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Table 1 Definition and Measurement of Variables
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Table 2 Results of Descriptive Statistics
AEM 6 261 0. 106 0. 066 0. 127 2.499 6.762 0. 000 0. 678
REM 6 261 0. 289 0.171 0. 346 2.472 6.912 0. 000 1. 884
PMM 6 261 1. 668 1. 609 1. 344 0.398 -0.530 0. 000 6.415
NMM 6 261 5.642 5.951 2.169 0. 002 3.302 0.000 17.315
LE 6 261 6. 311 6. 460 1.760 -2.635 25.250 -12.270  10.000
Size 6 261 21.173  21.141 1. 674 0. 041 1. 188 13.879  28.282
CF 6 261 0. 061 0. 055 0. 100 0. 326 1.186 -0.216 0. 376
DV 6 261 0.509 0.527 0.202 -0.394 -0.304 0.012 0.912
BS 6 261 2.504 2.485 0.314 -0.111 0.539 0. 693 3.638
PID 6 261 0. 344 0. 333 0. 095 0. 487 0.525 0. 053 0. 667
SBS 6 261 1.582 1. 609 0.470 -0.353 0.471 0. 000 2.944
AC 6 261 0.017 0.010 0.019 1. 667 2.393 0. 000 0. 097
GDP 6 261 0.173 0.182 0.053 -0.455 0.005 0. 006 0.323
3 Pearson
Table 3 Results of Pearson Correlation Test
AEM  REM  PMM  NMM LE Size CF DV BS PID SBS AC GDP
AEM 1..000
REM 0.486 ™ 1.000
PMM  -0.1177720.085™ 1.000
NMM  -0.093™%0.075™ 0.591 ™ 1.000
LE -0 115™720.022" - 0.025™ -0.035™ 1.000
Size -0.194™720,228™ 0.017  0.030™ - 0.053 " 1.000
CF -0.026™ 0.068°=0.023" -0.029°* 0.010 -0.125* 1.000
DV -0.001 0.008  0.071° 0.078™ 0.006 -0.026™* 0.003 1. 000
BS 0.004 -0.023"  0.054™ 0.049 ™ 0.001 0.002 -0.003 0. 066 1.000
PID -0.085™750. 047 ™ 0.027 ™ 0.026 ™ - 0. 006 0.003 0.010 -0.023" -0.311"* 1.000
SBS -0.020 -0.020  0.023° 0.021° 0.006 0. 004 0. 000 0.050 ™ 0.399 < 0. 131 1.000
AC 0. 1237 0,079 7= 0.051 = 0. 0442 0.022" -0.021"  0.010  0.088*<0.028™ 0.022° -0.024"  1.000
GDP 0.046 ™ 0.088 ™ 0.029™ -0.050 ™ 0.094***~0.057 *-0.084 ™ 0.020 -0.002 -0.017 0.030™ 0.019 1.000
ik 1% o 5% 10%
(2) NMM  ( REM - AEM) . -0.030; NMM ( REM - AEM)
5 PMM (REM-AEM) 1% 5% -0.004,
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4

Table 4 Test Results of Governance Effect of
Media Monitoring on Earnings Management

AEM REM
(n (2) (3) (4)
0.455™%  0.475™  1.319™ 1.357°"
(15.661) (16.205)  (16.610) (16.945)
- 0.009*** -0.019™*
PMM
( - 8.050) ( -5.855)
- 0.005™** - 0. 009 ™
NMM
( -6.315) ( - 4.380)
S —0.014™" —0.015% - 0.044 ™ — 0. 044
ze
(- 15.422) (- 15.449) ( -17.218) ( - 17.241)
cF —0.067* =0.065™* 0.165™* 0.169™*
(-4.205) (-4.078)  (3.821)  (3.905)
oy -0.007 -0.009 0. 003 - 0.001
(-0.932) (-1.183)  (0.153) ( -0.048)
55 -0.001 -0.002 -0.028" -0.030"
(-0.187) (-0.301) (-1.847) (- 1.940)
—0.110™ = 0. 112 = 0.179™* - 0. 184™*
PID
(-6.379) (-6.492) (-3.821) (-3.916)
<BS -0.006 -0.006 -0.010 -0.010
o (-1.619) (-1.583) (-1.030) (- 1.005)
ic 0.8117°  0.835™  1.340™ .388**
(9.496)  (9.763) (5.743)  (5.946)
0. 045 0. 043 0.325™*  0.323**
GDP
(1.011)  (0.965) (2.660)  (2.633)
Year/Ind
F 22,870 21.750*  22.370*** 21.690***
R*  0.077 0.074 0.076 0.074
6 261 6 261 6 261 6 261
t
(VIF) 10
H, .

4.5

Table 5 Test Results of the Impact
of Media Monitoring on Earnings

Management Strategy Selection

REM —-AEM
(1) (2)
0. 864 * 0. 882
(12.137) (12.293)
—0.030**
PMM
( - 3.245)
- 0.004**
NMM
( -2.308)
_ - 0.030"* - 0.030™*
Size
(-12.912) ( - 12.932)
0. 232" 0. 134***
CF
(5.979) (6.027)
0.011 0. 008
DV
(0.551) (0.429)
-0.027* -0.028*
BS
(-1.984) ( =2.043)
-0.070" -0.072"
PID
(- 1.659) (-1.718)
- 0.004 - 0.004
SBS
( - 0.489) ( -0.474)
0.529** 0.553™*
AC
(2.530) (2.647)
0.280** 0.279**
GDP
(2.554) (2.545)
Year/Ind
F 25. 850" 13. 330
R? 0.093 0.045
6 261 6 261
6
(1) PMM LE AEM
(2) NMM LE AEM
(3) PMM LE REM
(4) NMM LE REM
NO)
. 6 PMM NMM AEM 1%
-0.027 -0.025
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1% PMM-<LE NMM-<LE REM
Table 6 Test Results of Governance Effect 1%
of Media Monitoring and Legal
Environment on Earnings Management o
AEM REM
(1) (2) (3) (4)
0.545™  0.631™  1.393™%* [.448™
(18.061) (20.103)  (16.740) (16.641) H, o
-0.027™ -0.063™
PMM
( -6.209) (-5.316)
0.003 ™" 0.007 "
PMM-LE o
(4.091) (3.880)
-0.025™ -0.028™
NMM
( - 10. 346) (-4.315)
0.003 ™" 0.003 o
NMM«LE
(8.698) (3.109) 4.6
LE -0.014™ —0.025™ —0.011™ - 0.014™ °
(-9.925) (-12.592) (-2.911) ( -2.680) o
s —0.015™ —0.015™ - 0.044™ - 0.044 ™
ze
(-15.990) ( -15.872) ( -17.251)( -17.164)
0 0
CF - 0.067 7 -0.066™ 0.160™ 0.167
(-4.285) (-4.207) (3.711)  (3.851)
DV -0.008 -0.011 0.002 -0.003 . Jones
(-0.997) (-1.372) (0.084) (-0.115)
s -0.001 -0.001 -0.028"  -0.029" o
(-0.236) (-0.263) (-1.845) (-1.907)
C0.10T 0. 1137~ 01787 —0. 1847 D
PID 5.1
(-6.482) (-6.665) (-3.791) (-3.918) ’
SBS -0.006" -0.006" -0.011 -0.011 .
o (-1.651) (-1.771) (-1.076) ( -1.076) °
Ac 0.785™ 0.785™*  1.321™°* 1.358™ .
(9.280)  (9.313) (5.665)  (5.814) . Heckman
0.090™  0.076" 0.317  0.306™
GDP »
(2.017)  (1.704)  (2.585)  (2.487) . 3
Year/Ind Probit
] . IMR,
F 26. 670 28. 060 21.270 20. 420 DMM, , = my + m,Size, , + m,Value, , + 1,CF, , +
R*  0.096 0.101 0.078 0.075 N DV;, + nsROA; , + s Gro; , + 1, BS; , +
PID. , + n,SBS, , + H  + Year,  +
6261 6261 6261 6261 UB it T Mo i T Moty T M it
nlzlndir+ ag;, ( 10)
DMM
MM 1 0: Value
i PMM<LE NMM<LE AEM 1% : ROA
0.003, ; Gro v H
v Mo
s M~ N , o o
o) IMR (70 .(8) (9)
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EM,, = Mg+ A\MM, , + \,Size, , + A;CF,, + \,DV, , + Table 7 Regression Results of Heckman
AsBS,, + AgPID, , + A,SBS, , + A AC,  + Two-step Estimation Control Sample Selection
AyGDP;  + Ao IMR, , + A Year, , + A, Ind; , + AEM REM
$iu (11)
REM; = AEM; | = po + p, MM; , + w, Size; , + u, CF; , + (D (2 (3) (4
DV + usBS,  + pePID; , + A (11) Heckman
SBS; , + usAC; , + uyGDP; , + ,
M7 ]Ml;r +1U“8 YL t l’f | L(; . UM —0.008 Fokk _ 0 030 Sk
ear nd, :
M1o i T M i TR T W, (-3.163) (-4.111)
( 12) Kk *xk
EML[ = §0+§1MMLr+fZMM.LEir+§3LEir+§4Sizeir+ NMM - 0.003 -0.013
ECF  +&DV, +§BS, +&PID;  + &S5BS, + (= 1.961) (-3.573)
EWAC;  + &,GDP;  + £ IMR;  + €5 Year;  + IMR 0.0001 0.006 0.030 0.034"
Eulnd. | + 0., (13) (0.018) (0.889) (1.479)  (2.002)
Ao~ Mo~ &o Ap~ s oy ~ s 5~ €
¢ oL ° Wald 212.4607218.290 " 241.6407262.710
(11)  ~(13) 4~ 6
. 7 Heckman B :(12) Heckman
o -0.022"
PMM
(-3.251)
° IMR -0.010™*
NMM
(- 3.088)
o A 0.030 0.029
IMR
(4) cC (4 IMR 5% (1.569) (1.611)
) Wald 159. 470 173. 940

C :(13) Heckman

- 0.025™ -0.042*
. PMM
(-2.963) (-2.683)
5. 2 Kk *
0.003 0.002
PMM « LE
(2.099) (1.825)
A NMM -0.029 ™ -0.031™
28.653%; ( - 10.344) (-3.931)
. 1.964% . 0. 004 0. 003 **
NMM « LE
(10.483) (2.575)
° —0.013-0.033™" -0.004™ -0.013"
» LE
(-3.631)( -13.498) (-2.393) ( -1.949)
° 3o 0.00008  0.007 0.030  0.034™
1 LE IMR
(0.012) (1.159) (1.445)  (1.994)
SN
LE,, = ky+ kSN, , + o, , (14)
Ko K o . Wald 251.360 433,740 252.490 **270. 900 ***
2 (14) : 6 261;
v, Probit
3 (9) LE v
(15)
EM;, = o+ MM, + MM =1V, + 431V, + o Ui~ s P
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Table 8 Regression Results of Considering

the Sample “s Clustering Effect

AEM REM

(1) (2) (3) (4)

0.462*  0.482°  1.322™*  1.357*
(15.840) (16.570)  (16.655) (16.935)

-0.010™* -0.018™
PMM
( -8.287) (-5.756)
0. 003 *** 0. 007
PMM -1V
(4.283) (3.872)
~0.005™* - 0.009***
NMM
( - 6. 600) (-4.361)
0. 001 ** 0.001
NMM+1V
(2.136) (0.714)
W ~0.014™ —0.009* —0.012** =0.005
(-10.185) (-3.501) (-3.042) ( -0.660)
F 26.930 25.020™*  21.270*** 20. 040"
R: 0.097 0.091 0.078 0.073
6261 6261 6261 6 261
6
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A Study on the Substitution Effect of Media Monitoring and
Legal Environment in Restraining Earnings Management

CHEN Kejing' *> LI Yanxi’
1 School of Accounting Dongbei University of Finance and Economics Dalian 116025 China
2 China Internal Control Research Center Dongbei University of Finance and Economics Dalian 116025 China

3 Faculty of Management and Economics Dalian University of Technology Dalian 116024 China

Abstract: In recent years China’s legal environment has experienced a significant imbalance which has seen eastern coastal re—
gions with a more functional legal setup than that of central and western regions. A number of studies have shed some light on this
trend and provided some insightful suggestions on the causes and the possible remedies. In some regions faced with weak or non—
functional legal setup on the one hand local governments often strive to improve legislation level while on the other hand the
market itself is actively seeking for a more beneficial supplement from an immediate best informal system available regionally.
The ongoing development of China’s mass media industry has proven to be vital particularly in the exposure of numerous finan—
cial fraudulent activities involving some listed companies in the local stock exchanges. Hence the role of mass media as a corpo—
rate governance tool is attested and consequently media’s supervisory function is increasingly receiving public recognition. Thus
it is unarguably vital to explore the impact of media monitoring and legal setup on the earnings management as it has important
implications not only to the regulatory authorities but also to the companies and shareholders.

We apply OLS and Heckman two-step estimations to test for the role of media monitoring in earnings management governance of
listed companies by using their data between 2009 and 2013 and establish a theoretical framework of the media monitoring im—
pact on listed companies” earnings management behavior. We further discuss the impact mechanism of media monitoring on earn—
ings management strategy selection analyze the governance effect of media monitoring and legal environment and test for endoge—
neity. Using the aforementioned method and data in testing the hypotheses our results show that media monitoring can effective—
ly and efficiently constrain earnings management of the Chinese listed companies. The results show that companies faced with
stricter media monitoring have low levels of earnings management. This reveals an interesting finding 1i.e. with the strengthe—
ning of media monitoring listed companies” earnings management strategy is expected to shift from accrual-based to real earnings
management. Furthermore as to the earnings management governance we find an existence of substitution effect between media
monitoring and legal setup i.e. strong media monitoring can effectively reduce earnings management induced by weak legal set—
up.

The results also demonstrate as a crucial supplement to law media monitoring can be used in transitional economies( such as in
China) as an effective tool in restraining earnings management. This study not only attempts to provide a clear theoretical support
but also presents empirical evidence in promoting earnings management governance in Chinese listed companies.

Keywords: media monitoring; legal environment; accrual-based earnings management; real earnings management; substitution

effect; endogeneity
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