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Relationship of Earnings Management to Information

Asymmetry: is there an Impact of Financial Analyst Coverage?
"An Empirical Study

Abstract

In light of the significance of accounting information in the financial markets, there are
many of accounting literature has been concerned with the factors determining the degree of
similarity among users; although practices of earnings management were mentioned as one of
these factors, the variation in their results in this regard may mean this influence —practices of
earnings management on the information asymmetry- on other variables that can moderate it,
and this is what the current research can suggest “financial analyst coverage” as one of the
moderating and determining variables for this effect. This is in light of its recently developed and
supervisory roles, on the basis of which the actual practices of profit management in companies
can be classified into one of two cases: firstly, informational practices - that is, beneficial to
shareholders - while opportunistic practices represent the other case - harmful to shareholders -
and then the impact of these practices differs on the information asymmetry, the effect -of
course- is likely to be a decrease in the informational case and an increase in the other case.
Empirically, the current research used the modified (Jones) model to measure the degree of
profit management; and the “volume and price range” variables to measure asymmetry in three
different measures. The first: on the day of announcing the financial reports, the second: a three-
day window, which represents the difference between a day following the announcement of the
reports from a previous day, and the third: the eleven-day window, which represents the
difference between the average of five days following the announcement of its counterpart before
the announcement; This is for a sample consisting of 60 Egyptian joint stock companies during
the period 2012 — 2019. Using interactive regression and appropriate statistical tests, the research
found in its various models the validity of the interaction of financial analyst coverage and
earnings management in affecting information asymmetry measured by the trading volume on
the day of publication only, and by the price range in the three measurements; this means the
significance of the moderating effect of analyst coverage on the relationship of earnings
management with the asymmetry in the mentioned measurements; the current research also
denied the significance of the interaction in the two trading volume windows, which means that it
IS necessary to refer to the basic effect of the interaction variables in this case, through which it
became clear that the earnings management may be significant in influencing the price range on
the day of publication and in the three-day window, and the significance of analyst coverage in
affecting the trading volume and price range. In all three measurements except for an eleven-day
window of price range. This is what the researchers inferred on the effectiveness of the oversight
role of analysts in the Egyptian environment, and even the possibility of their contribution to the
management’s selection of accounting policies to the extent that they control the goal of practices
of earnings management because those practices are characterized by informatics with high
coverage, and opportunism with its low, and then the impact of earnings management varies on
the asymmetry by the level of analyst coverage, as indicated by the results of the current
research.

Key words: Information Asymmetry, Analyst Coverage, Earnings Management,

Moderating Variables.
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Shapiro-Wilk W test for normal data

Variable | Obs W \Y z Prob>z
_____________ +______________________________________________________
r2 | 472 0.98285 5.478 4.078 0.00002
Skewness/Kurtosis tests for Normality
—————— joint ------
Variable | Obs Pr (Skewness) Pr (Kurtosis) adj chi2 (2) Prob>chi?2
_____________ +_______________________________________________________________
r2 | 472 0.0028 0.0045 14.84 0.0006
Variable | VIF 1/VIF
_____________ +______________________
ACRESwW5 | 3.20 0.312475
ACw5 | 3.16 0.316711
EPSw5 | 2.32 0.430325
ROAWS | 1.93 0.517411
BVw5 | 1.47 0.681229
SIZEwWS | 1.33 0.752746
LEVWS | 1.28 0.781326
RESDUALwS | 1.19 0.837469
_____________ +______________________
Mean VIF | 1.99

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity

Ho: Constant variance

Variables: fitted values of 1lntvlw)

chi2 (1) = 0.14 e .Prob > chi2 = 0.7062
White's test for Ho: homoskedasticity

against Ha: unrestricted heteroskedasticity

chi2 (44) = 69.48.et .Prob > chi2 = 0.0085
Cameron & Trivedi's decomposition of IM-test

Source | chi?2 df o)
_____________________ +_____________________________
Heteroskedasticity | 69.48 44 0.0085

Skewness | 33.16 8 0.0001

Kurtosis | 12.57 1 0.0004
_____________________ +_____________________________
Total | 115.22 53 0.0000

Wooldridge test for autocorrelation in panel data
HO: no first-order autocorrelation
F( 1, 58) = 6.179... Prob > F = 0.0158

:(A'T\/3)gﬂﬁﬁ\5§9«90 [ J

Shapiro-Wilk W test for normal data

Variable | Obs W \Y V4 Prob>z
_____________ +______________________________________________________
rd | 472 0.60712 125.480 11.586 0.00000
Skewness/Kurtosis tests for Normality
—————— joint ------
Variable | Obs Pr(Skewness) Pr (Kurtosis) adj chi2 (2) Prob>chi?2
_____________ +_______________________________________________________________
rd | 472 0.0000 0.0000 0 . 0.0000
Variable | VIF 1/VIF
_____________ +______________________
ACwl | 2.23 0.449397
ACRESw1 | 2.22 0.450500
EPSwl | 1.79 0.559720
BVvwl | 1.47 0.678769
ROAW1 | 1.39 0.717750
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SIZEwl
RESDUALw1
LEVw1l

Mean VIF

1.30 0.772096
1.18 0.844117
1.14 0.875139
1.59

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity

Ho: Constant variance
Variables: fitted values of tv3wl
chi2 (1) = 48.14.... Prob > chi2 = 0.0000
White's test for Ho: homoskedasticity
against Ha: unrestricted heteroskedasticity
chi2 (44) = 53.51un. Prob > chi2 = 0.1542
Cameron & Trivedi's decomposition of IM-test
Source | chi2 df P
_____________________ +_____________________________
Heteroskedasticity | 53.51 44 0.1542
Skewness | 9.81 8 0.2789
Kurtosis | 1
_____________________ +_____________________________
Total | 53
Wooldridge test for autocorrelation in panel data
HO: no first-order autocorrelation
F( 1, 58) = 0.358 Prob > F = 0.5521
& - -
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Shapiro-Wilk W test for normal data
Variable | Obs W v z Prob>z
_____________ +______________________________________________________
r5 | 472 0.53482 148.571 11.991 0.00000
Skewness/Kurtosis tests for Normality
—————— joint ------
Variable | Obs Pr (Skewness) Pr (Kurtosis) adj chi2(2) Prob>chi?2
_____________ +_______________________________________________________________
r5 | 472 0.0000 0.0000 0 0.0000
estat vif
Variable | VIF 1/VIF
_____________ +______________________
ACwl | 2.23 0.449397
ACRESw1 | 2.22 0.450500
EPSwl | 1.79 0.559720
BVvwl | 1.47 0.678769
ROAwW1 | 1.39 0.717750
SIZEwl | 1.30 0.772096
RESDUALw1 | 1.18 0.844117
LEVwl | 1.14 0.875139
_____________ +______________________
Mean VIFE | 1.59
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant wvariance
Variables: fitted values of tvllwl
chi2 (1) = 19.90........ .Prob > chi2 = 0.0000
White's test for Ho: homoskedasticity
against Ha: unrestricted heteroskedasticity
chi2 (44) = 55.58.. .Prob > chi2 = 0.1132
Cameron & Trivedi's decomposition of IM-test
Source | chi?2 df P
_____________________ +_____________________________
Heteroskedasticity | 55.58 44 0.1132
Skewness | -2674.50 8 1.0000
Kurtosis | . 1
_____________________ +_____________________________
Total | 53
Wooldridge test for autocorrelation in panel data
HO: no first-order autocorrelation
F( 1, 58) = 3.982 Prob > F = 0.0507

£Y



S Cmallall cpaliacal) Aol 500 I A 2 la glaal) JELail) adny 7L Y 518 ABe a2 Jlan sl 3 caaal g jSBalia o

(A BA;) pl i z3gald! @

Shapiro-Wilk W test for normal data
Variable | Obs W v z Prob>z
r7 | 472 0.74368 81.865 10.562 0.00000

Skewness/Kurtosis tests for Normality

—————— joint —------
Variable | Obs Pr (Skewness) Pr (Kurtosis) adj chi2 (2) Prob>chi2
_____________ +_______________________________________________________________
r7 | 472 0.0000 0.0000 0 0.0000
Variable | VIF 1/VIF
_____________ +______________________
ACRESwWS | 3.20 0.312475
ACw5 | 3.16 0.316711
EPSw5 | 2.32 0.430325
ROAWS | 1.93 0.517411
BVwW5S | 1.47 0.681229
SIZEwWS | 1.33 0.752746
LEVWS | 1.28 0.781326
RESDUALwWS | 1.19 0.837469
_____________ +______________________
|

Mean VIF

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity

Ho: Constant variance

chi2 (1) = 92.17 Prob > chi2 = 0.000
White's test for Ho: homoskedasticity

against Ha: unrestricted heteroskedasticity

chi2 (44) = 108.84 Prob > chi2 = 0.0000
Cameron & Trivedi's decomposition of IM-test

Source | chi?2 df o)
_____________________ +_____________________________
Heteroskedasticity | 108.84 44 0.0000

Skewness | 48.27 8 0.0000

Kurtosis | 33.94 1 0.0000
_____________________ +_____________________________
Total | 191.05 53 0.0000

Wooldridge test for autocorrelation in panel data
HO: no first-order autocorrelation
F( 1, 58) = 13.458 Prob > F = 0.0005
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Shapiro-Wilk W test for normal data
Variable | Obs W \Y z Prob>z
r9 | 472 0.68273 101.331 11.073 0.00000

Skewness/Kurtosis tests for Normality

—————— joint ------
Variable | Obs Pr(Skewness) Pr(Kurtosis) adj chi2(2) Prob>chi?2
_____________ +_______________________________________________________________
r9 | 472 0.0000 0.0000 0.0000

Variable | VIF 1/VIF
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_____________ +______________________

ACwl | 2.23 0.449397

ACRESw1 | 2.22 0.4505006

EPSwl | 1.79 0.559720

BVwl | 1.47 0.678769

ROAW1 | 1.39 0.717750

SIZEwl | 1.30 0.772096

RESDUALw1 | 1.18 0.844117

LEVwWl | 1.14 0.875139

_____________ +______________________
Mean VIF | 1.59

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity

Ho: Constant variance

Variables: fitted values of p3wl

chi2 (1) = 213.82 Prob > chi2 = 0.0000
White's test for Ho: homoskedasticity

against Ha: unrestricted heteroskedasticity

chi2 (44) = 163.7 Prob > chi2 = 0.0000
Cameron & Trivedi's decomposition of IM-test

Source | chi?2 df o)
_____________________ +_____________________________
Heteroskedasticity | 163.76 44 0.0000

Skewness | 21.21 8 0.0066

Kurtosis | 8.32 1 0.0039
_____________________ +_____________________________
Total | 193.29 53 0.0000

Wooldridge test for autocorrelation in panel data
HO: no first-order autocorrelation
F( 1, 58) = 3.40... Prob > F = 0.0700
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Shapiro-Wilk W test for normal data
Variable | Obs W v b4 Prob>z
rll | 472 0.92116 25.181 7.735 0.00000

Skewness/Kurtosis tests for Normality

—————— joint ------
Variable | Obs Pr (Skewness) Pr (Kurtosis) adj chi2(2) Prob>chi2
_____________ +_______________________________________________________________
rll | 472 0.1847 0.0000 17.12 0.0002
Variable | VIF 1/VIF
_____________ +______________________
ACRESwWS | 3.20 0.312475
ACw5 | 3.16 0.316711
EPSw5 | 2.32 0.430325
ROAWS | 1.93 0.517411
BVw5 | 1.47 0.681229
SIZEwS | 1.33 0.752746
LEVWS | 1.28 0.781326
RESDUALwS | 1.19 0.837469
_____________ +______________________
Mean VIF | 1.99

# Heteroscedasticity
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant variance
Variables: fitted values of pllw5
chi2 (1) = 71.55 Prob > chi2 = 0.0000
White's test for Ho: homoskedasticity
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against Ha: unrestricted heteroskedasticity

chi2 (44) = 165.20uns .Prob > chi2 = 0.0000
Cameron & Trivedi's decomposition of IM-test

Source | chi?2 df o)
_____________________ +_____________________________
Heteroskedasticity | 165.20 44 0.0000
Skewness | 34.71 8 0.0000
Kurtosis | 66.27 1 0.0000
_____________________ +_____________________________
Total | 266.18 53 0.0000
F( 1, 58) = 3.593 Prob > F = 0.0630
Variable Coefficient Std. Error t-Statistic Prob.
RESDUALW5 0.710267 1.076415 0.659845 0.5097
ACWS5 0.209162 0.097265 2.150431 0.0320
ACRESWS5 7.612651 3.121780 2.438561 0.0151
EPSW5 -0.177623 0.038841 -4.573125 0.0000
BVW5 -0.011531 0.006509 -1.771648 0.0771
SIZEW5 0.122332 0.111747 1.094720 0.2742
LEVWS5 -1.136097 0.585259 -1.941187 0.0528
ROAWS5 -2.393851 1.176014 -2.035563 0.0424
C 8.987909 2.116978 4.245632 0.0000
Weighted Statistics
R-squared 0.241018 Mean dependent var 13.15089
Adjusted R-squared 0.227904 S.D. dependent var 8.182897
S.E. of regression 2.365603 Sum squared resid 2590.985
F-statistic 18.37846 Durbin-Watson stat 0.988636
Prob(F-statistic) 0.000000

Unweighted Statistics

R-squared 0.154147 Mean dependent var 10.08198
Sum squared resid 2660.938 Durbin-Watson stat 0.804298
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Variable Coefficient Std. Error t-Statistic Prob.
RESDUALW1 149202.7 123156.0 1.211493 0.2263
ACW1 -6443.106 4054.295 -1.589205 0.1127
ACRESW1 65182.80 55232.64 1.180150 0.2385
EPSW1 -127.2701 838.5118 -0.151781 0.8794
BVW1 -307.7359 382.2567 -0.805051 0.4212
SIZEW1 10354.52 9176.925 1.128321 0.2598
LEVW1 -21133.29 29700.78 -0.711540 0.4771
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ROAW1 243853.3 150689.9 1.618246 0.1063
C -237543.0 189471.9 -1.253711 0.2106

Effects Specification

S.D. Rho
Cross-section random 76127.01 0.0582
Idiosyncratic random 306268.7 0.9418
Weighted Statistics
R-squared 0.011543 Mean dependent var -19082.57
Adjusted R-squared -0.005537 S.D. dependent var 305148.8
S.E. of regression 305992.4 Sum squared resid 4.34E+13
F-statistic 0.675832 Durbin-Watson stat 2.019125
Prob(F-statistic) 0.712983
Unweighted Statistics
R-squared 0.016177 Mean dependent var -23326.58
Sum squared resid 4.58E+13 Durbin-Watson stat 1.912049
(A TVi) QN zigeid! @
Variable Coefficient Std. Error t-Statistic Prob.
RESDUALW1 -7786.286 211920.1 -0.036742 0.9707
ACW1 -14782.53 8444.365 -1.750579 0.0807
ACRESW1 105751.4 73631.87 1.436217 0.1516
EPSW1 3628.975 1945.282 1.865527 0.0627
BVW1 -504.3334 340.4017 -1.481583 0.1391
SIZEW1 382.1221 13321.79 0.028684 0.9771
LEVW1 -27469.31 49486.29 -0.555089 0.5791
ROAW1 -253147.9 267785.3 -0.945339 0.3450
C 29713.44 296668.3 0.100157 0.9203
Effects Specification
S.D. Rho
Cross-section random 86327.10 0.0286
Idiosyncratic random 503196.4 0.9714
Weighted Statistics
R-squared 0.007311 Mean dependent var -3250.975
Adjusted R-squared -0.009841 S.D. dependent var 499147.1
S.E. of regression 501597.1 Sum squared resid 1.16E+14
F-statistic 0.426265 Durbin-Watson stat 1.837457
Prob(F-statistic) 0.905340
Unweighted Statistics
R-squared 0.008148 Mean dependent var -3613.493
Sum squared resid 1.20E+14 Durbin-Watson stat 1.790022
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Variable Coefficient Std. Error t-Statistic Prob.
RESDUALWS5 -1.051038 0.476169 -2.207280 0.0278
ACW5 -0.103380 0.023174 -4.461056 0.0000
ACRESW5 -3.061457 0.902709 -3.391410 0.0008
EPSW5 0.204716 0.027456 7.456102 0.0000
BVW5 -0.001822 0.001481 -1.230021 0.2193
SIZEW5 -0.002738 0.030994 -0.088324 0.9297
LEVW5 -0.449064 0.205189 -2.188533 0.0291
ROAWS5 -0.963980 0.464438 -2.075585 0.0385
C 0.764855 0.619226 1.235178 0.2174

Weighted Statistics

R-squared 0.276498 Mean dependent var 1.456407
Adjusted R-squared 0.263997 S.D. dependent var 1.811873
S.E. of regression 1.502052 Sum squared resid 1044.602
F-statistic 22.11791 Durbin-Watson stat 1.430954
Prob(F-statistic) 0.000000

Unweighted Statistics

R-squared 0.160881 Mean dependent var 1.106131
Sum squared resid 1271.734 Durbin-Watson stat 1.083298
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Variable Coefficient Std. Error t-Statistic Prob.
RESDUALW1 -0.738368 0.222765 -3.314559 0.0010
ACW1 -0.023506 0.007219 -3.256284 0.0012
ACRESW1 -0.189587 0.057838 -3.277906 0.0011
EPSW1 0.002720 0.008967 0.303335 0.7618
BVW1 -0.001127 0.000731 -1.541175 0.1240
SIZEW1 -0.052613 0.018479 -2.847122 0.0046
LEVW1 -0.090519 0.079195 -1.142990 0.2536
ROAW1 0.229056 0.222753 1.028298 0.3043
C 1.224757 0.397029 3.084802 0.0022

Weighted Statistics

R-squared 0.044029 Mean dependent var 0.245381
Adjusted R-squared 0.027511 S.D. dependent var 1.592902
S.E. of regression 1.581062 Sum squared resid 1157.388
F-statistic 2.665561 Durbin-Watson stat 1.723847
Prob(F-statistic) 0.007195

Unweighted Statistics

R-squared 0.022132 Mean dependent var 0.189875
Sum squared resid 1680.501 Durbin-Watson stat 1.854504
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Variable Coefficient Std. Error t-Statistic Prob.
RESDUALWS5 -0.208942 0.153896 -1.357682 0.1752
ACW5 0.000384 0.004822 0.079534 0.9366
ACRESW5 -0.753344 0.288801 -2.608521 0.0094
EPSW5 0.014958 0.007310 2.046311 0.0413
BVW5 -0.000475 0.000363 -1.310494 0.1907
SIZEW5 0.003841 0.008613 0.445928 0.6559
LEVW5 0.045869 0.060997 0.751991 0.4524
ROAWS5 -0.182771 0.164005 -1.114419 0.2657
C -0.046129 0.164314 -0.280739 0.7790

Weighted Statistics

R-squared 0.041190 Mean dependent var 0.076093
Adjusted R-squared 0.024623 S.D. dependent var 0.550170
S.E. of regression 0.545002 Sum squared resid 137.5234
F-statistic 2.486277 Durbin-Watson stat 1.713666
Prob(F-statistic) 0.011959

Unweighted Statistics

R-squared 0.029413 Mean dependent var 0.070372
Sum squared resid 163.6446 Durbin-Watson stat 1.691600
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