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Abstract 

The succession of financial scandals and resounding bank failures that characterized the economic environment 

over the past three decades have given more weight to governance mechanisms. As such, considered to be one of 

the most important internal governance mechanisms, the board of directors has shown its strengths in controlling 

earnings manipulation, in particular those linked to real activities. The aim of this paper is to examine the effect 

of board characteristics on real earnings management. Using panel data econometrics, on all Tunisian 

commercial banks over the period 2008-2019, we show that board gender diversity has a disciplinary role in real 

earnings management as measured by discretionary revenue on equity securities. However, we show that board 

independence increases the real earnings management. As for board size, board duality, as well as the number of 

meetings carried out per year by the board of directors, we prove that they have no significant effect on real 

earnings management. 
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1. Introduction 

The succession of scandals and resounding bankruptcies that have characterized the current economic 

environment have called into question the mechanisms of governance. As such, considered to be one of the most 

important internal governance mechanisms, the board of directors has shown its advantages in terms of 

controlling earnings manipulation. In fact, the legislator gives the board of directors a determining role in the 

process of corporate governance. Becher et al. (2003) claim that deregulation has increased the need to exercise 

more control through internal governance mechanisms, particularly the board of directors. Furthermore, the 

effectiveness of the control exercised by the board of directors on limiting the opportunistic behavior of 

managers depends on his characteristics (gender diversity, size, independence of its members, duality, etc.). Thus, 

given their indisputable role in economic growth, both nationally and internationally, effective boards of 

directors in banks remain essential. Recently, much empirical work has questioned the relationship between 

board characteristics and earnings management, especially those related to real activities. These studies find 

divergent results. Indeed, some studies find that certain characteristics can constrain real earnings management, 

others find that board characteristics accentuate real earnings management. While others find that these 

characteristics have no effect on real earnings management. The purpose of this paper is to examine the effect of 

board characteristics (gender diversity, independence, duality, size and meetings) on real earnings management 

in Tunisian commercial banks. 

This paper is then structured as follows: In the second section, we present the theoretical foundations on the need 

to set up a board of directors and the hypotheses development. The third section presents the research 

methodology. In the fourth section, we present the results and the last section concludes the paper. 

2. Literature Review and Hypothesis Development 

According to Jones (1991), managers manage earnings of their firm with the objective of avoiding the transfer of 

wealth to regulatory authorities. the literature review enabled us to retain that there are two forms of earnings 

management; accounting earnings management and real earnings management. Accounting management is first 
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carried out either by choosing the accounting methods or by applying these methods. then by the estimate of 

accruals which includes all the adjustments and which can be calculated by the difference between net profit and 

cash flow. However, according to Roychowdhury, (2006), earnings management through real activities is a 

technique that can be achieved through regular operational decisions such as abnormal cash flows, through 

discretionary spending including advertising spending and general and administrative spending or by production 

costs. In banks, bank managers use gains on the sale of securities as a technique for real earnings management 

(Moyer, 1990; Scholes et al., 1990; Beatty et al., 1995; Collins et al., 1995). However, managers generally use 

provisions for bad debts as the primary tool for managing earnings. But following the SOX law (2002) which 

was promulgated following the succession of financial scandals, the managers tend to the real earnings 

management rather than the accounting earnings management which is more detectable. 

In fact, the current economic environment has necessitated a rethinking of governance mechanisms. In this 

context, considered to be the main actor in the governance process of the banking enterprise, the board of 

directors is responsible for the effectiveness of the governance mechanisms. On the other hand, according to the 

theories of governance, the missions of the board of directors are not limited to supervising the leaders for the 

benefit of the shareholders but also it helps to protect all the relationships that create value and to preserve and 

increase the productive character of the contract node. The board of directors is therefore the main actor in the 

governance process. As such, Fama and Jensen, (1983) state that the board of directors, as the legal authority in 

charge of controlling the decisions of the directors, plays an important role in the resolution of conflicts of 

interest between the shareholders and managers. Datar (2004), grants the board of directors the responsibilities 

for the appointment, control and possibly dismissal of the management team. It also defines long and 

medium-term objectives and important policies and oversees their application; which affects the costs of the 

bank. It considers the interests of recognized partners, including custodians, and directs activities and behavior 

towards compliance with laws and regulatory requirements. It also plays an important role in determining the 

ownership structure of the bank and its performance. However, the board, as an approving body, does not make 

the meaningful decisions, but helps managers make them and then ratify them. Moreover, the credibility of the 

mechanisms ensuring that banks are soundly governed and that technical and moral managerial failures are 

avoided is a decisive condition for the quality of governance of banks. This involves the way in which the affairs 

and activities of these institutions are managed by the board of directors. The latter fulfills a service function 

alongside that of control (Jhonson, Daily and Ellstrand, (1999). The board of directors can thus invite external 

experts to bring their knowledge and their expertise much needed for risk management. Dalton et al (1999) add 

that the board of directors makes it possible to create links with the environment of the firm and to absorb 

uncertainty. Indeed, decision-making requires relevant information that is difficult to obtain. as long as the 

uncertainty is great. Administrators are therefore at the origin of favorable transactions thanks to increased 

coordination between banks, reduced transaction costs and easier access to expertise, (Godart and Schatt, 2000). 

Thus, directors must be competent, responsible and able to supervise leaders and adapt to new changes 

(Cattrysse, 2002). Therefore, the effectiveness of the board of directors depends on its characteristics (its size, 

the presence of independent directors, its duality, etc.). Recently, other authors, such as Luo et al. (2017) Adamu 

et al (2017), emphasize the role played by the presence of women on the board in limiting the opportunistic 

strategies of managers and in particular in limiting the real earnings management. However, the review of the 

literature on the role of board characteristics in mitigating real earnings management shows divergent results. 

2.1 Gender Diversity and Real Earnings Management  

There are few studies examining the effect of gender diversity in the boardroom on actual management. In fact, it 

is only recently that these studies have gained momentum. Most of these studies have proven the effectiveness of 

the presence of women in mitigating results management. Although most of these studies focus on the 

accounting manipulation of results (Ghaleb et al., 2021), Zgarni and Fedhila (2021), Fan et al. (2019) etc.), new 

research proves that gender diversity in the board of directors negatively affects the actual management of results. 

As such, Luo et al. (2017) have shown that gender diversity in the board of directors constitutes and is an 

effective characteristic in limiting the effective management of results in Chinese companies. Likewise, Adamu 

et al. (2017) have proven the significant negative effect on results management practices through real activities 

In this work, we propose that: 

H-1: There is a negative relationship between board gender diversity and real earnings management. 

2.2 The Independence of the Board of Directors and the Real Earnings Management  

A review of the literature examining the effect of board independence on real earnings management shows 

divergent results. Garven (2015) have shown that there is a significant negative relationship between board 
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independence and real earnings management. Similarly, Osma (2008) showed that more independent boards of 

directors limit the manipulation of R&D spending in their study of a sample of British companies. In addition, 

Abbasi & Qomi (2017) and Al-Haddad & Whittington, (2019) have shown that there is a significant positive 

relationship between the independence of board members and real earnings management. In contrast, 

Kharashgah et al (2019) found no significant effect between board independence and real earnings management. 

In this study we propose: 

H-2: There is a negative relationship between board independence and real earnings management. 

2.3 Board Size and Real Earnings Management  

The effect of board size on earnings management has been extensively studied in previous research (Xie et al., 

2003; Hashim & Devi, 2008; Peasnell et al., 2005; Khalil & Ozkan, 2016; Chouaibi et al., 2018; Orazalin, 2020). 

However, the results found are divergent some studies find that large board size increases real earnings 

management, but others have found that the reduced board size is more effective in mitigating earnings 

management. While, other studies have found no significant relationship between these two variables. As such, 

Dalton (1991) argues that when the size of the board is large, its capacity to perform its functions is reduced. 

Likewise, Lipton and Lorch (1992) argue that large boards may have been less effective than small boards. In 

this sense, Kharashgah et al (2019) found a significant positive relationship between board size and real earnings 

management. On the other hand, Abbasi & Qomi (2017) showed that the large size of the board of directors will 

reduce the real earnings management. 

In this work we propose: 

H-3: There is a negative relationship between board size and real earnings management 

2.4 Duality of the Board of Directors and Real Earnings Management  

We speak of duality (dual structure) when there is a combination of the functions of CEO and Chairman of the 

Board of Directors, and of the monist structure when there is dissociation between the two functions. Jensen 

(1993), asserts that the CEO should not chair the board as he cannot separate his own interests from those of the 

shareholders. This is how the dual structure significantly promotes the power of manager within the board and 

therefore reduces the effectiveness of the control mechanisms. The studies dealing with the effect of board 

duality on real earnings management are divergent. As such, Alhmood et al (2020) found that the board duality 

limits the real earnings management in a sample of Ammen companies. However, Chang & sun (2008) as well as 

Abbasi & Qomi (2017) have shown that the duality of the board of directors increases the real earnings 

management. 

In this study we propose: 

H-4: There is a negative relationship between board duality and real earnings management. 

2.5 Number of Board Meetings and Real Earnings Management  

An overview of the financial and accounting literature on the effect of the number of meetings held by the board 

of directors on the actual management of results, allows us to highlight that all of this work is also contrasted. 

Their results swing between the effectiveness and ineffectiveness of this characteristic in its exercise of control. 

Thus, Kharashgah et al (2019) have shown that there is a significant negative relationship between the number of 

meetings carried out by the board of directors and real earnings management. nevertheless, Adamu et al (2017) 

find a significant positive relationship between the number of meetings and the manipulation of results via real 

activities. As for, Susanto & Pradipta (2016) have shown that the number of meetings does not reduce the real 

earnings management. 

In this study we propose: 

H-5: There is a negative relationship between board meetings and real earnings management. 

3. Research Methodology 

3.1 Sample and Study Period 

In order to test our hypotheses, we based ourselves on a sample of ten Tunisian commercial (or deposit) banks 

which are listed on the Tunis Stock Exchange Commission (TSEC). The study period lasts from 2008 to 2019 

giving rise to 120 observations. 

3.2 Model to Estimate and Measurement of Variables 

Empirical studies use three main measures of real earnings management (Roychowdhury, 2006; Cohen et al., 
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2008), including abnormal cash flows, discretionary spending and production costs, to measure the behavior of 

real earnings manipulation. In our study, we propose to choose discretionary revenue on the sale of equity 

securities, which is the real earnings management technique most practiced in the banks in our sample. In fact, it 

was with Bartov (1993) that this measure was used for the first time. So, in our study, like Bartov (1993), Gunny, 

(2005), and Zang (2007), we therefore propose to use discretionary revenue on the sale of equity securities to 

measure real earnings management in banks. To do this, we'll use the two-step approach: 

*1st step: 

Revenue from the sale of equity securities is divided into two parts: 

* Non-discretionary revenue on the sale of securities. These products will be estimated by the following model: 

    𝑃𝐶𝑁𝐷𝑖𝑡 =∝̂0+∝̂1

𝑉𝐶𝑖𝑡

𝐴𝑇 𝑖 𝑡−1
(1) 

 
* Discretionary revenue from the sale of equity securities 

𝑅𝐸𝑆𝑖𝑡

𝑇𝐴 𝑖 𝑡−1
=

𝐷𝑅𝐸𝑆𝑖𝑡

𝑇𝐴𝑖 𝑡−1
+ 𝑁𝐷𝑅𝐸𝑆𝑖𝑡 

*2nd step: 

Calculation of discretionary revenue from the sale of equity securities: 

𝐷𝑅𝐸𝑆

𝐴𝑇 𝑖 𝑡−1
= 𝜀𝑖̂𝑡 =

𝑅𝐸𝑆𝑖𝑡

𝑇𝐴 𝑖 𝑡−1
− 𝑃𝐶𝑁𝐷𝑖𝑡 =

𝑅𝐸𝑆𝑖𝑡

𝑇𝐴 𝑖 𝑡−1
− [∝̂0 +∝̂1

𝐶𝑉𝑖𝑡

𝑇𝐴 𝑖 𝑡−1
 ]          (2) 

With: 

DRESit: discretionary revenue from the sale (capital gain - loss) of equity securities made by bank i on date t. 

They correspond to non-discretionary revenue on disposal; 

CVit: the sale value of equity securities realized by bank i on date t; 

TAit-1: the total assets of bank i at date t-1; 

a0,1: the model coefficients are estimated on Panel data during the period 2008-2019 estimate. 

To achieve our objective, we propose the estimation of discretionary income on disposal of equity securities 

based on the different board characteristics (gender diversity, independence, duality, size and meetings). Our 

model will therefore be as follows: 

𝐷𝑅𝐸𝑆𝑖𝑡 = 𝛽0 + 𝛽1𝐵𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽2𝐼𝐵𝐼𝑁𝐷𝑖𝑡 + 𝛽3𝐵𝐷𝑈𝐴𝑖𝑡 + 𝛽4𝐵𝑀𝐸𝐸𝑇𝑖𝑡 + 𝛽5𝐵𝐶𝑂𝑀 𝑖𝑡 + 𝛽6𝑅𝑂𝐴𝑖𝑡

+ 𝛽7𝐿𝐴𝑆𝑆𝐸𝑇𝑖𝑡 + 𝛽8𝐵𝐼𝐺 𝑖𝑡 + 𝛽9𝐴𝐺𝐸 𝑖𝑡 + ε𝑖𝑡(3) 

 

Table 1. Variables Measurement  

Variables Mesurement 

𝑫𝑹𝑬𝑺 Discretionary revenue on equity securities 

BGD Board gender diversity: number of women on the board divided by the total number of its members 

BIND Board independence: the number of independent members divided by the total number of its members 

BDUAL Board duality: binary variable equal to 1 if duality exists and 0 otherwise 

BMEET Board meeting: The number of meetings per year held by the board of directors of bank i in year t; 

BSIZE Board size: The number of members in the board of directors of bank i in year t; 

LASSET Size of bank i in year t: measured by the natural logarithm of the total assets of the bank 

ROA Return on assets of bank i in year t: measured by net income divided by total assets 

BIG The belonging of the external auditor to the Big 4 group of the bank i to the year t: measured by a 

binary variable which is equal to 1 if the bank is audited by a BIG4 and 0 otherwise. 

AGE Age of bank i in year t 
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4. Regression Results 

4.1 Descriptive Statistics 

The results of the descriptive statistics are presented in Table 2 below. 

Table 2. Descriptive statistics of the study variables 

Variable Moyenne Min Max Ecart Type. Observation 

DRES 0.026613 -0.020525 0.153192 0.036932 120 

BGD .158455 0 .464558 .070222 120 

BSIZE 11.18522 8 20 2,851126 120 

BIND 0.244741 0 .350000 0.382787 120 

BDUAL 0,725497 0 1.000000 0,384588 120 

BMEET 4.14220 2.000000 8.000000 1.51659 120 

 

According to the descriptive statistics reported in Table 2, the 10 Tunisian listed commercial banks recorded 

between 2008 and 2019, the revenue on the sale of securities is 2.66% on average. With a standard deviation of 

3.69% indicating a low volatility of this variable in our sample. Regarding board characteristics, descriptive 

statistics show that board gender diversity is 15.84% on average with a minimum value of 0 and a maximum 

value of 46.45, with a standard deviation of 7.02% indicating a low volatility within our sample. The average 

board size of 11 members with a minimum value of 8 and a maximum value of 20. The standard deviation shows 

a value of 285% indicating high volatility in the board size within our sample. As for the board independence, it 

is 24.47% on average varying between 0 and 35%. The standard deviation is 38.27%. The board duality is 72.54% 

on average with a minimum value of 0 and a maximum value of 1. The standard deviation is 38.45%. Regarding 

the number of board of directors’ meetings, the results of the descriptive analysis show that the average number 

of meetings of audit committee members in Tunisian commercial banks is almost 4 times a year, with a 

minimum of 2 and maximum of 8 meetings per year. The typical deviation is 151.65 indicating a high volatility 

of this variable within our sample. 

4.2 Analysis of the Regression Results 

Table 3. Regression results of the estimate of the effect of audit quality on discretionary revenue on equity 

securities 

 Coefficient Std. Err. z P>|z| 

BGD -0.005808 0.002046 -2.162322 0.0320** 

BIND 0.043591 0.023576 1.848986 0.0675** 

BDUAL -0.011994 0.011831 -1.013735 0.3132 

BMEET 3.32E-05 0.001713 0.019394 0.9846 

BCOM -0.005808 0.015518 -0.374247 0.7090 

LASSET -0.002317 0.004357 -0.531881 0.5960 

ROA -0.339398 0.116345 -2.917160 0.0044*** 

BIG -0.006249 0.003888 -1.607334 0.1112 

AGE 0.005850 0.011304 0.517562 0.6059 

Const 0.016672 0.058955 0.282797 0.7779 

***: significant at 1%, ** significant at at 5%, * significant at 10% 

The results of our regression presented in table 3 show that there is a significant negative relationship between 

board gender diversity and discretionary revenue on equity securities. Our hypothesis H-1 is thus confirmed. 

Therefore, the presence of women on the board of directors reduces real earnings management practices in the 

banks in our sample. This result corroborates with that found by Luo et al. (2017) and Adamu et al. (2017). 

Regarding the independence of the board of directors, we show that it has a significant positive effect on the real 

earnings management. Which invalidates our H-2 hypothesis. This result agrees with that found by Osma (2008), 

Abbasi & Qomi (2017) and Al-Haddad & Whittington, (2019). However our result contradicts that found by 
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Kharashgah et al. (2019) who found no significant effect between board independence and real earnings 

management. The regression results also show that board size has no significant effect on real earnings 

management. Our H-3 hypothesis therefore turns out to be invalid. This result does not agree with the basic 

theoretical foundations stipulating that a large board is less effective than a small board. Indeed, the average 

boards size of the banks in our sample is 11 members, which is relatively high. Furthermore, our result diverges 

from that found by Kharashgah et al. (2019) who found a significant positive relationship between board size 

and earnings management. As for the duality of the board of directors, we show from our regression results that 

it has no significant effect on real earnings management. Our H-4 hypothesis therefore turns out to be invalid. 

Our result is in contradiction with that found by Nuanpradit (2019) and Kharashgah et al. (2019) as well as 

Al-Haddad & Whittington (2019) who showed that there is a significant positive relationship between the duality 

of the board of directors and real earnings management. Likewise, our result does not agree with Abbasi & Qomi 

(2017) who showed that the duality of the board of directors increases real earnings management. Finally, the 

number of meetings held per year by the board of directors has no significant effect on real earnings management. 

Hence, the invalidation of our hypothesis H-5. This result agrees with the results of Chandren et al. (2015). In 

addition, our result is opposed to that found by Adamu et al. (2017), who proved a significant positive 

relationship between these two variables. Likewise, our result does not agree with Kharashgah et al (2019) 

having shown that there is a significant negative relationship between number of board meetings and real 

earnings management. Regarding the control variables, the regression results show that the bank's accounting 

performance measured by the return on assets (ROA) has a significant negative effect on discretionary revenue 

on the sale of securities. However, the effect of audit quality measured by membership of a BIG4 group auditor 

as well as the size of the bank (LASSET) on real earnings management is negative but not significant. Similarly, 

the effect of the bank's age on discretionary revenue on the sale of securities is positive but not significant in the 

banks in our sample. 

5. Conclusion 

This paper examines the effect of board characteristics (gender diversity, independence, size, duality and number 

of meetings) on real earnings management. We have been able to show that gender diversity limits real earnings 

manipulation. Furthermore, we have shown that the independence of the board of directors positively affects real 

earnings management. On the other hand, we have shown that board size and board duality as well as the number 

of meetings carried out by the board of directors has no significant effect on real earnings management. So, 

according to our study, it turns out that the characteristics of the board of directors, especially the board gender 

diversity, have an important determining role in limiting discretionary real practices. Thus, our study contributes 

to the literature in two essential points, the first being that it is a subject little studied in the literature because 

most of the studies relate to the accounting earnings management (Xie et al., 2003; Peasnell et al., 2005; 

Orazalin, 2020; Zgarni & Fedhila, 2021, etc.). The second is that our study relates to a regulated sector, that of 

banks. In fact, researches on banks remains timid compared to research on unregulated corporate sectors. 

However, like all research, this study is not without its limitations. The first limitation is that board gender 

diversity is measured simply by the sheer presence of women on the board. Other measures such as the 

proportion of independent women on the board, their expertise may shed more light on the contribution of 

female representation on the board of directors. The second limitation is that our study is limited to certain board 

characteristics (gender diversity, independence, size, duality and number of meetings), other characteristics such 

as the age of the directors, their nationality can have a considerable effect on real earnings management. Finally, 

in our study, we measured the real earnings management by discretionary revenue on the sale of securities. Other 

measures proposed in the literature may give more reliable results such as securitization, which is a technique 

newly imposed by the Tunisian regulatory authorities. 
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