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Abstract 

This research is analyzed if corporate governance (we considering corporate governance as the set of relationships between 

the different participants of the company) and earning management (intervention in the process of preparing financial 

information) have an impact on the value of companies in Mexico. The research was conducted during the period from 2008 

to 2017, using a sample of 50 companies listed on the Mexican Stock Exchange, the methodology used was the quantile 

method, so we analyzed the impact of large companies dividing them into small, medium and large firms with Tobin's Q 

ratio.  Our results show that earning management had a negative impact in the value of the company in all company sizes 

measured by Tobin's Q ratio, which indicates an opportunistic perspective of the management of results in Mexican 

companies. While the impact of corporate governance only occurs in medium-sized companies. We also find evidence that 

manipulation is greater in crisis period in small and large companies. Regarding the sectorial impact, it is observed that for 

the 25th and 50th percentiles the industrial sector, frequent consumption and telecommunications have more impact on 

Tobin's Q ratio than the materials sector, while the health sector has a greater impact than materials on the value of the 

company in all percentiles. 
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Resumen 

Esta investigación analiza si el gobierno corporativo (conjunto de relaciones entre los diferentes participantes de la empresa) 

y el earning management (representa la intervención en el proceso de elaboración de la información financiera) tienen 

impacto en el valor de las empresas en México. La investigación se realizó durante el periodo del 2008 al 2017 utilizando 

una muestra de 50 empresas listadas en la Bolsa Mexicana de Valores, la metodología empleada fue el método de cuantiles 

por lo que analizamos el impacto de grandes empresas agrupándolas en pequeñas, medianas y grandes de acuerdo a su 

tamaño relativo medido por la razón Q de Tobin. Nuestros resultados muestran que existe un impacto negativo del earning 

management sobre el valor de la empresa en todos los tamaños de empresa medidos por la razón de Q de Tobin. Estos 

hallazgos, indican una perspectiva oportunista de la gestión de resultados en empresas mexicanas de diferente tamaño. 

Mientras que el impacto del gobierno corporativo solo se presenta en empresas de tamaño medio. Asimismo, encontramos 

evidencia de una mayor manipulación en época de crisis, en particular en el 2008, en empresas pequeñas y grandes. Con 

relación al impacto sectorial se observa que para los percentiles del 25th y 50th el sector industrial, consumo frecuente y 

telecomunicaciones tienen más impacto sobre la Q de Tobin que el sector de materiales mientras que el sector salud tiene 

mayor impacto que materiales sobre el valor de la empresa en todos los percentiles.   

 

Código JEL: M41, G30, O16 
Palabras clave: Gobierno corporativo; Earning management; Bolsa mexicana de valores; Regresión cuantílica 

 

Introduction 

Financial scandals led to an increase in corporate transparency and an improvement in corporate governance systems. The 

OECD (2015) establishes, in its corporate governance principles, that a company must align its corporate governance with 

its strategic guidance through effective monitoring of the management and accountability of the board of directors. An 

effective corporate governance system requires appropriate levels of transparency that reduce information asymmetry 

between company managers and stakeholders (Melis, 2004). 

Uncertainty arises in a context of public interest as to whether the implementation of the corporate governance 

measures promoted by the codes of good practices in business environments with different characteristics provides similar 

results. In the context of the United States, the corporate governance measures promoted by the codes are mandatory for 

listed companies. On the other hand, in the European context, a majority have opted for the voluntary implementation of 

these recommendations. (García & Gill, 2005). 

The United Kingdom government has recently passed reforms regarding corporate governance principles (UK 

Corporate Governance Code, 2017), emphasizing how companies should be run by an effective board that is collectively 

responsible for the long-term success of the company. For the case of Italy, Lombardi (2019) states that a sustainable 

corporate governance integrated model aimed at preventing corruption must be implemented. Similarly, Di Pietra and Melis 

(2016) mention that the corruption of corporate managers is an increasingly critical problem at both the national and 

international level, which affects the economic and financial development of companies. In many cases, corruption has been 

recognized as acceptable behavior in business conduct and management in specific countries. An ethical dimension must 

guide the implementation of corporate governance and not just regulatory or legal requirements (Cormier & Magnan, 2017). 

There is a growing interest in understanding how institutions and companies function in contexts where family 

ownership is widespread in emerging markets (Witt & Redding, 2013). According to Chong and López de Silanés (2007), 

in Latin America, investor protection is weak, and markets are underdeveloped. Mexico has a history of poor investor 

protection and has one of the smallest and least developed stock markets in the world (Chong et al., 2009). 

Two conditions must be met for corporate governance to have a positive impact on market value (Chong-En et 

al., 2006). First, good governance must increase company stakeholder returns; second, the stock market must be sufficiently 

efficient that the stock prices reflect fundamental values. Although the authors mention that mature markets are more likely 

to meet these conditions, it is not clear if it applies to emerging markets. 
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I. Alanís Aguilar, et al. / Contaduría y Administración 64(4) Especial Gobierno Corporativo, 2019, 1-19 
http://dx.doi.org/10.22201/fca.24488410e.2020.1965  

3 
 

Conversely, earnings management2 occurs when managers use judgment in financial information and in 

structuring transactions to alter financial reports, and one of the incentives for companies to manipulate information is the 

effect on company value (Healy & Wahlen, 1999). 

Academics and professionals have a great interest in understanding the impact of corporate governance and 

earnings management on company value for different countries and areas of concern. Many studies on the topic are found 

in Europe, the United States, Latin America, and Asia (Drobetz et al., 2003; Bauer et al., 2004; Beiner et al., 2006; Garay 

& González, 2008; Chong & López de Silanés, 2007; Huddart & Louis, 2011; Cohen et al., 2011; Gholami et al., 2012; 

Tangjitprom, 2013). This study aims to understand the impact of this phenomenon in Mexico. 

This study contributes to the discussion as to whether corporate governance and earnings management affect 

company value in Mexico during the 2008-2017 period. Therefore, this study aims to determine whether corporate 

governance and manipulation affect company value in Mexico. The main findings demonstrate that there is opportunistic 

behavior in Mexico in public companies of different sizes measured by Tobin’s Q and that the effects on company value 

are negative. Additionally, the effect of corporate governance is found on medium-size companies measured through 

Tobin’s Q ratio of company value. There is also evidence that there is more manipulation in small and large companies 

during crisis periods. 

This study contains five sections. The first section includes the theoretical framework of corporate governance 

and earnings management. The second presents a review of the literature, highlighting the main findings of studies in 

Europe, the United States, Latin America, and Asia. In the third, the methodology, including the models, hypothesis, and 

sample is presented. The results and conclusions are in the last two sections. 

 

Theoretical framework 

Corporate governance and earnings management 

 

Agency theory emerged in the United States and the United Kingdom, two countries with a favorable legal and institutional 

context for the efficient implementation of agency agreements (Peng, 2003; Young et al., 2008). The concept of public 

company focuses on the stakeholder, and its performance is assessed in the stock market (Davis, 2005). According to Reyna 

et al. (2012), agency theory is the most important theoretical basis that examines and explains the relationship between 

ownership structure and financial structure. 

In developed economies, because ownership and control are often separated and legal mechanisms protect the 

interests of the owners, governance conflicts focus mainly on the principal-agent problem. There is conflict between 

managers (principal) and stakeholders (agent) because of their different needs (Jensen & Meckling, 1976). When the 

managers are not the owners of the company, they can have incentives that distance them from maximizing company value 

and from the interests of the stakeholders (Berle & Means, 1932; Coase, 1937; Jensen & Meckling, 1976; Fama, 1980; 

Fama & Jensen, 1983). It is necessary to adopt mechanisms to align the interests of the principal and the agent (Fama, 1980; 

Jensen & Meckling, 1976). 

In emerging economies, the institutional context and the weak rule of law make the implementation of good 

governance more costly and problematic (North, 1990; Wright et al., 2005; Dharwadkar et al., 2000). This issue results 

from the concentration of company ownership in one or a few owners (Dharwadkar et al., 2000). Morck et al. (2005) and 

Young et al. (2008) state that ownership concentration and a lack of effective good governance mechanisms result in more 

                                                           
2 Also known in the literature as accounting manipulation, result management, and result manipulation. 
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frequent conflicts between the controlling and minority stakeholders. These conflicts influenced the development of a new 

perspective on corporate governance, known as the principal-principal company model. The confrontation of the controlling 

stakeholders against the minority stakeholders often results in expropriating the value of the minority stakeholders to the 

majority or controlling stakeholders (Shleifer & Vishny, 1997). 

Lefort (2003) mentions that corporate governance consists of the set of relationships established between the 

different participants in the company to ensure that each receives what is fair. Corporate governance comprises a key 

element in increasing economic efficiency and boosting growth, as well as in promoting investor confidence (OECD, 2004). 

Ball and Brown (1968) and Beaver (1968) are often called the pioneers in analyzing the capital market response 

to accounting information. Healy and Wahlen (1999) classify the incentives for companies to manipulate accounting in 

three groups: valuation incentives, contractual incentives, and political and governmental incentives. García et al. (2005) 

identify two types of manipulation: accounting and real activities. Schipper (1989) defines earnings management as an 

intervention in the preparation process of financial and accounting information for personal benefit. 

It is fundamental to establish the relationship between good corporate governance practices and earnings 

management practices, given that corporate governance principles also aim to establish greater reliability and transparency 

of the financial information of companies. In this context, previous studies have focused on two aspects of this relationship: 

1) the optimal composition of the board of directors and the role of non-executive directors, and 2) the effect of the creation 

and structure of the delegated commissions of the board, particularly the audit committee. These studies, developed in the 

Anglo-Saxon context, have documented the role of the manipulative accounting practices (“creative” accounting) carried 

out both by independent directors, appointed to represent the interests of small stakeholders, and by independent audit 

committees (García & Gill, 2005). 

Generally, the actions derived from corporate governance should aim to eliminate manipulative accounting 

practices and fraud in the operation of the company. On occasion, the interests of the managers lead them to develop 

opportunistic behaviors in which accounting information plays an important role and consequently can become the object 

of manipulation, which reduces the quality of this information. Therefore, good corporate governance should seek to restrict 

earning management practices to ensure the transparency and quality of the information (Callao et al., 2008). 

 

Review of the literature 

There are studies applied in developed (La Porta et al., 2002) and European (Bauer et al., 2004; Renders & Gaeremynck, 

2012) economies that use different samples of countries to find the effect of corporate governance on company value. La 

Porta et al. (2002) found, during 1995 and 1996, a better valuation of companies in 27 countries with better protection of 

minority stakeholders. On the other hand, Bauer et al. (2004) and Renders and Gaeremynck (2012) find a positive 

relationship between corporate governance and company value; however, in the first study, the relationship weakens with 

the country effect. 

In Eastern Europe, Klapper and Love (2004) and Gompers et al. (2003) argue that better corporate governance is 

associated with greater market value. Similarly, Gompers et al. (2003) indicate that companies with strong stakeholder 

rights have a high market value. There are studies in developed countries with mixed results on the relationship between 

corporate governance and company value. In Germany, Drobetz et al. (2003), considering 30 variables divided into five 

categories3, and in Switzerland, Beiner et al. (2006), considering 38 corporate governance attributes, demonstrate that 

companies with better corporate governance tend to receive higher valuations. In Canada, however, using a corporate 

                                                           
3 1) Corporate governance responsibilities, 2) Stakeholder rights, 3) Transparency, 4) Management and supervision of the board of directors, 

5) Audit. 
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governance index4, Klein et al. (2005) demonstrate results with no evidence of a relationship between corporate governance 

and company value. 

Black (2001) in Russia, Mousa and Desoky (2012) in Bahrain, and Nazir and Afza (2018) in Pakistan find that, 

in emerging countries, corporate governance behavior has a great effect on company value. In this last study, the authors 

also indicate that manager behavior is opportunistic towards earnings management. Finally, in China, using a sample of 

1,004 companies in the year 2000, Chong-En et al. (2006) find an inverse relationship between the corporate governance 

index and company value. 

Studies in Latin America have also analyzed the relationship between corporate governance and company value, 

although these studies are few. At the start of the year 2000, Garay and González (2008), in Venezuela, and Chong and 

López de Silanés (2007), in Mexico, analyzed the relationship between corporate governance and company value to evaluate 

insufficiently studied governance practices in these countries. The authors created a corporate governance index for 33 

companies listed in the Caracas Stock Exchange for 2004 and 159 companies in the case of Mexico, respectively. The 

findings demonstrate a positive and significant relationship between the corporate governance index and company value. 

In summary, there are a great number of studies in Europe, Latin America, and Russia that find positive 

associations between corporate governance and company values for listed companies (Black, 2001; La Porta et al., 2002; 

Bauer et al., 2004; Drobetz et al., 2003; Gompers et al., 2003; Klapper & Love, 2004; Beiner et al., 2006; López, 2006; 

Chong & López de Silanés, 2007; Garay & González, 2008; Renders & Gaeremynck, 2012). Few studies find neutral 

associations, for example, Klein et al. (2005) in Canada. Finally, 1004 companies in China present negative associations 

between corporate governance and company value (Chong-En et al., 2006). 

The theoretical review demonstrates a great number of studies with positive associations in both developed and 

emerging countries. Therefore, the hypothesis for this study is: 

H1: The corporate governance index positively affects company value. 

 

Earnings management and company value 

 

McNichols (2000) identifies three lines of research used to detect earnings management, with studies based on 1) adjustment 

by aggregate accruals, 2) adjustment by specific discretionary accruals, 3) distribution of profit. For their part, García et al. 

(2005) mention that the first two methodologies can be conceptually grouped into one that allows for the identification of 

the means of manipulation. It identifies two types of manipulation, depending on whether it affects only the transaction 

records (accounting manipulation) or the transactions themselves (real activities manipulation). The aggregate accruals 

model is the most used in the literature (Jones, 1991). 

In the work of Huddart and Louis (2011) and Cohen et al. (2011), there is strong evidence that managers and 

directors tend to manipulate elements of the profit and loss account and balance sheet through accruals to maintain or 

maximize the share price for the current year or subsequent years. 

Studies in the United States have mixed findings. First, Magrath and Weld (2002), Jiraporn et al. (2008), and 

Gholami et al. (2012) find that earnings management has positive impacts on company value. In the first of these studies, it 

is mentioned that earnings management can reduce profit volatility and increase company value. For their part, the last two 

studies, using large samples, finding that earnings management is beneficial to company value. 

                                                           
4 This index was calculated by the sum of four sub-indices that measure: 1) composition of the board, 2) shareholding policies, 3) 

compensation policies, 4) stakeholder rights policies and disclosure policies. 
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Second, in studies by Fairfield et al. (2001) and Chan et al. (2006), the relationship between earnings management 

and company value is negative. In the former, for the period of the 1990s, the long-term growth in net operating assets, as 

accruals, has a negative association with the return on assets for the coming year. For their part, Chan et al. (2006) mention 

that the imperfection of accounting standards and measurement errors cause opportunistic behavior. 

The findings are diverse for emerging countries. A study by Lin (2011) for companies listed in Taiwan for the 

1997-2007 period, in a sample of 277 companies, found a non-linear relationship, that is, the discretional accrual adjustments 

affect company value when managerial ownership is below 9.67% (opportunistic behaviors) and leans towards efficient 

management when this ownership is above 9.67%. In Thailand, for the 2008-2011 period, with a sample of 1,748 

observations, Tangjitprom (2013) found positive but weak results. Finally, In Malaysia, Kusuma and Hermuningsih (2013) 

found negative relationships. 

There are studies in which manipulation has no effect, such as with Ning (2006), who studies the benefits of 

earnings management practices and who has argued that such practices are not fraud since they take place within legal 

restrictions. Companies have incentives to report downside profits when economic profits are above the desired level. On 

the other hand, earnings management can create a false representation of profits but do not distort the economic value of 

the company in terms of the total assets, liabilities, and capital. 

Lastly, some studies indicate that companies carry out result management as a consequence of financial crises to 

solve the financial situation of the company (Chia et al., 2007; Dutzi & Rausch, 2016; Lisboa, 2016). Studies by Eng et al. 

(2018) find greater earning management in periods of crisis, such as in China or the United States. 

Some studies indicate that earnings management positively affects company value (Huddart & Louis, 2011; Cohen 

et al., 2011; Magrath & Weld, 2002; Jiraporn et al., 2008; Gholami et al., 2012; Tangjitprom, 2013). Other studies found 

non-linear relationships, such as Lin (2011), negative relationships (Fairfield et al., 2001; Fernandes & Ferreira, 2007; Chan 

et al., 2006; Kusuma & Hermuningsih, 2013), and neutral relationships (Ning, 2006). Finally, it was found that during 

periods of crises, there is greater manipulation (Eng et al., 2018). 

The earnings management practice, derived from the literature, can present different behaviors. Since most studies 

find positive associations in developed countries and negative associations in emerging countries, the second hypothesis of 

this study is derived from the works of Lin (2011) and Kusuma and Hermuningsih (2013): 

H2: Earnings management negatively affects company value. 

Similarly, to determine the effect of manipulation during periods of crisis, the third hypothesis is based on the 

study by Eng et al. (2018): 

H3: Earnings management is present during crisis periods with greater intensity than during normal periods. 

Finally, to determine whether there is a sectoral effect on company value such as in studies by Rodríguez et al. 

(2015), Artikis and Nifora (2011), and Mahmud (2011) in which there is a sectoral effect on financial performance, the 

fourth hypothesis is the following: 

H4: The company sector affects company value. 

 

Methodology 

This study considers the 2008-2017 period and uses a sample of 50 companies listed in the Mexican Stock Exchange 

(Spanish: Bolsa Mexicana de Valores, BMV), excluding companies in the financial sector since they are subject to a 

different accounting regulation than the rest of the sample. For this study, the annual series of accounting and market 

variables were obtained from the Bloomberg database. In order to test H1, H2, and H4 equation (1) was used to prove whether 

the corporate governance index, earnings management, and sectoral effect impact company value in Mexico. The 
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adjustments by discretionary accruals were considered to implement this model, using the modified version of the Jones 

(1991) model proposed by Dechow et al. (1995). Model 1 is represented as follows: 

 

𝑄𝑇𝑜𝑏𝑖𝑛𝑖𝑡 = 𝛽0 + 𝛽1𝐴𝐵𝑆𝐴𝐷𝑖𝑡 + 𝛽2𝐼𝐺𝐶𝑖𝑡 + 𝛽3𝐷𝐸𝐴𝐶𝑇𝑖𝑡
+ 𝛽4𝐻𝑒𝑎𝑙𝑡ℎ𝑖𝑡 + 

𝐵5𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑖𝑎𝑙𝑖𝑡 + 𝐵6𝐶𝑜𝑛𝑠. 𝐹𝑟𝑒𝑐𝑖𝑡 + 𝐵7𝐵𝑖𝑒𝑛𝑒𝑠𝑛𝑜𝑏𝑎𝑠𝑖𝑡 + 𝐵8𝑇𝑒𝑙𝑒𝑖𝑡 + 𝐵9𝐻𝑒𝑎𝑙𝑡ℎ𝑖𝑡 + 𝑒𝑖𝑡  
(1) 

 

where: 

QTobinit= market value of company i in period t divided by the replacement asset value of company i in period t. 

ABSADit= absolute value of the adjustments by discretionary accruals (ADit) of company i in period t deflated with assets 

from period t-1. 

IGCit= corporate governance index of company i in period t. 

DE_ACTit= debt-to-asset ratio of company i in period t. 

Sizeit = natural logarithm of the assets of company i in period t. 

Industrialit = dichotomous variable with a value of 1 for the industrial sector and 0 for other sectors. 

Cons.Frecit = dichotomous variable with a value of 1 for the Fast-moving Consumer Goods sector and 0 for other sectors. 

Bienesnobasit= dichotomous variable with a value of 1 for the consumer discretionary sector and 0 for other sectors. 

Teleit = dichotomous variable with a value of 1 for the telecommunications sector and 0 for other sectors. 

Healthit = dichotomous variable with a value of 1 for the health sector and 0 for other sectors. 

 

Following the studies by Chong et al. (2009) and Gompers et al. (2003), Tobin’s Q is used to determine company 

value by dividing the market value of the shares and total equity. Gompers et al. (2003) define Tobin’s Q as the market 

value of the assets divided by the book value of the assets, that is, the asset market value plus the market value of the 

ordinary shares minus the sum of the book value of the ordinary shares and deferred taxes. 

The modified version of the Jones (1991) model proposed by Dechow et al. (1995) is used for the adjustments by 

discretionary accruals. Accrual adjusting is defined as that part of income or expense that does not involve receipts or 

payments. Accruals are calculated indirectly by the difference between the result before taxes and the cash flows from 

operations. A distinction must be made between adjustments by non-discretionary accruals (ANDit), which are more difficult 

for management to manipulate, and adjustments by discretionary accruals (ADit), which are simpler to manipulate. 

 

ititit ADANDAT   

(2) 

 

Adjustments by total accruals are calculated by the difference between the income (loss) from continuing 

operations (ICO) and operating cash flow (OCF) using the following formula: 

 

𝐴𝑇𝑖𝑡 = 𝐼𝐶𝑂𝑖𝑡 − 𝑂𝐶𝐹𝑖𝑡 

(3) 

 

Since the discretionary and non-discretionary components of the accrual adjustments cannot be observed directly 

and must be estimated, the modified version of the Jones (1991) model proposed by Dechow et al. (1995) will be used. 
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𝐴𝑇𝑖𝑡

𝐴𝑖𝑡−1
 = 𝛼1 

1

𝐴𝑖𝑡−1
 + 𝛼2 

𝛥𝑉𝑇𝐴𝑆𝑖𝑡 – 𝛥𝐶𝑐𝑜𝑏𝑟𝑎𝑟𝑖𝑡

𝐴𝑖𝑡−1
 + 𝛼3 

𝐼𝑁𝑀𝑂𝑉𝑖𝑡

𝐴𝑖𝑡−1
 + 𝑒𝑖𝑡 

(4) 

 

where: 

𝐴𝑇𝑖𝑡 = adjustments by total accruals for company i in fiscal year t 

Δ𝑉𝑇𝐴𝑆𝑖𝑡 = change in sales of company i in fiscal year t compared to t-1 

Δ𝐶𝑐𝑜𝑏𝑟𝑎𝑟𝑖𝑡= change in accounts receivable of company i in fiscal year t compared to t-1 

𝐼𝑁𝑀𝑂𝑉𝑖𝑡 = gross fixed assets figures for company i in fiscal year t 

𝑒𝑖𝑡= error term for company i in fiscal year t 

𝐴𝑖𝑡−1 = total assets for company i in fiscal year t-1 

 

Equation (4) was estimated for the 2008-2017 period, assuming that the adjustments by non-discretionary accruals 

(AND) are calculated according to annual changes in sales, accounts receivable, and fixed assets. The calculation was done 

for each of the company observations in the sample. Additionally, Ait-1 is used as a deflator to prevent heteroscedasticity 

problems. 

With the deflated estimated total accruals (AT), the error was cleared, which is equivalent to the discretionary 

accruals for each company and fiscal year: 

 

𝐴𝐷𝑖𝑡= 
𝐴𝑇𝑖𝑡

𝐴𝑖𝑡−1
 –( 𝑎1 

1

𝐴𝑖𝑡−1
 + 𝑎2 

𝛥𝑉𝑇𝐴𝑆𝑖𝑡 – 𝛥𝐶𝑐𝑜𝑏𝑟𝑎𝑟𝑖𝑡

𝐴𝑖𝑡−1
 + 𝑎3 

𝐼𝑁𝑀𝑂𝑉𝑖𝑡

𝐴𝑖𝑡−1
 ) 

(5) 

 

where: 

ADit = adjustments by discretionary accruals for company i in fiscal year t 

𝐴𝑇𝑖𝑡 = adjustments by total accruals for company i in fiscal year t 

Δ𝑉𝑇𝐴𝑆𝑖𝑡 = change in sales of company i in fiscal year t compared to t-1 

Δ𝐶𝑐𝑜𝑏𝑟𝑎𝑟𝑖𝑡= change in accounts receivable of company i in fiscal year t compared to t-1 

𝐼𝑁𝑀𝑂𝑉𝑖𝑡 = gross fixed assets for company i in fiscal year t 

𝐴𝑖𝑡−1 = total assets for company i in fiscal year t-1 

 

The absolute value of ADit expressed as ABSADit is used to incorporate this variable in Equation (1). 

A methodology similar to that used by Chong et al. (2009) and Macías and Román (2014) is used for the corporate 

governance index, gathering information through the corporate best practices questionnaire for Mexican companies listed 

in the BMV obtained through the digital information of each company for the years 2008 to 2017. Based on this 

questionnaire, a corporate governance index5 was developed, adding a point for every positive response in which the 

company complies with the code recommendation. The index is standardized between 0 and 1, dividing the number of 

positive answers by the total number of answers to the questionnaire. 

The studies by Garay and González (2008) and Chong-En et al. (2006), who incorporate the size and debt 

variables, were the basis for the control variables. Artikis and Nifora (2011) use sector type as the control variable to 

                                                           
5 The corporate best practices questionnaire considers five general categories: 1) shareholders assembly, 2) board of directors, 3) audit 

function, 4) evaluation function, 5) compensation, finance function, and planning. 
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determine the level of financial performance. Similarly, Gruian (2011) uses a sectoral level in thirteen non-financial sectors. 

Six economic sectors under study were used for the sectoral variable, although only five were considered since the 

dichotomous variables of each sector are explained in accordance with the materials sector, and the collinearity problem is 

eliminated. 

To prove H3 Equation (1) was used, incorporating the effect of the 2008 crisis considering that ABSADit can behave 

differently in normal and crisis periods. Equation (6) illustrates the manipulation effect during normal and crisis periods: 

 

CrisisCCSC

111    

(6) 

 

where: 

1 = total manipulation 

SC

1 = manipulation in normal periods 

CC

1 = manipulation in crisis periods 

Crisis  = dichotomous variable with a value of 0 in normal periods and 1 in crisis periods 

 

Substituting Equation (6) in Equation (1) of model 2 results in Equation (7): 

 

𝑄𝑇𝑜𝑏𝑖𝑛𝑖𝑡 = 𝛽0 + 𝛽1
𝑆𝐶𝐴𝐵𝑆𝐴𝐷𝑖𝑡 + 𝛽1

𝐶𝐶𝐴𝐵𝑆𝐴𝐷𝑖𝑡 ∗ 𝐶𝑟𝑖𝑠𝑖𝑠𝑖𝑡 + 𝛽2𝐼𝐺𝐶𝑖𝑡 + 𝛽3𝐷𝐸𝐴𝐶𝑇𝑖𝑡
+ 𝛽4𝑆𝑖𝑧𝑒𝑖𝑡 + 𝐵5𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑖𝑎𝑙𝑖𝑡

+ 𝐵6𝐶𝑜𝑛𝑠. 𝐹𝑟𝑒𝑐𝑖𝑡 + 𝐵7𝐵𝑖𝑒𝑛𝑒𝑠𝑛𝑜𝑏𝑎𝑠𝑖𝑡 + 𝐵8𝑇𝑒𝑙𝑒𝑖𝑡 + 𝐵9𝐻𝑒𝑎𝑙𝑡ℎ𝑖𝑡 + 𝑒𝑖𝑡 

(7) 

 

where: 

itit CrisisABSAD * = represents the interaction between the discretionary accruals adjustment variable (ABSAD) and the 

dichotomous variable Crisis with a value of 1 in 2008 and 0 in all other periods. 

 

Quantile regression method 

This study aims to understand the impacts that corporate governance and earnings management have on different-sized 

companies in Mexico. Quantile regression is used to achieve this aim. Koenker and Hallock (2001) note that this method 

has advantages over traditional methods, for example, being more reliable. The model is briefly detailed below. Assuming 

a linear specification for the conditional quantiles of Yt, 

 

𝑌𝑡 = 𝑥𝑡𝛽 + 𝑒𝑡 

(7) 

Where Yt is the dependent variable, 𝑥𝑡 is the independent variable, 𝛽 is the coefficient of the model to estimate, 

and 𝑒𝑡 is the residual term. Therefore, quantile regression estimates 𝛽 for different conditional quantitative functions. 

Assuming that the conditional mean of 𝑌 is (𝑋) = 𝑋′𝛽, then the approximation of the ordinary least squares calculates the 

mean,  𝑚𝑖𝑛𝜇𝜖𝑅 ∑ (𝑌𝑡 − 𝜇)2𝑛
𝑡=1 , that is, 
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min
𝛽𝜖𝑅

∑(𝑌𝑡 − 𝑋′𝛽)2

𝑛

𝑡=1

 

(8) 

 

Solving Equation (8) provides an estimation of the median function (50th percentile). 𝜏 indicates other quantitative 

variables. Thus, the quantile equation can be expressed as follows: 

 

𝑄𝐸 (
𝜏

𝑋
) = 𝑋′𝛽(𝜏) 

(9) 

 

Therefore, the following equation must be solved to obtain the estimate for the conditional quantitative functions: 

 

min
𝛽𝜖𝑅

∑ 𝜌𝜏(𝑌𝑡 − 𝑋′𝛽)2

𝑛

𝑡=1

 

(10) 

Following the minimization algorithm of Function (10), the following is obtained: 

 

min
𝛽

[𝜏 ∑ |𝑌𝑡 − 𝑋′�̂�| + (1 − 𝜏) ∑ |𝑌𝑡 − 𝑋′�̂�|

𝑌𝑡≤𝑋′𝛽𝐸𝑡𝑋′𝛽

] 

(11) 

 

Where 𝑋′�̂� is a 𝜏 − 𝑡ℎ approximation of the conditional quantile of 𝑌. By having 𝜏 close to 0 (1), 𝑋′�̂� characterizes 

the behavior of 𝑌 to the left (right) of the tail of the conditional distribution. Additionally, this minimization problem could 

be solved by using the linear programming method proposed by Koenker and D’Orey (1987). 

 

Results 

Considering a study sample for the years 2008 to 2017 and compiling information through Bloomberg, Table 1 displays the 

sectors considered in the sample in order of importance. The sample considers 50 companies in total, with the industrial 

sector and materials sector having the greatest participation at 26% each, and the health sector with the lowest participation 

at 2%. 

 

Table 1 

Companies by sector 

Sector No. of companies Percentage in sample 

Industrial 13 26% 

Materials 13 26% 

Fast-moving consumer goods 10 20% 

Consumer discretionary 7 14% 

Telecommunications 6 12% 

Health 1 2% 

Total  50 100% 

Source: own elaboration 
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Table 2 illustrates the correlation between independent study variables. The correlation between independent 

variables helps to detect possible multicollinearity between the variables. The values are relatively small, which indicates a 

low correlation between variables and thus that there are no signs of multicollinearity. 

 

Table 2 

Correlation coefficients between independent study variables 

Variable ABSAD(2) IGC(3) DE_ACT(4) Size(5) 

ABSAD  1.00 -0.13 0.05 -0.12 

IGC 0.13 1.00 0.012 -0.02 

DE_ACT 0.05 0.012 1.00 0.10 

Size -0.12 -0.025 0.10 1.00 
(1) ABSAD: absolute value of the adjustments by discretionary accruals of company i in period t deflated with the assets of 

period t-1 
(2) IGC: corporate governance index of company i in period t 
(3) DE_ACT: debt-to-asset ratio of company i in period t 
(4) Size: natural logarithm of the assets of company i in period t 

Source: own elaboration using E-views 

 

Table 3 displays the collinearity between variables using the variance inflation factor (VIF) proposed by Menard 

(2002), which suggests estimating the ordinary least squares (OLS) regression model. The VIF of the regression indicates 

how much the inflation of the standard error could be explained by collinearity. This analysis provides values below 10, 

which indicates that there are no multicollinearity problems. 

 

Table 3 

Regression VIF 

Parameters Total VIF 1/VIF 

ABSAD(1) 1.07 0.9372 

IGC(2) 1.17 0.8559 

DE_ACT(3) 1.23 0.8156 

Size(4) 1.2 0.8334 

Industrial(5) 1.6 0.6268 

Cons.Frec(6) 1.59 0.6309 

Bienesnobas(7) 1.41 0.7111 

Tele(8) 1.45 0.6887 

Health(9) 1.12 0.8964 

Source: own elaboration using Stata v12 

 

Table 4, on the other hand, presents the descriptive statistics of the variables of the model described above. The 

size variable has the highest mean (4.39), while the ABSAD variable has the lowest mean (0.5). On the other hand, the 

variable with the highest standard deviation is Tobin’s Q (.70), while ABSAD (.05) has the lowest standard deviation. The 

asymmetry value should indicate whether the distribution values are symmetrically arranged around the mean or whether 

they have a higher mean towards the right or left. The asymmetry for the ABSAD variable is positive since the data are 

above the value of the arithmetic mean. The IGC variable has a negative asymmetry since the data are below the value of 

the mean. The presence of kurtosis and asymmetry in the data could indicate atypical data and asymmetry in the distribution 

of the study variables. Therefore, the quantile methodology is a viable option in this study. 
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Table 4 

Descriptive statistics 

Statistic  TobinQ(1) ABSAD(2) 
 

IGC3) DE_ACT(4) Size(5) 

Mean 1.51 0.05  0.91 0.29 4.39 

Standard Deviation 0.70 0.05  0.06 0.17 0.60 

Asymmetry 1.65 3.20  -2.30 0.72 0.49 

Kurtosis 7.01 20.44  12.44 3.28 2.90 

(1) TobinQit: market value of company i in period t divided by the replacement asset value of company i in period t 
(2) ABSADit: absolute value of the adjustments by discretionary accruals of company i in period t deflated with the assets of 

period t-1 
(3) IGCit: corporate governance index of company i in period t 
(4) DE_ACTit: debt-to-asset ratio of company i in period t 
(5) Sizeit: natural logarithm of the assets of company i in period t 

Source: own elaboration using E-views 

 

Table 5 presents the results of implementing Model 1, examining the relationship between the result management 

practice and company value to determine whether the management is opportunistic or beneficial. The first step is to 

determine the sign of the relationship. If the managers manipulate the results for personal benefit and not to generate wealth 

for the stakeholder, then there is an inverse relationship between the degree of results management and company value. In 

the percentile analysis, the results demonstrate that there is an inverse and significant relationship between earnings 

management and company value in all the percentiles (25th, 50th, and 75th). Additionally, this opportunism or manipulation 

falls in a range of -1.3 to -1.4, which indicates that the manipulation size does not change with the percentile under analysis. 

The negative influence in the results suggests an opportunistic perspective, which is consistent with the results obtained in 

emerging countries (Lin, 2011; Kusuma & Hermuningsih, 2013). 

 

Table 5 

Panel data and quantile regression by sectors     

Variable 25th percentile 50th percentile 75th percentile 

ABSAD(1) -1.448 (-2.9479)* -1.3837 (-3.1894)* -1.3222 (-1.7169)** 

IGC(2) 0.0099 (0.0336) 0.5858 (1.8721)** 1.0386 (1.3181) 

DE_ACT(3) -0.1811  (-1.2136) -0.2951 (-1.7752)** -0.8359 (-2.6416)* 

Size(4) 0.1236 (3.0620)* 0.126 (3.1736)* 0.2761 (2.8380)* 

Industrial(5) 0.1973 (2.8848)* 0.1742 (2.5840)** 0.5905 (2.7560)* 

Cons.Frec(6) 0.3989 (6.7991)* 0.3236 (4.5941)* 0.2019 (1.6644)** 

Bienesnobas(7) 0.0826 (1.0835) 0.1301  (1.2680) 0.2255 (1.3641) 

Tele(8) 0.3589 (4.3626)* 0.3374 (3.3670)* 0.4448 (-1.3082) 

Health(9) 0.9415 (5.2711)* 0.8617 (8.5156)* 0.5159 (3.1587)* 

Cons(10) 0.4821  (1.4947) 0.2363  (0.7333) -0.365 (-0.4026) 

R-squared  0.103887 0.11088 0.069856 

Note: *p-value<0.10; ** p-value <0.05; t values in parenthesis 
(1) ABSADit: absolute value of the adjustments by discretionary accruals of company i in period t deflated with the assets of 

period t-1 
(2) IGCit: corporate governance index of company i in period t 
(3) DE_ACTit: debt-to-asset ratio of company i in period t 
(4) Sizeit: natural logarithm of the assets of company i in period t 
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(5) Industrialit: dichotomous variable with a value of 1 for the industrial sector and 0 for other sectors 
(6) Cons.Frecit: dichotomous variable with a value of 1 for the Fast-moving Consumer Goods sector and 0 for other sectors 
(7) Bienesnobasit: dichotomous variable with a value of 1 for the Consumer Discretionary sector and 0 for other sectors 
(8) Tele: dichotomous variable with a value of 1 for the telecommunications sector and 0 for other sectors 
(9) Health: dichotomous variable with a value of 1 for the health sector and 0 for other sectors 
(10) Cons: regression constant 

Source: own elaboration using E-views 

 

In the case of small or large companies, that is, at the extremes, corporate governance does not affect Tobin’s Q. 

On the other hand, for companies in the 50th percentile, the effect is positive and significant. In other words, the effect of 

corporate governance is only present in companies with Tobin’s Q around the median. These results are consistent with the 

study of Garay and González (2008). The results are also consistent with the studies of Poletti (2011), Chong et al. (2009), 

and Klapper and Love (2004), which present positive and significant results that support the hypothesis that companies have 

higher valuations with better corporate governance. 

The expected sign for debt is negative but not significant in small companies. These results are not consistent with 

Chong et al. (2009) and Chong-En et al. (2006), who find an inverse relationship between debt and company value. On the 

other hand, medium and large companies had the expected results, that is, an inverse relationship between debt and company 

value. These results are consistent with the study of Frijns et al. (2016). 

For the size variable, the coefficients are positive and significant at 5% for all three percentiles, and the effect for 

this variable is higher the larger the company measured with Tobin’s Q. These results are consistent with Poletti (2011), 

who found a direct relationship between size and company value. The results are also consistent with Jiraporn et al. (2008), 

Renders and Gaeremynck (2012), and Kusuma and Hermuningsih (2013). 

Regarding the sectoral effect, companies in the Health sector have a greater impact on Tobin’s Q than companies 

in the Materials sector for all quantiles. The same applies to the Communications and Transport sector. The results are 

consistent with Artikis and Nifora (2011). The Industrial sector has more effect on large companies than the Materials sector. 

These results are consistent with Mahmud (2011), who finds that the Clothing sector is one of the most profitable within 

the Industrial sector. 

On the other hand, Model 2 is estimated to determine the effect of the 2008 crisis. Table 6 displays the results. 

Manipulation is evidenced mainly during a crisis period since, when the dichotomous variable Crisis interacts with the 

ABSAD variable, the coefficient is negative and significant in small and large companies, in contrast to the coefficient of 

ABSAD without the interaction with the Crisis variable. The results are similar to those found by Lisboa (2016) and Eng et 

al. (2018). Similarly, the IGC variable is positive in large companies, including in a crisis period, and the rest of the 

coefficients for companies of this size have the expected signs. In small and medium companies, corporate governance and 

result management do not affect Tobin’s Q. 

 

Table 6 

Panel data and quantile regression by sectors and crisis effect  

Variable 25th percentile 50th percentile 75th percentile 

ABSAD(1) -0.5809  (-1.1163) -0.9259  (-1.6460) -0.9294  (-1.2604) 

ABSAD*Crisis(2) -1.1971 (-1.7928)** -1.0295  (1.3561) -1.8003  (-2.3150)* 

IGC(3) -0.071 (-0.2312) 0.5511  (1.5636) 1.176 (2.7171)* 

DE_ACT(4) -0.1689 (-1.2089) -0.3582 (-2.1622)* -0.888 (-3.1672)* 

Size(5) 0.121 (3.2598)* 0.1183 (2.9877)* 0.2643 (2.8525)* 

Industrial(6) 0.161 (2.5346)* 0.1521 (2.2797)* 0.5613 (2.9832)* 
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ConsFrec(7) 0.3744 (6.3226)* 0.3184 (4.6196)* 0.2203 (1.8736)** 

Bienesnobas(8) 0.043  (0.5964) 0.1304  (1.2678) 0.2766 (1.8943)** 

Tele(9) 0.2847 (3.2242)* 0.3479 (3.4671)* 0.4069 (2.3335)* 

Health(10) 0.9391 (5.3511)* 0.8693 (8.1254)* 0.491 (3.1692)* 

Cons(11) 0.567 a(1.8162) 0.3078  (0.8738) -0.4278  (-0.7869) 

R-squared 0.108789 0.11363 0.074703 

Note: *p-value<0.10; ** p-value <0.05; t values in parenthesis   
(1) ABSADit: absolute value of the adjustments by discretionary accruals of company i in period t deflated with the assets of 

period t-1 
(2) ABSAD*Crisis: represents the interaction of the adjustments by discretionary accruals (ABSAD) variable and the 

dichotomous variable Crisis, which has a value of 1 in 2008 and 0 in all other periods t 
(3) IGCit: corporate governance index of company i in period t 
(4) DE_ACTit: debt-to-asset ratio of company i in period t 
(5) Sizeit: natural logarithm of the assets of company i in period t 
(6) Industrialit: dichotomous variable with a value of 1 for the industrial sector and 0 for other sectors 
(7) Cons.Frecit: dichotomous variable with a value of 1 for the Fast-moving Consumer Goods sector and 0 for other sectors 
(8) Bienesnobasit: dichotomous variable with a value of 1 for the Consumer Discretionary sector and 0 for other sectors 
(9) Tele: dichotomous variable with a value of 1 for the telecommunications sector and 0 for other sectors 
(10) Health: dichotomous variable with a value of 1 for the health sector and 0 for other sectors 
(11) Cons: regression constant 

Source: own elaboration using E-views 

 

To test the robustness in Model 1, the dependent variable, Tobin’s Q, is substituted by the return on assets 

(ROA)—a performance metric validated in other studies (Chong & López de Silanés, 2007). The models were estimated 

for the 25th, 50th, and 75th percentiles, demonstrating that the results and the goodness of fit (R2) test are similar to those 

obtained with the original dependent variable (Tobin’s Q). On the other hand, to test the robustness of the independent 

variables (ABSAD and IGC), the corporate governance indicator provided by Bloomberg was incorporated. The results 

demonstrate that the model does not change significantly, although the R2 is higher with the corporate governance index 

than initially considered. These robustness tests demonstrated that the model does not significantly change when the 

dependent or independent variables are replaced with similar variables to those in the original models. 

 

Conclusions 

Accounting regulation is not just the result of an economic process, but also the result of a political process. Since accrual 

accounting involves subjective criteria regarding future cash flows, there is room for the producers of the accounting 

information (executives, companies) and regulatory and controlling bodies (courts, regulators, boards, unions) to implement 

local criteria (Ball & Shivakumar, 2005). Therefore, this study aimed to understand the impacts of result management and 

corporate governance for companies with varying market values measured through Tobin’s Q. 

This study is important for Mexico because it was possible to verify that there is opportunistic behavior in the 

BMV for all the percentiles measured through Tobin’s Q. Chon and López de Silanés (2007) state that the Mexican economy 

has a weak legal system, which promotes this form of opportunistic behavior. Investors should follow the accounting 

information and use it cautiously in decision-making. Decision-makers should be aware of the analysis of the profit and loss 

account and balance sheet and determine the proper administrative management of the companies in which they are looking 

to invest. This recommendation could increase investor confidence in Mexican companies and can be a key factor for 

investment growth and capitalization in Mexico. 

Furthermore, verifying that corporate governance impacts company value for medium-sized companies measured 

through Tobin’s Q is an important contribution to Mexico. The findings demonstrate that corporate governance practices 
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strongly and positively affect company value in Mexico, coinciding with similar studies at the international level (Klapper 

& Love, 2004) that find this relationship in weak environments. On the other hand, there are studies at a national level by 

Chong and López de Silanés (2007) that verify this positive association for the Mexican case. The originality of this study 

lies in finding that corporate governance affects medium-sized companies and not small or large companies, which differs 

from the results obtained by Drobetz et al. (2003), who found that companies with a high level of corporate governance 

tend to be large. 

Small and large companies need to implement corporate governance controls to contribute to company 

information transparency, which will, in turn, positively affect company value. The limitations of this study are the 

following: constructing the corporate governance index and the lack of findings regarding corporate governance factors, as 

in Mousa and Desoky (2012), who study the characteristics of the board of directors and ownership structure, finding a 

positive effect on company value. Therefore, future studies can focus on more specific aspects of the subject. 

Additionally, during crisis periods, there is greater manipulation in small and large companies, with a greater 

effect in large than in small companies. This result management negatively affects companies. It should also be noted that 

according to Drobetz et al. (2003), companies with a high level of corporate governance tend to be large, which coincides 

with the model in this study, including the crisis effect, although it was also found that more manipulations take place in 

large companies. 

Finally, this study proves the need for greater efforts on behalf of managers to contribute to capital markets in 

order to improve the transparency of their reports and, consequently, influence company value. This effort would also allow 

for investors, in Mexico, to trust in institutions, financial information, and good corporate governance controls, which 

would, in turn, help companies have sustainable financial performances over time. 
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