High_Rep5) and all three earnings quality models. Table 3.7 column 1 shows that, there 

is a positive coefficient on High_Rep5 with a t-statistic of 1.6503 when the dependent 

variable is discretionary accruals model (Drank_DD). Thus results are consistent with 

the primary analysis (Table 3.6) and suggest that CEO high reputation than normal is 

also associated with earnings management. Table 3.7 column 2 reports the results for the 

relationship between CEO high reputation (High_Rep5) with McNichols (2002) 

discretionary accruals model (Drank_MC). As expected, the coefficient on High_Rep5 

is positively significant with a t-statistic of 2.3161. Similarly, column 3 shows that the 

coefficient on High_Rep5 remains positive and significant with a t-statistic of 2.6091, 

when dependent variable is abnormal production expenses. In summary, CEO 

abnormally high reputation is positively associated with all three measures of earnings 

management and supports the primary results and H1. 
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Table 3.7: High CEO Reputation and Earnings Management 

 Earnings Management Models 

 Drank_DD Drank_MC Drank_RCP 

 Column 1 Column 2 Column 3 

High_Rep5 0.1487* 0.2074** 0.2957*** 

 (1.6503) (2.3161) (2.6091) 

Size 1.0610*** 0.9715*** -0.1808*** 

 (32.1647) (29.0824) (-4.6005) 

M/B 0.0293*** 0.0291*** 0.0359** 

 (2.7059) (2.6508) (2.4636) 

Lev 0.0592*** 0.0385 0.0483 

 (2.6194) (1.5380) (1.4608) 

ROA -1.2757*** -1.0639*** -0.6111*** 

 (-13.8831) (-14.5291) (-7.0915) 

ΔSales_Grow 0.0023*** 0.0005 0.0017* 

 (3.2109) (0.6509) (1.6783) 
Sales_Vol 0.7987*** 0.8150*** 2.6756*** 

 (5.4532) (5.2583) (14.0130) 

CFO_Vol 1.2829*** 1.0126*** 0.7323** 

 (4.7331) (3.5082) (2.1242) 

Big4 0.3191*** 0.4629*** 0.3394*** 

 (3.9255) (5.5554) (3.1356) 

Loss 0.3740*** 0.3043*** -1.1871*** 

 (3.8332) (3.2273) (-9.5666) 

CEO_Age 0.1198 0.4743 0.4983 

 (0.4437) (1.5376) (1.2567) 

B_Sze 0.1842* 0.3476*** 0.4308*** 
 (1.8340) (3.2839) (3.2114) 

P_B_Ind -0.1178 0.0148 0.4459*** 

 (-0.9488) (0.1130) (2.5815) 

Constant -16.0774*** -16.3472*** 4.6997*** 

 (-12.8433) (-11.8882) (2.8220) 

Observations 6,369 6,369 6,369 

Adjusted R-squared 0.5626 0.5393 0.1860 

Year FE Included Included Included 

F Statistic 126.9 123.5 39.06 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1, Please refer to Appendix-2  for variables definition 

3.5.4.2 Endogeneity Test – 2SLS 

 One of the concerns in this study could be that, the CEO reputation may not 

be a true predictor and the variation in earnings quality models could be caused by 

another omitted variable through CEO reputation, for example CEO ability. If this is the 

case, then any variation in accrual and real earnings management models indirectly 

depends upon the omitted variable (CEO ability) through endogenous CEO reputation. 

This creates a question mark on the validity of primary results of this study.  

 Initially, to avoid the potential endogeneity of CEO reputation and earnings 

management, the firm fixed effects method has been applied. Firm fixed effects 
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successfully control for firm unobserved sources of heterogeneity (Ferreira, Ferreira and 

Raposo 2011). Another way to address the potential endogeneity problem is the use of 

2SLS. The use of 2SLS is an efficient way to deal with the problem of omitted variable 

and reverse causality (Wooldridge 2002; Gujarati 2011). Applying 2SLS could help to 

isolate the effect of CEO reputation on earnings management For this purpose the 

statistical equations 1 to 3 are re-estimated using 2SLS, to identify and remove the 

potential endogeneity problem. 

  To functionalise the 2SLS, the first step is to identify a variable (instrument) 

which is correlated with CEO reputation but not related with any of the earnings 

management models except indirectly through a variable on right hand side of the 

equation. Following Francis et al. (2008), the CEO age (CEO_Age) and CEO 

compensation (CEO_Comp) are used as an instrument for CEO reputation. It is likely 

that older CEOs have more reputation than their younger peers. Further highly paid 

CEOs have more ability and greater skills as compared to less paid CEOs. It is 

noteworthy that CEOs improve their compensation by providing better short and long 

term performance for their firms. Furthermore, prior literature suggests that the stock-

based compensation is high for reputed CEOs (Milbourn 2003). Therefore it is 

reasonable to assume that CEO compensation is correlated with their reputation in press. 

 Table 3.8 provides the results re-performed for equations 1 to 3 using 2SLS. 

Columns 1 and 2 shows the relationship between CEO reputation and discretionary 

accruals quality following (Dechow and Dichev 2002). Column 1 describes the results 

for the first stage regression using CEO reputation as a dependent variable, and 

CEO_Age and CEO _Comp with all other exogenous variables as explanatory variables. 

The F-test of 85.52 strongly rejects the null hypothesis to exclude the instruments from 

equation. Further, CEO_Age and CEO _Comp are significantly related to CEO 

reputation with a t-statistic of 12.6995 and 3.2249 respectively. This suggests that, the 

instruments pass the weak instruments test and are strongly correlated with CEO 

reputation. Similarly, first stage regression for the other two earning management 

models (columns 3 and 5) shows that, the instruments are correlated with CEO 

reputation and strong enough to use. To test whether included instruments pass the over-
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identification, that is at-least one of the instruments is not correlated with the error term 

(exogeneity of instrument), Sargan over identification test is performed. Results suggest 

that the included instruments pass the identification test for all of the models p = 0.6968. 

Table 3.8: CEO Reputation and Earnings Management Using 2SLS 

 Dechow and Dichev (2002)  McNichols (2002)  Roychowdhury (2006) 

 First Stage Seecond Stage  First Stage Second Stage  First Stage Second Stage 

 Drank_P5 Drank_DD  Drank_P5 Drank_MC  Drank_P5 Drank_RCP 

 Column 1 Column 2  Column 3 Column 4  Column 5 Column 6 

Drank_Rep5  0.2361***   0.1578***   0.2532*** 

  (4.2012)   (2.8064)   (3.3553) 

Size 0.3842*** 0.9373***  0.3842*** 0.9015***  0.3842*** -0.3085*** 

 (11.2987) (22.6808)  (11.2987) (21.8040)  (11.2987) (-5.5595) 

M/B 0.0481*** 0.0113  0.0481*** 0.0167*  0.0481*** 0.0233* 

 (4.1057) (1.1936)  (4.1057) (1.7683)  (4.1057) (1.8386) 

Lev -0.0749*** 0.0817***  -0.0749*** 0.0515**  -0.0749*** 0.0911*** 

 (-2.6600) (3.8123)  (-2.6600) (2.4046)  (-2.6600) (3.1665) 

ROA -0.2009*** -1.2717***  -0.2009*** -1.0320***  -0.2009*** -0.5541*** 

 (-2.8694) (-23.6781)  (-2.8694) (-19.2073)  (-2.8694) (-7.6831) 

ΔSales_Grow -0.0006 0.0027***  -0.0006 0.0008  -0.0006 0.0018* 

 (-0.5495) (3.3765)  (-0.5495) (0.9706)  (-0.5495) (1.6630) 

Sales_Vol -0.0296 0.8339***  -0.0296 0.7746***  -0.0296 2.7138*** 

 (-0.1919) (7.3532)  (-0.1919) (6.8275)  (-0.1919) (17.8217) 

CFO_Vol -0.3051 1.3685***  -0.3051 1.1696***  -0.3051 0.7054** 

 (-0.9547) (5.8240)  (-0.9547) (4.9755)  (-0.9547) (2.2358) 

Big4 -0.0978 0.2998***  -0.0978 0.4692***  -0.0978 0.3452*** 

 (-1.1922) (4.9876)  (-1.1922) (7.8046)  (-1.1922) (4.2783) 

Loss 0.0004 0.3763***  0.0004 0.3018***  0.0004 -1.2203*** 

 (0.0041) (5.0075)  (0.0041) (4.0142)  (0.0041) (-12.0950) 

B_Sze -0.6584*** 0.3441***  -0.6584*** 0.4137***  -0.6584*** 0.6157*** 

 (-5.6532) (3.5954)  (-5.6532) (4.3213)  (-5.6532) (4.7918) 

P_B_Ind 0.4803*** -0.2742**  0.4803*** -0.0624  0.4803*** 0.2267 

 (3.2260) (-2.3792)  (3.2260) (-0.5411)  (3.2260) (1.4652) 

Comp 0.6308***   0.6308***   0.6308***  

 (12.6995)   (12.6995)   (12.6995)  

CEO_Age 0.8894***   0.8894***   0.8894***  

 (3.2249)   (3.2249)   (3.2249)  

Constant -12.4245*** -14.7615***  -12.4245*** -14.0373***  -12.4245*** 7.4552*** 

 (-10.1149) (-32.5118)  (-10.1149) (-30.9039)  (-10.1149) (12.2288) 

Observations 6,140 6,140  6,140 6,140  6,140 6,140 

Adjusted R-squared 0.1930 0.5371  0.1930 0.5342  0.1930 0.1614 

IV F-Stat  85.52   85.52   85.52 

Durbin pval  0.000477   0.0604   0.0126 

t-statistics in parentheses 
*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2 for variables definition 

 Table 3.8 column 2 illustrates the results for the second-stage regression, 

where dependent variable is Drank_DD. The Durbin-Wu-Hausman test of endogeneity 

suggests that CEO reputation is an endogenous variable (P = 0.0004). After controlling 

for endogeneity successfully, the coefficient on Drank_Rep5 is significant and positive 

with the t-statistic of 4.2012. This supports the primary results of the study (H1) and 

shows that the CEO reputation is positively related to earnings management through 

discretionary accruals after controlling for the potential endogeneity problem. Column 4 

presents the results using Drank_MC as the dependent variable. The Hausman test 

suggests that there is an endogeneity concern (P = 0.0604). After correcting for 
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endogeneity, the coefficient for Drank_Rep5 is still significant (t-statistic = 2.8064) and 

supports the primary analysis of the study (H1). In column 6 dependent variable is 

Drank_RCP, where the coefficient on Drank_Rep5 is still significant with a t-statistic of 

3.3553 after correcting for endogeneity (P = 0.0126), supporting primary results (H1). 

Overall results suggest similar evidence as provided in Table 3.6 and 3.7, after 

controlling for potential endogeneity of CEO reputation and earnings management. 

3.5.4.3 Alternative / Additional Control Variables 

 To test further robustness of the primary results, analysis is performed 

implying new control variables. The firm inner characteristics are included, such as 

R&D and Op_Cycle. The R&D is calculated as a total research and development 

expenses divided by sales of a firm, whereas Op_Cycle refers to the cash conversion 

cycle. The governance variables included are percentage of audit committee 

independence (P_Ac_Ind) and percentage of audit committee financial expertise 

(P_Ac_Fin). Controlling for these additional firm and governance characteristics, the 

sample reduces to 4,466 firm year observations. Further, all three measures of earnings 

quality are combined through factor analysis using principal component factors method 

and retain the common factor having eigen value more than 1 (EM_Factor). The 

common factor produces the eigen value of 1.8415. 

 Table 3.9 provides the results for the relationship between CEO reputation and 

all three earnings quality models including additional control variables and using the 

common factor of all three measures of earnings quality (EM_Factor). Including 

additional firm and governance characteristics, the coefficient on Drank_Rep5 remain 

positive and significant with all three measures of earnings quality (t-statistics on 

Drank_Rep5 = 2.6655, 2.3731 and 3.8366 for Drank_DD, Drank_MC and Drank_RCP 

models respectively), thus supports the rent extraction behaviour of reputed CEOs. 

Furthermore, using the common factor variable (EM_Factor) of all three measures of 

earnings quality, the results suggest a positive significant coefficient on Drank_Rep5 (t-

statistic = 2.8888). In summary, the results remain consistent to the primary conclusion 

that the reputed CEOs provide low quality earnings by doing mismanagement in 

accruals and production expenses of the firm. 
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Table 3.9: CEO Reputation and Earnings Management – Additional Control Variables 

 Earnings Management Models 

 Drank_DD Drank_MC Drank_RCP EM_Factor 

 Column 1 Column 2 Column 3 Column 4 

Drank_Rep5 0.0358*** 0.0346** 0.0764*** 0.0124*** 

 (2.6655) (2.3731) (3.8366) (2.8888) 

Size 1.0433*** 0.9408*** -0.1547*** 0.3223*** 

 (29.7122) (25.1633) (-3.1425) (28.5798) 

M/B 0.0382*** 0.0255* 0.0176 0.0106** 

 (2.9421) (1.8595) (0.9221) (2.5709) 

Lev 0.0388 0.0312 0.0561 0.0121 

 (1.5362) (1.1447) (1.4441) (1.5468) 

ROA -1.1975*** -0.9959*** -0.4774*** -0.3636*** 

 (-12.5821) (-10.5934) (-4.3337) (-12.5660) 

ΔSales_Grow 0.0027*** -0.0004 0.0023* 0.0004 

 (2.7496) (-0.3222) (1.6852) (1.4104) 

Sales_Vol 0.7053*** 0.5785*** 2.5227*** 0.2381*** 

 (4.0492) (3.1235) (10.6707) (4.3176) 

CFO_Vol 1.6368*** 1.6283*** 1.3611*** 0.5484*** 

 (4.5230) (4.3748) (2.8682) (4.9948) 

Big4 0.3633*** 0.5010*** 0.3133** 0.1446*** 

 (3.8571) (5.0344) (2.3671) (4.8409) 

Loss 0.4984*** 0.4057*** -1.0072*** 0.1363*** 

 (4.6547) (4.0144) (-7.1452) (4.3707) 

R&D 0.0000*** 0.0000* -0.0000*** 0.0000*** 

 (3.4683) (1.9422) (-3.1208) (2.6514) 

Op_Cycle 0.0000* 0.0000*** 0.0000 0.0000*** 

 (1.8065) (2.8532) (0.0350) (2.6612) 

CEO_Age 0.1900 0.4771 0.0817 0.1097 

 (0.5983) (1.2919) (0.1606) (1.0439) 

B_Sze 0.0293 0.2884** 0.3047* 0.0552 

 (0.2348) (2.1099) (1.6796) (1.4111) 

P_B_Ind -0.9337*** -0.5210* 1.1168*** -0.2252*** 

 (-3.7560) (-1.8989) (2.9313) (-2.8698) 

P_Ac_Ind 0.5133*** 0.3316* -0.5837** 0.1315*** 

 (3.2895) (1.8910) (-2.3133) (2.6813) 

P_Ac_ Fin 0.1012 0.0182 0.2586 0.0224 

 (0.7427) (0.1192) (1.2172) (0.5024) 

Constant -15.7811*** -15.6961*** 5.9383*** -6.8899*** 

 (-11.1454) (-9.7517) (2.8683) (-14.7578) 

Observations 4,466 4,466 4,466 4,466 

Adjusted R-squared 0.5632 0.5329 0.1650 0.6135 

Industry and Year FE Included Included Included Included 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2 for variables definition 

3.5.4.4  The Role of CEO Power 

 CEOs having high power may act as a steward and perform in the best interest 

of shareholders or alternatively could get conflict of interest under agency theory. As a 

leading authority in management, the CEO is able to significantly influence the 

decisions regarding firm’s financial reporting. For instance, the managers being align 

with the shareholders interest, could provide voluntary disclosures (Baik, Farber and 

Lee 2011), and precise earnings (Han et al. 2014). However, managers facing conflict of 

interest could perform earnings management and provide poor quality information in 

capital markets (Mande and Son 2012; Lafond and Roychowdhury 2007). Relying on 

the above arguments, it is hypothesised that, if the CEO reputation consequences into 
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lower earnings quality, then this result is significant, when a reputed CEO has high 

power in a firm.
 46

 

 To measure the CEO power, first proxy has been considered following Daily 

and Johnson (1997), as a percentage of interdependent directors on board (InterDir). 

Interdependent directors are those appointed by a CEO. Such directors may have loyalty 

for the CEO because of being recruited on board (Daily and Johnson 1997). Therefore 

CEO power could be identified through such loyalties and personal connections between 

the board members and the CEO (Daily and Johnson 1997). A CEO is considered more 

powerful if greater number of interdependent directors exists on board. Second proxy 

used to measure CEO power is the dummy variable equal to 1 if a CEO is the only 

insider (Insider)on the board, otherwise 0. Srinidhi, Gul, and Tsui (2011) states that the 

CEO can have information advantage and power to influence decision making provided 

that all of the information is transformed to the directors through the CEO. Third proxy 

used to measure CEO power is the CEO tenure, measured as a total number of years, a 

CEO serving in a firm (Tenure).
47

 Finally, a factor analysis is performed using principal 

component factor analysis on all three measures of CEO power and used the common 

factor variable (Factor_P), whose Eigen value is more than 1. The common factor 

(Factor_P) provides the eigen value of 1.5857. 

 The descriptive statistics (un-tabulated) for the CEO power variables suggests 

that, on average percentage of board of directors appointed by a CEO are 42.5 percent in 

the sample firms for this study. Further, there are five percent of the sample firms, 

where, CEO is the only insider (Insider) on board and all other board of directors are 

non-executive (outsiders) directors. Finally, the mean value for the CEO tenure (Tenure) 

in the sample firms is 4.85 years. 

   

                                                

46
  In this context prior research suggests that the earnings quality proxy by accruals quality does not worsen when a reputed CEO 

also has high power in a firm (Francis et al. 2008). In our study a different approach than  Francis et al. (2008) has been used to 

measure CEO power and its impact on earnings quality. 
47

  For analysis purposes, the logged value for the CEO tenure is used to normalize for regression purposes. 
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Table 3.10: CEO Reputation, CEO Power and Earnings Management Using Dechow and Dichev (2002) 

 Earnings Quality: Dechow and Dichev (2002) Model 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 

Drank_Rep5 0.0487***         

 (3.9427)         

IntDir  0.0591        

  (0.5828)        

IntDir#Drank_Rep5   0.0303**       

   (2.1450)       

Insider    0.1287      

    (0.9216)      

Insider#Drank_Rep5     0.0468**     

     (2.0190)     

Tenure      0.0190    

      (0.5894)    

Tenure#Drank_Rep5       0.0103**   

       (2.1252)   

Factor_P        0.0215  

        (0.6998)  

Factor_P#Drank_Rep5         0.0007 

         (0.1277) 

Size 1.0438*** 1.0754*** 1.0671*** 1.0677*** 1.0655*** 1.0798*** 1.0686*** 1.0737*** 1.0742*** 

 (32.3779) (35.4647) (34.5535) (35.2707) (35.2766) (34.5412) (33.0036) (34.4399) (34.3465) 

M/B 0.0273** 0.0310*** 0.0302*** 0.0271** 0.0268** 0.0347*** 0.0333*** 0.0311*** 0.0310*** 

 (2.5338) (2.8555) (2.7776) (2.4933) (2.4677) (3.1018) (2.9792) (2.7575) (2.7567) 

Lev 0.0626*** 0.0568** 0.0581*** 0.0591*** 0.0603*** 0.0460** 0.0475** 0.0482** 0.0483** 

 (2.7864) (2.5197) (2.5887) (2.6252) (2.6785) (1.9647) (2.0402) (2.0672) (2.0645) 

ROA -1.2711*** -1.2851*** -1.2811*** -1.2645*** -1.2636*** -1.2841*** -1.2788*** -1.2672*** -1.2668*** 

 (-13.9979) (-14.0596) (-14.0342) (-13.8267) (-13.8532) (-13.4988) (-13.4486) (-13.2451) (-13.2667) 

ΔSales_Grow 0.0024*** 0.0023*** 0.0023*** 0.0025*** 0.0025*** 0.0025*** 0.0025*** 0.0026*** 0.0026*** 

 (3.2642) (3.2056) (3.2329) (3.3489) (3.3465) (3.2815) (3.2997) (3.4688) (3.4626) 

Sales_Vol 0.8037*** 0.7984*** 0.7984*** 0.7602*** 0.7561*** 0.7929*** 0.7937*** 0.7627*** 0.7585*** 

 (5.5055) (5.4337) (5.4564) (5.1489) (5.1337) (5.0434) (5.0750) (4.8737) (4.8474) 

CFO_Vol 1.2988*** 1.2855*** 1.2881*** 1.3385*** 1.3451*** 1.2813*** 1.2940*** 1.3184*** 1.3198*** 

 (4.8188) (4.7122) (4.7351) (4.8876) (4.9106) (4.4997) (4.5578) (4.6096) (4.6143) 

Big4 0.3183*** 0.3194*** 0.3230*** 0.3249*** 0.3257*** 0.2987*** 0.2978*** 0.3071*** 0.3063*** 

 (3.9449) (3.9154) (3.9547) (3.9763) (3.9976) (3.5547) (3.5481) (3.6206) (3.6108) 

Loss 0.3678*** 0.3718*** 0.3699*** 0.3816*** 0.3814*** 0.3801*** 0.3835*** 0.3903*** 0.3887*** 

 (3.7766) (3.7980) (3.7782) (3.8728) (3.8739) (3.7939) (3.8276) (3.8673) (3.8572) 

CEO_Age 0.0969 0.1287 0.0900 0.0655 0.0527 0.1784 0.1121 0.1057 0.1241 

 (0.3608) (0.4761) (0.3307) (0.2416) (0.1946) (0.6234) (0.3893) (0.3703) (0.4339) 

B_Sze 0.2234** 0.1705 0.1617 0.2579** 0.2758*** 0.2064* 0.2335** 0.2509** 0.2535** 

 (2.2308) (1.6395) (1.5857) (2.5408) (2.7537) (1.9608) (2.2253) (2.3527) (2.3761) 

P_B_Ind -0.1393 -0.1042 -0.1173 -0.0468 -0.0412 -0.1421 -0.1558 -0.0936 -0.0897 

 (-1.1217) (-0.8423) (-0.9452) (-0.3790) (-0.3353) (-1.1066) (-1.2117) (-0.7305) (-0.7010) 

Constant -15.9613*** -16.3578*** -16.0703*** -16.1283*** -16.0811*** -16.7891*** -16.4079*** -16.4639*** -16.5511*** 

 (-13.0821) (-13.5414) (-13.0283) (-13.2822) (-13.2788) (-13.2255) (-12.5815) (-12.8932) (-12.8836) 

Observations 6,369 6,369 6,369 6,258 6,258 5,944 5,944 5,838 5,838 

Adjusted R-squared 0.5643 0.5623 0.5628 0.5629 0.5633 0.5668 0.5673 0.5673 0.5673 

Year FE Included Included Included Included Included Included Included Included Included 

F Statistic 128.8 126.9 128.9 124.6 124.5 123.1 124 121.6 121.7 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2 for variables definition
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Table 3.11: CEO Reputation, Power and Earnings Management Using McNichols Accrual Model (2002) 

 Earnings Quality: McNichols (2002) Model 

 Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 

Drank_Rep5 0.0516***         

 (3.9302)         

IntDir  0.0058        

  (0.0566)        

IntDir#Drank_Rep5   0.0281**       

   (1.9620)       

Insider    0.0053      

    (0.0381)      

Insider#Drank_Rep5     0.0328     

     (1.5198)     

Tenure      0.0132    

      (0.3919)    

Tenure#Drank_Rep5       0.0103**   

       (2.0185)   

Factor_P        0.0037  

        (0.1169)  

Factor_P#Drank_Rep5         -0.0018 

         (-0.3481) 

Size 0.9581*** 0.9915*** 0.9839*** 0.9848*** 0.9829*** 0.9973*** 0.9856*** 0.9918*** 0.9923*** 

 (28.9781) (31.9566) (31.1284) (31.7839) (31.7784) (30.8914) (29.4762) (30.8831) (30.8193) 

M/B 0.0276** 0.0314*** 0.0307*** 0.0290*** 0.0286*** 0.0336*** 0.0322*** 0.0316*** 0.0316*** 

 (2.5075) (2.8665) (2.7855) (2.6359) (2.6160) (2.9287) (2.7962) (2.7304) (2.7344) 

Lev 0.0414* 0.0353 0.0364 0.0373 0.0382 0.0241 0.0257 0.0245 0.0245 

 (1.6580) (1.4136) (1.4588) (1.4913) (1.5285) (0.9277) (0.9938) (0.9442) (0.9441) 

ROA -1.0622*** -1.0767*** -1.0732*** -1.0619*** -1.0599*** -1.0830*** -1.0777*** -1.0667*** -1.0668*** 

 (-14.6101) (-14.7124) (-14.6672) (-14.4399) (-14.4679) (-14.3698) (-14.2986) (-14.0948) (-14.1136) 

ΔSales_Grow 0.0006 0.0005 0.0005 0.0007 0.0007 0.0007 0.0007 0.0008 0.0008 

 (0.6731) (0.6314) (0.6510) (0.7978) (0.8157) (0.8392) (0.8601) (0.9636) (0.9597) 

Sales_Vol 0.8196*** 0.8125*** 0.8138*** 0.7726*** 0.7668*** 0.8391*** 0.8415*** 0.7877*** 0.7865*** 

 (5.2866) (5.2107) (5.2367) (4.9603) (4.9341) (5.0450) (5.0852) (4.7919) (4.7878) 

CFO_Vol 1.0310*** 1.0186*** 1.0194*** 1.0652*** 1.0741*** 0.8611*** 0.8744*** 0.9121*** 0.9117*** 

 (3.5766) (3.5043) (3.5129) (3.6426) (3.6743) (2.8403) (2.8902) (2.9933) (2.9914) 

Big4 0.4617*** 0.4614*** 0.4660*** 0.4638*** 0.4643*** 0.4443*** 0.4433*** 0.4451*** 0.4445*** 

 (5.5762) (5.5225) (5.5729) (5.5325) (5.5530) (5.1724) (5.1704) (5.1560) (5.1474) 

Loss 0.2972*** 0.3016*** 0.2996*** 0.3068*** 0.3070*** 0.3351*** 0.3395*** 0.3408*** 0.3399*** 

 (3.1586) (3.1807) (3.1619) (3.2148) (3.2203) (3.4213) (3.4681) (3.4548) (3.4488) 

CEO_Age 0.4569 0.5015 0.4562 0.4570 0.4454 0.5706* 0.4966 0.5368 0.5529* 

 (1.4839) (1.6136) (1.4589) (1.4674) (1.4325) (1.7253) (1.5032) (1.6259) (1.6722) 

B_Sze 0.3878*** 0.3412*** 0.3249*** 0.3992*** 0.4229*** 0.3741*** 0.4043*** 0.4217*** 0.4244*** 

 (3.6621) (3.1450) (3.0371) (3.6577) (3.9168) (3.3646) (3.6475) (3.7947) (3.8188) 

P_B_Ind -0.0027 0.0363 0.0226 0.0905 0.0997 0.0135 -0.0013 0.0703 0.0728 

 (-0.0206) (0.2783) (0.1726) (0.6947) (0.7698) (0.1008) (-0.0095) (0.5296) (0.5484) 

Constant -16.3300*** -16.7849*** -16.4888*** -16.5901*** -16.5667*** -17.3078*** -16.9008*** -17.1415*** -17.2198*** 

 (-12.0950) (-12.4778) (-12.0202) (-12.2703) (-12.2868) (-12.1403) (-11.6531) (-11.9497) (-11.9603) 

Observations 6,369 6,369 6,369 6,258 6,258 5,944 5,944 5,838 5,838 

Adjusted R-squared 0.5410 0.5386 0.5391 0.5393 0.5395 0.5438 0.5443 0.5443 0.5443 

Year FE Included Included Included Included Included Included Included Included Included 

F Statistic 125.8 124.1 125 123.2 122.4 120.4 120.3 118.7 118.3 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2  for variables definition 
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Table 3.12: CEO Reputation, Power and Earnings Management Using RoyChowdhury (2006) Real Earnings Model 

 Earnings Quality: Roychowdhury Model 

VARIABLES Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 

Drank_Rep5 0.0745***         

 (4.6801)         

IntDir  -0.0964        

  (-0.7069)        

IntDir#Drank_Rep5   0.0385**       

   (2.0015)       

Insider    -0.0100      

    (-0.0447)      

Insider#Drank_Rep5     0.0105     

     (0.2631)     

Tenure      0.1527***    

      (3.2245)    

Tenure#Drank_Rep5       0.0299***   

       (4.5223)   

Factor_P        0.0539  

        (1.2572)  

Factor_P#Drank_Rep5         0.0102 

         (1.3803) 

Size -0.2004*** -0.1525*** -0.1626*** -0.1477*** -0.1484*** -0.1706*** -0.1962*** -0.1560*** -0.1567*** 

 (-5.1054) (-4.1044) (-4.2847) (-3.9278) (-3.9498) (-4.4128) (-4.9595) (-4.0255) (-4.0421) 

M/B 0.0337** 0.0392*** 0.0383*** 0.0376** 0.0374** 0.0397*** 0.0362** 0.0383** 0.0380** 

 (2.3304) (2.6748) (2.6113) (2.4960) (2.4940) (2.6136) (2.4247) (2.4637) (2.4519) 

Lev 0.0524 0.0439 0.0452 0.0467 0.0470 0.0458 0.0499 0.0491 0.0491 

 (1.5877) (1.3290) (1.3635) (1.3975) (1.4088) (1.3362) (1.4646) (1.4239) (1.4270) 

ROA -0.6083*** -0.6288*** -0.6245*** -0.6482*** -0.6474*** -0.6614*** -0.6455*** -0.6812*** -0.6797*** 

 (-7.0738) (-7.3076) (-7.2494) (-7.4684) (-7.4727) (-7.5225) (-7.3541) (-7.7122) (-7.6949) 

ΔSales_Grow 0.0017* 0.0017* 0.0017* 0.0017 0.0017 0.0016 0.0016 0.0015 0.0015 

 (1.7119) (1.6516) (1.6736) (1.6361) (1.6403) (1.4801) (1.5044) (1.4547) (1.4580) 

Sales_Vol 2.6823*** 2.6692*** 2.6738*** 2.6489*** 2.6466*** 2.7258*** 2.7031*** 2.6785*** 2.6699*** 

 (14.1104) (13.9102) (13.9973) (13.6323) (13.6350) (13.6335) (13.5419) (13.1947) (13.1574) 

CFO_Vol 0.7587** 0.7442** 0.7420** 0.7676** 0.7711** 0.5992* 0.6260* 0.6086* 0.6146* 

 (2.2080) (2.1411) (2.1397) (2.1849) (2.1957) (1.6703) (1.7512) (1.6739) (1.6896) 

Big4 0.3376*** 0.3343*** 0.3434*** 0.3295*** 0.3297*** 0.3051*** 0.3046*** 0.3032*** 0.3034*** 

 (3.1267) (3.0851) (3.1620) (3.0039) (3.0080) (2.7826) (2.7966) (2.7376) (2.7424) 

Loss -1.1974*** -1.1905*** -1.1937*** -1.1967*** -1.1966*** -1.2101*** -1.2172*** -1.2353*** -1.2365*** 

 (-9.7284) (-9.5710) (-9.6165) (-9.5043) (-9.5069) (-9.4300) (-9.5767) (-9.5449) (-9.5572) 

CEO_Age 0.4727 0.5572 0.4751 0.6018 0.5978 0.3276 0.2669 0.5496 0.5396 

 (1.1949) (1.4095) (1.1939) (1.5128) (1.5045) (0.7968) (0.6496) (1.3342) (1.3068) 

B_Sze 0.4889*** 0.4390*** 0.3993*** 0.3860*** 0.3952*** 0.5503*** 0.5756*** 0.4208*** 0.4174*** 

 (3.6115) (3.2081) (2.9573) (2.6980) (2.7614) (3.9118) (4.0895) (2.9212) (2.8979) 

P_B_Ind 0.4202** 0.4800*** 0.4578*** 0.4468** 0.4505** 0.4259** 0.4061** 0.4115** 0.4131** 

 (2.4240) (2.7759) (2.6481) (2.5290) (2.5476) (2.3967) (2.2868) (2.2653) (2.2757) 

Constant 4.7323*** 4.0122** 4.4815*** 3.8373** 3.8435** 4.8453*** 5.5084*** 4.1503** 4.2093** 

 (2.8704) (2.4562) (2.6948) (2.3289) (2.3367) (2.8579) (3.2107) (2.4271) (2.4504) 

Observations 6,369 6,369 6,369 6,258 6,258 5,944 5,944 5,838 5,838 

Adjusted R-squared 0.1895 0.1847 0.1854 0.1821 0.1822 0.1906 0.1930 0.1865 0.1866 

Year FE Included Included Included Included Included Included Included Included Included 

F Statistic 40.84 37.63 37.79 35.99 36.05 36.34 38.12 34.73 34.82 

Robust t-statistics in parentheses 

 *** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2 for variables definition 
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 Table 3.10 reports the results for the relationship between CEO reputation 

with power and Dechow and Dichev (2002) discretionary accruals model. The CEO 

power variables are interacted with CEO reputation to find whether CEO power 

increases the rent-extraction behaviour of reputed CEO. Therefore, the expectation is to 

get a positive and significant coefficient on the interaction of CEO power with CEO 

reputation. Table 3.10, columns 3, 5 and 7 show that the coefficient on interaction 

between CEO power and reputation is significantly different from zero (t-statistics for 

IntDir#Drank_Rep5 = 2.1450, Insider#Drank_Rep5 = 2.0190 and Tenure#Drank_Rep5 

= 2.1252). This suggests that the individual CEO power attributes facilitate the reputed 

CEOs to perform earnings management. However, using the common factor score for 

CEO power, the coefficient is not significantly different from zero (t-statistic for 

Factor_P#Drank_Rep5 = 0.1277). 

The Drank_MC and Drank_RCP are used as a dependent variable for further 

analysis. Table 3.11 reports the results for the relationship between CEO reputation with 

power interaction and accruals quality model (Drank_MC) following McNichols (2002). 

Results suggest a positive and significant coefficient on IntDir#Drank_Rep5 and 

Tenure#Drank_Rep5 with a t-statistics of 1.9620 and 2.0185 respectively. Further, the 

coefficient on Insider#Drank_Rep5 and Factor_P#Drank_Rep5 is not significantly 

different from zero.  

Table 3.12 reports the results, when abnormal production expenses model 

(Drank_RCP) is used as a dependent variable following Roychowdhury (2006). Results 

remain similar to the McNichols (2002) model, a positive and significant coefficient on 

IntDir#Drank_Rep5 and Tenure#Drank_Rep5 with a t-statistics of 2.0015 and 4.5223 

respectively. Overall, results suggest that the individual attributes of CEO power are 

found to be relevant in aiding reputed CEOs to perform earnings management. 

However, combining the all three sources of the power does not show any significant 

improvement towards the rent extraction behaviour of the reputed CEOs. 

3.5.4.5 CEO Reputation, CEO Power and CEO Compensation 

 The Australian regulations require listed companies to disclose the 

compensation of key executives and directors in annual report (Commonwealth of 
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Australia 2004). Further the Commonwealth of Australia (2004) also provide 

shareholders right to vote for acceptance or rejection of the compensation report of key 

executives. The policy makers, press and other stakeholders in the economy have a lot 

of concerns about the CEO compensation. One of the reasons which gave rise to the 

issue of CEO compensation is the direct involvement of CEOs in major corporate 

accounting Scandals such as Enron and WorldCom. Prior research suggest that super-

star CEOs generate poor performance, perform earnings management and receive 

greater economic incentives such as compensation (Malmendier and Tate 2009).Further, 

one of US study suggests that, the reputed CEOs receive high stock-based compensation 

(Milbourn 2003). Yet, the CEO reputation in press impacts their compensation in 

Australia is to be answered. Reputed CEOs due to their skills and expertise are likely to 

have higher demand in the industry and thus receive greater compensation. Furthermore, 

the CEOs having high power can also influence the decision making for the sake their 

personal incentives. Therefore, it is likely that powerful CEOs receive high 

compensation than their less powerful peers. Relying on this, further analysis is 

performed to examine whether CEO reputation with power influence their compensation 

packages. 

 Table 3.13 illustrates the relationship between CEO reputation, CEO power 

and CEO compensation. The dependent variable is CEO compensation, calculated as a 

natural log of total compensation a CEO received during the financial year. Column 1 

shows the relationship between CEO reputation and CEO compensation, and columns 2 

to 9 provides detail for the relationship between CEO reputation with power interaction 

and CEO compensation. Column 1 suggests a positive and significant coefficient on 

Drank_Rep5 (t-statistic = 7.8656), implying that reputed CEOs receive high 

compensation. The relationship between CEO power and CEO compensation is 

significant on Tenure (t-statistic = 3.2921), suggesting that the CEO compensation 

increase with their tenure. However, the coefficient is not statistically different from 

zero on IntDir, Insider, Factor_P, implying that CEO power, from hiring greater board 

of directors and being only the insider on board, does not add value to their 

compensation significantly. The interaction of the CEO reputation with power is found 

significant and positive at IntDir#Drank_Rep5, Tenure#Drank_Rep5 and 
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Table 3.13: CEO Reputation, CEO Power and CEO Compensation 

 CEO Compensation 

Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 
 

Drank_Rep5 0.0408***         

 (7.8656)         

IntDir  0.0070        

  (0.1570)        

IntDir#Drank_Rep5   0.0314***       

   (5.2645)       

Insider    -0.0129      

    (-0.2394)      

Insider#Drank_Rep5     0.0053     

     (0.5738)     

Tenure      0.0516***    

      (3.2921)    

Tenure#Drank_Rep5       0.0118***   

       (5.3699)   

Factor_P        0.0184  

        (1.3282)  

Factor_P#Drank_Rep5         0.0040* 

         (1.6949) 

Size 0.3735*** 0.3968*** 0.3910*** 0.3963*** 0.3986*** 0.3891*** 0.3810*** 0.3920*** 0.3945*** 

 (30.2559) (32.6286) (32.1900) (32.2024) (32.3133) (31.4419) (30.7674) (31.4931) (31.7627) 

M/B 0.0371*** 0.0401*** 0.0393*** 0.0412*** 0.0412*** 0.0393*** 0.0379*** 0.0410*** 0.0409*** 

 (8.5245) (9.2659) (9.1284) (9.3342) (9.3371) (8.9611) (8.6460) (9.0539) (9.0511) 

Lev -0.0426*** -0.0484*** -0.0458*** -0.0490*** -0.0474*** -0.0519*** -0.0488*** -0.0528*** -0.0510*** 

 (-5.2323) (-5.9594) (-5.6363) (-5.9455) (-5.7125) (-6.1635) (-5.7577) (-6.1344) (-5.8777) 

ROA -0.1248*** -0.1346*** -0.1327*** -0.1307*** -0.1320*** -0.1446*** -0.1405*** -0.1407*** -0.1426*** 

 (-5.2620) (-5.5920) (-5.5739) (-5.3797) (-5.4424) (-5.8982) (-5.7418) (-5.6443) (-5.7214) 

ΔSales_Grow -0.0002 -0.0002 -0.0002 -0.0002 -0.0002 -0.0002 -0.0001 -0.0002 -0.0002 

 (-0.6806) (-0.8128) (-0.7102) (-0.8186) (-0.7579) (-0.6305) (-0.5152) (-0.6280) (-0.5576) 

Sales_Vol -0.0725 -0.0753 -0.0754 -0.0764 -0.0782 -0.0745 -0.0814 -0.0845 -0.0871* 

 (-1.4415) (-1.4917) (-1.5056) (-1.4891) (-1.5160) (-1.4419) (-1.5755) (-1.6114) (-1.6569) 

CFO_Vol 0.2063* 0.2147* 0.1974* 0.2140* 0.1999 0.1981 0.1924 0.1863 0.1713 

 (1.7447) (1.7925) (1.6613) (1.7587) (1.6366) (1.5987) (1.5556) (1.4745) (1.3506) 

Big4 0.1127*** 0.1104*** 0.1174*** 0.1085*** 0.1101*** 0.1145*** 0.1160*** 0.1148*** 0.1164*** 

 (3.4124) (3.3067) (3.4977) (3.2084) (3.2437) (3.3905) (3.4394) (3.3678) (3.3979) 

Loss 0.0255 0.0254 0.0244 0.0267 0.0276 0.0339 0.0321 0.0283 0.0273 

 (0.7585) (0.7389) (0.7099) (0.7672) (0.7870) (1.0070) (0.9546) (0.8249) (0.7897) 

CEO_Age -0.0798 -0.0146 -0.0948 -0.0113 -0.0453 -0.0906 -0.1629 -0.0407 -0.0844 

 (-0.7061) (-0.1294) (-0.8574) (-0.0985) (-0.3993) (-0.7895) (-1.4584) (-0.3504) (-0.7395) 

B_Sze -0.1213*** -0.1460*** -0.1737*** -0.1449*** -0.1462*** -0.0791* -0.0746* -0.1115** -0.1228*** 

 (-2.8177) (-3.2924) (-3.9943) (-3.1126) (-3.1624) (-1.7836) (-1.7067) (-2.4387) (-2.6929) 

P_B_Ind 0.2876*** 0.3116*** 0.3012*** 0.3139*** 0.3197*** 0.2699*** 0.2631*** 0.2780*** 0.2800*** 

 (5.5998) (5.9354) (5.7727) (5.8002) (5.9175) (5.2979) (5.1888) (5.2905) (5.3229) 

Constant 6.1335*** 5.6974*** 6.1062*** 5.6971*** 5.7832*** 6.0193*** 6.4291*** 5.8953*** 6.0382*** 

 (12.5944) (11.7376) (12.7720) (11.5185) (11.7846) (12.1454) (13.2586) (11.7515) (12.2778) 

Observations 6,140 6,204 6,140 6,096 6,032 5,832 5,770 5,729 5,667 

Adjusted R-squared 0.6236 0.6103 0.6177 0.6093 0.6127 0.6215 0.6281 0.6187 0.6222 

Year FE Included Included Included Included Included Included Included Included Included 

F Statistic 139.3 124.2 137 120.6 128.2 123.8 136.3 119.4 128.6 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2  for variables definition
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 Compensation Percentage of Variable Compensation 

VARIABLES Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 Column 8 Column 9 Column 10 Column 11 Column 12 Column 13 Column 14 

               

Drank_Rep5 0.0372***       0.0042**       

 (7.1117)       (2.2091)       

Drank_DD  0.0220***       0.0041**      

  (4.1632)       (2.1406)      

Drank_Rep5#Drank_DD   0.0051***       0.0007***     

   (8.3644)       (3.3171)     

Drank_MC    0.0133**       -0.0010    

    (2.4649)       (-0.5056)    

Drank_Rep5#Drank_MC     0.0046***       0.0005**   

     (7.3917)       (2.3200)   

Drank_RCP      0.0095**       0.0030**  

      (2.3173)       (2.0070)  

Drank_Rep5#Drank_RCP       0.0037***       0.0006*** 

       (6.5324)       (2.7341) 

Size 0.3697*** 0.3679*** 0.3402*** 0.3786*** 0.3478*** 0.3936*** 0.3824*** 0.0366*** 0.0346*** 0.0324*** 0.0401*** 0.0346*** 0.0396*** 0.0377*** 

 (29.7406) (28.6733) (25.6626) (29.7143) (26.3204) (31.6267) (31.4987) (9.2977) (8.2376) (7.7221) (9.9741) (8.4287) (10.2381) (9.7363) 

M/B 0.0367*** 0.0386*** 0.0363*** 0.0389*** 0.0366*** 0.0389*** 0.0367*** 0.0095*** 0.0097*** 0.0094*** 0.0099*** 0.0096*** 0.0097*** 0.0094*** 

 (8.2711) (8.8591) (8.1832) (8.9038) (8.2629) (8.8737) (8.2944) (6.3977) (6.5250) (6.3276) (6.6122) (6.4085) (6.4517) (6.2571) 

Lev -0.0467*** -0.0512*** -0.0487*** -0.0506*** -0.0485*** -0.0508*** -0.0488*** -0.0145*** -0.0151*** -0.0147*** -0.0149*** -0.0148*** -0.0151*** -0.0147*** 

 (-5.5042) (-6.0647) (-5.7995) (-5.9970) (-5.8111) (-5.9653) (-5.7152) (-4.7481) (-4.8935) (-4.7857) (-4.8509) (-4.8009) (-4.9123) (-4.7734) 

ROA -0.1356*** -0.1177*** -0.0991*** -0.1326*** -0.1093*** -0.1408*** -0.1308*** -0.0073 -0.0031 -0.0024 -0.0096 -0.0048 -0.0066 -0.0061 

 (-5.5709) (-4.6470) (-3.9961) (-5.3545) (-4.4593) (-5.7785) (-5.4511) (-0.9084) (-0.3732) (-0.2885) (-1.1634) (-0.5819) (-0.8237) (-0.7657) 

ΔSales_Grow -0.0001 -0.0002 -0.0002 -0.0002 -0.0001 -0.0002 -0.0002 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001 

 (-0.4929) (-0.7641) (-0.7386) (-0.6000) (-0.5188) (-0.6210) (-0.6706) (1.1276) (1.0302) (1.0668) (1.1116) (1.1181) (1.0768) (1.0807) 

Sales_Vol -0.0774 -0.0919* -0.0982* -0.0848 -0.0964* -0.1001* -0.1265** -0.0036 -0.0065 -0.0063 -0.0024 -0.0054 -0.0115 -0.0111 

 (-1.4915) (-1.7630) (-1.8783) (-1.6183) (-1.8342) (-1.8842) (-2.3819) (-0.1903) (-0.3436) (-0.3345) (-0.1264) (-0.2887) (-0.6062) (-0.5846) 

CFO_Vol 0.1900 0.1530 0.1468 0.1699 0.1587 0.1778 0.1686 -0.0120 -0.0184 -0.0175 -0.0118 -0.0152 -0.0144 -0.0150 

 (1.5479) (1.2296) (1.1916) (1.3650) (1.2849) (1.4314) (1.3662) (-0.2988) (-0.4624) (-0.4377) (-0.2978) (-0.3818) (-0.3614) (-0.3735) 

Big4 0.1164*** 0.1092*** 0.1080*** 0.1096*** 0.1050*** 0.1126*** 0.1122*** 0.0303*** 0.0290*** 0.0292*** 0.0306*** 0.0291*** 0.0293*** 0.0297*** 

 (3.4855) (3.2275) (3.2512) (3.2310) (3.1573) (3.3460) (3.3928) (2.7545) (2.6116) (2.6509) (2.7554) (2.6376) (2.6458) (2.7006) 

Loss 0.0278 0.0249 0.0231 0.0292 0.0260 0.0452 0.0565* 0.0063 0.0053 0.0056 0.0073 0.0062 0.0106 0.0104 

 (0.8431) (0.7386) (0.6987) (0.8635) (0.7887) (1.3159) (1.6738) (0.4486) (0.3788) (0.3991) (0.5172) (0.4412) (0.7506) (0.7322) 

CEO_Age -0.1287 -0.1316 -0.1340 -0.1349 -0.1424 -0.1302 -0.1330 0.0428 0.0421 0.0421 0.0435 0.0414 0.0420 0.0421 

 (-1.1149) (-1.1579) (-1.1615) (-1.1847) (-1.2331) (-1.1536) (-1.1741) (0.9141) (0.8953) (0.8922) (0.9294) (0.8780) (0.9057) (0.9075) 

CEO_Tenure 0.0288* 0.0518*** 0.0341** 0.0519*** 0.0360** 0.0506*** 0.0362** -0.0074 -0.0049 -0.0071 -0.0048 -0.0064 -0.0053 -0.0072 

 (1.8441) (3.2928) (2.1875) (3.2985) (2.2904) (3.1990) (2.2871) (-1.3353) (-0.8880) (-1.2970) (-0.8774) (-1.1699) (-0.9620) (-1.3008) 

B_Sze -0.0717 -0.0921** -0.0827* -0.0924** -0.0871** -0.0933** -0.0896** -0.0174 -0.0200 -0.0185 -0.0189 -0.0191 -0.0209 -0.0194 

 (-1.6380) (-2.0687) (-1.8872) (-2.0719) (-1.9837) (-2.0835) (-2.0205) (-1.0224) (-1.1592) (-1.0840) (-1.0941) (-1.1164) (-1.2138) (-1.1393) 

P_B_Ind 0.2510*** 0.2746*** 0.2497*** 0.2712*** 0.2480*** 0.2681*** 0.2518*** -0.0105 -0.0076 -0.0110 -0.0082 -0.0106 -0.0093 -0.0112 

 (5.0000) (5.3984) (5.0177) (5.3267) (4.9556) (5.2868) (5.0348) (-0.5551) (-0.3992) (-0.5850) (-0.4302) (-0.5591) (-0.4873) (-0.5899) 

Constant 6.3486*** 6.4968*** 6.9948*** 6.3525*** 6.9129*** 6.0762*** 6.2599*** -0.5155** -0.4711** -0.4279** -0.5576*** -0.4609** -0.5556*** -0.5202*** 

 (12.7989) (13.0222) (14.0856) (12.7322) (13.8723) (12.3269) (12.7859) (-2.5770) (-2.2949) (-2.0930) (-2.7449) (-2.2589) (-2.7851) (-2.6339) 

Observations 5,770 5,770 5,770 5,770 5,770 5,770 5,770 5,770 5,770 5,770 5,770 5,770 5,770 5,770 

Adjusted R-squared 0.6328 0.6262 0.6339 0.6253 0.6323 0.6252 0.6304 0.1144 0.1135 0.1152 0.1127 0.1139 0.1135 0.1148 

Industry and Year FE Included Included Included Included Included Included Included Included Included Included Included Included Included Included 

F Statistic 133.7299 125.7363 133.8980 126.5788 133.0394 127.3409 131.3062 15.2386 14.7540 15.0681 15.8346 15.0202 15.2000 15.4816 

 Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2  for variables definition 

Table 3.14: CEO Reputation, Earnings Management and CEO Compensation  
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Robust t-statistics in parentheses 
*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix-2  for variables definition 

Factor_P#Drank_Rep5 (t-statistics = 5.2645, 5.3699 and 1.6949 respectively). This 

recommends that the reputed CEOs with power receive higher economic incentives such 

as greater compensation. 

3.5.4.6 CEO Reputation, Earnings Management and CEO Compensation 

 Prior research suggests that the managers perform earnings management show 

high performance for the sake their personal incentives such as stock based 

compensation. As part of further analysis, the argument, whether reputed CEOs perform 

earnings management to receive high compensation is tested. Table 3.14 shows the 

relationship between CEO reputation, earnings management and CEO compensation. 

Columns 1 to 7 show the relationship between CEO reputation, earnings management 

and total compensation of a CEO. Column 1 suggests that the CEO reputation is 

significantly positively related to the total compensation (t-statistic = 7.1117). Columns 

Table 3.15: CEO Reputation over Prior 3 Year Period and Earnings Management 

 Earnings Management Models 

 Drank_DD Drank_MC Drank_RCP 

 Column 1 Column 2 Column 3 

    

Drank_Rep3 0.0484*** 0.0485*** 0.0580*** 

 (3.9431) (3.7345) (3.6564) 

Size 1.0436*** 0.9597*** -0.1902*** 

 (32.2908) (28.9340) (-4.8335) 

M/B 0.0272** 0.0276** 0.0347** 

 (2.5155) (2.5063) (2.3854) 

Lev 0.0631*** 0.0415* 0.0511 

 (2.8031) (1.6566) (1.5490) 

ROA -1.2724*** -1.0642*** -0.6144*** 

 (-14.0534) (-14.6789) (-7.1449) 

ΔSales_Grow 0.0024*** 0.0006 0.0017* 

 (3.2634) (0.6794) (1.7059) 

Sales_Vol 0.8039*** 0.8195*** 2.6803*** 

 (5.5018) (5.2750) (14.0482) 

CFO_Vol 1.2891*** 1.0205*** 0.7432** 

 (4.7806) (3.5416) (2.1559) 

Big4 0.3189*** 0.4623*** 0.3383*** 

 (3.9512) (5.5765) (3.1271) 

Loss 0.3660*** 0.2956*** -1.1982*** 

 (3.7625) (3.1428) (-9.7088) 

CEO_Age 0.1229 0.4854 0.5181 

 (0.4587) (1.5771) (1.3143) 

B_Sze 0.2207** 0.3826*** 0.4714*** 

 (2.2023) (3.6085) (3.4800) 

P_B_Ind -0.1368 0.0019 0.4355** 

 (-1.1015) (0.0146) (2.5122) 

Constant -16.0560*** -16.4501*** 4.4752*** 

 (-13.2323) (-12.2234) (2.7295) 

Observations 6,369 6,369 6,369 

Adjusted R-squared 0.5643 0.5408 0.1876 

Industry and Year FE Included Included Included 

F Statistic 128.7 125.2 39.87 
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2, 4 and 6 show the coefficient on earnings management variables is positive and 

significantly related to CEO compensation (t-statistic for Drank_DD = 4.1632, 

Drank_MC = 2.4649, Drank_RCP = 2.3173). The interaction term between CEO 

reputation and earnings management is created to check whether reputed CEO performs 

earnings management to receive high compensation. Columns 3, 5 and 7 suggest that the 

reputed CEOs performing earnings management receive significantly high 

compensation (t-statistic for Drank_Rep5#Drank_DD = 8.3644, 

Drank_Rep5#Drank_MC = 7.3917, Drank_Rep5#Drank_RCP = 6.5324). In columns 8 

to 14, analysis is performed when the dependent variable is the ratio of variable 

compensation to total compensation. Results suggest remain similar and suggest that the 

reputed CEOs perform earnings management to receive high compensation. 

3.5.4.7 CEO Reputation - Further Analysis 

 For further analysis, this study measures the CEO reputation by taking the 

decile rank for the sum of number of articles over the prior 3 year (Drank_Rep3), 

instead of 5 year and repeat the analysis performed in Table 3.6. Table 3.15 shows the 

results for the relationship between CEO reputation and all three earnings management 

models. The coefficient on Drank_Rep3 remains statistically different from zero with a 

t-static of 3.9431, 3.7345 and 3.6564 for Drank_DD, Drank_MC and Drank_RCP 

models respectively. Thus, the reputation variable across different time horizons yields 

consistent results.



123 

 

 Conclusion and Implications 

3.6.1 Study Overview 

 The primary objective of this study is to examine the relation between CEO 

reputation and earnings management. This study extends the research by Francis et al. 

(2008), inspecting the relationship between CEO reputation and accruals and real 

earnings management in Australia. This study considers the managerial characteristic 

specifically reputation, to identify any variation in earnings quality. Relying on the study 

conducted by Francis et al. (2008), two conflicting arguments efficient contracting and 

rent extraction hypothesis are used to examine the relationship between CEO reputation 

and earnings quality. Efficient contracting hypothesis suggests that, CEOs having 

reputation act in the best interest of the firms by improving earnings quality. 

Conversely, rent extraction hypothesis suggests that, the reputed CEOs promote their 

personal wealth and career by misreporting the earnings and creating information 

asymmetry between firm and stakeholders. Relying on the rent extraction behaviour of 

CEOs, hypothesis is developed for this study. The results and conclusions for each 

hypothesis are discussed below. 

3.6.2 Results and Conclusions 

 The primary hypothesis of this study (H1) predicts that, the earnings 

management is high for firms with CEO reputation. As predicted, results support H1 and 

bolster the argument of rent extraction behaviour of reputed CEOs, with reputation 

significantly positively (negatively) related to accruals and real earnings management 

(earnings quality) (Table 3.6 Columns 1, 2, 3). It can be concluded that the reputed 

CEOs involve in both accruals as well as real earnings numbers. Additional analysis 

suggests that, the earnings management remain high, when the CEO reputation is at 

higher than normal levels (Table 3.7 Columns 1, 2, 3). Sensitivity analysis performed 

using 2SLS suggests that, excluding the effect of omitted variables on CEO reputation, 

earnings management is still significantly positively related to CEO reputation (Table 

3.8).  

 In addition to this, if a reputed CEO has power (acquired through recruitment 

of directors on board, acting as a sole insider on board and with longer tenure in a firm), 
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accruals management and real earnings management persists significantly (Table 3.10, 

11, 12). It is concluded that the reputed CEOs with or without power, receive high 

economic incentives such as high compensation in Australia (Table 3.13). Further, 

reputed CEOs perform accrual and real earnings management to increase their 

compensation (Table 3.14). 

3.6.3 Implications 

 There are clear implications for investors and other stakeholders having 

valuable contracts with firms. As the quality of earnings and related information is lower 

(high accruals and real earnings management), when provided by reputed CEOs, 

investors and other contracting parties can consider the CEO reputation, relying on the 

firm provided financial reports. As CEO reputation and power is negatively related to 

earnings quality, investors should perform extra monitoring of such CEOs through 

independent internal and external monitors. Policy makers such as Australian Securities 

Exchange Corporate Governance Council in Australia are required to formulate the rules 

in order to restrict the sources of power for CEOs. 

The research academics are required to consider the CEO reputation in future 

research as an important factor influencing the firm outcomes and information 

environment. As concluded, CEOs can use their reputation to extract personal incentives 

such compensation, compromising the long term benefits of the stakeholders. Therefore, 

research scholars need to shift the focus of their future research towards the CEO 

reputation and identify its further impact on firm and market participants. 

3.6.4 Contributions 

 Prior research suggests a two-way role of reputed CEOs (rent extraction and 

efficient contracting behaviour). Recalling the results, there is a high accruals and real 

earnings management provided that the CEO has high reputation. This implies that 

reputed CEOs provide lower earnings quality to the market and supports the rent 

extraction behaviour of the reputed CEOs. Thus, this study contributes to the prior 

discussion on conflicting behaviours of reputed CEOs (efficient contracting and rent 

extraction arguments) in Australian settings. 
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 Although, previous research suggests a number of factors (such as firm 

characteristics and internal and external governance factors), that influence earnings 

management. This study identifies additional determinants of accrual and real earnings 

management, which is press-based CEO reputation and CEO power (acquired as a sole 

insider on board, recruitment of directors on board and longer tenure). Despite the fact 

that CEOs having reputation and power can influence the internal and external 

environment significantly, there is still lack of research on their implications for firms 

and related stakeholders. Therefore, another contribution of this study is towards the 

CEO reputation and CEO power literature in Australian context. Further, there is a 

contribution towards CEO compensation literature in Australia, providing an additional 

determinant (press-based CEO reputation). Finally, the results of this study are 

generalizable to the countries with regulatory regime similar to Australia, because CEOs 

having reputation could influence the firm outcomes in a similar behaviour. 

3.6.5 Limitations 

 Despite of providing several contributions, this study is also subject to a few 

limitations. First, while a number of firm related inner characteristics are included to 

classify the discretionary part of the total accruals influenced by reputed CEOs, yet it is 

not possible to completely rule out the discretionary accruals part due to unavailability 

of complete set of firm related inner characteristics (Dechow and Dichev 2002; Francis 

et al. 2004). However, this study uses real earnings management as an additional 

measure of earnings quality. Although, this study controls for several governance and 

firm related factors, and endogeneity concerns of CEO reputation, yet it is not possible 

to draw the causal relationship between CEO reputation and earnings management. 

While prior research provides evidence on the validity of the press based measure of 

CEO reputation, yet the implications of this study depend on the validity of the measure 

used for CEO reputation. Other than these potential limitations, this study contributes 

how CEO reputation and power can affect accruals and real earnings quality. 
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CHAPTER 4: CEO REPUTATION AND ACCOUNTING CONSERVATISM 

 Introduction 

4.1.1 Motivation, Objectives and Research Questions 

 This paper examines the relationship between CEO reputation and 

accounting conservatism. The first paper (chapter 2) of this thesis concludes that the 

reputed CEOs reduce the quality of earnings and information, which leads to a 

reduction in the accuracy of analysts’ forecasts and increase analysts forecast bias 

and dispersion. The second paper (chapter 3) suggests that the CEO reputation is 

positively related to abnormal accruals and abnormal real earnings numbers. This 

paper (chapter 4) is motivated from the first two papers of the thesis and specifically 

the question of interest is to examine the impact of CEO reputation on accounting 

conservatism. If the reputed CEOs use their previous reputation to get the incentives 

and report lower quality of accruals and real earnings numbers, it is likely that the 

reputed CEOs influence the timely recognition of bad news (an important property of 

corporate reporting known as accounting conservatism). 

 Conservatism in accounting improves monitoring over management (Watts 

2003), reduces managerial agency problems and improves the contracts between 

mangers and shareholders (Ball and Shivakumar 2005). The timely recognition of 

bad news and delaying the good news is considered a crucial property of high quality 

earnings. Conservative accounting serves several benefits to the firm and its 

stakeholders. For instance, conservatism acts as a safeguard against managerial ex-

post opportunism (Gao 2013), improves the corporate governance structure and 

avoid agency conflicts (Ahmed and Henry 2012), and streamline the debt contracting 

(Beatty, Weber and Yu 2008; Nikolaev 2010). Further, managers timely reporting 

bad news and recognizing lower value of net assets into accounting face lower 

litigation risk (Lara, Osma and Penalva 2009b; Qiang 2007; Chung and Wynn 2008). 

In addition to this, firms having high conservatism also faces less regulatory 

restrictions  (Alam and Petruska 2012; Lobo and Zhou 2006). 

 Previous research suggests various determinants of conservatism, such as 

firm characteristics (Pae, Thornton and Welker 2005; Charitou, Lambertides and 

Trigeorgis 2007; Wen‐Hsin Hsu, O'Hanlon and Peasnell 2011), institutional factors 

(Iatridis 2012; Dai and Ngo 2014) and corporate governance characteristics (Sultana 
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and Van der Zahn 2015; Sultana 2015; Ahmed and Henry 2012). Specifically, there 

is evidence that, the conservative accounting improves with the quality of the 

corporate governance structure. For example, audit committee experience, financial 

expertise and number of meetings improves the level of accounting conservatism 

(Sultana and Van der Zahn 2015; Sultana 2015). Similarly, board independence and 

smaller board size also improves the accounting conservatism (Ahmed and Henry 

2012). CEOs are considered an important part of the corporate governance and can 

significantly impact the corporate reporting decisions. The previous research 

provides evidence that, the CEOs with different characteristics influence the quality 

of conservatism on opportunistic basis. For instance, overconfident CEOs report 

lower accounting conservatism (Ahmed and Duellman 2013) and CEOs with high 

stock ownership provide high conservatism in accounting (Lafond and 

Roychowdhury 2007). As the CEO reputation is strongly related to the quality of 

accounting numbers (Francis et al. 2008; Baik, Farber and Lee 2011), it is likely that 

the conservatism is also effected by reputed CEOs. Relying on this the primary 

question of this study is as follows: 

RQ: Is there any relationship between CEO reputation and accounting 

conservatism 

4.1.2 Significance of the Study 

 This study makes several contributions to the economy. First, this study 

will provide evidence about the behaviour of reputed CEOs towards reporting 

accounting conservatism. Specifically, results will suggest that, whether the reputed 

CEOs promote the timely recognition of bad news (supports efficient contracting 

hypothesis) or reduce the timeliness of earnings (supports rent-extraction 

hypothesis). Therefore, the study will contribute to the CEO reputation literature in 

terms of two opposite theories. Further, there will be contribution towards the 

literature on accounting conservatism. 

 Determinants of accounting conservatism include firm characteristics, 

regulatory environment and internal and external corporate governance attributes. 

This study is likely to identify an additional determinant (CEO reputation) of 

accounting conservatism. To the best of the knowledge of author, there is no 

previous study examining the role of CEO reputation towards the quality of 

accounting conservatism. In addition to this, the results of this study are 
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generalizable to countries other than Australia, because CEOs with multiple 

directorships likely to have similar behaviour across different countries with similar 

regulatory environment. 
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 Literature Review 

4.2.1 Accounting Conservatism 

  Conservatism defined by Basu (1997) as a “tendency to require a higher 

degree of verification to recognise good news as gains than to recognise bad news as 

losses”. According to Basu (1997), conservatism exists only if the good news is 

verified more than bad news and a firm is considered highly conservative if the bad 

news is recorded as early as possible. According to Watts (2003), conservatism is the 

application of high degree of verification for favourable information. Chapter three 

measures earnings quality using earnings management (specifically accruals and real 

earnings management). Accounting conservatism is considered an important 

attribute of high quality earnings. Therefore, this chapter applies accounting 

conservatism to measure the level of earnings quality.  

4.2.2 Explanations for Conservatism 

 The prior literature suggests primarily four reasons conservative 

accounting a) Contracting b) Litigation c) Taxation and d) Regulation (Watts 2003). 

Accounting conservatism provides benefits to mangers, shareholders and other 

stakeholders in a number of different ways. A brief explanation for each of these 

reasons is as follows: 

4.2.2.1 Management and Debt Contracting: 

 Managers due to conflict interest, having information advantage over 

shareholders are likely to manipulate the accounting numbers to increase their 

personal wealth. To achieve the private incentives, managers may exploit the net 

assets value and future earnings under compensation plan (Watts 2003). According 

to Ball and Shivakumar (2005), conservatism is the main factor in improving the 

contracts efficiency. Further, the conditional conservatism improves monitoring over 

management and verify any future negative net present value projects (Watts 2003). 

 A number of previous studies show that the conservatism helps to cut-

down the agency costs, streamline the contract of a firm with managers and 

shareholders and improves the quality of overall corporate governance (Gao 2013; 

Ahmed and Henry 2012; Hui, Klasa and Yeung 2012). For instance, according to 

Gao (2013), managers with control over financial reporting are able to do 

manipulations in their own favour. As the conservatism requires high degree of 
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verification of good news to managers, this acts as a safeguard against the 

managerial ex - post opportunism (Gao 2013). Further, Ahmed and Henry (2012) 

show that both the conditional and unconditional conservatism plays a key role in 

removing agency conflicts and improving governance structure. Similarly, the study 

conducted by Hui, Klasa, and Yeung (2012), explore the role of conservatism 

towards the efficiency of contract between external stakeholders (suppliers and 

customers) and a firm. Their study suggests that, the suppliers and customers 

(engage with firm in both short and long term) are concerned with the accounting 

practices of firm and focus on bad news more than good news. 

 The debt holders are known to be highly interested about the future losses 

and risks associated with a firm at the time of approving loan (Watts 2003; Basu 

1997). Further, the debt holder are also concerned with the lowest value of net assets, 

because at the time of liquidation, managers may be unable to generate the sufficient 

amount from net assets to meet the debt holder’s claim (Watts 2003). In addition to 

this, accounting conservatism helps the debt holders to make their debt contracts 

more efficiently and find out any violation in debt contract on timely basis in 

different ways. For instance, conservative accounting protects the debt holders by 

reporting lowest value of net assets and any future losses on timely manner in the 

financial statements (Ball and Shivakumar 2005). A number of studies provides an 

empirical evidence that, the conservatism is an important factor influencing the debt 

contracting (Li 2013; Nikolaev 2010; Beatty, Weber and Yu 2008; Ahmed et al. 

2002; Haw, Lee and Lee 2014). 

 For instance, Li (2013) demonstrates that, the conservatism reduces the 

predicted renegotiation cost for efficient liquidation of negative net present value 

project. Further, if the expectation to get positive return from a project is lower, 

accounting conservatism increases the projected payoff for the investors. Likewise, 

Nikolaev (2010), using the sample of 5000 debt issuers shows that, the timely 

recognition of loss acts as a monitoring for debt holders on the debt contracts with 
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high debt covenants.
48

 Further, according to Beatty, Weber, and Yu (2008), on the 

lender’s demand side, conservatism is positively related to having income escalators, 

whereas, on the shareholder’s demand side, accounting conservatism is negatively 

related to the inclusion of income escalators for managers.  Furthermore, Ahmed et 

al. (2002) suggest that, the firms facing dividend policy conflicts follow conservative 

accounting and conservatism helps in mitigating bondholder and shareholder conflict 

on dividend policy.
49

 

4.2.2.2 Litigation & Taxation 

  Firms reporting high value of net assets and avoiding timely recognition of 

bad news in financial statements are likely to face litigation in the future period 

(Watts 2003). According to Lara, Osma, and Penalva (2009a), litigation occurs when 

any of the stakeholders sue against managers, auditors or shareholders to recover 

their losses as a result of not stating the true economic performance of the firm. 

Conservatism acts here a key factor eliminating the litigation risk, agency problem 

and removes the information asymmetry between the parties (Lara, Osma and 

Penalva 2009a). Previous studies indicate that the conservatism is strongly related to 

litigation costs associated with firms (Qiang 2007; Chung and Wynn 2008). 

 For instance, Chung and Wynn (2008), show that the conservative 

accounting is strongly related to the level of legal liability coverage for managers, 

provided that the litigation risk is high. Specifically, Chung and Wynn (2008) 

conclude that higher the managerial legal liability coverage, lower the conservative 

accounting followed (bad news is not recorded on timely basis). This implies that 

managers imply more conservatism in accounting to avoid the litigation risk. Similar 

to this, study by Qiang (2007) provides an evidence that, the both forms of 

conservatism (conditional and unconditional) acts as a safeguard to the managers on 

litigation. 

                                                

48
  The research also suggests that the private firms with public debt report high conservatism (timely recognition of loss) as 

compared to the private firms with the private debt only, implying that the bondholders demand for higher conservatism as 

compared to the debt holders (Haw, Lee and Lee 2014). 
49

  In contrast to this, research also shows that the conservatism decrease the efficiency of debt contracts (Gigler et al. 2009). 
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 Tax planning includes managerial choice of accounting policies and 

practices in order to lower the net present value of taxation liability. Previous 

research demonstrates that, both forms of conservatism (conditional and 

unconditional) are strongly related to tax related manipulations in earnings (Heltzer 

2009; Qiang 2007; Lara, Osma and Penalva 2009b). For instance, according to 

Heltzer (2009), conditional and unconditional conservatism is high in the firms, 

where the reported income is more than taxable income. According to Lara, Osma, 

and Penalva (2009b), managers use conservatism to lower the present value of taxes. 

Lara, Osma, and Penalva (2009b) argue that the managers use conditional 

conservatism to shift their income from a period, where the tax rate and tax burden is 

high to a period when tax rate and tax burden is lower to decrease the net present 

value of tax liability. Furthermore, managers may reduce earnings in a book-tax way 

by not recognising revenues timely and immediately considering the operating 

expenses, thereby reducing the present value of tax payments (Lara, Osma and 

Penalva 2009b). This is done by either recognizing economic losses or transferring 

current economic gains to a future period (Lara, Osma and Penalva 2009b). 

Likewise, Qiang (2007) concludes that unconditional conservatism helps to reduce 

taxation costs for firms. According to Qiang (2007), the unconditional conservatism 

is an easier way to follow the taxation rules allowed to record extra expenses such as 

increase in cost of goods sold by following Last in First Out (LIFO). 

4.2.2.3 Regulation 

 Regulators and standard setters known to be strong determinants of 

conservative accounting (Watts 2003). High accounting conservatism reduce the risk 

for regulators not to be blamed by the stakeholders in the economy (Qiang 2007). 

According to Qiang (2007), regulators favour the type (conditional or unconditional) 

of conservatism to be implemented by firms following the demand of stakeholders. 

For instance, conditional conservatism (timely recognition of bad news in earnings) 

results in negative reporting, which is not favourable to some stakeholders such as 

debtholders and investors. Further, the firms following unconditional conservatism 

are under fewer chances of being interrupted and questioned by regulators. 

Conversely, the firms with high conditional conservatism are likely to announce 

greater number of negative announcements, therefore high chance of becoming the 

target of regulators. 
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 Previous studies indicate that the regulatory and political environment is a 

strong driver of accounting conservatism (Alam and Petruska 2012; Lobo and Zhou 

2006). The US study conducted by Alam and Petruska (2012) suggest that, the fraud 

firms have significantly lower conservatism in the period before committing of 

fraud, as compared to non-fraud firms. Further, the fraud firms increase the level of 

conservatism during the period of investigation by Securities and Exchange 

Commission (SEC). Likewise, the study conducted by Lobo and Zhou (2006) finds 

that, during the period after enforcing SOX firms report high conditional 

conservatism as compared to pre-SOX period. Furthermore, according to Lara, 

Osma, and Penalva (2009b), firms make huge profits from the high market prices of 

goods and service. Regulators in this case may implement new taxes on high income 

and new regulatory enforcements to restrict the market price. Therefore, in order to 

avoid the regulatory interventions, management is likely to implement the 

conditional conservatism and report lower earnings. 

 It can be summarised that, the conservatism have different economic 

consequences for managers, auditors, shareholders, debt holders, regulators and 

other key stakeholders. Conditional and unconditional conservatism improves the 

efficiency of managerial contracts by taking into account any future bad news in 

earnings and net value of assets on lower end. Further, as debt holders are concerned 

with the lower end of earnings and lowest value of net assets in order to recover the 

debts, therefore both forms of conservatism improve the efficiency of debt contracts. 

Furthermore, management uses conditional conservatism to manipulate the taxation 

liability of firm and shift income to low pressure period from high pressure period. 

In addition to this, managers and auditors having high litigation risk follow more 

conservative accounting. Finally, high conservatism acts as a safeguard from strict 

regulatory interventions, whereas lower conservatism may lead to implementation of 

new laws and regulations. 

4.2.3 Determinants of Conservatism 

 Previous studies discuss three main determinants, which influence the 

conservatism in accounting a) Firm characteristics b) Institutional factors and c) 

Corporate governance factors. A brief overview of each attribute is as follows: 
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4.2.3.1 Firm Characteristics 

  A number of studies show that the firm characteristics i.e. firm size, firm 

risk and growth options have a strong influence on accounting conservatism 

(Charitou, Lambertides and Trigeorgis 2007; Pae, Thornton and Welker 2005; Khan 

and Watts 2009; Wen‐Hsin Hsu, O'Hanlon and Peasnell 2011; Mak, Strong and 

Walker 2011). A brief overview of the firm characteristics and their impact on 

conservatism is as follows. 

  The research performed by Pae, Thornton, and Welker (2005) examine the 

association between firm risk and conservatism. Their study classifies the firms into 

different risk portfolios on the basis of lower and high price to book ratio and uses 

119,983 firm year observations for the period 1970 to 2001. The study measures the 

conservatism using the difference between slope coefficient between bad news and 

good news. Results suggest that the firms having greater price to book ratio have 

lower conservatism and the firms with lower price to book ratio have higher 

conservative accounting. 

 Similarly, the research conducted by Charitou, Lambertides, and 

Trigeorgis (2007) examine, whether the financial situation of a firm (distressed, 

healthy and growth firms) influences the level of accounting conservatism. The study 

utilises a total of 15, 049 US firm year observations for the period 1990 to 2004 and 

measures accounting conservatism using Basu (1997)  timely loss recognition 

approach. The results suggest that, the earnings of firms in financially distressed 

have a lower response to bad news and high response to good news (lower 

conservatism), whereas earnings of healthy firms quickly response to bad news as 

compared good news (high conservatism). Further, extending the research to growth 

firms, study reveals that the earnings of firms in growth stage quickly response to 

bad news than good news, whereas, the value firms do not response to bad news in a 

timely manner. 

 

 The study conducted by Khan and Watts (2009) measure the impact of 

different firm characteristics on conservatism. The study considers the C_Score 
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approach to measure conservatism.
50

 Further, the study uses a total of 115,516 firm 

year observations for the period 1962 to 2005. The results suggest that, the firms 

with longer investment horizon, higher distinctive uncertainty and high information 

asymmetry are more conservative. Further results indicate that the level of 

conservatism is also influenced by change in information irregularity, likelihood of 

litigation and stock return uncertainty. 

 Similarly, the research accomplished by Wen‐Hsin Hsu, O'Hanlon, and 

Peasnell (2011) examine, whether the earnings response to good news or bad news in 

financially distressed firms is due to accrual component or cash flow component of 

earnings. To measure conservatism, the study applies conditional conservatism 

approach suggested by Ball and Shivakumar (2005) and Basu (1997). The study 

applies total of 21,513 firm year observations for the non-financial firms listed on 

American Stock Exchange for the period 1989 to 2005. The results suggest that, in 

the financially distressed firms timely recognition of bad news in earnings is due to 

the accrual component of earnings. 

 In UK, accounting and tax regulation require that the public and private 

companies must follow the same set of procedures while preparing the financial 

statements for audit and taxation purposes. Study conducted by Ball and Shivakumar 

(2005) evaluate, whether there is any difference in the earnings quality of UK private 

and public firms governed under the same regulation. The study takes into account a 

total of 54,778 private and 1478 public firm’s data for the period 1990 to 2000. To 

measure conservatism, the study considers the accruals to cash flow approach 

provided by Ball and Shivakumar (2005) and persistence of earnings approach 

suggested by (Basu 1997). The results suggest that, the conservatism in the private 

firms is lower as compared to public firms governed under the same regulation.  

                                                

50
  The C_Score conservatism approach captures the news even a firm have positive stock return values. In this way the khan 

& watts conservatism approach is different from the conservatism model provided by Basu (1997) which do not capture 

conservatism of firms having positive returns. Further, C_Score conservatism approach measure conservatism up to 3 years 

ahead. 
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 Another UK based study by Mak, Strong, and Walker (2011) examine the 

impact of firm’s corporate refocusing activities on conservatism.
51

 To measure 

conservatism, the research considers Basu (1997) approach of timely loss 

recognition. The sample consists of 1,986 UK listed firms for the period 1990 to 

1999. Further classifying the sample, the 753 firms involve in refocusing event, 

firms facing downsizing are 425, involve in investing activity are 304 and the firms 

entering into a new business are 24. After controlling for the size, industry and 

previous year news, the results suggest that, the conservatism is high in corporate 

refocusing event year and the year following the event. 

 Likewise, a US study conducted by Ramalingegowda and Yu (2012) 

examine, whether the institutional ownership impact the practice of conservative 

accounting. The study measures the conservatism using Basu (1997) approach and 

sample consists of 16,911 firm year observations for the period 1995 to 2006. The 

study finds that, the firms having high ownership by institutions follow more 

conservative accounting. Further, the ownership effect on conservatism is stronger in 

the firms having greater growth options and greater information asymmetry. 

4.2.3.2 Institutional Factors 

 A number of studies exhibit that the institutional factors such as legal and 

corporate policies, accounting policies, political condition and cross sectional 

variations have strong influence on conservatism (Iatridis 2012; Dai and Ngo 2014; 

Gotti and Mastrolia 2012; Lobo and Zhou 2006). A brief description of the 

institutional factors and how they influence conservative accounting practices is as 

follows: 

 A recent study by Iatridis (2012), examines the level of accounting 

conservatism being followed by the firms from different regions. For this purpose, 

the study considers the sample firms being audited by Big 4 auditors belongs to 

common law of South Africa and common law of Brazil. The final sample consists 

of 188 firms from South Africa and 187 firms belong to Brazil being audited by one 

of the big 4 auditing firm. Further, the study calculates conservatism by using Basu 

                                                

51
  According to Mak, Strong, and Walker (2011), corporate refocusing activities may involve selling of underperforming 

assets, change of management, change to strategic planning and realization of losses. 
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(1997) timely loss recognition approach. The results recommend that, the firms 

either audited by big 4 auditors, their institutional differences highly influence the 

amount of conservative accounting, agency costs and cost of equity. Specifically, 

study shows that the firms being audited by big 4 auditor in South Africa produce 

more conservatism as compared to the firms audited by big 4 auditor in Brazil. 

 Similarly, a US study by Dai and Ngo (2014) examines the impact of US 

presidential election on accounting conservatism. The sample consists of 147,894 

firm year observations for the period 1971 – 2011 for the US public listed firms and 

the study considers the C_Score conservatism approach of Khan and Watts (2009). 

The study indicates that the accounting conservatism is highly driven by political 

situation of country. Specifically, a year before the US presidential election, 

conservative accounting increased by 20 percent.  Further, such conservative 

accounting continues in the next year of election, if the opposition party wins, and 

reduces if the ruling party wins the election. 

 In US, foreign private issuers are required to register for cross listing 

according to Securities and Exchange Commission (SEC) act 1934 (Gotti and 

Mastrolia 2012). In addition to this, these foreign issuers are subject to certain filing 

/ reporting i.e. submission of form 20-F each year, under section 12-G. However, the 

foreign firms having total assets less than $10 million are subject to an exemption 

from the reporting condition. As this reporting incurs a lot of cost, many of the 

foreign firms take the benefit of such exemption from reporting. To measure the 

effect of this exemption on accounting conservatism, Gotti and Mastrolia (2012) 

conducted a study taking the data of foreign firms cross listed in US. The final 

sample consists of 6,682 firm year observations for the period 2000 to 2006. The 

final results suggest that, foreign firms cross listed in US exempt from reporting 

produce lower conservatism as compared to foreign firms complying with reporting 

obligations.
52

 

 Finally, the research by Lobo and Zhou (2006) investigates that, whether 

the implementation of SOX influences the level of conservatism in accounting. The 
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 Further results reveal that the abnormal accruals are also high for the non-reporting firms as compared to reporting firms. 
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study uses a sample of 11,960 firm year observations and Basu (1997) timeliness of 

earnings approach is used to measure conservatism. The results suggest that the 

firms in the post-SOX have higher conservatism as compared to pre-SOX period. 

4.2.3.3 Corporate Governance Characteristics 

 A consensus of literature shows that the corporate governance 

characteristics i.e. audit committee, board of directors, and CEO strongly influence 

the accounting conservatism (Sultana 2015; Sultana and Van der Zahn 2015; Ahmed 

and Henry 2012; Ahmed and Duellman 2007; Ho et al. 2015; Francis et al. 2015). A 

brief overview of these characteristics is as follows: 

 A recent study conducted by Sultana and Van der Zahn (2015) in 

Australian context examine the relationship between audit committee financial 

expertise and level of conservatism in Australia. The study utilises the random 

sample of 494 firm-year observations for the period 2004 to 2008 and considers the 

Ball and Shivakumar (2005) and Basu (1997) conditional conservatism approach. 

The study demonstrates that the audit committee having financial expert members 

perform more efficiently. Specifically, the results show that the conservatism is high 

for firms with audit committee members having accounting and financial expertise. 

Similar to this, the research conducted by Sultana (2015) shows that, the 

conservatism for Australian firms is positively related to the meetings held by audit 

committee members, experience and financial expertise of audit committee members 

 Likewise, the Australian study by Ahmed and Henry (2012) examine the 

relationship between corporate governance mechanisms (board size, board 

independence and voluntary formation of an audit committee) and accounting 

conservatism. The study considers the conditional conservatism approach provided 

by Ball and Shivakumar (2005), Basu (1997), Givoly and Hayn (2000) and Beaver 

and Ryan (2000). The study concludes that the voluntary formation of audit 

committee, high board independence and smaller board size increase the accounting 

conservatism practice. 

 In addition to audit committee characteristics, board characteristics are 

also considered to be associated with the conservatism (Lara, Osma and Penalva 

2009a, 2007; Ahmed and Duellman 2007). For instance, Lara, Osma, and Penalva 

(2009a) examine, whether good corporate governance results in high conservatism. 
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The corporate governance factors include the level of external monitoring, board 

composition, board effectiveness and CEO involvement. Overall results suggest that, 

the firms having strong corporate governance yield high level of conditional 

conservatism. Similarly, Lara, Osma, and Penalva (2007) also shows that the high 

quality corporate governance improves accounting conservatism.
53

 

 In a similar instance, the study conducted by Ahmed and Duellman (2007) 

examine, whether conservatism influenced by percentage of inside directors in the 

board, outside directorship, board size, separation of chairman and CEO position and 

the number of additional directorships held by board members. To measure 

conservatism, the study considers market based conservatism approach suggested by 

Beaver and Ryan (2000), total accruals approach recommended by Givoly and Hayn 

(2000) and timeliness of earnings approach provided by Roychowdhury and Watts 

(2007). The study demonstrates that, the percentage of inside directors on board have 

a negative and percentage of shares held by outside directors have a positive 

relationship with accounting conservatism. Further, the number of multiple 

directorships held by directors is negatively related accrual-based approach of 

conservatism (Ahmed and Duellman 2007).
54

 

 CEO’s with high power and being a supreme authority can significantly 

influence the financial reporting decisions. The most relevant study to this chapter is 

conducted by Koh (2011), suggests that the celebrity CEOs report high conservative 

accounting and exhibit higher firm performance after the achievement of celebrity 

award. Further, a number of studies show that, the CEO characteristics are strongly 

related to the accounting conservatism. For instance, Ahmed and Duellman (2013) 

suggest that, the overconfident CEOs report lower accounting conservatism (high 

value of net assets and less timely recognition of bad news). According to Ho et al. 

(2015), female CEOs are more conservative as compared to their male counterparts. 

Similarly, the research suggests that, the conservatism increases with the 

                                                

53
  Strong corporate governance is associated with lesser influence of CEO over board of directors The CEO influence over 

board of directors is measured using eight difference characteristics of board of directors (board size, proportion of non-

executive directors, independent directors, whether the chairman of the board is executive director, board meetings,  and 

audit / remuneration / nomination committee) (Lara, Osma and Penalva 2007). 
54

  Similarly, Beekes, Pope, and Young (2004) suggests that the asymmetric timeliness of earnings is higher for firms with 

greater number of outside directors on board. 
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appointment of female CFO (Francis et al. 2015). Similarly, Lafond and 

Roychowdhury (2007) states that the agency problems associated with a CEO can be 

minimized by providing the stock ownership to a CEO. The study conducted by 

Lafond and Roychowdhury (2007) suggest that, the CEO stock ownership is 

positively related to timely recognition of bad news.  

 The previous research also suggests that the conservatism increases, when 

the non-founding CEO have high stock ownership and conservatism remain same 

with an increase in stock ownership of a founder CEO in family firms (Chen, Chen 

and Cheng 2014). As the CEO characteristics effect conservatism in several ways, 

yet the question, how CEO reputation in press influence accounting conservatism is 

yet to be answered? Therefore, this study expands the prior literature by examining 

the association between CEO reputation and accounting conservatism. 
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  Theoretical Framework 

4.3.1 CEO Reputation and Accounting Conservatism 

  As reported in the paper one and two of this thesis, efficient contracting 

hypothesis suggests that the reputed CEOs are likely to report high quality earnings 

to secure their reputation and career incentives (Francis et al. 2008).  Furthermore, 

reputed CEOs are known to provide accurate management earnings forecasts (Baik, 

Farber and Lee 2011), increase firm value and more  likely to select the positive net 

present value projects (Jian and Lee 2011). In contrast to this, rent-extraction 

hypothesis recommends that, the stakeholders have higher performance expectations 

from reputed CEOs, therefore CEOs with higher reputation perform earnings 

management to meet market expected  and receive economic incentives (Malmendier 

and Tate 2009). Such incentives for CEOs to manipulate earnings and show high 

profits include high stock based compensation and career promotions (Cheng and 

Warfield 2005; Cornett, Marcus and Tehranian 2007; Ball 2001). 

  The hypothesis is developed relying on the rent extraction behaviour of the 

reputed CEOs, which is motivated and consistent with the first two papers of this 

thesis. In order to secure their reputation and receive the personal incentives such as 

high compensation and career advantages, reputed CEOs are more likely to restrict 

the bad news to the market and show greater value of net total assets of the firm. As 

the accounting conservatism is associated with the effectiveness and quality of the 

corporate governance level (Ahmed and Henry 2012; Sultana and Van der Zahn 

2015; Sultana, Singh and Van der Zahn 2015), it is expected that the reputed CEOs 

could use reduce the quality of corporate governance and conservative accounting 

practices by significantly influencing the financial reporting decisions for the sake of 

personal incentives. Relying on the above arguments, following hypothesis of this 

study is developed. 

 H1: There is a negative relationship between CEO reputation and 

accounting conservatism. 
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 Research Design 

4.4.1 Sample Data Collection 

 Table 4.1 presents the sample selection process for this study. Initial 

sample consists of 13,446 firm year observations downloaded from “All Managing 

Director / CEO” file available on Connect4 Boardroom database for the period 2004-

2013. In the first stage of data cleaning, the delisted firms and the firms belong to 

financial industry are removed. Further, if a firm has two CEOs in a given year, the 

firm year observation with the current (at closing date) CEO is used. The first-stage 

data screening yields 8,541 firm year observations for the period 2004 - 2013. 

Table 4.1: Sample Selection Procedure 

Firms available at Connect4 for the period 2004-2013         13,446 

First Stage Exclusions:               

 Less:         

  Firms which are delisted    (2,039) 

  

Firms having more than one CEO in a given year (duplicate 

observations)     (1,698) 

  Firms belong to Financial Industry       (1,168) 

Firms After First Stage Exclusions     8,541 

Panel A: Second Stage Exclusions for Ball & Shivakumar (2005) Conservatism 

Model  

Less:               

 

 

Firms with no information for Ball & Shivakumar (2005) conservatism 

model  (4,313) 

Final Firm Year Observations for Ball & Shivakumar (2005) Conservatism 

Model 4,228 

Firms After First Stage Exclusions     8,541 

Second Stage Exclusions:         

Less:               

 

 

Firms with no information for Roychowdhury & Watts (2007) conservatism 

model (4,313) 

Final Firm Year Observations for Roychowdhury & Watts (2007) 

conservatism model 4,228 

Firms After First Stage Exclusions     8,541 

Second Stage Exclusions:         

Less:               

  Firms with no information for Givoly & Hayn (2000) conservatism model  (3,392) 

Final Firm Year Observations for Givoly & Hayn (2000) conservatism model 5,149 

 

 In the second stage of data screening, the CEO reputation data is combined 

with the earnings conservatism and financial data (control variables). In this process, 

the final sample differs for each earnings conservatism model together with CEO 

reputation data. Please refer to the Table 4.1 for details regarding to sample selection 

procedure used for this study. 
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4.4.2 Source Documentation 

 A number of secondary sources are used for data collection purposes. 

Financial data is collected from DatAnalysis and stock price data is downloaded 

from DataStream. Information regarding CEO reputation and other corporate 

governance variables are taken from Factiva and SIRCA databases respectively. 

Please refer to the Table 4.2 for list of sources used to obtain data for this study. 

Table 4.2: Variables and Sources of Data Collected 

Data  Database 

Financial Data  DatAnalysis 

CEO reputation and Corporate Governance Data  Factiva and SIRCA 

Stock Price Data  DataStream 

4.4.3 Variables Measurement 

4.4.3.1 Dependent Variable 

 The dependent variable of this study is accounting conservatism as a proxy 

to measure the earnings quality. Accounting conservatism is considered as an 

important characteristic of reliable accounting and it decreases the probability of 

problems caused by agency issue e.g. managerial choice to do earnings management, 

information asymmetry and moral hazard problems (Lim 2011; Sultana and Van der 

Zahn 2015; Watts 2003). Further, conservatism also enhances the efficiency of debt 

covenant arrangements and reduces both litigation risk and political costs (Krishnan 

and Vishanathan 2008; Lara, Osma and Penalva 2009a). In addition to this, 

conservatism also supports ex ante loan pricing by increasing the probability that ex 

post loan agreement violations will be triggered (Ruddock, Taylor and Taylor 2006).  

 A number of prior studies argue that conservatism is an important attribute 

of governance mechanism (Ahmed and Duellman 2007; Sultana 2015; Sultana and 

Van der Zahn 2015). For instance, according to Ahmed and Duellman (2007), higher 

the number of insider directors on board leads, lower conservatism in earnings. 

Further, conservatism in reported earnings is higher for firms having financial expert 

on audit committee, experienced director on audit committee and higher number of 

audit committee meetings (Sultana 2015). 

4.4.3.2 Conditional Conservatism 

 Conservatism within earnings is documented as a main attribute of 

earnings quality (Ball and Shivakumar 2005; Watts 2003). Conditional conservatism 

(news dependent conservatism) helps in efficient monitoring of the management 

decision making about financial reporting (Ball and Shivakumar 2005; Watts 2003). 
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For instance, if managers are unable to postpone timely loss recognition into 

earnings, it will limits their incentives to proceed for ex ante negative net present 

value projects (Ruddock, Taylor and Taylor 2006).  One of the significant elements 

in earnings quality is the timely recognition of bad news in earnings, when earnings 

are used for contracting purposes. As the audited financial statements are joint output 

of managerial assertions and auditor assurance, news based conservatism in earnings 

also provides overview of audit quality. To measure conditional conservatism, this 

study considers the accruals to cash flow approach suggested by Ball and 

Shivakumar (2005) and earnings to stock return method suggested by Basu (1997), 

later advanced by Roychowdhury and Watts (2007). 

4.4.3.3 Accruals to Cash Flow Approach Following Ball & Shivakumar (2005)  

 The conditional conservatism proxy developed by Ball and Shivakumar 

(2005) is an accounting-based approach and therefore also useful to capture the level 

of conservative accounting practices for private companies. Contrary to this, Basu 

(1997) provides an estimate of conditional conservatism, which require stock market 

price to capture the bad news, therefore useful for public companies only. Ball and 

Shivakumar (2005) conservatism model uses operating cash flow to measure the bad 

news. The underlying construct for conservatism is that the bad news in operating 

cash flow should reflect quickly into accruals. Thus, a high level of conservatism 

requires a strong relationship between cash flows and accruals of a company, 

presented in the following regression equation: 

ACC = β0 + β1CFO + β2DCFO + β3CFO*DCFO + ε                                    (1) 

Where: 

  ACC = Accruals, calculated as a difference between net income 

before extraordinary items and operating cash flows for 

the period t, divided by book value of total assets at the 

beginning of the period t. 

 

  CFO = Cash flow from operations for divided by book value of 

total assets at the beginning of the period t. 

 

  DCFO = Dummy variable equal to 1, if the CFO is negative, 

otherwise 0. 

 

  CFO*DCFO = Interaction term between CFO and DCFO 

  ε = Error term 
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 In the regression equation 1, CFO is the cash flow from operations and 

DCFO is the dummy variable if the CFO is negative (bad news). The primary 

variable of interest is β3, and greater value of coefficient on β3 represents greater 

accounting conservatism.  

4.4.3.4 Timeliness of Earnings Following Roychowdhury & Watts (2007) 

 Basu (1997) implements the asymmetric timeliness of earnings approach 

and assesses that, how quickly the firm’s earnings reflect the bad news lies in future 

stock returns. Negative stock return is considered as a bad news, whereas positive 

stock return is referred to the good news. The model is based on the premise that, the 

stock price reflects the news from sources other than financial statements. If the 

earnings reflect the bad news (negative returns) timelier than good news, there 

should be strong association between earnings and bad news in stock return. A 

positive association between negative returns and earnings shows timely recognition 

of bad news and higher conservatism. The following regression equation explains the 

Basu (1997) asymmetric timeliness of earnings approach for conservatism: 

X_R = β0 + β1CRT + β2DCRT + β3CRT*DCRT + ε                                        (2) 

Where: 

X_R = Earnings before extra-ordinary items (profit after tax) 

divided by amount of market capitalization at the 

beginning of the period t. 

 

CRT = CRT refers to the value of market adjusted stock return, 

calculated as a difference of the stock price three 

months later the end of period t and stock price three 

month later the end of period t-1. 

 

DCRT = DCRT is a dummy variable equal to 1 if CRT < 0, 

otherwise 0. 

 

CRT*DCRT = Refers to two way interaction between CRT and DCRT. 

 

ε = Error term. 

 

 In the regression equation 2, CRT refers to the stock return and DCRT 

denotes the dummy variable for negative stock returns (bad news). The β3 is the 
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primary variable of interest and captures the conservatism. A positive and higher 

value at β3 represents higher level of conservatism. Roychowdhury and Watts (2007) 

argue that cumulating the conservatism approach provided by Basu (1997) over 

several previous years provide better estimate as compared to calculating it for single 

year. Therefore, following Roychowdhury and Watts (2007), this study calculates 

conservatism model provided by Basu (1997) cumulating it over prior 3 year period 

(t to t-3). 

4.4.3.5 Un-Conditional Conservatism Following Givoly & Hayn (2000) 

 For additional analysis, this study considers the unconditional 

conservatism approach, suggested by Givoly and Hayn (2000). According to Givoly 

and Hayn (2000).if the net income is higher than cash flow from operations in 

current year, it leads to negative accruals for the future periods. Firms with negative 

accruals over several years represent the existence of conservatism. Low value of 

accruals refers to the high level of conservatism. Following regression equation is 

used to measure total accruals as measure of conservatism: 

 

TACC_Giv      =     Total income + Depreciation – CFO                              (3) 

Where: 

 

TACC_Giv = Refers to total accruals which are calculated as total 

income before extraordinary items plus depreciation 

minus cash flow from operations divided by total assets, 

averaged over the 3 years period centred over period t. 

 

4.4.4 Independent & Control Variables 

 The independent variable for this study is the CEO reputation (Press_5Y 

and Press_3Y), which is calculated using the number of press articles (as explained 

above in paper one and two). The control variables added for the regression purposes 

include Firm_Size, because, according to LaFond and Watts (2008) firms with large 

size demand less conservatism in accounting because of less information asymmetry 

as a result of high level of publicly available information. Further, M/B is included, 

because, firms having high market-to-book ratio yield lower accounting 

conservatism (Givoly and Hayn 2000). 
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 Furthermore, Leverage is included, since high leveraged firms are more 

pronounced to bond-holder conflicts thus influence the level of accounting 

conservatism (Ahmed and Duellman 2007). In addition to this, financial and 

corporate governance variables included as a control variables are Sales_Grow, Loss, 

ROA, Tenure, Duality, B_Size and P_B_Ind.
55

 Please refer to Appendix-3 for details 

about measurement of these variables. 

4.4.5 Regression Models 

 The three regression equations used to test H1 are as follows: 

Ball & Shivakumar (2005) Accruals to Cash Flow Model: 

 ACC = β0 + β1CFO + β2DCFO + β3CFO*DCFO + β4CFO*Press_5Y + 

β5DCFO*Press_5Y + β6CFO*DCFO*Press_5Y + β7M/B + β8CFO*M/B + 

β9DCFO*M/B + β10CFO*DCFO*M/B + β11Firm_Size + β12CFO*Firm_Size + 

β13DCFO*Firm_Size + β14CFO*DCFO*Firm_Size + β15Lev + β16CFO*Leverage + 

β17DCFO*Leverage + β18CFO*DCFO*Leverage + β19Tenure + β20CFO*Tenure + 

β21DCFO*Tenure + β22CFO*DCFO*Tenure + β23Duality + β24CFO*Duality + 

β25DCFO*Duality + β26CFO*DCFO*Duality + β27B_Size + β28CFO*B_Size + 

β29DCFO*B_Size + β30CFO*DCFO*B_Size + β31P_B_Ind + β32CFO*P_B_Ind + 

β33DCFO*P_B_Ind + β34CFO*DCFO*P_B_Ind + Year + ε                                      (4) 

 

Roychowdhury & Watts (2007) Cumulative Timeliness of Earnings Model: 

 X_R = β0 + β1CRT + β2DCRT + β3CRT*DCRT + β4CRT*Press_5Y + 

β5DCRT*Press_5Y + β6CRT*DCRT*Press_5Y + β7M/B + β8CRT*M/B + 

β9DCRT*M/B + β10CRT*DCRT*M/B + β11Firm_Size + β12CRT*Firm_Size + 

β13DCRT*Firm_Size + β14CRT*DCRT*Firm_Size + β15Lev + β16CRT*Leverage + 

β17DCRT*Leverage + β18CRT*DCRT*Leverage + β19Tenure + β20CRT*Tenure + 

β21DCRT*Tenure + β22CRT*DCRT*Tenure + β23Duality + β24CRT*Duality + 

β25DCRT*Duality + β26CRT*DCRT*Duality + β27B_Size + β28CRT*B_Size + 

                                                

55
  For ease of explanation, firm and time subscripts are removed while labelling the variables following prior literature (Behn, 

Choi and Kang 2008). 
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β29DCRT*B_Size + β30CRT*DCRT*B_Size + β31P_B_Ind + β32CRT*P_B_Ind + 

β33DCRT*P_B_Ind + β34CRT*DCRT*P_B_Ind + Year + ε                                       (5) 

 

Givoly & Hayn (2000) Total Accruals Approach: 

 TACC_Giv = β0 + β1Press_5Y + β2M/B + β3Firm_Size + β4Leverage + 

β5ROA + β6Sales_Grow + β7Loss + β8 + β9Tenure + β10Duality + β11B_Size + 

β12P_B_Ind + Year + ε                                                                                                    (6) 

Please refer to Appendix 3 for definition of the variables.
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 Data Analysis 

4.5.1 Univariate Analysis 

  Table 4.3 reports the descriptive statistics for the variables used in the 

regression analysis. For Ball and Shivakumar (2005) conservatism model, the mean 

(median) for the accruals (ACC) is -0.0966 (-0.0459), which shows an evidence for 

the existence of conservatism in the sample. The mean (median) value for the cash 

flow from operations (CFO) in the sample is -0.1134 (-0.0341), suggesting that on 

average, the operating cash flows are negative. In terms of  Roychowdhury and 

Watts (2007), the mean (median) value for the earnings (X_R) deflated by market 

capitalization (cumulated over the prior three year period) is -0.0819 (-0.0374).  

  The mean (median) value for the market-adjusted stock return (CRT) is 

0.6420 (0.2307). As the average value for X_R (CRT) is negative (positive), suggests 

the existence of conservatism in the sample data used for this study. Further, in terms 

of Givoly and Hayn (2000) conservatism model, the mean (median) value for total 

accruals (TACC_Giv) is -0.1226 (-0.0717), reports the existence of conservatism. 

Table 4.3: Descriptive Statistics 

Variables N Mean Median Std Min Max P25 P75 

ACC 6130 -0.0966 -0.0459 0.2738 -1.5509 0.9599 -0.1344 0.0004 

CFO 6130 -0.1134 -0.0341 0.4266 -3.0394 0.5531 -0.1715 0.0904 

DCFO 6130 0.5779       

X_R 5233 -0.0819 -0.0374 0.2078 -1.3801 0.2607 -0.1561 0.0606 

CRT 4641 0.6420 0.2307 2.5669 -2.9574 38.2434 -0.5714 1.1883 

DCRT 4641 0.4287       

TACC_Giv 5890 -0.1226 -0.0717 0.1859 -0.9206 0.2494 -0.1648 -0.0210 

Press_5Ya 5627 3.5047 3.5835 1.5229 0 6.7369 2.5649 4.5747 

Press_3Ya 5553 3.3494 3.4339 1.4639 0 6.4167 2.3978 4.4067 

Firm_Sizea 6130 17.6718 17.2544 2.2256 14.1020 24.7727 16.0243 18.9711 

M/B 6130 2.5597 1.5600 3.4079 -3.02 22.21 0.8 2.9700 

Lev 6130 1.6772 1.3009 1.3977 -1.4452 12.2533 1.0617 1.8823 

ROA 6129 -0.2218 -0.0516 0.6144 -4.1027 0.3527 -0.2523 0.0683 

Sales_Grow 5787 6.0679 0.0520 31.9102 -1 254.4941 -0.226 0.4748 

Loss 6130 0.5955       

B_Sizea 6130 1.7734 1.7917 0.3620 1.0986 2.9957 1.6094 2.0794 

P_B_Ind 6130 0.3706 0.3750 0.2565 0 0.875 0.1666 0.5714 

Tenurea 6130 1.1611 1.2035 0.9431 -1.9105 3.2406 0.5922 1.7817 

Duality 6130 0.0998       

Please refer to Appendix 3 for definition of variables 

a: The variables are presented into logged form 
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 For the independent variable of the study, the mean value for the number 

of press articles accumulated over the prior 5 year period (Press_5Y) is 3.5047, 

suggests that on average 33.5 articles published with the name of a CEO in the 

sample. The statistics for control variables suggests that the mean (median) value for 

the total assets (Firm_Size) is $47.2 million ($31.2 million). The average market to 

book ratio (M/B) is 2.5597 and leverage (Lev) is 1.6772. On average the 59.5 percent 

of the firms reported loss and the mean (median) ROA of -0.2218 (-0.0516). 

Furthermore, on average the sales growth (Sales_Grow), the change in sales for the 

current year as compared to previous year remains 6.1 percent. Furthermore, the 

mean value for board size (B_Size) and percentage of board independence (P_B_Ind) 

is 6.0 and 0.3706, implying that on average, there are 6.0 directors serving on a 

board and 37 percent of the board members are independent. Finally, on average, the 

tenure of a CEO serving in a firm is 3.2 years and almost 10 percent of the CEOs are 

acting as a chairman of the board in the sample of this study. 

4.5.2  Bi-Variate Analysis 

 Table 4.4 shows results for the Pearson correlation matrix for the 

regression variables with significance level. Most of the variables are significantly 

correlated at the 1 percent level. The univariate correlation suggests that, in general, 

all three conservatism models are significantly correlated with CEO reputation.  

Specifically, the conservatism variables, DCFO, DCRT and TACC_Giv (X_R and 

CFO) are negatively (positively) and significantly related to the Press_5Y and 

Press_3Y. Further, the correlation between conservatism model variables and control 

variables is also significant except for the correlation between ACC and Sales_Grow, 

CRT and Loss, CRT and B_Size, CRT and P_B_Ind, DCRT and Sales_Grow, DCRT 

and B_Size, TACC_Giv and Sales_Grow, TACC_Giv and Lev. Further, the 

correlation between CEO reputation and control variables is also significant except 

for the correlation between Press_5Y and M/B, and Press_3Y and M/B. 

 Furthermore, the magnitude of correlation indicates that there are no 

significant multicollinearity issues in the analysis except for the correlation between 

Press_5Y and Press_3Y. The correlations among control variables are generally low, 

except for the correlation between Firm_Size and Loss, and Firm_Size and B_Size. 

The positive correlation between Press_5Y and Firm_Size is also understandable, 

that the CEOs in larger firms are more likely to be cited in press. Similarly, the 
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positive high correlation between Firm_Size and B_Size also makes sense that larger 

firms tend to have greater number of board members as compared to small firms. 

4.5.3 Multivariate Analysis 

4.5.3.1 CEO Reputation and Ball & Shivakumar (2004) Conservatism Model 

 Table 4.5 reports the results of the relationship between CEO reputation 

and Ball and Shivakumar (2005) accruals to cash flow conservatism model. 

Consistent with paper one and two, the regressions are performed using ordinary 

least squares (OLS) regressions using firm clustering and Huber – White robust t-

statistics. Table 4.5, column 1 reports the results for base model to examine the 

relationship between Ball and Shivakumar (2005) conservatism model and control 

variables without inclusion of the independent variable of this study. Column 1 

shows that, the coefficient on CFO*DCFO is negative but insignificant, suggesting 

that the level of accruals to cash flows conservatism is lower in the sample of 

Australian companies used for this study. Table 4.5, column 2 reports the outcome 

for the relationship between CEO reputation measured as a sum of the articles over 

prior five year period in press (Press_5Y) and Ball and Shivakumar (2005) 

conservatism approach.
56

 The coefficient on the primary variable of interest 

(CFO*DCFO*Press_5Y) is insignificant and negative (t-statistic = 0.2713). Column 

3 reports the results for the relationship between CEO reputation measured as a sum 

of the articles over prior three year period for a particular CEO (Press_3Y) and Ball 

and Shivakumar (2005) conservatism model. The coefficient on 

CFO*DCFO*Press_3Y is insignificant and negative (t-statistic = 0.0718). 

 In terms of control variables, columns 1 – 3 show that the coefficient on 

firm size (CFO*DCFO*Firm_Size) is insignifivant.  Further, the coefficient on 

leverage (CFO*DCFO*Lev) is negatively significant suggesting that high leveraged 

firms report lower accounting conservatism.  

                                                

56
  For regression purposes, the logged value for number of press articles (Press_5Y) is used. Using the actual number of press 

articles also yield quantitatively similar results. 



152 

 

Table 4.4: Pearson Correlation Matrix   

Panel A: Variable ACC to Firm_Size   

 
ACC CFO DCFO X_R CRT DCRT TACC_Giv Press_5Y Press_3Y Firm_Size 

ACC 
          

           

CFO 0.1033***         

DCFO -0.061*** -0.5122***        

X_R 0.2565*** 0.3912*** -0.5086***       

CRT -0.0231 0.0132 0.0032 0.1841***      

DCRT -0.0587*** -0.1365*** 0.1435*** -0.307*** -0.4935***     

TACC_Giv 0.4582*** -0.0238** -0.0321** 0.233*** 0.026* -0.0775***    

Press_5Y 0.0142 0.13*** -0.1719*** 0.1334*** -0.0214 -0.0374** -0.062***   

Press_3Y 0.0092 0.1318*** -0.1713*** 0.1478*** -0.0103 -0.0482*** -0.0618*** 0.9757***  

Firm_Size 0.1718*** 0.4279*** -0.6144*** 0.5199*** 0.0613*** -0.1706*** 0.0615*** 0.3765*** 0.3873*** -0.11*** 

M/B -0.0992*** -0.1769*** 0.0551*** -0.0102 0.2334*** -0.2069*** -0.0162 -0.0177 -0.0147 -0.11*** 

Lev 0.0248** 0.115*** -0.2227*** 0.0607*** -0.0422*** -0.0075 0.0031 0.0311** 0.036*** 0.2243*** 

ROA 0.4792*** 0.4557*** -0.3745*** 0.4649*** 0.0907*** -0.1692*** 0.2847*** 0.0866*** 0.0879*** 0.4617*** 

Sales_Grow -0.0124 -0.0776*** 0.1013*** -0.044*** 0.0397*** -0.0009 -0.0111 -0.0292** -0.0303** -0.0661*** 

Loss -0.2467*** -0.4491*** 0.7664*** -0.5604*** -0.0171 0.1896*** -0.1773*** -0.155*** -0.1566*** -0.6077*** 

B_Size -0.0115 0.0994*** -0.2577*** 0.1538*** -0.0223 0.0076 -0.037*** 0.179*** 0.1916*** 0.5287*** 

P_B_Ind 0.0766*** 0.1758*** -0.2899*** 0.225*** 0.0071 -0.081*** 0.0351*** 0.2214*** 0.2214*** 0.387*** 

Tenure 0.0897*** 0.1569*** -0.2005*** 0.1972*** 0.0404*** -0.1239*** 0.061*** 0.2303*** 0.1867*** 0.1568*** 

Duality -0.0078 -0.0372*** 0.0499*** -0.0556*** -0.0211 -0.0039 -0.0003 -0.0925*** -0.0961*** -0.091*** 

Panel B: Variable M/B to Duality   

 
M/B Lev ROA Sales_Grow Loss B_Size P_B_Ind Tenure Duality  

M/B 
         

Lev 0.3847***         

ROA -0.1855*** 0.1008***        

Sales_Grow 0.028** -0.0242* -0.0113       

Loss 0.0442*** -0.203*** -0.4299*** 0.0686***       

B_Size -0.0049 0.1304*** 0.0898*** -0.0324*** -0.235***     

P_B_Ind 0.0061 0.0976*** 0.1544*** -0.062*** -0.2857*** 0.0778***    

Tenure -0.0008*** 0.0352*** 0.1182*** -0.0355*** -0.1887*** -0.0995*** 0.1565***   

Duality 0.0211* -0.0009 -0.0357*** -0.0078 0.0438*** -0.0542*** -0.1428*** -0.0476***  

          

* p<0.1; ** p<0.05; *** p<0.01, Please refer to Appendix 3 for definition of variables 
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 The model summary shows an adjusted R-Square of 45.2 percent for 

baseline model (column 1) and 46.8 percent for full models (columns 2 and 3). 

Summing up, overall results suggest that the reputed CEOs do not influence the 

accruals to cash flow conditional conservatism suggested by Ball and Shivakumar 

(2005).  

Table 4.5: CEO Reputation and Ball & Shivakumar (2005) Conservatism Model 

 Column 1 Column 2 Column 3 

VARIABLES Base +CVs Reputation_5Year Reputation_3Year 

CFO 0.5670 0.6967* 0.6480 

 (1.5955) (1.7467) (1.6079) 

DCFO -0.5952*** -0.5986*** -0.6169*** 

 (-6.4152) (-5.9477) (-6.0865) 

CFO*DCFO -0.4207 -0.5527 -0.5154 

 (-1.1195) (-1.3229) (-1.2232) 

Press_5  -0.0019  

  (-0.4912)  

CFO*Press_5  -0.0070  

  (-0.4168)  

DCFO*Press_5  -0.0047  

  (-0.9173)  

CFO*DCFO*Press_5  -0.0051  

  (-0.2713)  

Press_3   -0.0007 

   (-0.1673) 

CFO*Press_3   -0.0104 

   (-0.6145) 

DCFO*Press_3   -0.0032 

   (-0.6057) 

CFO*DCFO*Press_3   -0.0013 

   (-0.0718) 

Firm_Size 0.0263*** 0.0262*** 0.0255*** 

 (6.2852) (6.0369) (5.7514) 

CFO*Firm_Size -0.0145 -0.0169 -0.0132 

 (-0.6400) (-0.6688) (-0.5104) 

DCFO*Firm_Size 0.0342*** 0.0369*** 0.0379*** 

 (5.7463) (5.9772) (6.0397) 

CFO*DCFO*Firm_Size 0.0099 0.0160 0.0130 

 (0.4146) (0.6149) (0.4868) 

M/B -0.0015 0.0004 0.0003 

 (-0.5257) (0.1320) (0.0956) 

CFO*M/B -0.0087 -0.0141 -0.0139 

 (-1.0405) (-1.5527) (-1.5210) 

DCFO*M/B 0.0119*** 0.0122*** 0.0125*** 

 (3.7379) (3.8619) (3.9021) 

CFO*DCFO*M/B 0.0066 0.0134 0.0133 

 (0.7699) (1.4118) (1.3901) 
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Lev -0.0168*** -0.0202*** -0.0200*** 

 (-2.6628) (-3.1880) (-3.1477) 

CFO*Lev 0.0561** 0.0760*** 0.0750*** 

 (2.5005) (3.3432) (3.3052) 

DCFO*Lev -0.0090 -0.0082 -0.0085 

 (-1.1061) (-1.0005) (-1.0112) 

CFO*DCFO*Lev -0.0572** -0.0793*** -0.0785*** 

 (-2.4452) (-3.2780) (-3.2374) 

B_Size -0.0307 -0.0191 -0.0185 

 (-1.2382) (-0.7896) (-0.7572) 

CFO*B_Size -0.0812 -0.1183 -0.1231 

 (-0.7472) (-1.0430) (-1.0749) 

DCFO*B_Size -0.0389 -0.0578** -0.0597** 

 (-1.3139) (-1.9661) (-2.0083) 

CFO*DCFO*B_Size 0.0614 0.0805 0.0840 

 (0.5403) (0.6790) (0.7027) 

P_B_Ind 0.0254 0.0199 0.0206 

 (1.2527) (0.9427) (0.9669) 

CFO*P_B_Ind -0.0556 -0.0123 -0.0107 

 (-0.6969) (-0.1508) (-0.1295) 

DCFO*P_B_Ind -0.0543* -0.0519* -0.0537* 

 (-1.9165) (-1.7738) (-1.8123) 

CFO*DCFO*P_B_Ind 0.0570 0.0323 0.0312 

 (0.6329) (0.3468) (0.3301) 

Tenure 0.0189*** 0.0200*** 0.0199*** 

 (3.1793) (3.2322) (3.1688) 

CFO*Tenure -0.0242 -0.0477* -0.0473* 

 (-0.9945) (-1.8974) (-1.8529) 

DCFO*Tenure 0.0000 0.0000 -0.0015 

 (0.0062) (0.0039) (-0.1730) 

CFO*DCFO*Tenure 0.0411 0.0676** 0.0659** 

 (1.5702) (2.3554) (2.2789) 

Duality -0.0432* -0.0480* -0.0474* 

 (-1.6667) (-1.7114) (-1.6476) 

CFO*Duality 0.1052 0.1137 0.1090 

 (1.2912) (1.2758) (1.1956) 

DCFO*Duality 0.0565* 0.0625** 0.0632** 

 (1.9386) (1.9855) (1.9652) 

CFO*DCFO*Duality -0.0796 -0.0698 -0.0639 

 (-0.9319) (-0.7424) (-0.6662) 

Constant -0.3884*** -0.4004*** -0.3911*** 

 (-5.9237) (-5.4691) (-5.3196) 

Observations 4,610 4,228 4,157 

Adjusted R-squared 0.4523 0.4686 0.4685 

Industry and Year FE Included Included Included 

F Statistic 29.25 27.57 27.18 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix 3 for variables definition 
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4.5.3.2 CEO Reputation and Roychowdhury & Watts (2006) Conservatism 

Model. 

 Table 4.6 reports the results for the relationship between CEO reputation 

and Roychowdhury and Watts (2007) backward cumulated timeliness of earnings 

conservatism model. The regressions are performed using ordinary least squares 

(OLS) regressions using firm clustering and Huber – White robust t-statistics. Table 

4.6, column 1 reports the results for base model to examine the relationship between 

Roychowdhury and Watts (2007) conservatism model and control variables without 

inclusion of the independent variable of this study. Column 1 shows that, the 

coefficient on CRT*DCRT is significant and positive, suggesting that the  

Table 4.6: CEO Reputation and Roychowdhury & Watts (2007) Conservatism Model 

 Column 1 Column 2 Column 3 

VARIABLES Base +CVs Reputation_5Year Reputation_3Year 

CRT 0.0071 0.0180 0.0186 

 (0.4717) (1.4827) (1.5172) 

DCRT -0.0511 -0.0372 -0.0400 

 (-0.7501) (-0.5394) (-0.5700) 
CRT*DCRT 0.4351*** 0.4693*** 0.4620*** 

 (4.6547) (4.9797) (4.8532) 

Press_5  -0.0044  

  (-1.5497)  

CRT*Press_5  -0.0003  

  (-0.7144)  

DCRT*Press_5  -0.0160***  

  (-2.7109)  

CRT*DCRT*Press_5  -0.0248***  

  (-2.9118)  

Press_3   -0.0036 

   (-1.1881) 
CRT*Press_3   -0.0005 

   (-1.1369) 

DCRT*Press_3   -0.0170*** 

   (-2.7886) 

CRT*DCRT*Press_3   -0.0278*** 

   (-3.0514) 

Firm_Size 0.0380*** 0.0394*** 0.0393*** 

 (11.7664) (12.2806) (12.0280) 

CRT*Firm_Size -0.0008 -0.0014** -0.0014** 

 (-0.8374) (-2.1330) (-2.0690) 

DCRT*Firm_Size 0.0008 0.0033 0.0036 
 (0.1541) (0.6197) (0.6699) 

CRT*DCRT*Firm_Size -0.0172*** -0.0140** -0.0131* 

 (-2.6236) (-2.0825) (-1.9275) 

M/B 0.0009 0.0015 0.0015 

 (0.5566) (0.9064) (0.8702) 

CRT*M/B -0.0003 -0.0003 -0.0003 

 (-1.1104) (-1.2830) (-1.2771) 

DCRT*M/B -0.0046 -0.0025 -0.0026 

 (-1.2206) (-0.7204) (-0.7236) 

CRT*DCRT*M/B -0.0050 -0.0024 -0.0024 

 (-1.0652) (-0.5220) (-0.5256) 
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Lev -0.0124** -0.0115** -0.0110** 

 (-2.3636) (-2.1909) (-2.0409) 

CRT*Lev 0.0020* 0.0020** 0.0019** 

 (1.9617) (2.1281) (2.0045) 

DCRT*Lev 0.0010 -0.0045 -0.0027 

 (0.1162) (-0.5739) (-0.3145) 
CRT*DCRT*Lev -0.0032 -0.0069 -0.0051 

 (-0.3403) (-0.7397) (-0.5273) 

B_Size -0.0593*** -0.0611*** -0.0608*** 

 (-4.4345) (-4.4091) (-4.2953) 

CRT*B_Size 0.0023 0.0029 0.0028 

 (0.8455) (1.2732) (1.2050) 

DCRT*B_Size 0.0231 0.0319 0.0310 

 (0.7867) (1.0988) (1.0638) 

CRT*DCRT*B_Size 0.0079 0.0159 0.0162 

 (0.2220) (0.4450) (0.4518) 

P_B_Ind -0.0139 -0.0165 -0.0175 

 (-0.9317) (-1.0724) (-1.1287) 
CRT*P_B_Ind 0.0041 0.0072** 0.0076** 

 (0.9864) (1.9946) (2.1389) 

DCRT*P_B_Ind -0.0018 -0.0209 -0.0203 

 (-0.0449) (-0.5294) (-0.5186) 

CRT*DCRT*P_B_Ind -0.0212 -0.0341 -0.0390 

 (-0.3595) (-0.5695) (-0.6647) 

Tenure 0.0066 0.0056 0.0050 

 (1.3881) (1.0172) (0.9104) 

CRT*Tenure 0.0009 0.0008 0.0007 

 (1.0544) (0.8611) (0.7315) 

DCRT*Tenure 0.0121 0.0122 0.0086 
 (1.2591) (1.2006) (0.8552) 

CRT*DCRT*Tenure -0.0050 -0.0067 -0.0116 

 (-0.4592) (-0.5616) (-1.0020) 

Duality -0.0289** -0.0363** -0.0359** 

 (-2.1693) (-2.5093) (-2.4977) 

CRT*Duality 0.0060* 0.0138*** 0.0139*** 

 (1.9207) (2.7813) (2.8139) 

DCRT*Duality 0.0245 0.0259 0.0264 

 (0.8187) (0.7821) (0.7661) 

CRT*DCRT*Duality -0.0194 -0.0247 -0.0262 

 (-0.5374) (-0.6362) (-0.6624) 

Constant -0.5102*** -0.5285*** -0.5284*** 
 (-10.7115) (-11.2804) (-11.1494) 

Observations 4,610 4,228 4,157 

Adjusted R-squared 0.4523 0.4686 0.4685 

Industry and Year FE Included Included Included 
F Statistic 29.25 27.57 27.18 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix 3 for variables definition 

conservatism exist in the sample used for this study purposes. Table 4.6, columns 2 

and 3 report the outcome for the relationship between CEO reputation and 

Roychowdhury and Watts (2007) conservatism approach. Consistent with the 

hypothesis, column 2 shows that, the coefficient on the primary variable of interest 

(CRT*DCRT*Press_5Y) is significant and negative (t-statistic = 2.9118). Similarly, 
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column 3 reports that, the coefficient on the primary variable of interest 

(CRT*DCRT*Press_3Y) is also significant and negative (t-statistic = 3.0514). 

 In terms of control variables, column 1 – 3 show that the coefficient on 

CRT*DCRT*Firm_Size is negative and significant, suggests that the larger firms 

produce lower timeliness of earnings conservatism as compared to small firms The 

model summary shows an adjusted R-Square of 45.2 percent for the baseline model 

(column 1) and 46.8 percent for full models (column 2 and 3). Summing up, overall 

results suggest that the firms with reputed CEOs are negatively related to timeliness 

of earnings conservatism approach suggested by Roychowdhury and Watts (2007). 

4.5.4 Additional Analysis 

4.5.4.1 Alternative Approach to Measure Accounting Conservatism 

 For additional analysis the unconditional conservatism approach (news 

independent) suggested by Givoly and Hayn (2000) is used. Table 4.7 reports the 

results for the relationship between CEO reputation and Givoly and Hayn (2000) 

total accruals (unconditional) conservatism model. The regressions are performed 

using ordinary least squares (OLS) regressions using firm clustering and Huber – 

White robust t-statistics. Columns 1 and 2 show that, the coefficient on Press_5Y and 

Press_3Y is insignificant and negative, suggesting no significant association between 

CEO reputation and unconditional conservatism. 

 In terms of control variables, columns 1 and 2 show that the coefficient on 

Firm_Size, Lev, and Loss is negatively significant. This shows that, the larger firms, 

firms with high leverage and those reporting loss tend to have high conservatism 

(low accruals). Further, the coefficient on ROA and M/B remains positively 

significant, suggesting that growth firms and firms with high market to book ratio 

report high accruals and lower accounting conservatism. The model summary shows 

an adjusted R-Square of 12.4 percent for columns 1 and 2. In summary, results 

suggest that CEO reputation does not influence unconditional conservatism. 

4.5.4.2 The Role of CEO Power 

 Shareholders suffer severe agency costs arise due to the strategic decisions 

and actions taken by the CEOs due to conflict of interest (Jensen and Meckling 

1976). From the agency theory perspectives, CEOs are hired to invest their entire 
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efforts for the welfare of the shareholders, however, CEOs give priority to their 

personal interests at the cost of the shareholders (Jensen and Meckling 1976). 

Table 4.7: CEO Reputation and Givoly & Hayn (2000) Conservatism Model 

 Column 1 Column 2 

VARIABLES Reputation_5Year Reputation_3Year 

Press_5 -0.0028  

 (-0.9270)  

Press_3  -0.0027 

  (-0.8488) 

Firm_Size -0.0099*** -0.0101*** 

 (-3.8880) (-3.8947) 

M/B 0.0023* 0.0024* 

 (1.9121) (1.9317) 

Lev -0.0060** -0.0060** 

 (-2.2452) (-2.2225) 

ROA 0.0896*** 0.0901*** 

 (8.0972) (7.8792) 

Sales_Growth -0.0000 -0.0000 

 (-0.0490) (-0.3042) 

Loss -0.0335*** -0.0327*** 

 (-3.4060) (-3.3016) 

B_Size -0.0136 -0.0135 

 (-1.0235) (-1.0084) 

P_B_Ind 0.0025 0.0036 

 (0.1774) (0.2574) 

Tenure 0.0046 0.0042 

 (1.3100) (1.1767) 

Duality -0.0067 -0.0075 

 (-0.5488) (-0.6026) 

Constant 0.1794*** 0.1814*** 

 (4.4511) (4.4348) 

Observations 5,149 5,075 

Adjusted R-squared 0.1245 0.1235 

Industry and Year FE Included Included 

F Statistic 11.80 11.49 

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix 3 for variables definition 

 Although, shareholders incur extra cost to monitor the managers, yet, it is 

not possible to accurately evaluate the efforts made by managers in the best interest 

of the firm’s owners (Fama 1980). Additional analysis aims to examine the impact of 

CEO power on the conservative accounting practices. CEOs with high power for the 

sake of personal incentive are likely to report lower accounting conservatism and 

shows high performance of firm. However, powerful CEOs may act as best steward 

of the firms (stewardship theory). 



159 

 

 Similar to those used in chapter two and three, this chapter uses three 

measures of CEO power. The first measure of CEO power is the number of multiple 

directorships held by CEO on the external boards. For this purpose, a dummy 

variable (MulDir) is created, which is equal to 1, if a CEO have at-least one outside 

directorship, otherwise 0. Second measure of CEO power is the percentage of inter-

directorships on board (InterDir). Under this approach, a CEO is considered 

powerful with the number of directors appointed by a CEO on board. Third measure 

of CEO power is the compensation ratio of the CEO (CPR) to the top five executives 

of the firm. 

 The descriptive statistics (un-tabulated) for the measures of CEO power 

concludes that there are 17 percent of the board of directors sits on the multiple 

board of firms (MulDir). Further, on average, 43 percent of the board of directors are 

appointed by a CEO (InterDir) in the sample firms. Finally, on average the 

compensation (CPR) of a CEO is 2.83 times of the top five executives of a firm  

 Table 4.8 Panel A, B and C reports the results for the relationship between 

CEO power and all three conservatism models. Panel A shows the results for the 

relationship between CEO power and Ball and Shivakumar (2005) conservatism 

approach. Panel A, column 1 suggests an insignificant and negative coefficient on 

CFO*DCFO*MulDir, implying that the CEO’s outside directorships do not 

influence accruals to cash flow conservatism. Similarly, the coefficient on 

CFO*DCFO*InterDir (column2) and CFO*DCFO*CPR (column 3) remain 

positively insignificant, suggesting no significant impact of CEO power through 

inter-directorships and compensation ratio on Ball and Shivakumar (2005) 

conservatism model. Overall, model summary yields an adjusted R-Square in the 

range of 11 to 17 percent. 

 Table 4.8, Panel B indicates the results for the relationship between CEO 

power and Roychowdhury and Watts (2007) conservatism approach. Panel B, 

column 1 shows that the coefficient on CRT*DCRT*MulDir is negatively significant 

(t-statistic = 1.7747), suggesting a negative relationship between CEOs outsider 

directorships and cumulated timeliness of earnings conservatism approach. Columns 

2 and 3 show that the coefficient on CRT*DCRT*InterDir and CRT*DCRT*CPR is  
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Table 4.8: CEO Power and Accounting Conservatism 

Panel A: CEO Power and Ball & Shivakumar (2005) Conservatism Model 

 Column 1 Column 2 Column 3 

VARIABLES Multiple 

Directorships 

Inter-

Directorships 

Compensation 

Ratio 

CFO 1.2076 1.2840* 0.8260 

 (1.6117) (1.7384) (1.2833) 

DCFO -0.0887 -0.0757 -0.1853 

 (-0.7082) (-0.5910) (-1.5076) 

CFO*DCFO -1.6049* -1.6203* -0.5959 

 (-1.9576) (-1.9294) (-0.8165) 

MulDir -0.0091   

 (-0.5117)   

CFO*MulDir -0.1218   

 (-0.8506)   

DCFO*MulDir -0.0518*   

 (-1.9201)   

CFO*DCFO*MulDir -0.1091   

 (-0.6612)   

InterDir  0.0276  

  (0.8738)  

CFO*InterDir  -0.3023  

  (-1.2447)  

DCFO*InterDir  -0.0317  

  (-0.6848)  

CFO*DCFO*InterDir  0.3335  

  (1.2084)  

CPR   -0.0063 

   (-1.2086) 

CFO*CPR   -0.0296 

   (-0.8847) 

DCFO*CPR   0.0001 

   (0.0153) 

CFO*DCFO*CPR   0.0257 

   (0.7271) 

Constant -0.5398*** -0.5323*** -0.3751*** 

 (-5.8443) (-5.8776) (-4.7528) 

Observations 6,118 6,118 4,833 

Adjusted R-squared 0.1256 0.1154 0.1708 

Industry and Year FE Included Included Included 

CVs Included Included Included 

F Statistic 11.14 11.17 10.71 

Panel B: CEO Power and Roychowdhury & Watts (2007) Conservatism Model 

 Column 1 Column 2 Column 3 

VARIABLES Multiple 

Directorships 

Inter-

Directorships 

Compensation 

Ratio 

CRT 0.0074 0.0047 0.0126 

 (0.5042) (0.3230) (0.8399) 

DCRT -0.0525 -0.0625 0.0096 

 (-0.7331) (-0.9137) (0.1362) 

CRT*DCRT 0.4175*** 0.4223*** 0.4770*** 
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 (4.3599) (4.5460) (4.9918) 

MulDir -0.0126   

 (-1.3629)   

CRT*MulDir 0.0002   

 (0.0689)   

DCRT*MulDir -0.0090   

 (-0.4274)   

CRT*DCRT*MulDir -0.0547*   

 (-1.7747)   

InterDir  -0.0081  

  (-0.4068)  

CRT*InterDir  -0.0061  

  (-0.8794)  

DCRT*InterDir  0.0163  

  (0.3731)  

CRT*DCRT*InterDir  0.0838  

  (1.3712)  

CPR   0.0000 

   (0.0154) 

CRT*CPR   -0.0001 

   (-0.8900) 

DCRT*CPR   -0.0009 

   (-0.1588) 

CRT*DCRT*CPR   -0.0020 

   (-0.3456) 

Constant -0.5217*** -0.5071*** -0.4905*** 

 (-10.6324) (-10.6513) (-10.5128) 

Observations 4,610 4,610 3,774 

Adjusted R-squared 0.4534 0.4542 0.4748 

Industry and Year FE Included Included Included 

CVs Included Included Included 

F Statistic 27.36 27.42 24.41 

Panel C: CEO Power and Givoly & Hayn (2000) Conservatism Model  

 Column 1 Column 2 Column 3 

VARIABLES Multiple 

Directorships 

Inter-

Directorships 

Compensation 

Ratio 

MulDir 0.0148*   

 (1.7677)   

InterDir  -0.0214  

  (-1.3082)  

CPR   0.0013 

   (0.8399) 

Constant 0.1974*** 0.1874*** 0.1388*** 

 (5.3854) (5.2156) (3.5059) 

Observations 5,600 5,600 4,502 

Adjusted R-squared 0.1258 0.1256 0.1212 

Industry and Year FE Included Included Included 

CVs Included Included Included 

F Statistic 12.50 12.38 10.01 

Robust t-statistics in parentheses 
*** p<0.01, ** p<0.05, * p<0.1. Please refer to Appendix 3 for variables definition 
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insignificant (consistent with Panel A results), indicating no significant impact of 

CEO power through inter-directorships and compensation ratio on timeliness of 

earnings conservatism model. Overall model summary reports an adjusted R-Square 

of 45 to 47 percent.  

Table 4.8, Panel C illustrates the results for the relationship between CEO 

power and Givoly and Hayn (2000) total accruals (unconditional) conservatism 

approach. Panel C, column 1 indicates that the coefficient on MulDir is significant 

and positive (t-statistic = 1.7677), suggesting a  positive relationship between CEOs 

outside directorships and unconditional accounting conservatism. Columns 2 and 3 

reports that the coefficient on InterDir and CPR is statistically insignificant, 

recommending no significant relationship between percentage of inter-directorships 

and compensation ratio. Overall model summary provides an adjusted R-Square of 

12 percent. 
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 Conclusion and Implications 

4.6.1 Study Overview 

 This paper examines the relationship between CEO reputation and 

accounting conservatism. The rent-extraction argument suggests that the CEOs with 

high reputation are likely to report lower accounting conservatism. In contrast to this 

efficient contracting hypothesis suggests that reputed CEOs are more likely to report 

higher accounting conservatism.   The results and conclusions are discussed below. 

4.6.2 Results and Conclusions 

 The primary hypothesis of this study (H1) predicts that, the CEO 

reputation is negatively related to accounting conservatism. Empirical analysis 

shows that the CEO reputation have no significant relationship with accruals to cash 

flow conditional conservatism model of Ball and Shivakumar (2005) and total 

accruals unconditional conservatism approach suggested by Givoly and Hayn 

(2000). However, the results provide an evidence of the significant and negative 

relationship between CEO reputation and accumulated timeliness of earnings 

conservatism model provided by Roychowdhury and Watts (2007). This is consistent 

with the hypothesis of the study and suggests that the reputed CEOs less likely to 

report timely bad news. This strengthens the argument of rent-extraction behaviour 

of the reputed CEOs. Further, this study finds evidence that the CEO outside 

directorships is negatively related to both (conditional and unconditional) 

conservatism approaches. This suggests that the CEOs with outside directorships 

pioritise their personal incentives and more likely to report the good news earlier 

than bad news for their own firms. Finally, this study unable to finds any significant 

relationship between CEO power (through inter-directorships and compensation 

ratio) and accounting conservatism. 

4.6.3 Implications 

 There are clear implications for investors and other stakeholders having 

valuable contracts with firms. As the reputed CEOs are not associated with timely 

recognition of bad news, investors and other contracting parties can consider the 

CEO reputation, relying on the firm provided financial reports. Shareholders and 

debt holders are required to invest extra monitoring over the activities of reputed 

CEOs and CEOs with multiple directorships. Further, policy makers are required to 

consider the role of CEOs with outside directorships and restrict them from acting on 
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the boards of external firms. Finally, research academics are required to consider the 

CEOs multiple directorships and CEO reputation as an important determinant of the 

accounting conservatism and overall earnings quality in their future research. 

4.6.4 Contributions 

 There is a theoretical contribution to the two different arguments about 

CEO reputation (rent-extraction and efficient contracting hypotheses). Although 

previous research suggests a number of factors (such as firm characteristics, internal 

and external governance factors and regulatory environment) related to accounting 

conservatism. This study identifies an additional determinant (CEO reputation and 

outside directorships) of accounting conservatism. Further, there is a contribution 

towards the previous literature on CEO reputation and power. Finally, the results of 

this study are generalizable to other countries with similar regulatory regime, 

because CEOs with reputation and power can have similar behaviour across different 

countries. 

4.6.5 Limitations 

 Despite of providing several contributions, this study is also subject to a 

few limitations. First, the data for this study is collected for Australian public 

companies, therefore, results may not be similar in the case of the Australian private 

firms or the countries with different regulatory and institutional settings. Second, 

although, this control for several governance and firm related factors, yet it is not 

possible to draw the causal relationship between CEO reputation, power and 

accounting conservatism. Third, CEO reputation is measured using number of press 

articles from Factiva database. Results may be different using a different approach to 

measure CEO reputation. Fourth, the data for CEOs power is collected from SIRCA 

database, there may be different proxies to measure the CEOs power such direct 

interview and questionnaire. Other than these potential limitations, this study 

contributes how CEOs outside directorships impact on accounting conservatism. 
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Appendices 

 

 

Appendix 1 
Accuracy Analyst forecast accuracy calculated as a negative of the absolute difference between 

actual EPS and mean or median consensus analysts forecasted EPS (averaged over 

fiscal months 1-12), scaled by stock price of a firm i for time period t-1. 

Bias Analyst forecast Bias (optimism) calculated as a difference between mean consensus 

analysts forecasted EPS and actual EPS (averaged over fiscal months 1-12), scaled by 
stock price of a firm i for time period t-1. 

Dispersion Standard deviation of inter analyst forecasts scaled by stock price for the time period t-

1, averaged over fiscal months 1-12. 

Follow 

 

Natural logarithm of the number of analyst following a firm i at the end of period t 

averaged over fiscal months 1-12. 

Reputation CEO reputation measured as a sum of the number of articles published in all local and 

international major publications (including all newswires and newspapers) with the 

name of CEO and company name, accumulated over different time horizons for a firm i 

at the end of period t. 

Press_5Y Number of articles published in all local and international major publications 

(including all newswires and newspapers) with the name of CEO and Company name, 
accumulated over the prior 5 year period for a firm i at the end of period t. 

Press_3Y Number of articles published in all local and international major publications 

(including all newswires and newspapers) with the name of CEO and Company name, 

accumulated over the prior 3 year period for a firm i at the end of period t. 

High_5Y Dummy variable equal to 1, if the decile rank of  number of press articles (accumulated 

over prior 5 year period) for a CEO lies in the top quintile by industry and year of a 

firm i for time period t.  

High_3Y Dummy variable equal to 1, if the decile rank of number of press articles (accumulated 

over prior 3 year period) for a CEO lies in the top quintile by industry and year of a 

firm i for time period t. 

InterDir Dummy variable equals to 1, if more than 70 percent of the directors on board are 

appointed by the CEO of a firm i for time period t. 
MulDir Dummy variable equals to 1, if the CEO of a firm i for time period t. have 2 or more 

directorships at the same time. 

CPR Dummy variable equals to 1, if the CEO compensation is higher than the total 

compensation of the top 5 executives of a firm for time period t. 

Horizon 

 

Number of calendar days between forecast announcement day and fiscal year end day 

of firm i for time period t, averaged over fiscal months 1-12. 

Surp 

 

Absolute value of the EPS of a firm i for the time period t minus EPS of the firm i for 

the time period t-1, divided by stock price the end of time period t-1.  

Size Natural log of total assets of a firm i for the period t. 

Lev Total liabilities divided by total assets of a firm i in period t. 

Sd_Roe Volatility measured as standard deviation of return on equity over the prior five year 
rolling period window (t-1 to t-5), of firm i at the end of period t.  

Loss Dummy variable equal to 1 if a firm i for time period t reported a loss, otherwise 0. 

Big4 Dummy variable equal to 1 if auditor of firm i for time period t is from a top 4 audit 

firm, otherwise 0. 

CEO_Age Natural logarithm  of CEO age in years of firm i for time period t. 

P_B_Ind Percentage of board of directors sit on board, who are independent of firm i for the time 

period t. 

P_Ac_Ind Percentage of independent board members on the audit committee of firm i for time 

period t. 

Inst_Own Percentage of stock hold by institutional investors for a firm i at the end of time period 

t. 

ε Error term. 
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Appendix 2 
Drank_DD Decile rank by industry and year for the absolute value of the residual of accruals 

quality calculated following Dechow and Dichev (2002) of a firm i for time period t. 

Drank_MC Decile rank by industry and year for the absolute value of the residual of accruals 
quality calculated following McNichols (2002) of a firm i for time period t. 

Drank_RCP Decile rank by industry and year for the absolute value of the residual of abnormal 

production expenses calculated following Roychowdhury (2006) of a firm i for time 

period t. 

Drank_RCF Decile rank by industry and year for the absolute value of the residual of abnormal cash 

flows calculated following Roychowdhury (2006) of a firm i for time period t. 

Drank_RCD Decile rank by industry and year for the absolute value of the residual of abnormal 

discretionary expenses calculated following Roychowdhury (2006) of a firm i for time 

period t. 

Drank_Rep5 Decile Rank by industry and year for the number of articles published in all local and 

international major publications (including all newswires and newspapers) with the 

name of CEO and Company name, accumulated over the prior 5 year period for a firm i 
at the end of period t. 

Drank_Rep3 Decile rank by industry and year for the number of articles published in all local and 

international major publications (including all newswires and newspapers) with the 

name of CEO and Company name, accumulated over the prior 3 year period for a firm i 

at the end of period t. 

High_Rep5 Dummy variable equal to 1, if the decile rank of  number of press articles (accumulated 

over prior 5 year period) for a CEO lies in the top quintile by industry and year of a 

firm i for time period t. 

Size Natural log of total assets of a firm i for the period t. 

M/B Market to book ratio of a firm i for time period t. 

Lev Total liabilities divided by total assets of a firm i in period t. 
ROA Net profit after tax divided by total assets of a firm i at beginning of the period t. 

ΔSales_Grow Current year’s sales growth (percentage increase in sales) minus previous year’s sales 

growth of a firm i in period t. 

Sales_Vol Standard deviation of the sales of a firm i at the end of year t (here sales of year t are 

divided by average total assets of at least 3 years of last 5 years). 

CFO_Vol Standard deviation of cash flow from operations of a firm i at the end of year t (here 

cash flow from operations is divided by average total assets of at least 3 years of last 5 

years. 

Big4 Dummy variable equal to 1 if auditor of a firm i for time period t is from a top 4 audit 

firm, otherwise 0. 

Loss Dummy variable equal to 1 of a firm i for time period t reported a loss, otherwise 0. 

CEO_Age Natural log  of CEO age in years of a firm i for time period t. 
B_Sze Natural log of number of directors sitting on board of a firm i for time period t. 

P_B_Ind Percentage of board of directors sit on board, who are independent of a firm i for the 

time period t. 

Comp Natural log of total remuneration received by a CEO of a firm i for time period t.  

IntDir Percentage of board members appointed by a CEO of a firm i for time period t. 

Insider Dummy variable equal to 1 if the CEO of a firm i for time period t is only the insider 

on board, otherwise 0. 

Tenure Natural Log of number of years a CEO is serving in a firm i for time period t.  

Factor_P Factor variable having eigen value more than 1, calculated through factor analysis 

using principal composite factor analysis for the three CEO power variables IntDir, 

Insider and Tenure. 
Factor_EM Factor variable having eigen value more than 1, calculated through factor analysis 

using principal composite factor analysis for the three earnings quality variables 

Drank_DD, Drank_MC and Drank_RCP of a firm i for time period t. 

R&D Total amount of research and development expenditures divided by total sales of a firm 

Op_Cycle Operating cycle of a firm i for time period t. 

P_Ac_Ind Percentage of independent board members on the audit committee of a firm i for time 

period t. 

P_Ac_Ind Number of independent directors divided by total directors sitting on audit committee 

of a firm i for time period t. 

P_AC_Fin Number of financial directors divided by total number of directors sitting on audit 
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committee of a firm i for time period t. 

ε Error term. 

 

Appendix 3 

ACC The amount of accruals for a firm i in the time period t, calculated as a difference of the 

net income after tax and operating cash flow for the period t, divided by the amount of 

total assets at the beginning of the period t. 

CFO Cash flow from operations at the end of period t divided by book value of total assets at 

the beginning for the firm i in the time period t. 
DCFO Dummy variable equal to 1 if the value of CFO is less than zero for the firm i in the 

time period t, otherwise 0. 

X_R Earnings after tax of the firm i for the period t divided by amount of market 

capitalization for the firm i at the beginning of the period t accumulated over the prior 3 

year period (t to t-3). 

CRT Value of the market adjusted stock return of a firm i for the time period t (calculated as 

the share price three months after the end of the period t minus share price three month 

later the period t-1, divided by the share price three month later the period t-1) 

accumulated over the prior three year period (t to t-3). 

DCRT Dummy variable equal to 1 of the value of the CRT for the firm i in the time period t is 

less than zero, otherwise 0. 
TACC_Giv Total income after tax for the firm i at the end of period t plus depreciation for the firm 

i at the end of period t, minus cash flow from operations at the end of period for the 

firm t, divided by average total assets, averaged over three year period centred over the 

period t. 

Press_5Y Number of articles published in all local and international major publications 

(including all newswires and newspapers) with the name of CEO and Company name, 

accumulated over the prior 5 year period for a firm i at the end of period t. 

Press_3Y Number of articles published in all local and international major publications 

(including all newswires and newspapers) with the name of CEO and Company name, 

accumulated over the prior 3 year period for a firm i at the end of period t. 

MulDir Dummy variable equals to 1, if the CEO of a firm i for time period t. have 2 or more 
directorships at the same time. 

InterDir Dummy variable equals to 1, if more than 70 percent of the directors on board are 

appointed by the CEO of a firm i for time period t. 

CPR Dummy variable equals to 1, if the CEO compensation is higher than the total 

compensation of the top 5 executives of a firm for time period t. 

Firm_Size Natural log of total assets of a firm i for the period t. 

M/B Market to book ratio of a firm i for time period t. 

Lev Total liabilities divided by total assets of a firm i in period t. 

ROA Net profit after tax divided by total assets of a firm i at beginning of the period t. 

Sales_Grow The difference between the sales of a firm i for the time period t and the sales of a firm 

i for the period t-1, divided by the sales of a firm for the period t-1. 

Loss Dummy variable equal to 1 of a firm i for time period t reported a loss, otherwise 0. 
B_Size Natural log of number of directors sitting on board of a firm i for time period t. 

P_B_Ind Percentage of board of directors sit on board, who are independent of a firm i for the 

time period t. 

Tenure Natural Log of number of years a CEO is serving in a firm i for time period t. 

Duality Dummy variable equal to 1 if the CEO is acting as a chairman of the board in a firm i 

for time period t. 

ε Error term. 
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