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A B S T R A C T

The purpose of this paper is to shed light on the effect of corporate social responsibility performance on earn-
ings management. We also examine the moderating role of family ownership on the association between
earnings management and socially responsible performance. Based on an international sample of 6,442
firm-year observations from 2006 to 2014, we use several panel-data regression models. We find that so-
cial and environmental performance is positively related with earnings management; firms with a greater
socially responsible performance show a higher discretionary behavior by promoting actions that mask the
real financial and economic performance of the firm. However, we find that this positive relation is lower
– moderated - in family-owned firms, mainly because of the fact that family firms show a greater socially
responsible behavior aimed to preserve their socioemotional endowments and are negatively associated
with earnings management practices.

©2019 ASEPUC. Published by EDITUM - Universidad de Murcia. This is an open access article under the
CC BY-NC-ND license (http://creativecommons.org/licenses/by-nc-nd/4.0/).
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¿Afecta la responsabilidad social corporativa a la manipulación de la informa-
ción? Evidencia en empresas familiares

R E S U M E N

El objetivo de este artículo es intentar aclarar el efecto de la responsabilidad social corporativa en la
manipulación de información. También examinamos el efecto moderador de la familia en la relación entre
manipulación de información y responsabilidad corporativa. Basados en una muestra internacional de
6,442 observaciones empresa-año durante los años 2006-2014, usamos análisis de validez y modelos de
regresión para datos de panel. Hemos concluido que el desarrollo social y ambiental está positivamente
relacionado con la manipulación de información; las empresas con una mayor actividad de responsabilidad
social muestran un mayor comportamiento de manipulación a través de la promoción de acciones que
enmascaran la realidad financiera y económica de la sociedad. Igualmente, encontramos que esta relación
positiva es moderada a la baja en empresas familiares, principalmente porque las empresas familiares
muestran una mayor responsabilidad social pues están centradas en conservar sus legados emocionales y
así mismo están negativamente asociadas con prácticas relativas a la manipulación de información.
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Introduction

Do socially responsible companies follow more earning
management practices (EM)? Considering that not all organ-
izations behave in the same way, does this balance vary ac-
cording to family ownership? These are the research ques-
tions examined in this study, with the aim of reinforcing the
understanding of the effect played by socially responsible
commitment in EM practices – reporting accounting results
that do not correspond to those actually achieved (Kim et al.,
2012) - and with the aim of exploring the research gap about
the moderating effect of family businesses.

Companies may adopt different strategies for achieving
and maintaining their legitimacy (Suchman, 1995) and their
image in markets and society. They may also release inform-
ation with the aim of improving social and environmental
performance (Lindblom, 2010), and they may also use cor-
porate social responsibility (CSR) to influence the general
public and stakeholders’ perceptions regarding their beha-
vior (Dowling and Pfeffer, 1975). A stream of prior literat-
ure suggests that companies may mask their EM practices
by providing loads of CSR information (Salewski and Zülch,
2014). What’s more, Martinez-Ferrero et al., (2015) argued
that companies might use CSR information to ensure and en-
hance their legitimacy, in order to compensate for their poor
quality of financial information. Investors are not only in-
terested in financial information but also in social and en-
vironmental one (Anderson and Frankle, 1980; Dhaliwal et
al., 2014); therefore, according to Gavana et al (2017) those
companies which are involved in EM activities may be more
predisposed to provide CSR information as an expectation
for the investors and markets to receive a good image of the
company and, in this way, minimize the risk of financial mon-
itoring. Given the importance of EM potential damage (Chih
et al., 2008), it is quite interesting to analyze the relationship
between CSR performance and EM as an unethical strategy
that masks the real financial and economic data of the firm.

In addition to addressing the possibility that CSR practices
may mask EM practices, this study makes a contribution with
its focus on family ownership as a possible control mech-
anism that underlies the relationship mentioned above (La
Porta et al., 1998). It has been suggested that the presence
of family blockholders may constitute a mechanism that in-
hibits this type of EM practice (La Porta et al., 1998; Surroca
and Tribó, 2008). But also and in general, previous literat-
ure agrees in supporting the greater CSR commitment of fam-
ily firms (e.g. Berrone et al., 2012; Cruz et al., 2014); fam-
ily firms show higher social and environmental performance
by meeting stakeholder’s demands and preserving their so-
cioemotional endowments (Gómez-Mejía et al., 2007; Cruz
et al., 2014).

Considerable research has been addressed on the moder-
ating effect of family business in several aspects and whether
they behave differently from firms not owned by a family
group. Although family firms have many similarities with
non-family owned firms (Sharma, 2004), they are character-
ized by other features that make them unique and, therefore,
explains the attention paid to this type of organizations.

According to the existence of mixed results on the relation-
ship between CSR and earning management (Hong and An-
dersen, 2011; Kim et al., 2011; Gargouri et al., 2010; Shen
and Chih, 2005; Shleifer, 2004; Prior et al., 2008) and in par-
ticular, within the family firm framework where evidence is
scarce (Nekhili et al., 2017; Martin et al., 2016; Achleitner
et al., 2014; Pazzaglia et al., 2013; Fisher et al., 2001), our
paper focuses on the following. First, this research analyzes

the effect that CSR may have on EM; is socially responsible
commitment really ethical? Second, we focus our analysis
on the moderating role that family ownership may cause in
the relationship between CSR and earning management prac-
tices; are family firms moderating the relationship between
CSR and EM mainly because they tend to be more socially
responsible and show lower EM?

These research questions are examined with an internal
sample of analysis composed of 6,442 firm-year observations
from 2006 to 2014. Methodologically, several panel-data re-
gressions are proposed. The results show that more socially
responsible firms are more proactive to make use of EM activ-
ities. In addition, the main evidence supports the moderat-
ing role played by family ownership. The results also show
that family ownership is negatively associated with a greater
EM commitment but also in terms of interaction with corpor-
ate socially responsible practices. This result suggests that
family-owned firms are more conscious in terms of maintain-
ing their wealth and image in the society by “making well”,
by means of responsible actions and a correct disclosure of
their accountancy states. Overall, this paper confirms the
moderating effect of family ownership on the positive rela-
tion between CSR and EM practices.

This research contributes to previous literature in a num-
ber of ways. First, we explore the relationship between CSR
and EM in family business, as prevalent among listed com-
panies around the world (Burkart et al., 2003). Over the last
few years, previous studies have addressed the relationship
of family firms with CSR and EM, separately. However, they
have found mixed evidence and, sometimes, the results are
not generalizable; a possible cause could be the lack of study
of additional variables that clearly affect the relationship, like
ownership concentration.

Second, this research sheds some light on the two streams
previously established by several authors in the family busi-
ness context: CSR performance and EM activities. However,
we clearly contribute by providing additional evidence to the
previous one (e.g.; Riahi-Belkaoui, 2004; Prior et al., 2008;
Chih et al., 2008; Gargouri et al., 2010; Kim et al., 2011)
about the link between CSR and EM by documenting how so-
cially responsible firms are more predisposed to promote EM
practices.

Third, this research also contributes to the family busi-
ness literature in the following ways. Considerable research
has been conducted on the question of how family-owned
firms behave, and particularly whether they behave differ-
ently from non-family-owned firms. This research contrib-
utes to the literature by providing new insights into socially
responsible behavior and, even more, into its association
with earning managements.

Finally, our consideration of temporal dimension of the
data obtained, we use a range of years from 2006 to 2014,
instead of a single year analysis carried out by different au-
thors in the past (Ali et al., 2007) or far back-in-time periods
from the moment of analysis (Fan and Wong, 2002; Anderson
and Reeb, 2004; Wang, 2006). Furthermore, this study ad-
opts an international approach rather than a single-country
or region approach (Cascino et al., 2010; Lin et al., 2017;
Moore et al., 2017; Gaaya et al., 2017, Gavana et al., 2017).
While previous studies about the topics of CSR, family firms
and EM developed a cross-sectional analysis, this study ad-
opts a panel data approach that allows multiple comparisons
among countries and years. A subtler contribution is meth-
odological. This research employs econometric models based
on dependence techniques for panel data—concretely, differ-
ent Tobit regressions—representing additional added value.
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The remainder of this paper is structured as follows. In Sec-
tion 2, we describe the theoretical background that supports
our research hypotheses. Section 3 describes the research
model, data and sample. Finally, Sections 4 and 5 present
the results obtained and the conclusions drawn, respectively.

Theoretical framework and research hypotheses

Corporate social performance and earnings management

CSR has been defined in several ways by different authors.
For example, Carrol, in 1979, defined it as the responsibilit-
ies integrated in the company, taking into account the legal,
ethic, economic and discretionary expectations that society
has of organizations. In a more formal way, the World Busi-
ness Council for Sustainable Development (2000) defines it
as “the continuing commitment by business to behave ethically
and contribute to economic development while improving the
quality of life of the workforce and their families, as well as
of the local community and society at large”. In any case, CSR
strategy is presented as an emerging alternative management
model and considers the company as a set of relationships,
not just between owners and managers, but also with parties
or groups interested in the evolution of the company: em-
ployees, customers, suppliers, competitors, the environment,
and society in general (Adams, 2002).

Moreover, previous studies (Orlitzky et al., 2003; Petersen
and Vredenburg, 2009; El Ghoul et al., 2011; Mason and
Simmons, 2013) agree in defending that one of the most im-
portant consequences of a proactive CSR strategy is increas-
ing a firm’s reputation. This reputation/image leads to posit-
ive reinforcement of the stakeholderst’ perception of and con-
fidence in the firm (Deephouse and Carter, 2005; Fombrun
et al., 2000; Young and Marais, 2011). In fact, in order to
achieve this perception, financial transparency and account-
ability are becoming more crucial for CSR, being able to re-
duce the power that insiders have over outsiders, using their
information advantage (Chih et al., 2008). In order to bear
in mind for later analysis, firms communicate stakeholders
the way they are responding to CSR activities by disclosing
it, because it does affect their perceptions and they seem to
believe that it is useful (Dierkes and Antal, 1985; Gray, Kouhy
and Lavers, 1995).

On the other hand, given the importance that financial
transparency and accountability have for CSR, we analyze
several issues concerning EM. EM can be understood as those
activities carried out in an intentional way by firm’s managers
to report accounting results that do not show an accurate im-
age or situation of the company (Garcia-Osma et al., 2005).
In this regard, two streams – opposite - coexist in the literat-
ure on the possible relationship between CSR and EM. What’s
more, authors like Chih et al., (2008) explained that the rela-
tionship between CSR and EM could be positive, negative or
even no existing. On the one hand, firms have started to take
care or pay attention to the adoption of different mechanisms
of behavior, whose aim is to reconcile business with ethical
or social goals. In this regard and in our matter of study, dif-
ferent authors (Hong and Andersen, 2011; Kim et al., 2011;
Shen and Chih, 2005; Shleifer, 2004) have found a good
relationship between socially responsible practices and the
level of EM; these authors state that these practices are less
common in companies with a great commitment to respons-
ible practices, on accounting of their emphasis on provid-
ing a transparent image of the situation of the company and
its management. Moreover, several studies have found that
companies have accepted their social obligations and, there-

fore, managers feel the need of doing what is right; to carry
transparent and honest management activities (Phillips et al.,
2003; Jones, 1995). This is the reason why, a smaller use of
EM actions from managers that behave more ethically and
transparent responsible could be expected. Therefore, CSR
is used to win support and protection from stakeholders, try-
ing to show the market their good behavior, providing an ex-
tensive disclosure of information (Gelb and Strawser, 2001).
Thus, as Chih et al., (2008) argue, for high CSR firms, in
order to maintain financial transparency, they should not en-
gage in EM or, at lease, engage less, which could be translated
into a negative relationship between these variables. How-
ever, while the support for the negative relationship between
CSR and EM has recently gained value, there also exists a
different point of view, stating that CSR practices may hide
managers’ behavior, because they try to hide the fact that they
are focused on EM activities (Gargouri et al., 2010; Prior et
al., 2008). In this line, studies have adopted, as their starting
point, the traditional agency problem, where the separation
of ownership and control is done, playing an important role
for managers (agents) to make use of opportunistic actions,
whose objectives might be different from those of sharehold-
ers (principals). In this context, it has been noted that CSR
can exacerbate agency problems (Leuz et al., 2003) and mo-
tivate managers to use the information they posses to make
decisions based on their own interests and against those of
external groups.

In this vein, Chih et al., (2008) state that if socially re-
sponsible firms try to meet the demands of multiple stake-
holders, they could damage their financial performance, and
therefore, manage EM in order to upward the expected res-
ults. Meanwhile, Riahi-Belkaoui (2004) also found that these
types of firms with high levels of CSR performance made use
of more discretionary accruals.

Building our hypothesis under the above argument we ana-
lyze the effect that CSR has on EM and propose the following
hypothesis:

H1: CSR performance positively affects EM.

The moderating role of family firms

Once the possible relationship between CSR and EM has
been proposed, we continue examining this relationship
within the family business sphere. We focus on family own-
ership as a possible control mechanism that underlies the re-
lationship mentioned above (La Porta et al., 1998). It has
been suggested that the presence of family blockholders may
constitute a mechanism that inhibits discretionary behaviors
(La Porta et al., 1998; Surroca and Tribó, 2008). Thus, family
ownership could moderate the expected positive relationship
between CSR and EM.

The research interest from the academia of focusing on
family firms can corresponds, at least in part, to the fact that
they are considered the greatest contributors to the world’s
economic activity (Duh et al., 2009; IFERA 2003). Following
Miller and Le Breton-Miller (2003), family business can be
defined as “one in which a family has enough ownership to
determine the composition of the board, where the CEI and
at least one other executive is a family member, and where
the intent is to pass the firm to the next generation”.

According to Chua et al., (1999) and Déniz and Cabrera
(2005), the uniqueness of a family firm is the influence of
a family or family group on ownership, management, gov-
ernance and succession, and on the definition of the object-
ives and strategies. We suggest there are two strategies that
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are strongly influenced by the family: the use and final ob-
jective of CSR practices and the attitude towards managerial
control of earnings, i.e. the possibility that managers have
to use their discretionally in the decision-making process to
satisfy their own interests.

Furthermore, in regard to the institutional theory, it can
be said that one of the primary means that firms utilize to
demonstrate their behavior to the society or relevant stake-
holders, or even to affect their perception, is CSR. Therefore,
as was previously suggested, CSR information disclosure
might be used as a mechanism to manage the reputational
risk and avoid doubts about unethical practices (Bebbington
et al., 2008).

The motivations which could be under CSR information
revealing (Campopiano and Massis, 2015) from an unethical
conduct - EM included - (Martin et al., 2016; Achleitner et
al., 2014; Pazzaglia et al., 2013; Stockmans et al., 2010) in
family firms, have been effectively managed, according to the
socio-emotional wealth (SEW) approach. In other words, the
moderating effect of family ownership responds to this per-
spective.

Regarding this theory, the behavior of family firms is not
only focused on financial or economic objectives, but it is also
influenced by the family wish to preserve the socio-emotional
wealth; this concept is translated into those aspects of the
firm that meet the affective needs of the family itself (Gomez-
Mejia et al., 2007). For instance, the continuity of the fam-
ily as owners of the company. According to Kepner (1983),
talking about belonging and affect, the place where family
members satisfy their needs is the family firm. What’s more,
according to Berrone et al., (2012), family firms are a way of
perpetuating the dynasty, by inheriting the business, family
values and the image of the company.

To the best of our knowledge, previous literature has not
addressed the relationship between CSR and EM in the fam-
ily firm sphere, although some studies suggest the difference
CSR and EM practices between family and non-family com-
panies for each of them separately.

Regarding EM, there is a stream which supports the idea
that family managers and owners – as majority - may be mo-
tivated to use EM practices in order to maintain the own-
ing family’s wealth in detriment of the minority shareholders’
wealth (Fan and Wong, 2002). It might manage EM down-
wards as a way of reducing taxation and/or dividends, keep-
ing their self-finance and, so, the family control (Achleitner et
al., 2014). On the other hand, they can also manage earnings
upwards to reduce the capability of incrementing debt finan-
cing and to prevent lenders interfering with appointments
of the members of the board or covenant restrictions, which
might all put the influence and control of the family in a risky
position (Prencipe et al., 2008; Stockmans et al., 2010). Non-
etheless, a vast of prior literature agree on defending that,
in general family firms appoint a family member as CEO or
director, exerting more control over the board and thereby
reducing the incentives to manipulate earnings in their own
interests (Ali et al., 2007). It is logical to think that in family
firms, any member will be in favor of avoiding unethical prac-
tices like EM because of the close relation of the owners with
the firm. The lower level of EM practices allows them to pro-
tect the firm’s reputation, and consequently the family’s one,
from the possible negative effects that these practices may lay
on the firm’s reputation (Pazzaglia et al., 2013). This argu-
ment was also found by Martin et al., (2016), who stated that
family firms are more risk averse than non-family firms to be
detected using EM; therefore, they are not likely to engage
in EM practices that cause any detrimental effect of firm’s

value, performance, image and so on. Being caught like this
can cause the loss of SEW and the damage of their image
and, what’s more it would get them to further economic im-
plications for the family because their wealth is highly con-
centrated in the firm’s asset. So, in this sense and with re-
spect to the agency theory, for some authors (Khan et al.,
2013; Landry et al., 2013) family ownership can be seen as
an internal mechanism which restricts the use of managerial
earnings by decreasing the classical agency conflict between
managers and owners.

Regarding the promotion of CSR strategies in family firms,
the inherent argument of the orientation of family firms to
socially responsible behavior arises from the SEW1 model
proposed by Wiseman and Gómez-Mejía (1998) and Gómez-
Mejía et al., (2007). These authors argue that decisions made
within family businesses respond primarily to the preserva-
tion of social-emotional endowment, which becomes the ref-
erence point for management decisions particularly those
related to social and environmental concessions. Although
some studies defend the weaker orientation towards CSR
practices among family firms or of the non-existence of such
differences between family and non-family firms (Hirigoyen
and Poulain-Rehm, 2014), the traditional view is that family
firms are usually characterized by non-financial aims, such as
identity, reputation, longevity, and the preservation of a pos-
itive image in the public domain (Anderson and Reeb, 2004;
Berrone et al., 2012; Marques et al., 2014). As theoretic-
ally supported by SEW theory, they tend to be more respons-
ive to social issues and stakeholders than non-family firms
(Marques et al., 2014; Gómez-Mejía et al., 2014).

From the above, we base our premise on two issues: (i)
the greater CSR commitment of family firms; and (ii) that
family firms exhibit a lower level of EM2. Thus, we analyze
the effect that CSR has on EM, in family business and propose
the following hypothesis.

H2: Family ownership moderates the positive rela-
tionship between CSR performance and corporate
tax avoidance.

Method

Sample selection and data collection

The data for this study are the result of a combination
of information availability in two databases for a period of
analysis from 2006 to 2014. First, archival data were col-
lected from Thomson Reuters Eikon, a database that com-
piles company information on business classification, balance
sheets, income and cash flow statements, stock data, global
ratios, analyst estimates, corporate actions and events, of-
ficers and directors, corporate governance and ownership,
activism, and other fields. In this study, we took into consid-
eration information for all the firms from the global bench-
mark stock indices from America, Europe, the Middle East,
Africa (EMEA) and Asia, comprising 3,594 companies from
31 stock indices, once duplicated companies were removed.
Second, we combined the firms’ social and environmental
performance from the Ethical Investment Research Service
(EIRIS) database, a database that compiles information for

1SEW can be defined as the set of values – image, reputation, survival,
status and so on. It tries to perpetuate the firm’s attachment, as well as the
family succession and control that a family achieves from their ownership
(Berrone et al., 2012; Gómez-Mejía et al., [2007; 2014]).

2Both premises will be analyzed through initial tests proposed further
in the article.
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companies’ social and environmental performance for more
than 30,000 firms. After excluding observations with miss-
ing financial, economic, and CSR information, a final sample
of 6,442 firm-year observations (956 firms) spanning nine
years (2006–2014) was available to test the hypotheses. The
sample was unbalanced, because not all companies were rep-
resented in all periods. The firms were engaged in activities
in different sectors and were from 28 different countries (Aus-
tralia, Belgium, Bermuda, Canada, China, Denmark, Finland,
France, Germany, Hong Kong, Ireland, Italy, Japan, Luxem-
bourg, Macau, Mexico, Netherlands, New Zealand, Norway,
Papua New Guinea, Russia, Singapore, South Africa, Spain,
Sweden, Switzerland, the United Kingdom, and the United
States).

Measures

Earnings Management
According to the accounting literature on EM, the discre-

tionary component of accrual adjustment should be used as
a measure of management discretionality, and therefore of
accounting manipulation. Accrual adjustments are defined
as the difference between profit and cash flows from opera-
tions and in view of the inherent difficulty of manipulating
cash flows, the use of accrual adjustments would be the most
feasible means for managers to modify the accounting res-
ult. As postulated by Garcia-Osma et al., (2005), accruals are
not all discretionary, hence the aim of separating the discre-
tionary component from the non-discretionary one in order
to determine the presence and extent of EM. This measure
was first proposed by Healy (1985) and DeAngelo (1988), al-
though the study by Jones (1991) represented a landmark in
this line of research.

The model applied in the present analysis is a modification
of that proposed by Jones. All models include dummy vari-
ables identifying the country of origin, because the sample
size precludes estimating models by sector and country. This
procedure was used previously by Prior et al., (2008).

Jones (1991) proposed that the components of accrual
adjustments should be separated using a linear regression
model. This model accounted for the total adjustment in
terms of two variables: the change in sales and gross fixed as-
sets. Subsequently, Defond and Jiambalvo (1994) corrected
the main drawback of the standard Jones model, concerning
its use of time series and the need for a large number of ob-
servations per firm, by proposing that the model should be
obtained using annual cross-sectional data, grouping firms
by sectors. Methodologically, following Jones (1991) and
Dechow et al., (1995), total accrual adjustments (TAA) are
defined as:

TAAit = [(∆CAit)− (∆CASHit)]−[(∆CLit)− (∆RLTPit)]−DAit
(1)

where∆CAit represents the change in current assets for firm i
in period t,∆CASHitreflects the change in cash held and short
term financial investments for firm i in period t, ∆CLitis the
change in current liabilities for firm i in period t, ∆RLTPitis
the change in reclassified long term obligations for firm i in
period t, and DAit is the depreciation and amortization for
firm i in period t.

On the basis of equation (1), accruals are calculated using
an explanatory model. The difference between actual and
expected accrual adjustments (taking into account growth,
company assets and the accounting result) represents the dis-
cretionary or unexplained component of accrual adjustments

and acts as a measure of management discretion in the re-
porting of results. The standard Jones model uses the fol-
lowing procedure to separate the discretionary from the non-
discretionary component:

TAAit
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where TAAitare the total accrual adjustments for firm i in
period t; Ai,t−1 represents the assets of firm i in period t-1
and this is used as a deflator to correct possible problems of
heteroskedasticity;∆Salesit is the change in sales for firm i in
period t; PPEitrepresents the property, plant and equipment
of firm i in period t;∝1,t
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[image1.pdf]the discretionary accrual adjustments for firm i
in the year t. Non-discretionary accrual adjustments (NDAA)
are calculated by replacing the coefficients in equation (2)
with the values obtained by Ordinary Least Squares. The dis-
cretionary accrual adjustments (DAA) are the residuals of this
calculation.

In the modified Jones model (Dechow et al., 1995, equa-
tion 3), the TAA use the variation in sales less accounts re-
ceivable (used to measure the growth of the company, as
its working capital is closely linked to sales), and less the
item property, plant and equipment, which is used to meas-
ure the depreciation costs contained in the discretionary ad-
justments. It is assumed that not all sales are necessarily
non-discretionary and that this will depend on the item to
be received.

TAAit
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where A*R represents accounts receivable, and the other vari-
ables are as defined in equation 2. Note that in this model,
the coefficients are calculated using the original Jones model
(1991) and that the modification is made only for the cal-
culation of the non-discretionary adjustments. Again, the
discretionary accrual adjustments (DAA) are the residuals of
this calculation an as termed as “EM_Dechow”. The modi-
fied Jones model is the approach most often used in empir-
ical studies of EM; see, for example, Warfield et al., (1995),
Dechow et al., (1995), Peasnell et al., (2005) and Teoh et al.,
(1998), among many others.

In order to include robust analyses in the present study, we
also calculate the DAA using other models, such as Kothari
et al., (2005). Following Prior et al., (2008), Sun et al.,
(2010) and Kim et al., (2012), we use the Kothari et al.,
(2005) model to determine the performance effect within
DAA, thus improving the Jones model modified by Dechow
et al., (1995). The model proposed by Kothari et al., (2005)
is characterized by the incorporation of a non-deflated con-
stant and the return on assets, or financial profitability. All
variables (except the constant) are deflated by the total assets
for the previous period and are calculated by cross estimation.
This model provides increased reliability and higher quality
results, by resolving the question of whether differences in
DAA may derive from differences in performance.

TAAit
Ai,t−1

= ∝0,t +∝1,t

�
1

Ai,t−1

�
+ ∝2,t

�
∆(Sales−A∗R)it

Ai,t−1

�
+ ∝3,t�

PPEit
Ai,t−1

�
+∝4,t

�
ROAit
Ai,t−1

�
+ ϵt (4)

The NDAA are calculated by replacing the coefficients in
equation (5) with those obtained from equation (4), as in
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the original modified Jones model.

NDAAit =
ˆ∝0,t +

ˆ∝1,t

�
1

Ai,t−1

�
+

ˆ∝2,t

�
∆(Sales−A∗R)it

Ai,t−1

�
+

ˆ∝3,t

�
PPEit
Ai,t−1

�
+

ˆ∝4,t

�
ROAit
Ai,t−1

�
ϵt (5)

The DAA are then obtained by subtracting the NDAA from
the TAA value obtained in equation (1), as shown in equation
(6). The DAA represent the unexpected or abnormal accruals
adjustments that constitute the variable taken as a measure
of EM termed as “EM_Kothari”.

DAAit = TAAit −NDAAit (6)

Corporate social responsibility performance
CSR performance is measured using a multidimensional

construct addressing all the activities carried out by the firms
in question, especially with regard to social and environ-
mental aspects (Carroll, 1979). In this case, information
on CSR was compiled from the EIRIS database, which is
widely used in academic research (see, among others, Fabrizi,
Mallin and Michelon, 2013; Martínez-Ferrero, Banerjee and
García-Sánchez, 2016). Through the information that com-
panies disclose online and through questionnaires and sur-
veys sent to companies, EIRIS addresses different areas, in-
cluding environmental, human rights, employees, stakehold-
ers, and board social issues, as shown in Table 1, assigning
criteria grades to specific attributes addressing each of these
areas. This procedure might involve a subjective assessment
of relevant corporate practices, but the topics addressed and
the questions posed are designed in such a way to enable a
reasonable assessment of the activities evaluated. Moreover,
EIRIS combines a broad range of environmental, board, and
socio-labor data points to assess how companies respond to
the various sustainability challenges they face and to identify
corporate leadership in tackling environmental, board, and
social challenges through policies, systems, reporting, and
documented improvements in performance.

To obtain the level of CSR of companies, we make use of
an aggregate measure that takes into consideration a range
of important issues (environmental, human rights, stakehold-
ers, employees, and governance) across companies, accord-
ing to the 26 issues shown in Table 1. Similar to Fabrizi et al.,
(2013) and Martínez-Ferrero et al., (2016), we transform the
EIRIS criteria rating for each measure into a numerical rating.
According to the scoring criteria of EIRIS (inadequate, weak,
moderate, good, and exceptional), we assign five values: 0,
1, 2, 3, and 4. Overall, companies are considered socially re-
sponsible with regard to a specific aspect, when the score is
above the threshold of 2, and are otherwise not considered
sustainable. Because “CSR” is determined based on the non-
weighted sum of these 26 items, it is in the range 0 to 104.

Family firms
According to O’Boyle, Rutherford and Pollack (2010,

p. 311), “family involvement represents a substantial fam-
ily presence in ownership, governance, management, succes-
sion, and/or employment.” Among these aspects, we focus
on family ownership to verify the moderating role played
by it in the relationship between CSR and tax avoidance.
Although other studies use not only family ownership, but
also other indicators of family control, such as the frequent
involvement of family members in management (see, e.g.,
Block and Wagner, 2013; Dyer and Whetten, 2006; Gomez-
Mejía et al., 2007; Marques et al., 2014), these are strongly
correlated with the percentage of equity ownership held by

Table 1
CSR indicator variable composition

Human Rights Issues Inadequate Weak Moderate Good Exceptional 

What is the extent of policy 
addressing human rights issues?                                                                                                                                                                                   

0 1 2 3 4 

What is the extent of systems 
addressing human rights issues?                                                                                                                                                                                 

0 1 2 3 4 

Does the Company report on human 
rights issues?                                                                                                                                                                                               	

0	 1	 2	 3	 4	

Environmental Issues       

How does EIRIS rate the Company's 
environmental management system?                                                                                                                                                                     

0 1 2 3 4 

How does EIRIS rate the Company's 
environmental policy system? 

0 1 2 3 4 

How does EIRIS rate the Company's 
environmental reporting system?                                                                                                                                                                      

0 1 2 3 4 

What level of improvements in 
environmental impact can the 
Company demonstrate?                                                                                                                                                        

0 1 2 3 4 

Stakeholders Issues      

Does the Company have policies on 
maintaining good relations with 
customers and/or suppliers?                                                                                                                                                                   

0 1 2 3 4 

How clear is the evidence of systems 
to maintain good relations with 
customers and/or suppliers?                                                                                                                                                                

0 1 2 3 4 

How many stakeholder issues have 
been allocated to board members?                                                                                                                                                                                               

0 1 2 3 4 

How clear is the Company's 
commitment to community or 
charitable work?                                                                                                                                                                                          

0 1 2 3 4 

What level of engagement with 
stakeholders is disclosed by the 
Company?                                                                                                                                                                                         

0 1 2 3 4 

How good are the Company's policies 
towards its stakeholders overall?                                                                                                                                                                                           

0 1 2 3 4 

How good is the Company's 
quantitative reporting on stakeholder 
relationships?                                                                                                                                                                                  

0 1 2 3 4 

How good are the Company's 
management systems for 
stakeholders overall?                                                                                                                                                                                         

0 1 2 3 4 

Employees Issues      

How good is the Company's policy on 
equal opportunity and diversity 
issues?                                                                                                                                                                                     

0 1 2 3 4 

How clear is the evidence of systems 
and practices to support equal 
opportunities and diversity?                                                                                                                                                                

0 1 2 3 4 

How clear is the evidence of health & 
safety systems?                                                                                                                                                                                                           

0 1 2 3 4 

How clear is the evidence of systems 
to manage employee relations?                                                                                                                                                                                              

0 1 2 3 4 

How clear is the evidence of systems 
to support employee training and 
development?                                                                                                                                                                              

0 1 2 3 4 

How clear is the evidence of systems 
and practices to advance job creation 
and security?                                                                                                                                                                        

0 1 2 3 4 

Governance Issues      

Does the Company have a code of 
ethics and, if so, how comprehensive 
is it?                                                                                                                                                                                     

0 1 2 3 4 

Does the Company have a system for 
implementing a code of ethics and, if 
so, how comprehensive is it?                                                                                                                                                           

0 1 2 3 4 

What is the extent of the Company's 
policy for countering bribery?                                                                                                                                                                              

0 1 2 3 4 

What is the extent of the Company’s 
system for countering bribery?                                                                                                                                                                              

0 1 2 3 4 

What is the extent of the Company’s 
reporting on countering bribery?                                                                                                                                                                            

0 1 2 3 4 

Values for CSR  0 26 52 78 104 
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the family (Berrone et al., 2012).
Thus, family firm is most commonly measured by means

of the percentage of voting rights held or of ownership and
threshold values applied, including 5% (Berrone et al., 2012;
Chen et al., 2008), 10% (Mok, Lam and Cheung, 1992), and
even 25% (Chau and Leung, 2006). Among the ample range
of possibilities, in our study the explanatory variable of own-
ership concentration is taken as “Family”, a dummy variable
(Kashmiri and Mahajan, 2010; Landry et al., 2013) that takes
the value 1 if the largest shareholder is a family member with
more than 20% of the votes, and 0 otherwise in 2006, the first
year of the period analyzed3 (Cruz et al., 2014; Martínez-
Ferrero et al., 2016; Rodríguez-Ariza et al., 2017). A dicho-
tomous measure of family control has been used in numerous
family business studies (Berrone et al., 2012; Steijvers et al.,
2014). Also, the 20% cut-off should be interpreted in light of
a long stream of research on control of large publicly traded
firms that use an ownership threshold as low as 5% to proxy
a principal’s capacity to exert major influence over the firm’s
affairs (e.g. Hambrick and Finkelstein, 1995).

Control variables
We also include a set of variables in the analyses to account

for possible alternative explanations. These control variables
were included in our regression models, according to previ-
ous studies (Prior et al., 2008; Surroca and Tribó, 2008; Chen
et al., 2008; Kim et al., 2012; Laguir et al., 2015; Lin et al.,
2017; Moore et al., 2017).

Regarding firm aspects, “Leverage” shows the firm lever-
age as the natural logarithm of the ratio of total debt to total
equity; and “Loss” represents an indicator variable coded 1 if
income before extraordinary items is less than zero and 0 oth-
erwise. Based on previous studies, the relationships between
debt ratio, loss indicators and EM are unclear. Firstly, we
would expect to observe a positive relationship between them
(as Park and Shin, 2004, supported); companies with higher
level of debt or negative income, in order to avoid all possible
losses that might arise from disclosure, have an incentive to
manipulate or upraise their accounting results. Among oth-
ers, Sweeney (1994) and Press and Weintrop (1990) agree
on this positive relationship between EM and the level of in-
debtedness or loss. However, authors like Dechow and Skin-
ner (2000) reported that the greater the debt, the lower the
EM; Chung and Kallapur (2003), meanwhile, found no evid-
ence of the relationship between these variables. “Size” rep-
resents firm size and was measured as the natural logarithm
of total assets. It has been a failure from previous studies to
establish a clear relationship between firm size and EM. On
one hand, larger companies will have a greater incentive to
adopt aggressive accounting policies, as their performance
is critically scrutinized by the markets (Zhong et al., 2007).
On the other hand, we would also expect to find a negative
relationship, due to the fact that larger companies are sub-
ject to greater regulatory control, scrutiny by financial ana-
lysts and pressure from investors, normally, they have less
incentive to carry out EM activities. All of these factors re-
duce the scope for discretionary action by company managers
(Sánchez-Ballesta and García-Meca, 2007a). “Performance”
represents firm performance by using Tobin’s Q that is cal-
culated based on the most usual proxy: the book value of
total assets minus the book value of common equity plus
the market value of common equity divided by the book
value of total assets. Regarding performance, as said above,
firms with financial problems, due to the fact that they do
not wish to attract the attention of stakeholders, tend to

3Or, in the first year in which the firm is included in the sample of ana-
lysis.

Figure 1
Research hypotheses

	 CSR	 Earnings	Management	Hypothesis	1	

Family	Ownership	
	

Hypothesis	2	
	

manipulate accounting results when they have to face with
problems in their capital structure (Park and Shin, 2004).
“R&D_intensity” represents the research and development
investment effort as the ratio of research and development
expenses to total assets. Regarding R&D intensity, several
studies, as for Baber et al., (1991) and Dechow and Sloan
(1991), have found that those companies that invest most in
R&D show greater incentives towards EM, in order to achieve
the goals established or their targets.

Finally, ‘Industryj’ is a dummy variable, where j represents
the different sectors of activity in which the companies in the
sample operate;’Yearn‘is a dummy variable, where n repres-
ents the years of the sample;’Countryk’ is a dummy variable,
where k represents the different countries in the sample.

Method and technique of analysis
This research examines how CSR performance could affect

EM. Even more, we examine the moderating role played by
family ownership. The above research questions are summar-
ized in Figure 1.

For these aims, in Model Ia and Ib, EM through the differ-
ent measures “EM_Dechow” and “EM_Kothari” is regressed
on CSR indicator and control variables, respectively.

EM_Dechow/EM_Kothariit = β1CSRit + β2Leverageit +
β3Performanceit + β4Sizeit + β5RD_Intensityit + β6Lossit +∑15

j=7 β jIndustryi +
∑23

n=16αnYeart +
∑52

k=24αnCountryi +
µit +ηi

(Model IA and IB, respectively)
Once we have regressed our basic models, we aim to ex-

amine the moderating effect of family ownership under the
premise that family-owned firms exhibit a greater CSR com-
mitment and performance and lower EM –these premises will
be tested in initial analyses for ensuring them -. At this re-
spect, for Model IIA and IIB respectively, we regressed our
dependent variables of EM on CSR indicator variable, on our
family business indicator and the interaction between both
variables for examining the moderation effect.

EM_Dechow/EM_Kothariit =
φ1CSRit +φ2Familyit +φ3CSR ∗ Famil y it +φ4Leverageit +
φ5Performanceit + φ6Sizeit + φ7RD_Intensityit + φ8Lossit +∑17

j=9φ jIndustryi +
∑25

n=18φnYeart +
∑55

k=26φnCountryi +
µit +ηi

(Model IIA and IIB, respectively)

All the models incorporate a firm-specific effect, i, which
controls the unobservable heterogeneity that affects firms’
decision-making processes, while it represents the disturb-
ance term. The firm is represented by i, and t refers to
the time period, β and φ are the parameters to be estim-
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ated. The econometric models used are based on depend-
ence techniques for panel data that solves the disadvant-
ages of cross-section and time-series; in particular, panel data
enhances the consistency and explanatory power (Petersen,
2009). In addition, this technique allows us to control un-
observable heterogeneity, which refers to the particular be-
havior and characteristics of each company included in the
sample. Panel data methodology has additional advantages
that enhance the possible econometric specifications as well
as the parameter estimations – for example, more inform-
ative data, greater variability, less collinearity among vari-
ables, more degrees of freedom, and greater efficiency than
cross-sectional or time-series methods (Martínez-Ferrero and
García-Sánchez, 2017).

The dynamic panel estimator proposed by Arellano and
Bond (1991), based on the generalized method of moments
(GMM), is proposed as technique of analysis. More con-
cretely, we use the two-step estimator of Arellano and Bond
(1991). Suitable instruments adopted in GMM are the lagged
values of the right-hand side variables included in the model
as instruments, because they are uncorrelated with the error
term when deriving the estimator (Arellano & Bond, 1991).

Empirical results

Descriptive results

Table 2 shows the sample distribution by country and in-
dustry, focusing on the dichotomous between family and non-
family firms. By country, there is a notably biased to US firms
with around 42% of the total observations followed by those
observations belong to Japan, United Kingdom, Canada and
Australia. By industry, the greater representativeness corres-
ponds to materials and capital goods. Moreover, Table 2 rep-
resents the distribution of the sample and of the family firms,
by industry and country. The 6.77% (436 observations out
of 6,442) of the companies were family business. Regarding
their distribution, the countries with the highest percentages
of family business were France, Germany, Spain and Hong
Kong while the country with the lower presence, among the
ones that had presence of family firms, was Japan. Regarding
the industries, there is no presence of family firms in several
industries but, among those which had, the highest presence
lays on Automobiles and components (23.97%) and the smal-
lest presence on Materials (2.66%).

Table 3 reports the mean, standard deviation, and bivari-
ate correlation of the variables used in this research. Panel
A reports the descriptive statistics. The mean values of
“EM_Dechow” and “EM_Kothari” are -0.002 and 0.001, re-
spectively. But, the results change if we examine the family
and non-family firms sub-sample. This result offers a first
approximation of the lower use of EM activities in the envir-
onment of family firms in comparison with the non-family
counterparts. The mean value of “CSR” is around 33, in a
possible range 0-104, meaning that despite the continuous
growing in the last years, it still needs further investment
CSR in general. Moreover, 6.8% of the firm-year observa-
tions belong to family firms. Regarding control variables, for
example, firms show a mean size of around 23 (expressed in
millions of Euros) on average. The correlation matrix shown
in Panel B reports low or moderate correlation among vari-
ables. In no cases are high values obtained for the coeffi-
cients. Thus, multicollinearity among these variables is not a
severe problem.

Table 2
Sample distribution by country and industry

   Non family 
firms 

Family firms 

  Freq. Percent Freq. Percent Freq. Percent 

Panel A. Country     

Australia 497 7.71 497 100% 0 0.00% 

Belgium 9 0.14 9 100% 0 0.00% 

Bermuda 6 0.09 6 100% 0 0.00% 

Canada 502 7.79 424 84.46% 78 15.54% 

China 135 2.1 135 100% 0 0.00% 

Denmark 9 0.14 9 100% 0 0.00% 

Finland 9 0.14 9 100% 0 0.00% 

France 203 3.15 163 80.3% 40 19.7% 

Germany 181 2.81 147 81.22% 34 18.78% 

Hong Kong 181 2.81 149 82.32% 32 17.68% 

Ireland; Republic of 89 1.38 89 100% 0 0.00% 

Italy 9 0.14 9 100% 0 0.00% 

Japan 644 10 636 98.76% 8 1.24% 

Jersey 9 0.14 9 100% 0 0.00% 

Luxembourg 4 0.06 4 100% 0 0.00% 

Macau 5 0.08 5 100% 0 0.00% 

Mexico 6 0.09 6 100% 0 0.00% 

Netherlands 93 1.44 85 91.4% 8 8.6% 

New Zealand 30 0.47 30 100% 0 0.00% 

Norway 16 0.25 16 100% 0 0.00% 

Papua New Guinea 6 0.09 6 100% 0 0.00% 

Russia 28 0.43 28 100% 0 0.00% 

Singapore 145 2.25 142 97.93% 3 2.07% 

South Africa 31 0.48 31 100% 0 0.00% 

Spain 114 1.77 93 81.58% 21 18.42% 

Sweden 126 1.96 126 100% 0 0.00% 

Switzerland 113 1.75 105 92.92% 8 7.08% 

United Kingdom 523 8.12 491 93.88% 32 6.12% 

United States of America 2,719 42.21 2.551 93.82% 168 6.18% 

Panel B. Industry     

Automobiles & Components 146 2.27 111 76.03% 35 23.97% 

Capital Goods 733 11.38 687 93.72% 46 6.28% 

Commercial  & Professional Services 193 3 193 100% 0 0.00% 

Consumer Durables & Apparel 238 3.69 226 94.96% 12 5.04% 

Consumer Services 214 3.32 206 96.26% 8 3.74% 

Diversified Financials 161 2.5 154 95.65% 7 4.35% 

Energy 584 9.07 568 97.26% 16 2.74% 

Food & Staples Retailing 172 2.67 136 79.07% 36 20.93% 

Food, Beverage & Tobacco 313 4.86 240 76.68% 73 23.32% 

Health Care Equipment & Services 277 4.3 269 97.11% 8 2.89% 

Household & Personal Products 110 1.71 87 79.09% 23 20.91% 

Insurance 25 0.39 25 100% 0 0.00% 

Materials 751 11.66 731 97.34% 20 2.66% 

Media 194 3.01 175 90.21% 19 9.79% 

Pharmaceuticals, Biotechnology & 
Life S 

268 4.16 244 91.04% 24 8.96% 

Real Estate 261 4.05 229 87.74% 32 12.26% 

Retailing 301 4.67 264 87.71% 37 12.29% 

Semiconductors & Semiconductor 
Equipmen 

146 2.27 146 100% 0 0.00% 

Software & Services 322 5 322 100% 0 0.00% 

Technology Hardware & Equipment 190 2.95 190 100% 0 0.00% 

Telecommunication Services 194 3.01 186 95.88% 8 4.12% 

Transportation 256 3.97 245 95.7% 11 4.3% 

Utilities 393 6.1 372 94.66% 21 5.34% 

N= 6,442 firm-year observations.     
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Table 3
Descriptive statistics and bivariate correlations

Panel A. Descriptive statistics  
 Full Sample Non-family firms Family firms   
 Mean Std. Dev. Mean Std. Dev. Mean Std. Dev.   
EM_Dechow -0.002 0.025 -0.002 0.025 -0.001 0.024   
EM_Kothari 0.001 0.025 0.000 0.025 0.002 0.024   
CSR 33.421 15.018 33.148 14.968 37.140 15.230   
Family 0.068 0.251       
Leverage 0.578 0.191 0.578 0.193 0.581 0.175   
Performance 0.668 0.146 0.668 0.149 0.670 0.106   
Size 22.952 1.242 22.921 1.246 23.383 1.098   
R&D_Intensity 0.028 0.132 0.029 0.136 0.014 0.037   
Loss  0.922 0.268 0.920 0.271 0.945 0.228   

Panel B. Bivariate correlations   

 1 2 3 4 5 6 7 8 9  
1. EM_Dechow 1          
2. EM_Kothari 0.994*** 1         
3. CSR 0.042*** 0.068*** 1        
4. Family 0.014 0.021 0.067**

* 
1       

5. Leverage -0.091*** -0.069*** 0.187**
* 

0.004 1      
6. Performance 0.039** 0.012 -

0.165**
* 

0.003 -0.632*** 1     
7. Size -0.100*** -0.062*** 0.458**

* 
0.093*** 0.269*** -0.199*** 1    

8. R&D_Intensity 0.039** 0.028* -0.032** -0.029** -0.106*** 0.045*** -0.064*** 1   
9. Loss  0.017 0.028* -0.24* 0.023* -0.076*** 0.002 0.006 -0.100*** 1  
N= 6,442 firm-year observations. 
Significance levels: * p<.10. **p<.05. ***p<.01 

 

 

 N= 6,442 firm-year observations.

Significance levels: * p<.10. **p<.05. ***p<.01

CSR and EM: evidence on family-owned firms

This research examines the following questions: does CSR
affect EM?; how is this relationship in family-owned firms?.
The possible moderating effect of family ownership in the re-
lationship between CSR and EM is based on the premise that
family firms exhibit a greater CSR commitment and lower
EM. Before examining the relationship here proposed, we
provide some initial test that allows us to support our two
premise reported in Table 4 and ensure the validity of our
future evidence.

On the one hand, this paper is based on the premise that
family firms show a greater CSR commitment according to
the SEW theory. In this respect, Model A regress CSR on fam-
ily business indicator variable and the same control variables
explained in method section4.

CSRit = β1Familyit + β2Leverageit + β3Performanceit +
β4Sizeit + β5RD_Intensityit + β6Lossit +∑15

j=7 β jIndustryi +
∑23

n=16αnYeart +
∑52

k=24αnCountryi +
µit +ηi (Model A)

Results of Table 4 shows that the family firms indicator

4We present the results of the Tobit regression models for panel data
used to test the hypotheses because of our dependent variable “CSR” is left
and right censured (it takes values from 0 to 104).

has a positive and significant effect on “CSR” (coef. 2.652,
p<0.01). This result leads us to support our initial premise:
family firms behave towards sociable responsibilities, with
all its parties5. Family firms show a greater likelihood of pro-
moting CSR practices, aiming to preserve their SEW and any
reputational costs and to ensure the family firm survival and
growth.

Moreover, the second premise of this paper is that fam-
ily firms exhibit a lower EM, independently of the measure
used. In this regard, Model B1 and B2 regress “EM_Dechow”
and “EM_Kothari” on family firmst’ indicator variable and
the same control variables explained in method section, re-
spectively, as follows:

EM_Dechow/EM_Kothariit = β1Familyit + β2Leverageit +
β3Performanceit + β4Sizeit + β5RD_Intensityit + β6Lossit +∑15

j=7 β jIndustryi +
∑23

n=16αnYeart+
∑52

k=24αnCountryi+µit+
ηi (Model B1 and B2, respectively)

Results on Table 4 – by employing the GMM estimator of
Arellano and Bond (1991) previously described - shows
that family firms have a negative and significant effect on
EM in the two different measures used in this study: coef.
“EM_Dechow” -0.011, p<0.01 and coef. “EM_Kothari” -

5We would like to point out that our evidence is robust by alternative
measure of family firms that consider the 50% of voting rights as threshold.
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Table 4
Impact of family firms on CSR and EM

Dependent Variable CSR 
Model A 

Earnings 
Management 

“EM_Dechow” 
Model B1 

Earnings Management 
“EM_Kothari” 

Model B2 

Variables Coef. Std. Error Coef. Std. Error Coef. Std. Error 

Main effects      

Family 2.652*** 0.637 -0.011*** 0.003 -0.018*** 0.003 

Control variables      
Leverage  1.139 0.888 0.013*** 0.003 0.013*** 0.003 

Performance 0.850 1.351 0.011*** 0.003 0.005 0.003 

Size  2.644*** 0.209 -0.003*** 0.000 -0.003*** 0.000 

R&D_Intensity 0.374 0.681 0.003*** 0.001 0.000 0.001 

Loss -0.448* 0.236 0.002*** 0.001 0.002*** 0.001 
Industry dummies Included Included Included  
Year dummies Included Included Included  
Country dummies Included Included Included  

sigma_u 13.179*** 0.321    

sigma_e 4.059*** 0.039 AR(2) Arellano-
Bond test  
 
Hansen test 

Pr > z = 
0.370 

Pr > z = 
0.332 

rho 0.913 0.004 Hansen test Prob > chi2 = 
1.000 

Prob > chi2 = 
1.000 

 
N= 6,442 firm-year observations. 
Significance levels: * p<.10. **p<.05. ***p<.01 
Estimated coefficients and associated standard errors are reported. 
The results are robust according to another alternative measure that considers 
50% ownership. 

 

 

N= 6,442 firm-year observations. Significance levels: * p<.10. **p<.05. ***p<.01

0.018, p<0.01. These results support our second premise:
firms with a higher family ownership exhibit a lower EM than
non-family owner firms.

Estimated coefficients and associated standard errors are
reported. The results are robust according to another altern-
ative measure that considers 50% ownership.

In what follows, we present the results of our regressions
models. Table 5 provides evidence of the effect of CSR on EM.
The results of the GMM regression models used to test the
relationships proposed were obtained using Stata software.
For each explanatory variable of GMM regressions, we report
the coefficient and the standard error associated with it.

Once the premises have been supported, we move forward
to find answers to our hypotheses 1 and 2. In this regard,
Table 5 shows the results of the relationship between CSR
and EM. Model IA shows that the “CSR” indicator has a pos-
itive and significant effect on “EM_Dechow” (coef. 0.001,
p<0.01); Model IB also reports a positive and significant ef-
fect of “CSR” towards “EM_Kothari” (coef. 0.001, p<0.01).
The positive association between CSR and these indicators
allows us to support hypotheses 1; that is, the higher the EM
engagement the higher the use of CSR practices.

Supporting our hypothesis 1 about the greater level of EM
actions in firms highly committed to CSR, in the following,
we show the results of the examination of the possible mod-
erating effect of family ownership in this relationship. Table
6 shows the relationship of CSR and EM with family firms,
focusing on the interaction term between CSR and family
ownership. Once again, “CSR” has a positive and signific-
ant effect on the “EM_Dechow” and “EM_Kothari” indic-
ators (coef. 0.001, p< 0.05 and coef. 0.001, p<0.01, re-
spectively). That is, the higher CSR performance, the higher
level of EM practices. Accounting for the moderating role
played by family ownership implies operating with coeffi-
cients. In Model IIA, the interaction “CSR_Family” shows
a negative and significant effect on “EM_Dechow” (coef. -
0.001, p<0.01) and “EM_Kothari” (coef. -0.001, p<0.01),
so the robustness measure is fulfilled. This means the fol-
lowing – accounting for Dechow et al., (1995)t’s measure -:
the positive impact of CSR on EM practices is lower in family

Table 5
Regression results on CSR and EM
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Dependent Variable 
Earnings Management 

“EM_Dechow” 
Model IA 

Earnings Management 
“EM_Kothari” 

Model IB 
Variables Coef. Std. Error Coef. Std. Error 

Main effects    

CSR 0.001*** 0.001 0.001*** 0.001 

Control variables     

Leverage  -0.005 0.004 -0.007* 0.004 

Performance -0.019*** 0.006 -0.029*** 0.006 

Size -0.005*** 0.001 -0.005*** 0.001 

R&D_Intensity 0.002 0.001 -0.002* 0.001 

Loss 0.001 0.002 0.002 0.001 

Industry dummies Included Included 

Year dummies Included Included 

Country dummies Included Included 

AR(2) Arellano-Bond test  
Hansen test 

Pr > z = 0.373 
Prob > chi2 = 1.000 

Pr > z = 0.337 
Prob > chi2 = 1.000 

 
N= 6,442 firm-year observations. 
Significance levels: * p<.10. **p<.05. ***p<.01 
Estimated coefficients and associated standard errors are reported. 
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firms (coef. 0.001 + coef. -0.001= 0.000) than in non-family
firms (coef. 0.001).

Overall, the above results allow us to empirically support
our hypothesis 2 about the moderating effect of family owner-
ship on the relationship between CSR and EM. This moderat-
ing effect responds to the lower EM and greater CSR perform-
ance in family firms. First, the agency problem is supposed
to be reduced when we are in a family firm context because
of the fact that the agent and principal are the same. Second,
we presume and evidence the higher CSR commitment of
family firms in order to satisfy the stakeholder’s needs related
to social and environmental concessions and thus, preserving
their socio-emotional endowments.

Discussion of results

Our initial evidence suggests that more socially respons-
ible firms are those more oriented to report financial and eco-
nomic data that do not correspond to those really achieved
and using CSR as discretionary tool. As Gargouri et al.,
(2010), Prior et al., (2008) and Chih et al., (2008), we sup-
port the positive relationship between CSR and the level of
EM. As these authors, we document how managers try to
mask EM practices by CSR performance and thus, avoiding
that shareholders and stakeholders identify and detect these
discretionary actions which could lead to disciplinary actions
by outside investors. As Chih et al., (2008), the positive
link between CSR and EM is in accordance with their mul-
tiple objectives hypothesis; that is, socially responsible firms
try to meet the demands of multiple stakeholders, because
they could damage their financial performance, and there-
fore, manage EM in order to upward the expected results.

We also document the moderating effect of family owner-
ship on the positive relationship between CSR and EM. In
line with Chua et al., (1999) and Déniz ad Cabrera (2005),
we provide evidence that confirms the influence of a family or
family group on the definition of the objectives and strategies
(like CSR and EM).
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Table 6
Regression results on CSR and EM and the Moderating Effect of Family
Ownership
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Dependent Variable 
Earnings Management 

“EM_Dechow” 
Model IIA 

Earnings Management 
“EM_Kothari” 

Model IB 
Variables Coef. Std. Error Coef. Std. Error 

Main effects   

CSR 0.001** 0.000 0.001*** 0.001 
Family -0.010*** 0.002 -0.010*** 0.002 
CSR_Family -0.001*** 0.000 -0.001*** 0.001 

Control variables    

Leverage  -0.004 0.004 -0.006 0.004 
Performance -0.019*** 0.006 -0.024*** 0.006 
SIZE -0.005*** 0.001 -0.005*** 0.001 
R&D_Intensity 0.002 0.001 -0.002* 0.001 
Loss 0.001 0.002 0.002 0.002 
Industry dummies Included Included 

Year dummies Included Included 

Country dummies Included Included 

AR(2) Arellano-Bond test  
Hansen test 

Pr > z = 0.375 
Prob > chi2 = 1.000 

Pr > z = 0.338 
Prob > chi2 = 1.000 

 
N= 6,442 firm-year observations. 
Significance levels: * p<.10. **p<.05. ***p<.01 
Estimated coefficients and associated standard errors are reported. 
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Estimated coefficients and associated standard errors are reported.

The results of the initial tests also allow us to support
previous studies around how family firms show lower EM
strategies. Overall, our findings contribute by advancing in
the understanding of the effect of family ownership on EM ac-
tions, where there are two opposing streams. In this respect,
we support the alignment effect proposed by Wang (2006),
according to which a greater managerial ownership reduces
the conflict of interests between owners and managers. In
line with Ali et al., (2007) and Martin et al., (2016), fam-
ily firms exhibit a lower classical agency problem between
managers and owners, showing a lower orientation to the
adoption of EM practices. Our evidence allows us to sup-
port how family firms avoid any unethical practices like EM
that damage their reputation, image, and so on, and thus,
their socio-emotional endowments. In line with agency the-
ory and previous studies (like Khan et al., 2013 and Landry et
al., 2013), family ownership restricts the use of managerial
earnings by decreasing the classical agency conflict between
managers and owners.

In this respect, we find that firms that engage in EM prac-
tices are those more proactive to invest in CSR activities with
the aim of avoiding the negative effect that those unethical
practices may give to the company. So, although the support
for the negative relationship between CSR and EM has re-
cently gained value, with these results, we found ourselves
in the stream that Gargouri et al., (2010) and Prior et al.,
(2008) proposed; these authors stated that CSR practices
may hide managers’ use of EM activities. This stream has ad-
opted the traditional agency problem, where the separation
of ownership and control is done. In this context, CSR can ex-
acerbate agency problems and motivate managers to use the
information to make decisions based on their own interests
and against of those of external groups, using EM practices
(Chih et al., 2008) and, thus, exposing all the parties of the

company to the risk of legal or other disciplinary actions by
outside investors (Leuz et al., 2003). Moreover, regarding
the moderating effect, our results show that family owner-
ship decreases the risk of discretionary actions being used
(Fields et al., 2001; Wang, 2006; Ali et al., 2007; Landry et
al., 2013).

In addition, our supported premises also confirm and ad-
vance the understanding of the greater social and environ-
mental commitment of family firms. We confirm how family
firms are more incentive to invest in CSR strategies for re-
sponding to the preservation of their SEW (in line with evid-
ence reported by Wiseman and Gómez-Mejía (1998), Gómez-
Mejía et al., [2007; 2014], Marques et al., [2014] and Cruz
et al., [2014], among others). We clearly shed light on the
positive association between family ownership and social and
environmental performance.

Conclusions

The purpose of this paper is to shed light on the effect of
CSR performance on firm EM and examine the moderating
role played by family ownership. We have used an interna-
tional sample composed of 956 international firms from 28
countries during the period 2006 to 2014.

We evidence that social and environmental performance
is positively related with EM; firms with a greater socially
responsible performance show a higher discretionary beha-
vior by promoting actions that mask the real financial and
economic performance of the firm. However, we find that
this positive relation is lower – moderate - in family-owned
firms, mainly because of the fact that family firms show a
greater socially responsible behavior aimed to preserve their
socio-emotional endowments and are negatively associated
with EM practices. This result suggests that family-owned
firms are more conscious in terms of maintaining their wealth
and image in the society by “making well”, by means of re-
sponsible actions and a correct disclosure of their account-
ancy states. Overall, this paper confirms the moderating ef-
fect of family ownership on the positive relation between CSR
and EM practices.

Regarding practical implications, this study shows a more
precise process for understanding the CSR performance ac-
counting for managerial accruals and, at the same time, tak-
ing into account the moderating effect of family ownership.
Thus, our research has practitioner merit as it helps, among
others that might be interested, firms, managers, sharehold-
ers, investors, and stakeholders in analyzing how EM impacts
on CSR as well as to realize the possible moderation that fam-
ily ownership might have in this behavior. For companies,
knowing how EM impacts on CSR is fundamental for determ-
ining CSR strengths and concerns. Firms and managers must
be aware that they also take into consideration the needs
of wider variety of stakeholders in their business decision-
making. We provide information about how this decision-
making and the promotion of CSR or EM activities vary ac-
cording to family ownership. But, also, that family managers
and directors favor the promotion of CSR performance goals
as well as they must be aware about the negative impacts
that EM activities may cause on their image and reputation.
For investors - family and non-family members -, our results
provide useful implications about the way that EM activit-
ies are carried out, in regard to CSR ones, being reduced
or eliminated when the family presence is higher in order
to preserve and reinforce their socioemotional endowments
and image. Moreover, these results serve as guidelines or
tools to investors and shareholders to design and configure
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compelling management teams and boards that favor CSR
strategies and the avoidance of managerial accruals. They
must be aware that family directors and managers can be ef-
fective and can provide additional benefits in the company.
Thus, our framework sets guidelines and serves as a tool to
configure right mechanisms together. Finally, for stakehold-
ers, our evidence provides useful findings for understanding
the benefits associated to family ownership and management
in terms of CSR and managerial accruals, so as it softens the
use of these last ones within the firm. From our results, stake-
holders can understand the way that family firms influence
a company management towards CSR and, therefore, meet
their social and environmental demands as well as reduce the
possible activities focused on EM.

Finally, these results should be interpreted carefully, be-
cause this research is subject to certain limitations. They
should be considered before drawing conclusions from the
results. First, regarding our CSR measure, it is measured
as the unweighted sum of different environmental and so-
cial performance indicators, which are based on numerical
scales. Although we believe this measure to be reliable and
accurate, following previous studies (e.g., Fabrizi et al., 2013;
Martínez-Ferrero et al., 2016), we are cautious about the pos-
sible bias it may include. It may not capture the true under-
lying practices. Future research could try to overcome this
limitation with additional environmental and socially inde-
pendent studies. Second, in this study, the variable that rep-
resents family businesses is a dummy in which the companies
in the sample are classified as family, or non-family-owned
firms, applying a 20% cut-off point for ownership. Because
of the lack of available information, it was not possible to
perform a sensitivity analysis by considering alternative fam-
ily firms, considering other aspects, such as succession. Thus,
it could be interesting for future studies to verify these find-
ings using other definitions of family businesses. Deriving
from the previous limitation, we are not able to confirm the
existence of a threshold at which point our results could be
modified or could operate in a different way. For this reason,
it would also be interesting for further research to analyze
if a percentage of family ownership exists or, a level of fam-
ily involvement that may shape the results obtained in the
present study. Finally, future research could also examined
industry and country-level factors that can affect the relation-
ships here examined because of the impossibility of this paper
to regress models of analysis by industry and country.
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