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The Impact of Managerial Overconfidence on Earnings Management
and Accounting Conservatism: An Empirical Study

(Abstract)

The aim of the current study was to test the impact of managerial
overconfidence on earnings management practices and accounting
conservatism. The study was applied to a sample of companies listed on the
Egyptian Stock Exchange, consisting of 97 companies, over the period from
2017 to 2022, with a total of 582 observations. Earnings management
practices were measured using Accrual Earnings Management (AEM)
through the modified Jones model, and Real Earnings Management (REM)
was measured using the Roychowdhury (2006) model. Accounting
conservatism was measured using the C-Score and G-Score models, while
managerial overconfidence was measured using the Over-Investment Proxy.
The results of the study indicated a significant positive effect of managerial
overconfidence on Accrual Earnings Management (AEM), as well as a
significant positive effect on Real Earnings Management (REM). A
significant negative effect was found between accounting conservatism and
Accrual Earnings Management (AEM), as well as between accounting
conservatism and Real Earnings Management (REM). Additionally, a
significant negative relationship was found between managerial
overconfidence and accounting conservatism. However, no significant effect
was found for managerial overconfidence on the relationship between
accounting conservatism and Accrual Earnings Management (AEM), nor on
the relationship between accounting conservatism and Real Earnings
Management (REM).
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N Min p25 Mean Median p75 Max SD
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REM 569 -.567 -0.100 -.003 .011 117 .486 .198
CONS 560 | -12.593 -2.486 -1.423 -1.016 -.218 5.824 2.283
OVER 576 .001 0.013 .04 025 .051 .239 .043
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CFO2TA | 582 -.214 -0.009 .057 .038 121 408 115
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MB 582 .309 0.814 1.604 1.239 1.9 7.395 1.244
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Variables 1) ) 3) (@) (5) (6) (7) (8) 9)
1
M 1.000
AAEM_J
(2) REM 0.116"* | 1.000
(3) CONS | -0.095** | 0.117* | 1.000
0.184* | -0.067 | - 1.000
(4) OVER
0.131**
(5) -0.045
-0.057 | -0.059 | -0.069* 1.000
SIZE_TA
(6)LEV3 | -0.040 | 0.221** | 0.115** | _ 0.406** | 1.000
0.152***
@) - - 0.088* -
-0.034 0.055 1.000
CFO2TA 0.617*** | 0.208*** 0.217**
- - 0.110%* -
(8) ROA 0.130*** 0.091** 0.567** | 1.000
0.385%* | 0.273** 0.284*+
- - 0.101*
(9) MB 0.106** -0.058 | -0.037 | 0.265* | 0.313** | 1.000
0.252*** | 0.442%*

*** p<0.01, ** p<0.05, *p<0.1
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Ayl # 3kl il (Estimator)
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Shapiro-Wilk  aubl ajeil) diSha JLid) (3) a8) Jgan

Variable z Prob > z
AAEM_J 10.807 0.000
REM 4.867 0.000
CONS 10.605 0.000

bl aysill i ol Oaity oanball sl LasY Shapiro-Wilk las) eha)
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Model Dependent Chi? Prob >z
1 AAEM_J 53.69 0.000
2 REM 11.16 0.001
3 AAEM_J 4.10 0.043
4 REM 9.79 0.002
5 CONS 297.89 0.000
6 AAEM_J 49.70 0.000
7 REM 10.80 0.001

Gl s ACha 35a9 sy Breusch—Pagan/Cook—Weisberg jlaal e 2l
e e ol ey Jully %5 e S8 z3laill JS1 Asieall (e o)) Cun bl
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il il psiall G el #1331 AlSh —
Aiwall clprial) G Al z19a3¥) ASdia (5) p8) Jgan

Model Dependent VIF
1 AAEM_J 1.35
2 REM 1.34
3 AAEM_J 1.46
4 REM 1.45
5 CONS 1.36
6 AAEM_J 1.78
7 REM 1.78
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Variable AEM
OVER 0.2410%***
SIZE_TA -0.0039*
LEV3 0.0192
CFO2TA -0.1156***
ROA 0.1378***
MB 0.0056**
_cons 0.1210%***
N 569
r2 0.2921
chi2 37.27
p 0.000
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Variable REM
OVER 0.2054*
SIZE_TA -0.0033
LEV3 0.1510%***
CFO2TA -1.0441***
ROA 0.0242
MB -0.0080
_cons 0.0583
N 563
r2 0.50
chi2 421.80
P 0.000
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