
QUANTITATIVE ANALYSIS  
OF SOCIAL AND FINANCIAL 

MARKET DEVELOPMENT



INTERNATIONAL SYMPOSIA 
IN ECONOMIC THEORY AND 
ECONOMETRICS

Series Editor: William A. Barnett

Recent Volumes:
Volume 17:	� Topics in Analytical Political Economy Edited by Melvin 

Hinich and William A. Barnett
Volume 18:	� Functional Structure Inference Edited by William A. Barnett 

and Apostolos Serletis
Volume 19:	� Challenges of the Muslim World: Present, Future and Past 

Edited by William W. Cooper and Piyu Yue
Volume 20:	� Nonlinear Modeling of Economic and Financial Time-Series 

Edited by Fredj Jawadi and William A. Barnett
Volume 21:	� The Collected Scientific Works of David Cass – Parts A–C 

Edited by Stephen Spear
Volume 22:	� Recent Developments in Alternative Finance: Empirical 

Assessments and Economic Implications Edited by William A. 
Barnett and Fredj Jawadi

Volume 23:	� Macroeconomic Analysis and International Finance Edited by 
Georgios P. Kouretas and Athanasios P. Papadopoulos

Volume 24:	� Monetary Policy in the Context of the Financial Crisis: New 
Challenges and Lessons Edited by William A. Barnett and 
Fredj Jawadi

Volume 25:	� Banking and Finance Issues in Emerging Markets Edited by 
William A. Barnett and Bruno S. Sergi

Volume 26:	� Asia-Pacific Contemporary Finance and Development Edited by 
William A. Barnett and Bruno S. Sergi

Volume 27:	� Advanced Issues in the Economics of Emerging Markets Edited 
by William A. Barnett and Bruno S. Sergi

Volume 28:	� Recent Developments in Asian Economics Edited by William 
A. Barnett and Bruno S. Sergi

Volume 29A:	� Environmental, Social, and Governance Perspectives on 
Economic Development in Asia Edited by William A. Barnett 
and Bruno S. Sergi

Volume 29B:	� Environmental, Social, and Governance Perspectives on 
Economic Development in Asia Edited by William A. Barnett 
and Bruno S. Sergi



INTERNATIONAL SYMPOSIA IN ECONOMIC THEORY  
AND ECONOMETRICS  VOLUME 30

QUANTITATIVE ANALYSIS 
OF SOCIAL AND FINANCIAL 

MARKET DEVELOPMENT

EDITED BY

WILLIAM A. BARNETT
University of Kansas, USA

and

BRUNO S. SERGI
Harvard University, USA

United Kingdom – North America – Japan  
India – Malaysia – China



Emerald Publishing Limited
Howard House, Wagon Lane, Bingley BD16 1WA, UK

First edition 2022

Editorial matter and selection © 2022 William A. Barnett and Bruno S. Sergi.
Published under exclusive licence. by Emerald Publishing Limited.
Individual chapters © 2022 Emerald Publishing Limited.

Reprints and permissions service
Contact: permissions@emeraldinsight.com

No part of this book may be reproduced, stored in a retrieval system, transmitted in 
any form or by any means electronic, mechanical, photocopying, recording or otherwise 
without either the prior written permission of the publisher or a licence permitting 
restricted copying issued in the UK by The Copyright Licensing Agency and in the USA 
by The Copyright Clearance Center. Any opinions expressed in the chapters are those 
of the authors. Whilst Emerald makes every effort to ensure the quality and accuracy of 
its content, Emerald makes no representation implied or otherwise, as to the chapters’ 
suitability and application and disclaims any warranties, express or implied, to their use.

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

ISBN: 978-1-80117-921-8 (Print)
ISBN: 978-1-80117-920-1 (Online)
ISBN: 978-1-80117-922-5 (Epub)

ISSN: 1571-0386 (Series)



v

CONTENTS

About the Editors� vii

About the Contributors� ix

Chapter 1  Effect of Related Party Transaction and  
Political Connection on Real Earnings Management:  
Study on Manufacturing Companies Listed in Indonesia  
Stock Exchange
Agustin Palupi and Lusia Tania Aurelia� 1

Chapter 2  Exchange Rate Volatility and Tourist Arrivals from 
Asean to Malaysia
Eliza Nor, Tajul Ariffin Masron and Xiang Hu� 17

Chapter 3  The Impact of Long-term Cross-currency Basis  
Swap on Japanese Government Bonds: Analysis of Different  
Non-traditional Monetary Policy Regimes
Takayasu Ito� 35

Chapter 4  The Impact of COVID-19-related Events on 
Indonesian Composite and Sectoral Index
Muhammad Hasan Ghazali and Taufik Faturohman� 47

Chapter 5  Customer Satisfaction of E-Wallet User:  
An Adoption of Information System Success Model
Fariq Rahadiyan Chalik and Taufik Faturohman� 61

Chapter 6  Stable Financial Performance as the Antecedent  
of ESG Activity and Firm Value Relationship: An Evidence  
from Indonesia
Yavida Nurim, Nung Harjanto, Paulina I. Prabawati and  
Nur R. Wijaya� 85

Chapter 7  An Initial Study of Knowledge Sharing Policies  
in Higher Education
Lina Anatan� 103



vi	 CONTENTS

Chapter 8  An Empirical Analysis of Firm-specific  
Determinants of Capital Structure Before and During  
Covid-19 Pandemic: Evidence from Listed Hotels, Restaurants, 
and Tourism Entities on the Indonesia Stock Exchange
Taufik Faturohman and Rashifa Qanita Noviandy� 119

Chapter 9  Modern Concepts of Distribution of Knowledge  
and Their Influence on the Process of Diffusion of Innovations  
on Macro- and Microlevels of Economy
Mikhailov Fedor Borisovich, Miasnikov Dmitrii Alekseevich  
and Fakhrutdinov Bulat Ildarovich� 135

Chapter 10  Are Unhappy People More Likely to be  
Religious? – Evidence from Chinese Rural Elderly
Liying Xia, Jianbo Zhang and Xuelin Ma� 143

Index� 157



vii

ABOUT THE EDITORS

William A. Barnett is the Oswald Distinguished Professor of Macroeconomics at 
the University of Kansas, Director at the Center for Financial Stability in New York 
City, Founder and First President of the Society for Economic Measurement, and 
Editor of the Cambridge University Press journal, Macroeconomic Dynamics. His 
book, Getting It Wrong: How Faulty Monetary Statistics Undermine the Fed, the 
Financial System, and the Economy, published by MIT Press, won the American 
Publishers’ Award for Professional and Scholarly Excellence for the best book 
published in economics during 2012. With Nobel Laureate Paul Samuelson, he 
also co-authored the book, Inside the Economist’s Mind, which is translated into 
seven languages.

Bruno S. Sergi is an Instructor at Harvard University, a Faculty Affiliate at 
the Center for International Development at Harvard, and an Associate at 
the Harvard Davis Center for Russian and Eurasian Studies and the Harvard 
Ukrainian Research Institute. He is the Series Editor of Cambridge Elements in 
the Economics of Emerging Markets and Entrepreneurship and Global Economic 
Growth. He teaches Political Economy and International Finance at the University 
of Messina and co-directs the Lab for Entrepreneurship and Development 
(LEAD).



This page intentionally left blank



ix

ABOUT THE CONTRIBUTORS

Miasnikov Dmitrii Alekseevich is a candidate of Economic Sciences and Associate 
Professor of the Department of Human Resource Management of Kazan Volga 
Federal University. He is a young teacher-researcher and author of more than  
20 scientific papers on the problems of human resource management and busi-
ness social responsibility management mechanisms with a high citation index.

Lina Anatan is a Lecturer and Researcher at Faculty of Business, Maranatha 
Christian University Bandung. She earned her Bachelor’s degree in Economics 
from the Faculty of Economics, Airlangga University and her Master’s and 
Doctorate degrees in Management from the Faculty of Economics and Business, 
Gadjah Mada University. Her research interest are manufacturing strategy,  
supply chain management, knowledge management, and strategic alliance.

Lusia Tania Aurelia graduated with an accounting degree from Trisakti School of 
Management, Jakarta, Indonesia. Currently, she is a junior auditor at a Big-Four 
Certified Public Accountant firm in Jakarta-Indonesia.

Mikhailov Fedor Borisovich is a candidate of Economic Sciences and Associate 
Professor of the Department of Human Resource Management of Kazan Volga 
Federal University (KFU). He is the Honored Teacher of KFU and is a full mem-
ber of the Academy of Labor and Employment, an interregional public organiza-
tion. He is the author of 160 scientific papers on human resource management 
and labor economics, including the author and co-author of four monographs 
on this topic, including books from the series Personnel Management in Russia by 
INFRA-M publishing house, Moscow.

Fariq Rahadiyan Chalik obtained his Master of Business Administration degree 
from Institut Teknologi Bandung, with a major concentration in Finance and a 
minor concentration in Decision Making and Negotiation in 2021. Previously, he 
received a Bachelor’s degree in Accounting from Universitas Kristen Maranatha 
and graduated with honors (cum laude). His research interests are finance, eco-
nomics, and economics and business strategy.

Taufik Faturohman is currently a Lecturer at the School of Business and 
Management of Institut Teknologi Bandung (SBM ITB). He received a PhD 
in Economics and Finance from Curtin Business School, Curtin University of 
Technology, Western Australia. The title of his dissertation is “An Examination 
of the Growth of Islamic Banking in Indonesia from 2003–2010.” He obtained his 
MBA from ITB and graduated with honor (cum laude). He earned a Bachelor’s 



x	 ABOUT THE CONTRIBUTORS

degree in Materials Engineering, also from ITB. His research interests are Islamic 
banking, Islamic finance, corporate finance, business risk management, and eco-
nomics.

Muhammad Hasan Ghazali is a graduate student with honor (cum laude) who 
earned his Bachelor of Economics degree from IPB University in 2019 and 
continued his Master of Business and Administration studies at the School of 
Business and Management, Institute Technology of Bandung since 2020. He has 
an interest in research related to finance. His undergraduate thesis research relates 
to “Efficiency Analysis of Sharia Unit of Life and General Insurance Companies 
in Indonesia.”

Nung Harjanto is an Associate Professor and Researcher at Akademi Akuntansi 
YKPN, Yogyakarta, Indonesia. He is also a member of the Institute of Indonesia 
Chartered Accountant. He concerns corporate governance and sustainability, 
empowering women in Small and Medium Enterprises (SMEs), and governance 
in banking.

Fakhrutdinov Bulat Ildarovich is a PhD student at postgraduate state financed 
organization “Center of Advanced Economic Research Academy of the Republic 
of Tatarstan” Kazan. He is an Assistant Teacher of the Department of Human 
Resource Management of Kazan Volga Federal University and an young Teacher-
Researcher and author of more than 10 scientific papers.

Takayasu Ito has been a Professor of Monetary and Financial Economics at 
the School of Commerce, Meiji University since April 2014. He started his aca-
demic career in April 2003 when he joined the Faculty of Economics at Niigata 
University as a Professor. Before his academic career, he worked for a major 
Japanese news agency, where he covered monetary policy, fixed income and inter-
est rate derivatives markets, etc. He holds two PhDs, one in Economics and one in 
Business Administration. His research interests are central banks, financial mar-
kets, and Islamic finance.

Xuelin Ma is a PhD student of Investment Economics at Shanghai University of 
Finance and Economics. His research interests are: (i) the relationship between 
investment and market economy, (ii) the impact of farmers’ individual character-
istics on investment preferences, and (iii) the application of artificial intelligence 
in farmers’ investment choices.

Tajul Ariffin Masron received his PhD in International Trade from Universiti 
Putra Malaysia in 2008. He is currently an Associate Professor in Finance 
Section, School of Management, Universiti Sains Malaysia. His research inter-
ests include international trade, international finance, economic development, 
and Islamic finance. He has published his articles in Applied Economics Letters, 
Asian Academy of Management Journal, and Global Trade and Customs Journal.



About the Contributors	 xi

Eliza Nor received her PhD in International Economics from the Universiti Putra 
Malaysia in 2009. She is currently a Senior Lecturer in Finance Section, School 
of Management, Universiti Sains Malaysia. Her research interests include inter-
national economics, international finance, and Islamic finance. She has published 
her articles in Applied Economics Letters, International Journal of Business and 
Society, Global Trade and Customs Journal, American Journal of Finance and 
Accounting, and IIUM Journal of Economics and Management.

Rashifa Qanita Noviandy is a highly enthusiastic and motivated learner who is cur-
rently in her final year of studies at School of Business and Management Institut 
Teknologi Bandung pursuing a Bachelor’s degree in Business and Management, 
majoring in Finance. She has been an active student during her studies and earned 
several organizational experiences focusing in finance and external partnership. 
From there, she has developed many important skills such as teamwork, problem-
solving, communication, and analytical skills.

Yavida Nurim is an Associate Professor and Researcher at the Faculty of 
Economics and Business, Universitas Janabadra, Yogyakarta, Indonesia. She is 
also a member of the Institute of Indonesia Chartered Accountant. She concerns 
behavioral accounting, corporate governance and sustainability, empowering 
women in Small and Medium Enterprises (SMEs), and auditor’s judgment.

Agustin Palupi is currently a Lecturer and researcher at Trisakti School of 
Management, Jakarta, Indonesia. Her research interests include financial mar-
kets, behavioral finance, and financial reporting. She has presented and published 
her research at international conferences and in refereed journals.

Paulina I. Prabawati is an undergraduate accounting student at the University 
of Sebelas Maret, Surakarta, Indonesia. She is interested in sustainability, finan-
cial inclusion, and financial technology. She completed an internship at UNS 
Fintech Center as an Enumerator for the Financial Services Authority project 
(Indonesian Government Organization) to contribute to financial inclusion in 
SMEs. Motivated by her interest in building sustainability, she has been research-
ing Environmental, social, and governance (ESG) in ASEAN as her research 
paper. Currently, she has joined an Enterprise Resource Planning (ERP) start-up 
in Indonesia as a business analyst intern.

Nur R. Wijaya is a graduated accounting student at the University of Sebelas 
Maret Surakarta, Indonesia. He completed an internship at PT. Pelabuhan 
Indonesia III (Persero) and service community at 2019. He is currently a Master 
of Accounting (Reporting and Management Accountability) student. His inter-
est is in social responsibility and sustainability of corporate, risk management in 
SMEs, and financial analysis. Motivated by his interest, he has published several 
articles about Corporate Social Responsibility (CSR) and sustainability.



xii	 ABOUT THE CONTRIBUTORS

Liying Xia is an Assistant Professor of Jiaxing Nanhu University. She got a 
PhD in Economics from Shanghai University of Finance and Economics. Her 
research interests are: (i) the relationship between economic development and 
rural people’s life, (ii) the application of artificial intelligence in farmers’ invest-
ment choices, and (iii) econometrics methods to analyze economics questions.

Hu Xiang is a PhD candidate in the School of Management, Universiti Sains 
Malaysia. She has working experience in the China’s construction and retail 
industry. Her research focus is on capital structure. She is particularly interested 
in the research field of corporate finance and optimization.

Jianbo Zhang is an Associate Professor of Economics at the University of Kansas. 
He got his PhD in Economics from Penn State University. His research interests 
are economic theory, game theory, and microeconomics.



1

CHAPTER 1

EFFECT OF RELATED PARTY 
TRANSACTION AND POLITICAL 
CONNECTION ON REAL 
EARNINGS MANAGEMENT: 
STUDY ON MANUFACTURING 
COMPANIES LISTED IN 
INDONESIA STOCK EXCHANGE

Agustin Palupi and Lusia Tania Aurelia

ABSTRACT

This study aims to examine the influence of related party transactions (RPTs), 
political connection (POLCON), board of directors (BOD), institutional 
ownership (IO), information asymmetry, audit quality (AQ), and leverage 
(LEV) on real earnings management (REM). The company used in this 
research is manufacturing companies listed on the Indonesian Stock Exchange 
from 2017 to 2019. The number of research samples is 192 firm years data. 
This study shows that RPTs, POLCON, IA, and LEV affect REM. In con-
trast, the BOD, IO, and AQ do not affect REM.

Keywords: Related party transaction; political connection; board of 
director; institutional ownership; information asymmetry; audit quality; 
leverage; real earnings management
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1. INTRODUCTION
Management generally expects the company to get maximum profit. Profit is one 
of the benchmarks we use to see the company’s performance. The greater the 
company’s profit earned, the company’s performance is considered better, and 
vice versa; if  the level of profit generated is trimmed, the company’s performance 
is considered less than optimal. Profit is crucial information, so company man-
agement often manipulates earnings to make them look better. Information about 
the company’s profits can be seen in the financial statements.

One of the actions taken to manipulate profits is to practice earnings manage-
ment. Earnings management can be defined as the company’s management’s efforts 
to intervene in financial reporting to deceive stakeholders who want to know how 
the company’s performance and actual condition are. Earnings management can 
be done with two techniques: accrual-based earnings management and earnings 
management through real activities. According to Roychowdhury (2006), earnings 
management through real activities is a company management action that deviates 
from standard business practices with the primary goal of meeting specific rev-
enue targets. Earnings management through real activities can be done with three 
approaches: operating cash flow, production costs, and discretionary costs. But with 
good corporate governance mechanism is expected to reduce opportunistic behav-
ior of management and protect the interests of stakeholders (Alexander, 2021).

PT Indofarma carried out one case of earnings management through real 
activities in Indonesia. As reported by finance.detik.com (https://finance.detik.
com/bursa-dan-valas, accessed March 7, 2020), through Bapepam’s findings, this 
case began with an investigation conducted by Bapepam regarding alleged viola-
tions of laws and regulations in Indonesia. in the field of capital markets related 
to the presentation of financial statements by PT Indofarma. Bapepam found 
evidence that the value of Work in Process was exaggerated in the 2001 financial 
statements by Rp. 28.87 billion from the examination results. As a result, the Cost 
of Goods Sold is lower, and the same value overstates net income. This study was 
conducted to determine the effect of related party transactions (RPTs), politi-
cal connections (POLCONs), board of directors (BOD), institutional ownership 
(IO), information asymmetry (IA), audit quality (AQ), and leverage (LEV) on 
real earnings management (REM) in manufacturing sector companies listed on 
the Indonesia Stock Exchange from 2017 to 2019.

2. THEORETICAL FRAMEWORK AND  
HYPOTHESES DEVELOPMENT

2.1. Agency Theory

According to Jensen and Meckling (1976), agency theory is the relationship between 
agents (management) and the principal (shareholders). An agency relationship is a 
work agreement (contract) in which one or more parties (principals) arrange for 
another party (agent) to perform work on behalf of the principal and delegate 
authority to the agent to make the best decisions for the principal. In agency theory, 
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it is explained about the relationship in the company between the principal (share-
holder) and the agent (management). Agency theory that is starting to develop 
refers to fulfilling the primary goal of management to maximize value for share-
holders. Three assumptions underlie agency theory, namely the human assumption, 
organizational assumption, and information assumption (Eisenhardt, 1989). In 
the human belief, human nature is generally selfish, has limited rationale regarding 
future perceptions (bounded rationality), and does not like risk (risk-averse). The 
organizational assumption states that there is a conflict of objectives among mem-
bers, efficiency as a criterion of effectiveness, and the existence of IA between prin-
cipals and agents in an organization. At the same time, the Information assumption 
states that information is a commodity with a cost and can be purchased. Agency 
theory states that many things in organizations are influenced by self-interest.

2.2. Real Earnings Management

According to Roychowdury (2006), earnings management through real activi-
ties is an action by company management that deviates from regular operating 
practices to convince stakeholders that specific financial reporting objectives have 
been met through regular activities. Earnings management through real activities 
can be done by manipulating sales, discretionary costs, and company production 
costs during the current period. Companies that earn near-zero profits will usu-
ally manage their real activity variables opportunistically, such as sales discounts, 
production levels, research and development, and other discretionary expenses 
to increase reported profits. Thus, earnings manipulated through certain real 
activities, such as price discounts and discretionary spending, maybe the optimal 
course of action under certain economic conditions. However, if  managers are 
involved in this on a wider scale to meet revenue targets, then it is said that they 
carry out earnings management through real activities.

2.3. RPTs and REM

A RPT transfers resources, services, or obligations between the reporting entity 
and related parties, regardless of whether a price is charged (PSAK 7). According 
to Limanto and Herusetya (2017), transactions with related parties can be used 
as a tool for earnings management. RPTs could be used opportunistically to 
manipulate selling prices when doing upward selling or profit shifting. Amin, 
Niki, Suhardjanto, and Setiany (2018) stated that the higher concentration of 
ownership weakens the supervisory role audit committee on earnings quality.

The research results conducted by Abdullah, Hussin, and Nordin (2015) show 
that the higher the level of RPTs, the value of REM will also be higher. However, 
the research conducted by El-Helaly et al. (2018) shows that the higher the RPTs, 
the management will tend to avoid doing earnings management through real 
activities. Meanwhile, the results of research by Limanto and Herusetya (2017) 
show that RPTs do not affect REM. Therefore, based on the description above, 
the hypotheses that can be made are:

Ha1. RPTs affect REM.
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2.4. POLCON and REM

Companies with POLCONs if members of the board of commissioners and BOD 
currently serving or have served or worked in the government include high-rank-
ing military officers (Malik & Ahmad, 2017). The POLCON positively influences 
REM by manipulating cash flow operations, production costs, and discretionary 
expenditures. (Braam, Nandy, Weitzel, & Lodh, 2015; Chi, Liao, & Chen, 2016; 
Jia et al., 2019), Consequently, companies that carry out earnings management 
through real activities are more difficult to detect. Meanwhile, Fan (2017) and 
Malik and Ahmad (2017), it proves that POLCONs harm REM. Companies have 
POLCONs, and it will be easier to enter the capital market. Many other benefits 
that cause pressure on management to obtain high profits are reduced, so manage-
ment’s motivation to take earnings management actions is reduced. However, if  
only tested against cash flow from operations, the results of research conducted by 
Malik and Ahmad (2017) show that POLCONs do not affect. If only one person in 
the company has POLCONs, it will not affect management’s actions to take REM 
actions. Based on the description above, the hypotheses that can be made are:

Ha2. POLCON affects REM.

2.5. BOD and REM

According to Arifin and Destriana (2016), the BOD consists of people who deter-
mine essential policies in the company. The BOD is in charge of creating and 
regulating corporate governance mechanisms and influence the discussion pro-
cess to essential decision-making in the company. Therefore, good corporate gov-
ernance will reduce the opportunity to carry out earnings management through 
real activities.

The number of the BOD has a positive effect on REM, meaning that the 
larger the size of the BOD, the higher the REM carried out by the company 
(Al-Haddad & dan Whittington, 2019; Kharasgah, Amran, & Ishak, 2019; Talbi, 
Omri, Guesmi, & Ftiti, 2015). This result contradicts the research conducted by 
Susanto and Pradipta (2016), Swai and Mbogela (2016), and Chouaibi, Harres, 
and Ben Brahim (2018). On the other hand, the BOD harms REM. The larger the 
size of the BOD in a company causes a decrease in REM because of the supervi-
sion carried out by the BOD on management. Therefore, based on the description 
above, the hypotheses that can be made are:

Ha3. The BOD affects REM.

2.6. IO and REM

According to Wiranata and Nugrahanti (2013), IO is thought to provide a super-
visory mechanism within the company. Institutional investors can carry out 
active supervision because institutional investors tend to invest in huge invest-
ments so that supervision will be carried out more actively. Furthermore, Jensen 
and Meckling (1976) stated that IO has an essential role in minimizing agency 
conflicts between principals and agents. Therefore, the existence of institutional 
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investors is considered capable of maximizing the supervision of management 
performance by monitoring the decisions taken by the management as the man-
ager of the company.

The greater the number of IO, the greater the occurrence of earnings manage-
ment through real activities (Arlita, Bone, & Iwan Kesuma, 2019; Kusumawati 
et al., 2015; Setiawati & Lieany, 2016). The expectation of increased company 
profits and high returns from investors encourages management to take earnings 
management actions.

Susanto and Pradipta (2016) stated that IO harms REM. Institutional inves-
tors tend to invest in very large investments so that supervision will be carried out 
more actively and become an obstacle for management if  they want to do earn-
ings management (Haddad & Whittington, 2019; Swai & Mbogela, 2016)

Another study conducted by Nurzam, Gustri, and Wulanputih (2017) and 
Budi and Putri (2018) states that IO does not affect REM. Investors are temporary 
investors who only expect a high rate of return so that the supervisory function 
is carried out ineffectively, resulting in no influence on the company’s operational 
activities. Based on the description above, the hypotheses that can be made are:

Ha4. IO affects REM.

2.7. IA and REM

IA is a situation where the company’s management has access to company infor-
mation that is not owned by outside parties, including investors, creditors, banks, 
or the government. IA occurs because the principal does not have sufficient 
information about the agent’s performance (Suhendah & Imelda, 2012, p. 266 in  
Dewi & Chandra, 2016).

Higher IA will increase REM (Jasman & Amin, 2017; Mardiana, 2019; 
Wicaksono, 2015; Wiyadi, Trisnawati, Puspitasari, & Sasongko, 2016). IA is an 
imbalance of information owned by management and investors that can encour-
age management to take earnings management actions. On the other hand, IA 
harms REM by manipulating discretionary expenditures (Amin, 2017). the exist-
ence of good corporate governance and the company being audited by external 
parties will reduce the information gap between management and stakeholders. 
Thus, management will not take earnings management actions. Putri and Sujana 
(2018) state that IA does not affect REM. IA is not a factor that management 
considers when it takes earnings management actions through real activities. 
Therefore, based on the description above, the hypotheses that can be made are:

Ha5. IA affects REM.

2.8. AQ and REM

According to Hadi and Handojo (2017), financial statements are prepared by com-
panies and used as information to users of financial statements after the report 
is audited by a Public Accounting Firm determined by the company. Therefore, 
audited financial statements will increase the credibility of the report. Utami and 
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Handayani (2019) stated that the better the selection of external auditors, the 
more credible the information presented in the financial statements. The external 
auditors who are classified as good are the big four Public Accounting firms.

The research results by Nihlati and Meiranto (2014) show that AQ harms 
REM through manipulation of cash flow operations. Therefore, management will 
be careful in carrying out earnings management not to be detected by the audi-
tor. Companies audited by the big four CPAs tend not to do earnings manage-
ment. This research aligns with the study conducted by Boedhi and Ratnaningsih 
(2015) through manipulation of cash flow operations and Sanjaya (2016) through 
manipulation of production costs and discretionary expenditures.

Research conducted by Puspitasari and Nugrahanti (2016) and Nugrahanti 
and Puspitasari (2018) states that the better the AQ, the greater the REM through 
cash flow operation manipulation. Companies that use audit services from the big 
four CPAs allow management to carry out earnings management through real 
activities because they are more difficult to detect.

Other research conducted by Sanjaya (2016) and Utami and Handayani (2019) 
shows that AQ does not affect REM. By using REM, auditors cannot reduce real 
activity manipulation because it is more difficult to detect. Therefore, based on 
the description above, the hypotheses that can be made are:

Ha6. AQ affects REM.

3. RESEARCH METHODS
Manufacturing companies registered in Indonesia are the object of research used 
in this study. The research period is from 2017 to 2019. The samples are as follows 
(Table 1):

Table 1.  Sample Selection Table.

Information Number of  
Companies

Amount of  
Data

Manufacturing companies listed on the Indonesian Stock Exchange 
from 2015 to 2019

135 405

Manufacturing companies that do not consistently publish financial 
statements as of December 31 from 2015 to 2019

3 9

Manufacturing companies that do not consistently use Rupiah from 
2015 to 2019

25 75

Companies that do not have IO from 2017 to 2019 3 9
Manufacturing companies that do not have RPTs from 2017 to 2019 24 72
Manufacturing companies that carry out stock splits and stock reverses 

from 2017 to 2019
2 6

Manufacturing companies that do not have bid and ask prices on the 
last day of stock trading from 2017 to 2019

8 24

Companies that do not have complete data related to research 6 18
Company sample quantity 64 192

Source: Data collection results.
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4. MEASUREMENT OF VARIABLES
4.1. Real Earnings Management

Earnings management through real activities is defined as actions that deviate 
from the company’s standard operating practices to convince stakeholders that 
specific financial reporting objectives have been met through normal activities 
(Roychowdhury, 2006). REM in this study is measured using three approaches 
taken from the research of Talbi et al. (2015). The steps to calculate REM, 
according to Talbi et al. (2015), are as follows:

1.  Sales manipulation:

	 α α α ε= + +
∆

+
− − − −

CFO
TA

 
1

TA
SALES

TA
SALES
TA

t

t t

t

t

t

t1
0

1
1

1
2

1

	

Information:
CFOt = company operating cash flow in period t
TAt−1 = Total assets of the company at period t − 1
SALESt = Company sales on period t
ΔSALESt = Changes in company sales in period t
ε = Error.

2.  Discretionary expenditures:

	 α α ε= + +
− −

−

−

DISX
 TA

 
1

TA
SALES

TA
t

t t

t

t1
0

1
1

1

1

	

Information:
DISXt = �Discretionary cost, which consists of advertising expense, R&D expenses, 

sales and general expenses in period t
TAt−1 = Total assets of the company at period t − 1
SALESt−1 = Company sales on period t − 1
ε = Error.

3.  Over production:

	 α α α ε= + +
∆

+
∆

+
− −

−

− −

−

−

PROD
TA

 
1

TA
SALES

TA
SALES
TA

SALES
TA

t

t t

t

t

t

t

t

t1
0

1
1

1

1
2

1

1

1

	

Information:
PRODt = company production cost in period t
TAt−1= Total assets of the company at period t − 1
SALESt−1= Company sales on period t
ΔSALESt = Changes in company sales in period t
ΔSALESt-1 = Changes in company sales in period t − 1
ε = Error.
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4.  REM:
Calculation of REM measured using three proxy which has been described above. 
First, the residual value of cash flow from operation and discretionary expense is 
multiplied by (−1). So, the formula for calculating REM is as follows:

	 REM = -SR(Ab_CFO) + SR(Ab_PROD) - SR(Ab_DISX) 	

Information:
BRAKE = REM
SR(Ab_CFO) = �Standardized residual abnormal operating cash flow of the company
SR(Ab_PROD) = Standardized residual abnormal company production costs
SR(Ab_DISX) = Standardized residual abnormal company discretionary costs.

4.2. Related Party Transactions

An RPT transfers resources, services, or obligations between the reporting entity 
and associated parties, regardless of whether a price is charged (PSAK 7). This 
variable is measured by calculating RPTs divided by the company’s total sales. 
The proxies for calculating RPTs are taken from the research of Limanto and 
Herusetya (2017):

	 RPT =
Total RPT
Total Salest

	

Information:
RPTs = Related party transactions
Total RPT = �Total RPT (acquisition of assets, assets sales to the related party, 

equity sales to the related party, trading relationships, and cash pay-
ment or loan to related party)

Total Sales = Total sales period t.

4.3. Political Connection

Companies that have POLCONs if  the board of commissioners and BOD are 
currently serving or have served or worked in the government, including high-
ranking military officers (Malik & Ahmad, 2017). This variable is measured using 
a dummy variable. A value of 1 is for companies with POLCONs, and 0 is for 
companies that do not have POLCONs (Malik & Ahmad, 2017).

4.4. Board of Directors

According to KNKG (2006), the BOD is a collegially responsible corporate 
organ responsible for managing the company. Each panel of  directors can carry 
out its duties and make decisions by assigning responsibilities and authorities. 
This variable is measured by looking at the size of  the BOD of  a company. 
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