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Abstract:

This study explores the impact of female representation on corporate boards on earning management
practicing in the Top 50 companies listed the Johannesburg Stock Exchange for the period 2015 to
2025. This study uses discretionary accrual to capture earnings management, while board gender
diversity is proxied by proportion of number of women on the boards. The present study adopted the
fixed effects model and two-step system generalized method of moments to test the panel regression.
The results of this study reveal that gender diversity negatively correlates with earnings management.
These findings offer useful information to investors in assessing the impact of board gender diversity on
financial reporting quality. The study extends the literature by providing empirical evidence from
developing country on how female representation contributes to effective monitoring and oversight to
improve earnings reporting quality. This study advances existing literature by providing guidance for firm
managers seeking to strength governance in JSE listed companies, improving quality of financial
reporting. The study’s findings reinforce the belief that gender diversity on corporate board is useful in
creating value for stakeholders by improving credibility of financial reporting. The results support the

effort made by South African government to increase female representation on firm boards.
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Introduction

The purpose of financial reporting is to provide stakeholders with financial data that is useful for decision
making. However, the unethical financial reporting behaviour where corporate managers distort and
conceal actual financial performance may undermine this objective. Prior research claims that
implementation of robust corporate governance (CG) mechanisms can mitigate unethical financial
reporting behaviour such as earnings management (EM) practices (Andira & Ratnadi, 2022; Swairri,
Ratnadi, Putra & Mimba, 2026). The board composition, especially board gender diversity (BGD) has
emerged as critical motoring CG mechanism strengthening monitoring and improving financial reporting
quality (FRQ) (Aljanadi, 2026).

In recent times, there has been increasing focus on female representation on firms’ boards (Aratat &
Yurtoglu, 2021; Alves, 2023; Yami, Alshurafat & Shaaban, 2025). In many countries, women on
corporate boards are under-represented, and as a result several nations have implemented the gender
quota regulations to encourage firms to appoint women directors on their boards (Reddy & Jadhav,
2019; Aratat & Yurtoglu, 2021). The persistent under representation of female in corporate boards
challenge gender equality in firm leadership. The implementation of gender diversity on corporate
boards has played a crucial role in fulfilling the sustainable development goal 5(SDG-5: gender equality).
Increasing the proportion of women directors on the board is one of approach that enhance the
effectiveness of corporate governance in improving earnings reporting (Yami et al., 2025). This indicates
that women possess unique characteristics that contributes to FRQ, as they tend to avoid risks that
could negatively affect their decision-making. Female board of directors influence ethical business
conduct, as they are associated with empathy, risk aversion and regulatory compliance (Gull, Ul Haq,
Ghafoor, Ahsan & Bayraktar, 2025). Female directors encourage ethical financial reporting behaviour
and reinforce monitoring, thereby mitigate EM practices (Ponomareva, Cambrea, Calabro & Torchia,
2026 2026). This suggests that women on boards are more effective in their monitoring role. Despite
their role in enhancing ethical financial reporting practices, female representation in corporate board

remains low and unsatisfactory (Cabaleiro & Buch, 2023; Fernandez-Mendez & Pathan, 2023).

Several studies have reported a positive association between female representation on corporate
boards and financial reporting quality (Baalouch, Ayadi & Hussainey, 2019; Pucheta-Martinez and
Gallego-Alvarez, 2019; Carvajal, Nadeem & Zaman, 2021). The possible explanation is that women

want to legitimise their activates and improve their reputations among various stakeholders.

Conversely, other studies reveal a negative association (Widyasari & Ayunda, 2020; Khan, Khana &
Afridi, 2021a; Nadeem, 2021). According to Nadeem (2021) negative relationship indicates that female

directors may be unwilling to engage with firms known for opportunistic financial reporting behaviour.
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Many studies have been conducted in South Africa to investigate the impact of female directors on
financial performance (Taljaard, Ward & Muller, 2015; Mvita & du Toit, 2024; Zvinowanda, Mafini &
Beneke, 2024; Matemane, Obagbywa, Gykye & Mphela, 2025). While previous studies emphasise effect
board gender diversity on firm value, less is known about how BGD shape EM practices in JSE-listed

companies, especially over the past five years.

This study seeks to establish the impact of BGD on EM using the sample of the Top 50 companies listed
on the JSE. The study used system generalized method of moments to analyse panel data in the study
model. This study contributes the existing CG-financial reporting literature by empirically investigating
the impact of BGD on the EM for the JSE-listed firms. To our knowledge, there are limited studies that
specifically examine the relationship between BGD and EM in the Top 50 JSE-listed companies, over
last five years. Therefore, this paper also contributes to existing literature by extending BGD research
beyond BGD-financial performance nexus to explore its effects on EM, an area that remains under

researched, particularly in the context of JSE-listed companies.

The remainder of the paper is organized as follows. Section 2 presents the theoretical framework;
Section 3 discusses literature review and formulates hypotheses. The next section discusses method
and data in section 4. Subsequently, section 5 presents and discusses the main results. Finally, section

6 concludes this paper.
Theoretical Framework

Agency theory postulates that corporate managers prioritise personal interests over shareholder’s
welfare, hence firms implement monitoring mechanisms to address this agency problem (Mai, Pham,
Van Pho, Phan & Nguyen, 2025). BGD is a critical CG mechanism that mitigates agency problems (Itan,
Zamri, Jaslin & Karjantoro, 2024). Increasing female representation on corporate boards improves
corporate information transparency, promotes FRQ and constraints unethical financial reporting
practices (Ozparlak, 2024). Agency theory argues that gender diversity can mitigate agency conflict as
women on boards encourage more effectual communication with stakeholders, which increase the FRQ
and reduce unethical financial reporting behaviour (Loukil, Yosfi & Yerbanga, 2020). According to Agency
theory female directors are associated with higher ethical behaviour which improves corporate board

oversight and monitoring role, thereby reducing EM practices (Mai et al., 2025).
Literature Review and Hypothesis Development

While there is no consensus on the definition of EM, numerous accounting and finance researchers
have provided a comparable definition that emphasizes the opportunistic nature of EM practices (Fan
et al., 2019b; Brennan, 2021; Viana, Lourenco & Black, 2022; Nguyen, 2026). Opportunistic nature of
EM maintains that corporate managers adjust earnings to mislead some stakeholders. According to
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opportunistic perspective, firm managers manipulate financial statements to present a more favourable
picture of firm financial performance (Alsaadi, 2025). Corporate managers engage in EM practices to
maximise their personal gain while neglecting other stakeholders, thereby increasing asymmetry issues
(Garcia-Ramos & Diaz, 2021). This unethical reporting behaviour poses significant threat to the

credibility of published financial information.

The board of directors plays a crucial role in monitoring the quality and credibility of reported financial
information (Truong & Nguyen, 2024). Female representation in corporate boards represents an
essential component of CG mechanism that could improve firm financial reporting (Attia, Yassen, Chafai
& Qotb, 2024). Board gender diversity is commonly measured as percentage of female directors on the

board of the firm.

Limited studies have investigated the impact of BGD on the EM, especially in JSE-listed companies.
Empirical research reports that women directors improve effectiveness of firm boards, as they tend to
put more emphasis on monitoring, more independent, have better attendance records and more active
in corporate board committees compared to male directors (Ararat & Yurtoglu, 2021; Goel & Kapoor,
2022; Alves, 2023). Females are more ethical in the workplace and may not engage in unethical financial
practices for their personal gain at the expense of other stakeholders (Goel & Kapoor, 2022). Therefore,

this study proposes the following hypothesis:

H1: Board gender diversity is negatively associated with earnings management.
Methods and Data

Sample and data

This study employs financial data from annual reports of the Top 50 companies listed on JSE for the
period 2015-2025. The Top 50 firms were included in the sample to maintain consistency and data
quality, as small companies may exhibit inconsistent disclosures of governance (Madwe, Nzuza &
Olarewaju, 2025). Making the Top 50 more appropriate for empirical analysis. The JSE-listed firms are
selected because of the JSE Listing Reequipments (section 3.84) and the King IV Report on Corporate
Governance encourage them to implement policy that promote gender diversity on the board of directors’
level (Mothapo, Stumke & van der Niet, 2024). Furthermore, JSE ethical reporting policy encourages
these firms to promote ethical reporting, integrity, transparency and fairness. These make JSE-listed
companies a suitable study setting for examining the impact of female representation on corporate board

on earnings management.
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Variables measurements

The board gender diversity (BGD) is the independent variable of the study. Following previous studies,
the current study measures the BGD using the proportion of female representation on the corporate
board (Alves, 2023; Wong, Sakawa, Watanabel, Teramura & Oishi, 2025). EM measured by
discretionary accruals (DA) is the dependent variable and the most common approach used to detect
EM (Alves, 2023). In consistent with previous scholars, the present study adopts the modified Jones
model developed by Dechow et al. (1995) as proxy for capturing EM (Arioglu, 2020 Belaounia, Tao &
Zhao, 2020; Alves, 2023). In this Jones’ modified is made up of total accruals (ATACC) which is
regressed on three variables namely, change in revenue (ARev), the change in receivables (ARec) and
the gross property, plant and equipment (PPE), and NDA;, estimates non-discretionary accruals. To
avoid problem of heteroskedasticity all these variables are divided by lagged total assets (4;,_,). TACC

was estimated using the following equations:

TACC“_— = a ( 1 )+ 5 (ARevit—AReCit) + a3 (PPEit) +

Ajt-1 Yl Ajt—1 Ait—1
_ TAit 1 ARevit - AREC[t PPEit
NDAy = T4t _ g (o) + q (AREPLZARC Gy 4 g (PPEIY e @
Ajt—1 Ajt-1 Ajt—1 Ajt—1
DAlt = TAlt - NDAlt ................................................................................. (3)

Where TACC is defined as the difference between net income and operating cash. DA is used to

measure EM.

In consistent with existing literature, the study includes firm size and return on assets (ROA) as thee
control variables of the study (Alves, 2023; Madwe & Nzuza, 2026). These control variables are included
in this study to mitigate misspecification and to control firm-specific variables that might also shape firm
disclosure (Al-Okaily & Naueihed, 2025). The firm size is proxied by the natural logarithm of total assets.

Estimation model

This study includes panel data, thus it was necessary to select static or dynamic models. The present
study firstly employs three static estimation model namely, fixed effects (FE), random effects (RE) and
two-step System Generalized method of moments (two-step SYS GMM). This study adopts FE or RE
based on Hausman test as the baseline model to estimate the impact of BGD on EM among Top 50
companies listed on the JSE. The Hausman test was performed and this test results suggest that the
FE model is more suitable for the study. Finally, a two-step SYS GMM was adopted to control
unobserved heterogeneity and endogeneity problem in the FE model (Madwe, 2026). The following

Two-step SYS GMM estimation is specified as follows:

EMit =0 + 81 EMit—l + Bl BGDit + YlsIZEit + Y2 ROAit +|.li + it rrerrnrnarnnnnnns (1)

WOHLLEBE & ROSS

Discover publication opportunities:
www.wr-publishing.org



https://doi.org/10.51137/wrp.ijarbm.828
http://www.wr-publishing.org/

International Journal of Applied Research in Business and Management (ISSN: 2700-8983)
Volume: 07 Issue: 09 Year: 2026
https://doi.org/10.51137/wrp.ijarbm.828

Where:

EM;. = dependent variable for firm (i) at time (t); EM;,_, = lagged dependent variable; BGD;, =
independent variable; SIZE;, and ROA;, =control variables; a, f and y = denote coefficients to be

determined; y; = represents unobserved firm-specific effects; + ¢;, = error term.
Results and Discussion

Descriptive results

This paper explores the relationship between BGD and EM practices of the Top 50 JSE-listed firms in
South Africa. The study performed descriptive statistics as shown in Table 1, to understand variability,
the central tendency and range of variables. Table 1 shows moderate level of EM practices among
sampled firms (M =0.081, SD =0.121). Table 1 shows significant variation in the EM practices within the
sample (Min =-0.296; Max=0.418). Table 1 reveals that on average women occupy approximately 23.8%
of board position in the sample (M=0.238). Female representation on corporate board varies significantly
across the sample, ranging from 10% to 57%. The sample consists of relatively large firms (M =15.842)

and sample companies are generally profitable (M=6.7%).

Variable Mean (M) SD Min Max
EM 0.081 0.121 -0.296 0.418
BGD 0.238 0.151 0.101 0.571
SIZE 15.842 1.413 12.204 19.336
ROA 0.067 0.092 -0.214 0.281

BGD=Board gender diversity, EM=Earnings management; ROA=Return on
assets; SIZE=Firm Size; SD= Standard deviation

Table 1: Descriptive statistics results

Test Chi-Square Decision
p-value
Hausman Test 13.78 0.0019 FE model preferred

Table 2: Hausman Test
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Multicollinearity Diagnostics

The study adopted the variance inflation factor (VIF) as diagnostic test to detect the presence of
multicollinearity in the explanatory variables. Table 3 shows that VIF values are significantly below the
accepted threshold of 10. Furthermore, the VIF mean of 1.37 also highlights a very low degree of

multicollinearity in explanatory variables.

Variable VIF Tolerance (1/VIF)
BGD 1.45 0.690

SIZE 1.36 0.735

ROA 1.29 0.775

Mean VIF 1.37

Table 3: Variance inflation factor (VIF)

Fixed effects results

Table 4 presents FE results on the relationship between BGD and EM among the Top 50 firms listed on
the JSE. FE results report a significant statistically negative relationship between these variables ( =-
0.128, p < 0.01). The study’s findings indicate that increased women proportion on the boards mitigate
management opportunistic behavior and enhanced financial reporting quality (FRQ). These results
support the perspective that female directors reinforce ethical financial reporting and improve corporate

board effectiveness.

Table indicates that large firms may engage in EM practices (§ =0.023, p < 0.05), suggesting that firm
environmental factors such as complexity and flexibility in accounting choices. While ROA shows a
negative correlation with EM (B =-1.65, p < 0.01), indicating that profitable firms have no pressure to

engage in EM practices.

Variable Coef. Std.Error T-Statistics p-value
BGD -0.128 0.014 -2.68 0.004
SIZE 0.023 0,010 2.37 0.018
ROA -0.165 0.074 -3.23 0.001
Constant -0.248 0.153 -1.68 0.046
Model Statistics Value

Observations 550
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Number of 50
Companies

Within R? 0.289
F-statistic 15.24***

Table 4: Fixed effects results
Two-Step System GMM

The two-step Sys GMM was adopted to address issue of unobserved heterogeneity from FE. This
estimation addresses and control endogeneity, reverse causality and the dynamic nature of EM. The
lagged earnings management (EM) shows a positive statistically significant (3=0.302, p <0.01),

suggesting that EM in previous year impact current EM.

It is observed that BGD still shows a negative statistically significant (3=-0.049, p < 0.05), supporting the
robustness of FE results. The direction of the relationship between FE and two-steep Sys GMM remains
the same after addressing endogeneity and dynamic effects. This suggest that female on corporate

boards play a critical role in reducing EM practices.

The negative association between board gender diversity (BGD) and earnings management (EM) is
consistent with previous studies that found that women directors improve board oversight, thereby
improving financial reporting quality (Attia, Yassen, Chafai & Qotb, 2024; Truong & Nguyen, 2024). The
study’s results also support the view that female directors are greater diligence and ethical sensitivity in
monitoring firm managers financial reporting behaviour (Goel & Kapoor, 2022).

The findings support agency theory which posits that robust corporate board mechanisms reduce
conflict of interests between the principal and agent. The BGD is reported as one of the corporate
governance mechanisms that address firm managers’ opportunistic behaviour and protect the interest

of shareholders. These findings strengthen the agency theory postulation about the board monitoring

role.
Variable Coef. Robust Std | Error Z-star | p-value
L.EM 0.302 0.068 4.76 0.000
BGD -0.049 0.073 -2.45 0.012
SIZE 0.018 0.006 1.79 0.034
ROA -1.221 0.043 -2.57 0.003
Diagnostic Tests Statistics
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AR (1) p-value 0.021

AR (2) p-value 0.347

Hansen Test p-value 0.426

Table 5: Two-step system GMM results

The validity of the two-step Sys-GMM was tested using first order (AR (1)) and second order (AR (2))
serial correlation. Table 5 above indicates no presence of serial correlation. Moreover, the Hansen test
was conducted, revealing that the instruments used in the estimation are appropriately specified and

are valid.
Conclusion

The aim of the current study was to explore the relationship between BGD and EM using Top 50 firms
listed on the JSE. The intended to establish whether the presence female representation on firm boards
reduces managers’ opportunistic behaviour and improve the financial reporting quality. The panel data
were extracted from annual reports of Top 50 JSE -listed firms over a period of 11 years (2015-2025),
producing 550 firm-year observation. EM was proxied using DA, while BGD was measured using the
proportion of women directors on the boards. The study includes firm size (SIZE) and ROA as control
variables to control for firm-specific characteristics that may shape EM practices. The study employed
FE and two-step Sys GMM estimation models to account or address endogeneity problems and

measure the dynamic of nature of EM.

The empirical findings from both FE and two-step SYS-GMM reveal a negative significant relationship
between EM and BGD. The findings indicate that companies with high proportion of women in their
boards may not engage in opportunistic financial reporting practices. The persistent negative
relationship across these two models suggests the robustness of the results, after addressing
unobserved heterogeneity, the dynamic nature of EM and endogeneity problems. This study further
reports that larger companies tend to show higher level of EM, while more profitable are linked to lower

levels of EM practices.

The study’s results suggest that women on board play a crucial in reinforcing board monitoring within
CG mechanisms. Female presence reinforces board oversight and reduces managers discretion in
financial reporting decisions. It is evident that BGD is an effective governance practice with ability to

reduce EM practices and protect shareholder interests.

The findings of this study offer valuable insights for regulators, corporate boards and policymakers to
support greater female representation in the firm boards. Policymakers may improve their regulations to

prevent loss-making firms from engaging in EM practices. Firms that that seek to improve their
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governance quality and enhanced investor confidence may benefit through increasing female
representation in their boards. Stakeholders may consider BGD as critical factor when assessing

governance quality and the reliability of reported financial information.

The current study also partly advances the existing literature on BGD-EM nexus and highlighted that
effective corporate governance mechanisms mitigate conflict of interests between agent and principal.
This study extends the impact of female representation on corporate boards on financial reporting quality
in the JSE-listed firms’ contexts. This study contributes to literature by providing empirical evidence that
BGD is an essential component of CG for addressing agency problems and reducing EM practices
among JSE listed companies. Furthermore, limited studies have employed both FE and two-step SYS
GMM in a single study to explore how BGD impact EM practices among the Top 50 JSE-listed

companies in South Africa.

Despite these contributions, the study has some limitations. First, the present study exclusively focuses
on the Top 50 companies listed on the JSE in South Africa, and this may constrain the generalizability
of the results to public sector entities and other countries. Discretionary accruals (DA) adopted in this
study may inadequately measure real EM activities performed by corporate managers. The study only
used one component of corporate governance, namely BDG ignoring other CG mechanisms that may

shape EM practices.

Future research may extend this study by investigating the relationship between BDG and EM using
state-owned organisations and in different developing and developed countries. Future researchers may
examine how BGD impacts real EM, thereby offering comprehensive evaluation of unethical financial
reporting practices. Moreover, the future research could assess the integration of other CG mechanisms
to have a comprehensive understanding of CG on financial reporting quality.
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