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The study investigates whether and how gender diversity in ownership structure (here intended as 
female ownership) is related to private (unlisted) Italian companies’ propensity to engage in earnings 

management practices, specifically in “earnings minimization” (EM) and “earnings change 
minimization” (ECM). Companies practice EM when they manage earnings to bring them close to zero. 
They practice ECM, instead, when they manage earnings to avoid large earnings changes or, in other 

words, to “smooth” company earnings. Companies that engage in such practices are detected by 
adopting the earnings distribution approach. The results of chi -square tests for equality of distributions 
show that the earnings frequency distributions and the earnings change frequency distributions, 

conditional on the portion of equity held by female owners, are significantly equal from a statistical 
point of view, demonstrating that gender diversity in ownership structure and private Italian companies’ 
propensity to engage in EM and ECM are not related. Logit analysis models confirm these findings. The 

main contribution this study brings to the literature consists in the fact that it is the first study that 
investigates the relationship between gender diversity in ownership structure and earnings 
management practices. 

 
Key words: Earnings management, earnings minimization, earnings change minimization, gender diversity, 
private companies, Italy. 

 
 
INTRODUCTION 

 
A large body of research has addressed the issue of the 
relationship between the type and characteristics of 

shareholders on one side and earnings management 
practices on the other, analyzing whether and how the 
former influences the latter. Previous studies have 

focused on specific types of owners, such as  institutional 

investors (Almazan et al., 2005; Bange and De Bondt, 
1998; Bushee, 1998; Chung et al., 2002; Claessens and 

Fan, 2002; Cornett et al., 2008; Duggal and Millar, 1999; 
Ebrahim, 2007; Koh, 2003; Porter, 1992; Pound, 1988; 
Sundaramurthy et al., 2005), public authorities (Aharony 

et al., 2000;  Capalbo et al., 2014; Chen and Yuan, 2004;
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Ding et al., 2007; Liu and Lu, 2007; Roodposhti and 
Chashmi, 2011; Wang and Yung, 2011), or foreign 
investors (Beuselinck et al., 2013). Although the findings 

of previous studies are not conclusive, in most cases the 
existence of a relationship between the type and 
characteristics of shareholders and earnings management 

practices has been discovered. 
Despite the fact that the relationship between the type 

and characteristics of shareholders and earnings 

management practices constitutes a vast area of 
research, to the best of our knowledge, the issue of 
whether and how gender diversity in ownership structure 

(here intended as female ownership) influences earnings 
management practices has not yet been studied. This 
could be due to the fact that the influence of gender 

diversity in ownership structure should be investigated in 
smaller companies in which equity is held only by 
individuals. Instead, most of the studies that have 

investigated whether and how the type and characteristics 
of shareholders influence earnings management 
practices, in fact, have focused on public (or listed) 

companies (e.g. all the studies cited earlier). 
To contribute to filling the knowledge gap thus identified, 

this study investigates whether and how gender diversity 

in ownership structure is related to private (unlisted) 
Italian companies’ propensity to engage in earnings 
management practices, and specifically, in “earnings 

minimization” (EM) and “earnings change minimization” 
(ECM). Companies practice EM when they manage 
earnings to bring them close to zero (Coppens and Peek, 

2005; Marques et al., 2011; Poli, 2013a, b, 2015a). They 
practice ECM, instead, when they manage earnings to 
avoid large earnings changes or, in other words, to 

smooth earnings (Coppens and Peek, 2005; Poli, 2013a, 
2015a). 
 

 
LITERATURE REVIEW  AND RESEARCH HYPOTHESES 
 

Whether and how the behavior of individuals is influenced 
by gender in different contexts has been widely 
investigated in the literature. Byrnes and Miller (1999), for 

example, have found that women show a greater 
aversion to risk and are less likely than men to be 
overconfident. Dwyer et al. (2002), Graham et al. (2002), 

Jianakoplos and Bernasek (1998), Olsen and Cox (2001), 
Sunden and Surette (1998), Watson and McNaughton 
(2007) and Watson and Robinson (2003) have reported 

similar findings in the field of accounting and finance. 
Barber and Odean (2001), Bliss and Potter (2002), 
Johnson and Powell (1994) and Schubert (2006) have 

found that women seem to be less overconfident on 
financial matters than men. Ford and Richardson (1994), 
in their review of the literature, have shown that some 

studies have found that women behave more ethically 
than men, while other studies have found that there are 
no  differences  between women and men with respect to 

 

 
 
 

ethical behavior. Eynon et al. (1997), Khazanchi (1995) 
and Ruegger and King (1992) have found that women 
are more ethical in a business context. Bernardi and 

Arnold (1997) and Betz et al. (1989) have found that 
women are less likely to engage in unethical behavior in 
the work place to gain financial rewards. 

The fact that the differences highlighted earlier between 
women and men, especially those related to ethical 
judgments and behavior, suggests that gender diversity 

in ownership structure may be related to companies’ 
propensity to practice earnings management. Because 
women are more risk averse and they behave more 

ethically than men, female owners may be less willing to 
practice earnings management than male owners. It is 
therefore plausible to assume that female owners should 

be inclined to contrast earnings management practices 
both directly, when they are involved in the management 
of the company (which frequently occurs in smaller 

companies when female owners hold the requisite portion 
of equity), and indirectly, when they appoint or influence 
the appointment of managers that are less inclined to 

practice earnings management or when they monitor 
managers’ behavior. Therefore, the research hypotheses 
that will be tested are the following: 

 
H1: Gender diversity in ownership structure is related to 
companies’ propensity to engage in EM. 

H2: Gender diversity in ownership structure is related to 
companies’ propensity to engage in ECM. 
 

 
RESEARCH DESIGN AND SAMPLE SELECTION 
 

The methodology used to detect the presence of EM and 
ECM is the earnings distribution approach suggested by 
Burgstahler and Dichev (1997). Although, it has been 

criticized by some scholars (Beaver et al., 2007; Dechow 
et al., 2003; Durtschi and Easton, 2005, 2009; Holland, 
2004; Lahr, 2014; McNichols, 2003), it has been widely 

used in the literature (Baber and Kang, 2002; Beatty et 
al., 2002; Brown and Caylor, 2004; Collins et al., 1999; 
Coppens and Peek, 2005; Daske et al., 2006; Degeorge 

et al., 1999; Easton, 1999; Gore et al., 2007; Hamdi and 
Zarai, 2012; Hayn, 1995; Holland and Ramsay, 2003; 
Huang and Hsiao, 2011; Jacob and Jorgensen, 2007; 

Kerstein and Rai, 2007; Marques et al., 2011; Moreira, 
2006; Phillips et al., 2004; Poli, 2013a, b, 2015a; Revsine 
et al., 2009). 

In adopting this approach, EM is signaled by the 
presence of discontinuities between the first negative 
earnings interval and the first positive earnings interval 

and between the first positive earnings interval and the 
second positive earnings interval of the earnings 
frequency distribution (Coppens and Peek, 2005; 

Marques et al., 2011; Poli, 2013a, b, 2015a). ECM, on 
the other hand, is signaled by the presence of 
discontinuities   between  the  second  negative  earnings 



 

 
 
 

change interval and the first negative earnings change 
interval and between the first positive earnings change 
interval and the second positive earnings change interval 

of the earnings change frequency distribution (Coppens 
and Peek, 2005; Poli, 2013a, 2015a). A discontinuity 
emerges if the number of the observations falling in a 

given interval of the frequency distribution is significantly 
higher than expected and if the number of the 
observations falling in one or both of the immediately 

adjacent intervals of the frequency distribution is 
significantly lower than expected. To verify the existence 
of discontinuities, the type of graphical and statistical 

analysis suggested by Burgstahler and Dichev (1997) is 
used. 

The graphical analysis consists in the construction and 

exploration of the earnings frequency distribution and the 
earnings change frequency distribution. To this end, 
histograms are used, in which the x-axis and the y-axis 

show earnings or earnings change intervals and 
frequencies (percentages of the observations falling in 
each interval), respectively. 

The statistical analysis consists in the use of a 
statistical test in order to verify the statistical significance 
of the discontinuities that emerge in the graphical 

analysis.  
 

   
       

  
 

   
         

 

√     (    ) 
  (         ) (           )

 

         (1) 

 

where Zi is the statistical test referring to interval i with 
approximately normal distribution; nai is the actual 
number of observations falling in interval i; nei is the 

expected number of observations falling in interval i, 
equal to the average of the number of observations falling 
in the two adjacent intervals (nai-1 and nai+1); σi is the 

standard deviation of the differences between the actual 
and the expected number of observations falling in 
interval i; ni, ni-1 and ni+1 are the actual number of 

observations falling in intervals i, i-1 and i+1, respectively; 
N is the total number of observations; pi, pi-1 and pi+1 are 
the portions of actual observations falling in intervals i, i-1 

and i+1, respectively. 
To test the research hypotheses, the earnings 

frequency distribution and the earnings change frequency 

distribution, conditional on the portion of equity held by 
female owners (FEM), are constructed and analyzed in 
the way described earlier. If FEM is not related to the 

companies’ propensity to engage in EM and ECM, the 
conditional frequency distributions will be statistically 
equal. To verify this, the chi-square test is used. 

The study is conducted on the basis of the assumptions 

that follow: earnings are computed as the net income of 
the current fiscal year, scaled to the total assets at the 
end of the previous fiscal year; earnings changes are 

computed as the difference between the net income of 
the current fiscal year and the net income of the previous 
fiscal  year,  scaled  to  the  total  assets at the end of the  
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second previous fiscal year; the earnings interval 
amplitude is 0.005; the earnings change interval 
amplitude is 0.0025. They are the assumptions that are 

normally made in the literature. 
To construct the frequency distributions conditional on 

FEM, FEM is divided into two intervals: up to 0.50 (0.50 is 

included) and more than 0.50. To test the research 
hypotheses, logit analysis models are also adopted. They 
are the following: 

 
EM1i (EM2i) = β0 + β1FEMDi (β1FEMi) + β2SIZEi + 
β3BANKi + β4ATRi + β5EM1previous i + (β5EM2previous i) 

+ β6SECTORi                                                               (2) 
 

All the variables are analytically described in Table 1. 

To test the research hypothesis H1, the dependent 
variable is EM1. To test the research hypothesis H2, it is 
EM2. The independent variable is, alternatively, FEMD 

and FEM. Our attention is focused on the statistical 
significance of its coefficient. The research hypotheses 
will be confirmed if this coefficient is statistically 

significant. 
A set of control variables is included in order to control 

for the influence of those factors that previous studies 

have found to affect companies’ propensity to engage in 
EM and ECM (Baralexis, 2004; Burgstahler and Dichev, 
1997; Marques et al., 2011; Moreira, 2006; Poli, 2013b, 

2015a): company size (SIZE), financial incentives 
(BANK), fiscal incentives (ATR), previously displayed 
behavior (EM1previous and EM2previous), and industry 

sector (SECTOR). Consistent with the findings of 
previous studies, it is expected that the coefficients of all 
the control variables are positive and statistically 

significant. 
The sample of companies was extracted from the 

“Analisi Informatizzata Delle Aziende” (AIDA) database 

supplied by Bureau van Dijk (the date of extraction is 3rd 
May 2016). The AIDA database provides financial 
statement data for a vast set of private Italian companies 

operating in sectors other than the financial one. 
It was selected on the basis of the criteria that follow: 

limited liability companies; active companies; unlis ted 

companies; (non-consolidated) financial statements 
prepared in ordinary form according to Italian legislation 
and generally accepted accounting standards in each 

year of the period 2011 to 2014; number of employees 
comprised between 10 and 249 in each year of the period 
2011 to 2014; balance sheet total of more than € 2 million 

and up to € 43 million in each year of the period 2011 to 
2014; turnover of more than € 2 million and up to € 50 
million in each year of the period 2011 to 2014; positive 

total shareholders’ equity in each year of the period 2011 
to 2014; companies that are owned only by individuals. 

The number of companies that meet the 

aforementioned selection criteria amounts to 6,501. To 
these sample companies, we subtracted (1) the 
observations with incomplete or invalid data (15), (2) the 

observations  with  outlier value of ATR (402), and (3) the  
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Table 1. Definitions of the variables. 

 

Variable Definitions 

NIi Net income of fiscal year t, scaled to total assets of fiscal year t-1, of company i. 

  

ECi 
Difference between the net income of fiscal year t and the net income of fiscal year t-1, scaled to total assets of 
fiscal year t-2, of company i. 

  

EM1I 
Dummy variable that holds a value of 1 if NI of fiscal year t of company i assumes a value between 0 and 0.005 
(0 is included, 0.005 is excluded), of 0 otherwise. 

  

EM2i 
Dummy variable that holds a value of 1 if EC of fiscal year t of company i assumes a value between -0.0025 
and 0.0025 (-0.0025 is included, 0.0025 is excluded), of 0 otherwise. 

  

FEMDi 
Dummy variable that holds a value of 1 if the portion of equity held by female owners of company i in fiscal year 
t is higher than 0.50, 0 otherwise. 

  

FEMi Portion of equity held by female owners of company i in fiscal year t. 

  

SIZEi The natural logarithm of total assets of company i at the end of fiscal year t. 

  

BANKi The ratio between bank loans and total assets of company i at the end of fiscal year t. 

  

ATRi 
The difference between the income before taxes and the net income, scaled by the absolute value of the 
income before taxes, all referring to company i and fiscal year t. 

  

EM1previous i 
Dummy variable that holds a value of 1 if the reported earnings of fiscal year t-1, scaled to total assets of fiscal 
year t-2, of company i assumes a value between 0 and 0.005 (0 is included, 0.005 is excluded), of 0 otherwise.  

  

EM2previous i 

Dummy variable that holds a value of 1 if the reported earnings change (determined as the difference between 
the reported earnings of fiscal year t-1 and the reported earnings of fiscal year t-2) of fiscal year t-1, scaled to 
total assets of fiscal year t-3, of company i assumes a value between -0.0025 and 0.0025 (-0.0025 is included, 
0.0025 is excluded), of 0 otherwise. 

  

SECTORi 
Set of dummy variables based on the two-digit ATECO 2007 codes (the Italian system of classification of 
economic sectors). The base case is the sector that has more observations. 

 

Fiscal year t = 2014. 

 
 
 
observations of sectors represented by less than ten 
observations (105). Subtraction (2) was considered 

necessary in order to have a more homogeneous sample 
of companies on which to conduct the analysis. To 
identify outlier values of ATR, the Tukey method of 

leveraging the interquartile range is used. The outlier 
values are the values below the first quartile decreased 
by 1.5 times the interquartile range and the values above 

the third quartile increased by 1.5 times the interquartile 
range. Subtraction (3) was considered necessary to 
ensure that each sector was represented by the minimum 

number of observations considered adequate for the 
analysis. The final sample companies total 5,979. Table 2 
reports the sample company process. 

Table 3 shows the main descriptive statistics referring 
to the sample companies. The companies  in  which 

women hold a portion of their equity amount to 33% of 
the sample.  

Those in which they hold the majority of their equity 
amount to 14% of the sample.  

The companies in which men hold the majority of their 

equity, instead, amount to 79% of the sample. Within the 
sample, then, female entrepreneurship appears 
restricted. At the level of statistical significance of 0.05, 

the differences between the means of NI, EC, SIZE, and 
ATR, conditioned on FEM, are not statistically significant. 
At the level of statistical significance of 0.01, also the 

difference between the means of BANK, conditioned on 
FEM, is not statistically significant.  

With reference to the variables considered, therefore, 

there are no statistically significant differences between 
the  companies  that  are  controlled  by  women  and  the 
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Table 2. Sample company process. 

 

Parameter Observations 

Initial observations, according to the selection criteria 6,501 

Observations with incomplete or invalid data -15 

Observations with outlier value of ATR -402 

Observations of sectors represented by less than ten observations  -105 

Final observations 5,979 

 
 
 

Table 3. Descriptive statistics (Panel a). 

 

Continuous variable Observations Mean Standard deviation First quartile Median Third quartile 

NI 5,979 0.0252 0.0582 0.0024 0.0122 0.0397 

EC 5,979 0.0063 0.0442 -0.0039 0.0024 0.0158 

FEM 5,979 0.2481 0.2702 0.0000 0.1790 0.4486 

SIZE 5,979 16.1806 0.6024 15.7625 16.1861 16.5986 

BANK 5,979 0.2178 0.1721 0.0618 0.2021 0.3456 

ATR 5,979 0.4812 0.2490 0.3377 0.4362 0.6484 
 
 
 

Table 3. Descriptive statistics (Panel b). 

 

Dummy variable 
Observations 

Total 0 1 

EM1 5,979 4,614 1,365 

EM2 5,979 4,651 1,328 

FEMD 5,979 5,148 831 

EM1previous 5,979 4,632 1,347 

EM2previous 5,979 4,706 1,273 

 
 

 
Table 3. Descriptive statistics (Panel c). 

 

Continuous variable 

FEM 
MWW-statistic* 

(p-value) 
FEM ≤ 0.50  FEM > 0.50 

Observations Mean (SD)  Observations Mean (SD) 

NI 5,148 0.2530 (0.0587)  831 0.0248 (0.0550) 1.772 (0.0763) 

EC 5,148 0.0064 (0.0453)  831 0.0058 (0.0367) 0.732 (0.4640) 

SIZE 5,148 16.1786 (0.6054)  831 16.1930 (0.5836) -0.424 (0.6717) 

BANK 5,148 0.2196 (0.1722)  831 0.2062 (0.1713) 2.163 (0.0306) 

ATR 5,148 0.4813 (0.2473)  831 0.4809 (0.2592) -0.180 (0.8569) 
 

*Mann-Whitney-Wilcoxon statistic. 

 

 
 
companies that are not controlled by women. 

 
 
FINDINGS AND DISCUSSION 

 
The earnings frequency distributions conditional on FEM 
are  shown  in   Figure  1.  Each   histogram   in  Figure  1 

presents a peak of observations in the first positive 

interval 1, corresponding to the range [0-0.005) and a 
marked discontinuity both to the left and to the right of it, 
that are the typical characteristics of earnings manage-

ment practices aiming to minimize earnings (Coppens 
and Peek, 2005; Marques et al., 2011; Poli, 2013a, b, 
2015a). 
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Figure 1. Conditional earnings frequency distributions. Each histogram is truncated, show ing only 

the f irst four intervals of positive (from 1 to 4) earnings and the f irst tw o intervals of negative (from -

1 to -2) earnings. The percentages of the observations falling in each earnings interval refer to the 

respective sub-sample (5,148 observations w hen FEM ≤ 0.50, 831 observations w hen FEM > 

0.50). 

 
 
 

Table 4. Statistics Zi referring to the earnings frequency distributions. 

 

Earnings intervals nai nei σi Zi (p-value) two-tailed 

FEM ≤ 0.50     

-2 51 57.5 8.8692 -0.7329 (0.4639) 

-1 52 611.5 16.8746 -33.1563 (0.0000) 

1 1,172 330 32.3978 25.9894 (0.0000) 

2 608 782 28.4409 -6.1180 (0.0000) 

3 392 466 23.5232 -3.1458 (0.0017) 

     

FEM > 0.50     

-2 9 10.5 3.7443 -0.4006 (0.6887) 

-1 8 101 6.7932 -13.6902 (0.0000) 

1 193 53 13.0880 10.6968 (0.0000) 

2 98 135 11.4896 -3.2203 (0.0013) 

3 77 69.5 9.9400 0.7545 (0.4505) 

 

 
 
Table 4 shows the test statistics suggested by 

Burgstahler and Dichev (1997). It shows that, with 
reference to both histograms in Figure 1, the difference 
between the actual and the expected number of 

observations is positive and statistically significant (at a 
level of 1%) with reference to interval 1, it is negative and 
statistically significant (at a level of 1%) with reference to 

interval -1 and with reference to interval 2. Thus,  the  test 

statistics confirm the presence of a discontinuity both to 

the left and to the right of interval 1.  
The earnings change frequency distributions conditional 

on FEM are shown in Figure 2. Each histogram in Figure 

2 presents peaks of observations in correspondence to 
the first negative interval -1, corresponding to the range  
(-0.00250-0), and to the first positive interval 1, 

corresponding  to  the  range  (0-0.0025)  and  a   marked 
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Figure 2. Conditional earnings change frequency distributions. Each histogram is truncated, 

show ing only the f irst three intervals of positive (from 1 to 3) and negative (from -1 to -3) earnings 

changes. The percentages of the observations falling in each earnings interval refer to the 

respective sub-sample (5,148 observations w hen FEM ≤ 0.50, 831 observations w hen FEM > 0.50). 

 
 

 
Table 5. Statistics Zi referring to the earnings change frequency distributions. 

 

Earnings intervals nai nei σi Zi (p-value) two-tailed 

FEM ≤ 0.50     

-3 180 201.5 16.3330 -1.3164 (0.1880) 

-2 261 340.5 19.8941 -3.9962 (0.0001) 

-1 501 447.5 25.2492 2.1189 (0.0341) 

1 634 449.5 27.2380 6.7736 (0.0000) 

2 398 456 23.5630 -2.4615 (0.0138) 

3 278 318.5 20.0703 -2.0179 (0.0436) 

     

FEM > 0.50     

-3 28 35 6.5637 -1.0665 (0.2862) 

-2 41 60.5 8.0512 -2.4220 (0.0154) 

-1 93 70.5 10.5764 2.1274 (0.0334) 

1 100 79 10.9524 1.9174 (0.0552) 

2 65 73 9.4870 -0.8433 (0.3991) 

3 46 50.5 8.1015 -0.5555 (0.5786) 

 
 
 

discontinuity both to the left of the first negative interval 
and to the right of the first positive interval, that are the 
typical characteristics of earnings management practices 

aiming to minimize earnings changes (Coppens and 
Peek, 2005; Poli, 2013b, 2015a). 

Table 5 shows the test statistics suggested by 

Burgstahler and Dichev (1997). It shows that, with 
reference to the histogram to the left of Figure 2 
(FEM≤0.50), the difference between the actual and the 

expected number of observations is positive and 
statistically significant (at a level of 5%) with reference to 
interval -1, it is positive  and  statistically  significant (at  a  
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Table 6. Results of the logit analysis. 

 

Variable 
Expected 

signs 

Coefficients (standard errors) 

Dependent variable: EM1 Dependent variable: EM2 

Model 1 Model 2 Model 3 Model 4 

Constant ? -13.8088*** (1.3895) -13.8092*** (1.3897) -7.8145*** (0.9878) -7.8120*** (0.9881) 

FEMD ? -0.0272 (0.8446) - 0.0841 (0.0997) - 

FEM ? - 0.0428 (0.1763) - 0.0248 (0.1287) 

SIZE + 0.3739*** (0.0837) 0.3730*** (0.0837) 0.2750*** (0.0603) 0.2753*** (0.0603) 

BANK + 1.1127*** (0.3015) 1.1214*** (0.3015) 0.8216*** (0.2129) 0.8166*** (0.2130) 

ATR + 10.1344*** (0.3052) 10.1317*** (0.3051) 3.2273*** (0.1537) 3.2293*** (0.1538) 

EM1previous + 1.1175*** (0.0998) 1.1175*** (0.0998) - - 

EM2previous + -  1.0516*** (0.0753) 1.0514*** (0.0753) 

SECTOR  INCLUDED INCLUDED INCLUDED INCLUDED 

N  5,979 5,979 5,979 5,979 

Adjusted R2 - 0.5198 0.5198 0.1464 0.1462 

Correctly  predicted results (% ) - 90.9 91 80.5 80.5 
 

***, ** and * indicate signif icance at 1%, 5% and 10%, respectively. For the meaning of the variables, see Table 1. 

 
 
 

level of 1%) with reference to interval 1, it is negative and 
statistically significant (at a level of 1%) with reference to 
interval -2, it is negative and statistically significant (at a 

level of 5%) with reference to interval 2. Thus, the test 
statistics confirm the presence of a discontinuity to the 
left of interval -1 and to the right of interval 1. Table 5 also 

shows that, with reference to the histogram to the right of 
Figure 2 (FEM>0.50), the difference between the actual 
and the expected number of observations is positive and 

statistically significant (at a level of 5%) with reference to 
interval -1, it is positive and statistically significant (at a 
level of 10%) with reference to interval 1, it is negative 

and statistically significant (at a level of 5%) with 
reference to interval -2, it is negative and statistically not 
significant with reference to interval 2. Thus, the test 

statistics confirm the presence of a discontinuity to the 
left of interval -1, but they do not confirm the presence of 
a discontinuity to the right of interval 1. 

To verify whether the two histograms of each figure are 
or are not equal from a statistical point of view, the chi-
square test is applied. The test statistic assumes value 

χ
2

(4)=1.8323 (p-value=0.7666) with reference to the two 
histograms in Figure 1, value χ

2
(5)=1.4327 (p-

value=0.9207) with reference to the two histograms in 

Figure 2. Thus, the two histograms in each figure are 
statistically significantly equal. In other words, the 
frequency distributions of earnings and the frequency 

distributions of earnings changes are independent from 
FEM. Thus, both research hypotheses are rejected. 

Table 6 shows the results of the logit analysis used to 

test the research hypotheses. It shows that statistically 
significant relationships between each configuration of 
the independent variable (FEMD and FEM) and the 

companies’ propensity to practice EM and ECM do not 
exist. Thus, the rejection of both research  hypotheses  is 

confirmed. Table 6 also shows that the coefficients of all 
the control variables are positive and statistically 
significant, as expected. 

The analysis conducted to verify whether the models 
suffer collinearity issues, that are not reported, has 
shown that these problems do not exist. 

Although several previous studies (most of which were 
cited in the second section of our study) have shown that 
women, in different contexts, display more risk-averse 

and ethical behaviors than men, our findings show that 
women and men have the same propensity to practice 
EM and ECM, which, like other earnings management 

practices, are considered risky and unethical behaviors 
(Healy and Wahlen, 1999; Roychowdhury, 2006). It is 
likely that there are some very strong incentives for both 

women and men to engage in these practices that affect 
their behavior in the same way. Previous studies 
(Coppens and Peek, 2005; Marques et al., 2011), and 

our findings as well, suggest that these incentives may be 
of a fiscal nature. 

In countries such as Italy (Gavana et al., 2013; Poli, 

2015b), where there is a close alignment between 
accounting and tax rules, if there are no other factors that 
lead people to manifest different behaviors, companies 

are likely to engage in EM and ECM practices (Coppens 
and Peek, 2005; Marques et al., 2011). This is due to the 
impact of two fiscal incentives that work in opposite 

directions. On the one hand, companies with negative 
earnings have incentives to manage them upward to 
overcome the threshold of zero, thus decreasing the 

probability of investigations or audits by tax authorities. 
On the other hand, companies with positive earnings 
have incentives to manage them downward to bring them 

close to zero, thus minimizing tax payments. As a result, 
they tend to report slightly positive earnings. 



 

 
 
 

If adopting behaviors that reduce the risk of tax 
inspections could be consistent with the fact that women 
are risk averse, engaging in behaviors that reduce the 

burden of taxes to be paid is not necessarily consistent 
with the fact that they are ethical. Fiscal incentives, 
therefore, may strongly influence the behavior of both 

women and men. 
It has been written that fiscal incentives work with the 

greatest intensity when there are no other factors that 

lead to different behaviors. Moreira (2006) suggests that 
one of these other factors could be financial incentives. 
He has explored the impact of the degree of bank 

indebtedness on private Portuguese companies’ earnings 
management practices. He has found that companies 
with a higher degree of bank indebtedness have a higher 

propensity to manage earnings upward to avoid losses 
and a lower propensity to manage earnings downward to 
minimize tax payments than companies with lower 

degree of bank indebtedness. He has suggested that “the 
probability of obtaining the necessary funds at a 
reasonable cost is positively related to the quality of their 

accounting numbers, given that bank’s credit decisions 
are based on firms’ financial information. Thus, this […] 
incentive tends to motivate firms into adopting accounting 

choices that provoke an impact on reported earnings in 
the opposite sense to that related taxes”. It is as if the 
bank system acts as a controller of earnings 

management practices of private Portuguese companies. 
However, our findings have shown that this does not 
occur in the Italian context. In fact, in the logit analysis 

models the coefficients of BANK are always positive and 
statistically significant, demonstrating that the higher the 
degree of bank indebtedness the higher the propensity to 

practice EM and ECM. Thus, in the Italian context, the 
bank system does not act as a controller of earnings 
management practices of private Italian companies. 

Probably, this can be due to the fact that Italian banks do 
not traditionally rely very much on financial reporting 
when they are considering whether or not to lend money. 

This is why, especially with reference to the type of 
organization under analysis in this study, Italian banks 
almost always approve financing only on the condition of 

personal guarantees from shareholders. 
 

 
Conclusion 
 

The study has investigated whether and how gender 

diversity in ownership structure affects private Italian 
companies’ propensity to engage in EM and ECM, 
showing that it is not associated with both types of 

earnings management practices. As previously noted, to 
the best of our knowledge, this is the first study that has 
investigated such a relationship in the literature, thus 

filling this knowledge gap. 
In addition, our study extends the current knowledge on 

the relationship between aspects of corporate governance 

and earnings management practices in private companies,   
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especially SMEs, and on the earnings quality of Italian 
companies. These have been under-explored issues in 
the literature. 

The main limitation of our study refers to the method 
used to detect companies that practice EM and ECM 
(Dechow et al., 2010). In fact, it is difficult to distinguish 

companies that report slightly positive earnings and slight 
earnings changes because of chance circumstances (or 
as a result of credible alternative explanations including 

non-accounting issues) from those that report them as a 
result of earnings management practices. Thus, caution 
should be used in interpreting the findings. This study 

notwithstanding, whether and how gender diversity in 
ownership structure affects earnings management 
practices remains an insufficiently investigated topic. 

Therefore, further studies are required to gain a full 
understanding of this relationship. 
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Ethical behaviour if not practiced has the ability of reducing organization performance; it may cause 
disagreements, lawsuits, client dissatisfaction, poor service delivery, poor time management, and 
corruption among others. Some of the unethical behaviours observable that may affect organizational 

performance include arrogance, ignorance, neglect, absenteeism, alcohol consumption, smoking, and 
neglect among others. An organization's ability to bring forth ethical behaviour that goes above and 
beyond the call of duty can be a key asset and one that is difficult for competitors to imitate. The main 

objective of the study was to assess the influence of ethical behaviour on organizational performance 
in the Kenyan Public Health Sector. This was for the purpose of proposing appropriate strategies that 
could cultivate commitment and compliance among health workers in the sector. The study was based 

on the Social Learning Theory by Albert Bandura (1977). It posits that people learn from one another, by 
way of observation, imitation, and modeling. The study was carried out in Baringo District Hospital -
Kabarnet, Rift-Valley Province. A mixed approach method was used with a survey research design. It 

applied a census inquiry on all the staff in the facility and 174 returned their questionnaires. 
Questionnaires were used for primary data collection. Data analysis was carried out using descriptive 
statistics and content analysis for ordinal and nominal data, respectively. Data presentation was done 

using tables, frequencies and percentages. The results showed that neglect, absenteeism, poor time 
management, corruption, disputes, and dishonest were rife in the sector. It was recommended that 
training of staff, government support and strict enforcement of the Public Officer Ethics Act (2003) be 

duly implemented to curb these vices. The office of the Ombudsman should put in place mechanisms 
that enable clients or patients to report any act of malpractice either via social media or text messages 
for prompt action. 

 
Key words: Behaviour, ethics, performance, corruption.  

 

 
INTRODUCTION 
 

Behaviour is a function of both the persons and the 
environment   (Lewin,   1943).   Unethical   behaviour   by 

employees can affect individuals, work teams, and even 
the  organization  (Andrews,  1989).   Organizations   thus  
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depend on individuals to act ethically (Wagel, 1987).  
Ethical behaviour is acting in ways that are consistent 
with one‟s personal values and the commonly held values 

of the organization and society (Naran, 1992). Unethical 
behaviour by employees can affect individuals, work 
teams, and even the organization (Andrews, 

1989). Organizations thus depend on individuals to act 
ethically. An organization‟s ability to elicit ethical 
behaviour that goes above and beyond the call of duty 

can be a key asset and one that is difficult for competitors 
to imitate. “It‟s not enough to just show up at 8 o‟clock 
each morning and say, „oh, I have done a wonderful 

thing” (Bolino et al., 2003). 
Ethical behaviour in organizations is necessary 

because business can become unethical, and there are 

plenty of evidence as in today on unethical company 
practices. “Irrespective of the demands and pressures 
upon every organization, by virtue of its existence it is 

bound to be ethical, for at least two reasons: one, 
because whatever the business does affects its 
stakeholders and two, because every moment of action 

has paths of ethical as well as unethical paths wherein 
the existence of the business is justified by ethical 
alternatives it responsibly chooses” (Murphy, 2002). 

According to Ackroydet al. (1999), there are various 
forms of unethical behaviour that are pervasive and 
costly problems when encountered by work 

organizations. Not surprisingly, there is a growing interest 
among organization scientists and practitioners in the 
patterns of and in the motivational factors affecting such 

behaviour, as well as in its consequences for both 
organizations and their members (Greenberg, 1997; 
Robinson and Bennett, 1995).  

At times, we might ask: is it possible to look at peoples‟ 
attitudes, their state of mind? Can we influence the way 
they think about work? If we could change their attitudes, 

make them more positive, would they not behave 
differently? Ethical behaviour is important in all aspects of 
life because it is an essential part of the foundat ion on 

which a civilized society is established. “An organization 
or society that lacks ethical principles is bound to fail 
sooner or later” (Posters, 2003). 

 
 
The public health care delivery sector 

 
According to the research carried out by Kenya Anti-
Corruption Commission (KACC, 2010) in the health care 

delivery sector in February 2010, it identified the following 
forms of corruptions in the sector which are of ethical 
nature. There was fraudulent procurement of drugs and 

medical supplies whereby suppliers offer bribes to 
procuring entities in order to be awarded contracts 
unfairly. This caused overpricing and procurement of 

substandard goods and supplies. There existed outright 
theft of drugs and medical supplies by public officials 
responsible  for  their  custody  and  administration.   This  
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resulted in shortage of drugs and supplies and 
consequent inability of citizens to access health care 
services. At times, patients are forced to give unofficial 

payments (bribes) to enable them access or speed up 
service delivery. This results in high cost of health care 
beyond the reach of ordinary citizens. There was use of 

public health facilities by health care workers to attend 
and treat their private patients. This was misuse of public 
facilities for private gain and creation of undue 

congestion. Theft and diversion of revenue collected at 
public health facilities by officers who are responsible for 
the administration of revenue at the health facilities. This 

caused shortage of drugs, medical supplies and other 
services at the health facilities. The health care insurance 
fraud was also cited where health workers and doctors 

inflated medical bills and prescribed unnecessary 
procedures and bills were to be paid through medical 
insurance schemes. This caused unwarranted increase in 

the cost of health care services. Absenteeism and conflict 
of interest by health care workers while attending to 
private or personal matters resulted in inability of patients 

to access quality health care services as and when 
required. 

Kenya‟s Public Health Sector is akin to these practices 

of unethical nature. It is noted that previous studies have 
continued to report on the increase of unethical practices 
within the health sector. This is why the research 

endeavored to identify whether they still existed and what 
were the likely effects on organizational performance. 
The research carried out by KACC and TI tried to identify 

and expose unethical practices existing in the sector, but 
the study merely attempted to expose the probable 
effects of such practices and not the actual practices 

encountered by citizens. 
 
 
MATERIALS AND METHODS 

 

The study w as carried out in Baringo District Hospital-Kabarnet, 

Rift-Valley Province. It is one of the 19 District Hospitals in Rift 

Valley Province. This is the largest hospital in the entire district. 

Kabarnet is the District Headquarters of Baringo, serving three 

constituencies. The facility boasts of not more than 182 employees, 

including nurses and health off icers furthering their diploma studies 

at the adjacent Kenya Medical Training College.  

 

 

Research methodology and design 

 

The study w as carried out in Baringo District Hospital-Kabarnet, 

Rift-Valley Province. It applied a census inquiry on all the staff in 

the facility and 174 returned their questionnaires. A census inquiry 

is a complete enumeration of all items in the „population‟ (Kothari, 

2004). It can be presumed that in such an inquiry, w hen all items 

are covered, no element of chance is left and the highest accuracy 

is obtained. How ever, in practice, this may not be true. How ever, it 

needs to be emphasized that w hen the universe is a small one, it is 

no use resorting to a sample survey (Kothari, 2004). Primary data 

w as collected using questionnaires, w hile secondary data w as 

obtained from books, journals, previous research reports, 

government w ebsites, organizational w ebsites and new spapers. 
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Table 1. Unethical behaviours at the w orkplace (Primary Data). 

 

Unethical practices at the workplace Frequency Percent 

Disregard/ in-attendance 8 34.8 

Lateness 5 21.7 

Corruption 4 17.4 

Conflict among staff 2 8.7 

Drunkenness on duty  1 4.3 

Dishonesty 3 13.0 

Total 23 100.0 

 
 
 
Analysis w as carried out using descriptive statistics. These w ere 

presented using tables, frequencies and percentages. 

 
 
RESULTS AND DISCUSSION 
 
Ethical behaviours differ from one organization to the 

other, depending on the nature of their activities, though 
some may share some similarity. In the public health 
sector, they pay little attention to patient‟s plight (34.8%) 

(Table 1).  
It is not unusual in a public hospital to find a frustrated 

patient having waited for long hours, while others remain 

queuing, simply because the nurses did not notice 
whether the patient deserved emergency treatment or 
not. This attitude was evidenced when a patient died in 

Nyanza Provincial Hospital recently. “A patient who died 
unattended to after five hours at the Nyanza Provincial 
General Hospital was left lying on a bench for another 

three hours, the patient, claimed that medical staff on 
duty ignored them and kept them waiting unattended to 
for hours. "The nurse was arrogant. She said they were 

only dealing with emergency cases, which were not there 
at the time," she added. This brings out an element of 
neglect and dishonest (The Standard Newspaper, 

Tuesday, 7th July, 2009: 2). "I brought him to the hospital 
at 8am while walking in pain. He was not attended to until 
l1pm when he succumbed while lying on the bench”.  

Posters (2003) recommended that ethical behaviour 
should be considered as an important pillar in all aspects 
of life because it is an essential part of the foundation on 

which a civilized society is established.   
Nurses or hospital staffs frequently have gone on go-

slows or strikes accusing the hospital management and 

administrators of lack of accountability. The management 
on the other hand are known to accuse the striking staff 
of client neglect. Most staff report on duty as they like...” 

(The Sunday Nation, Sunday, 13th June, 2010: 21). All 
these issues remain a challenge in our Public Health 
Facilities today and much has to be done to curb such 

vices and ensure patient satisfaction, better use of scarce 

resources, and provision of drugs. Unethical behaviour 
negates any efforts towards improving organizational 

performance. With such occurences, such behaviours 
should not be encouraged at all cost since they can be 
costly to the organization and also to the clients it serves 

(Ackroyd et al., 1999).  
Posters (2003) argue that such organizations are 

bound sooner or later. As such, the health sector in 

Kenya should not be allowed to exhibit such behaviours 
since it plays a pivotal role in health provision to the 
citizens of Kenya. 

There was a strong indication that managing unethical 
behaviour has enormous contribution towards improving 
organizational performance. This is an indication that 

ethical behaviours should be practiced by employers and 
organizations that want to achieve customer satisfaction 
and promotes their organizational performance (Table 2). 

This finding agrees with Murphy (2002) who noted that 
ethical behaviour affects its stakeholders and that every 
moment of action has paths of ethical as well as unethical 

paths wherein the existence of the business is justified by 
ethical alternatives it responsibly chooses”. It is worth 
noting that organization‟s employees are obligated to act 

ethically at all times so as to promote better 
organizational performance and its image (Wagel, 
1987).   

As highlighted by the management group, lack of 
enough resources and facilities by the hospital, lack of 
commitment by employees, are the most leading causes 

of unethical behaviour in the Health Sector. These factors 
are deterrent to the performance of duties effectively and 
efficiently (Table 3). Poor remuneration was also cited as 

a causative factor of unethical behaviour. This finding 
may attest to the KACC report, which stated that theft of 
drugs, absenteeism, unnecessary referrals, charging 

illegal fees and soliciting for bribes are main unethical 
forms of corruption in the Public Health Sector in Kenya, 
(Kenya Anti-Corruption Commission Report, 2010). This 

finding reveals that such behaviours by employees can 
affect individuals, work teams, and even the organization 
negatively (Andrews, 1989). 
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Table 2. Frequency of the importance of addressing unethical behaviour w orkplace (Primary Data).  
 

Managing unethical behaviour increases organization performance Frequency Percent 

Yes 149 98.7 

No 2 1.3 

Total 151 100.0 

  
 
 

Table 3. Frequency of causes of undesirable behaviour (Primary Data). 

 

Causes of undesirable behaviour Frequency Percent 

Lack or resources 9 39.1 

lack of commitment 7 30.4 

Poor remuneration 5 21.7 

Stress 2 8.7 

Total 23 100.0 

 

 
 

Table 4. Frequency of benefits of ethical behaviour. 

 

Benefits of behaviour management Frequency Percent 

Better service delivery 66 43.7 

Attainment of objectives 31 20.5 

Harmony at work 15 9.9 

Prudent resource use  17 11.3 

Reduced conflict 7 4.6 

United workforce 15 9.9 

Total 151 100.0 

 

 
 
Benefits of behaviour management in organizations 

 
The fifth objective of the study was to establish the 
benefits accruing from ethical behaviour in organizations. 

To achieve this objective, respondents were asked to 
identify the benefits that accrue to the organization when 
ethical behaviour is put in place. The results were 

captured as shown in Table 4. 
Better service delivery was cited by most respondents 

as the benefit accruing from behaviour management 

(43.7%). This implies client satisfaction and improved 
organizational performance, (Table 4). All the managers 
agreed unanimously that behaviour management was 

essential and should be adapted to tame unethical 
practices.  
 

 

Conclusion 
 

Ethical behaviour among employees is crucial and 

imperative. From the research findings, there is a strong 
inclination that these vices are inherent in the public 
sector organizations. Transparency International (TI) in 

2006 recognized embezzlement, theft, and corruption in 

procurement, corruption in payment systems as some 

practices existing in the health sector. This evidence 
shows the kind of problematic issue in this sector even in 
the 21st Century. Leadership in these firms should not be 

overlooked, since it provides a sense of direction to the 
junior staff. Failure to take action on errant employee 
shows other employees that there are no punishments to 

these vices, hence, the breeding of the said behaviours 
at the workplace. The study found that organizations do 
not have clear guidelines on how to punish or keep in 

check unethical behaviours. The Government of Kenya 
(2003) introduced the Public Officer Ethics Act (2003), 
which stipulates the ethical principles to be adhered to by 

all government employees as well as the resultant 
punishment to be meted on offenders. However, 
considering the ethical occurrences in the health sector, it 

can be argued that rarely do employees adhere to the act 
or that they may have not read the Act. When cases of 
theft of newborns, theft of government drugs, neglect of 

patients, and other unethical practices cases are reported 
the umbrella body does not act or is just slow in 
addressing the issues. In most cases the issues remain 

pending, forgotten or unresolved in unclear circumstance.  
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Public scrutiny should be facilitated by transparent and 
democratic processes, oversight by the legislature and 
access to public information. Transparency should be 

further enhanced by measures such as disclosure 
systems and recognition of the role of an active and 
independent media in reporting unethical practices in the 

sector (Transparency International Report, 2006). 
The Public Health Sector should facilitate an 

environment where high standards of conduct are 

encouraged by providing appropriate incentives for 
ethical behaviour, such as adequate working conditions 
and effective performance assessment. Managers have 

an important role in this regard by providing consistent 
leadership and serving as role models in terms of ethics 
and conduct in their professional relationship with political 

leaders, other public servants and citizens. 
The Governance, Justice, Law and Order Sector 

(GJLOS) which is based under the office of the president 

should also intervene and investigate the issues 
concerning unethical practices in the Public Health 
Sector. In managing unethical behaviour, challenges are 

bound to emerge but through the law, conscience, 
accountability and responsibility, appropriate measures 
should be taken to contain undesirable unethical 

behaviours.  
 
 

RECOMMENDATIONS 
 
The study makes the following key recommendations: 

 
(1) that the Public Officer Act (2003) which spells out the 
ethical requirements for all public sector employees is to 

be fully enforced and those found to have contravened 
the act be dealt with by the law. Employees should also 
have training sessions to discuss the Act and other 

relevant ethical principles. 
(2) that the government through Governance, Justice, 
Law and Order office initiate the use of social media 

platform, and short text messaging services to enable 
patients and citizens report any form of misconduct as 
soon as possible for prompt action. 

 
 
 

 

 

 
 
 

3) Finally, the Kenya Anti-Corruption Agency (KACC) 
should be roped into investigating any form of corrupt 
practices as soon as it is reported using the 

aforementioned communication channels. 
 
Abbreviations: KMTC, Kenya Medical Training College; 

KACC, Kenya Anti-Corruption Commission; TI, 
Transparency International. 
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