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Abstract. ‘Quality earnings’ are those that are free from accounting tricks and can
be used to predict future conditions of the company. Some companies engage in
downward manipulation of profits to reduce taxes, while other companies artificially
increase profits to look better in the eyes of analysts and investors. Placing women on
the board of directors to enhance supervision may reduce these activities and improve
the quality of income. This study aimed to examine the effect of age, ethnicity, and
financial expertise of female directors on earnings quality on the IDX for the period
2015 - 2018. The study found that (1) higher diversity in the age of female directors did
not affect earnings quality; while (2) the more ethnically diverse, the lower the earnings
quality. For the moderating variable of financial expertise, the results showed that the
financial expertise of female directors weakened the relationship between diversity
and earnings quality.
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In accounting, earnings quality refers to the ability of earnings to predict the company’s
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earnings processes that are relevant to specific decisions [1], thus making the preparation process vulnerable to distortion of information. Almost all managerial activities have
a potential effect on manipulation activities [2]. Management certainly strives to optimize
the achievement of the level of income in accordance with the targets expected by the
company, and even fulfill the forecasts of securities analysts.
As part of the monitoring mechanism, directors (women) play an important role in
supervision to control the quality level of the financial reporting process[3]. The diversity
of attributes available on the board of directors can affect the adequacy of board
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monitoring and reduce earnings management actions [3, 4, 5]. Other researchers argue
that companies become vulnerable to earnings malpractice activities if the composition
of the board of directors is not well formed [6,7].
Research focusing on gender issues has been started since the 1960s, especially in
developed countries [8].
Several studies related to the issue of gender equality show that female directors are
more professional in carrying out their functions [9]; minimize cross-cultural, racial and
ethnic work conflicts [10]; tends to increase oversight related to owner protection [11];
dare to take appropriate action on a problem [12]; more assertive in making decisions,
especially regarding earnings quality and avoiding the risk of lawsuits [13].
However, this does not necessarily increase women’s participation in top management of companies [14]. Several countries have initiated initiatives, such as Norway which
by law requires the representation of women at least 40% on the board of directors.
This step was followed by other EU countries such as the UK, Finland, Spain, Italy [14,
15].
Meanwhile for Southeast Asian countries, the World Economic Forum (an association
engaged in gender equality) released ”The Global Gender Gap Report 2018”. The report
shows that for Southeast Asian countries the participation of women in top management
positions is still very low, and the lowest position is occupied by Malaysia [17]. Meanwhile,
globally, Indonesia is ranked 85th out of 149 countries studied related to the gender
gap (Figure 1.1).
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Figure 1: (Source from WEF, 2018).

Focusing on research on female directors, age and ethnic diversity, and financial
expertise are also required on female directors. This is aimed at optimizing the competence of female directors in decision making. Female directors who vary in terms of age
(both young and senior) will provide balance in decision making, because they have
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different perspectives and skills [17, 18]. While viewed from the ethnic side, diversity will
offer a variety of experiences, talents, ideas, and knowledge that are useful in making
risky decisions [20]; able to see opportunities in the external business environment
and minimize threats that may arise [21]; and ethnic diversity has an impact on the
implementation of ethics in decision making [22].
The financial expertise possessed by female directors is expected to be able to
strengthen the company’s goals in improving earnings quality. The business background
possessed by female directors will be able to increase the company’s competitive
advantage and understanding of business challenges, as well as having competence
in reducing risk [23]; and significantly able to reduce real earnings management and
improve earnings quality [24].
The purpose of this research is twofold. First, it aims to provide evidence on whether
the age and ethnic diversity of female directors affect earnings quality. Second, It aims to
examine the relationship between the diversity of female directors and earnings quality,
moderated by the financial expertise of female directors.

2. METHODOLOGY
2.1. Samples and Source of Data
To conduct the test, the researcher obtained a sample using purposive sampling
method. The sample criteria are all companies listed on the IDX except financial companies in 2015 to 2018; not experiencing financial difficulties; and the availability of all
necessary data in the financial statements of the sample companies.

2.2. Research Model and Description of Variables
The following is the research model used in testing the relationship between variables.
EQ = 𝛼+𝛽 1 AD+𝛽 2 ED+𝛽 3 FE+𝛽 4 FS+𝛽 5 FG+𝜀𝑖,𝑡 (1)
EQ = 𝛼+𝛽 1 GD+𝛽 2 FE+𝛽 3 GD*FE+𝛽 5 FS+𝛽 6 FG+𝜀𝑖,𝑡 (2)
Earnings quality value is obtained from the residual standard deviation (25), with
formula:
𝑊 𝐶𝐴𝑖,𝑡 = 𝛽0,𝑖 + 𝛽1,𝑖 𝐶𝐹 𝑂𝑖,(𝑡−1) + 𝛽2,𝑖 𝐶𝐹 𝑂𝑖,𝑡 + 𝛽3,𝑖 𝐶𝐹 𝑂𝑖,(𝑡+1) + 𝜀𝑖,𝑡 (1) 𝑊 𝐶𝐴𝑖,𝑡 = Δ𝐶𝐴𝑖,𝑡 −
Δ𝐶𝐿𝑖, 𝑡 − Δ𝐶𝐴𝑆𝐻𝑖,𝑡 + Δ𝐷𝐸𝐵𝑇𝑖,𝑡 (2) 𝐶𝐹 𝑂𝑖,𝑡 = 𝑁𝐼𝑖,𝑡 − (Δ𝐶𝐴𝑖, 𝑡 − Δ𝐶𝐿𝑖,𝑡 − Δ𝐶𝐴𝑆𝐻𝑖,𝑡 +
Δ𝐷𝐸𝐵𝑇𝑖,𝑡 − 𝐷𝐸𝑃𝑖,𝑡 ) (3)
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The company’s working capital is symbolized by WCA; operating cash flow (CFO);
current assets (CA); current liabilities (CL); cash (CASH); changes in debt in current
liabilities (DEBT); net income (NI); depreciation expense (DEP). All variables on a scale
with total assets. Earnings quality is declared high, if the value of discretionary accruals
obtained is low.
The independent variables in this study were age diversity and ethnic diversity.
Briggs, CEO of Phoenix Group, said that firms with younger, middle-aged, and older
workers do better than firms that do not have a wide range of workers [26]. Age
diversity is measured by the Blau index, by classifying female directors into 6 age
groups, namely under 36 years, 36-45, 46-55, 56-65, 66-75 and above 76 years [27].
Meanwhile, the ethnic diversity of the company’s directors increases the independence,
transparency, effectiveness, in carrying out the supervisory function [19, 26]; and improve
accountability in financial reporting [29]. The measurement of ethnic diversity also
uses the Blau index, by grouping the female directors into three main groups, namely
Indonesian, Chinese, and others [29].
This study uses financial expertise as a moderating variable. Women directors who
have a business education background will certainly have more ability to solve financial
problems and be able to prepare quality financial reports [4]. This variable is measured
by dividing the number of female directors with business education backgrounds by the
total number of female directors [30]. Finally, firm size and firm growth become control
variables. Ln total assets is used to measure the size of the company; and company
growth with market to book value ratio [31].

2.3. Data Analysis Technique
This study uses unbalanced panel data, which has an impact on the unequal number of
observations each year. This is due to the limitations encountered during data collection,
namely the limited number of female directors in public companies on the IDX.
The testing phase begins with testing the classical assumptions (multicollinearity,
heteroscedasticity, and autocorrelation), in order to obtain certainty that the data has
met the requirements of statistical techniques. Then proceed with the hypothesis testing
phase, using 5% significance level. In this study, researchers used SPSS version 16.0 as
a test tool.
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3. RESULTS AND DISCUSSIONS
3.1. Sample and Observations Result
The limited number of companies that have female directors has resulted in this study
taking the form of unbalanced panel data, which means that no full observations were
available during the four years of observation. Table 1 presents a summary of the 467
observations.
Table 1: Samples and Observations
Descriptions

n

The population of public companies on the IDX 448
2015-2018
Banking and financial institutions

(30)

Companies that do not have complete data

(272)

Total sample

146

Total observations

467

3.2. Descriptive Statistic
Table 2 reports descriptive statistics of the variables studied, namely (1) gender diversity
(age diversity and ethnic diversity); as an independent variable; (2) financial expertise
as a moderating variable; (3) the control variables in this study are company size and
company growth; and (4) the dependent variable is earnings quality; of 467 observations.
Table 2: Descriptive Statistics
N

Minimum

Maximum

Mean

Std.
Deviation

EarnQ (Y)

467

0.00

4.72

0.0828

0.45843

AgeDiv (X1)

467

0.00

0.72

0.1245

0.22031

EthnicDiv (X2)

467

0.00

0.63

0.0583

0.15511

FinancialExp
(X3)

467

0.00

1.00

0.6970

0.40524

FSize (X4)

467

24.34

32.15

28.4687 1.73656

FGrowth (X5)

467

-14.72

82.44

3.0899

7.83238

Valid N (listwise) 467

From the table above, it is found that the average value, the lowest value, the highest
value, and the standard deviation, respectively, are 0.1245; 0.72; 0.00; and 0.22031.
Meanwhile, ethnic diversity shows a value of 0.0583; 0.63; 0.00; and 0.15511 respectively.
For the moderating variable, financial expertise, it shows a value of 0.697; 1.00; 0.00;
DOI 10.18502/kss.v7i6.10606
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and 0.40524. Furthermore, for the dependent variable (earnings quality) the average,
maximum, minimum, and standard deviation values are obtained; ie 0.0828; 4.74; 0.00;
and 0.45843.
Hypothesis Result
Before testing the hypothesis, the researcher tested the classical assumptions first.
Table 3 shows a summary of the results of hypothesis testing obtained.
Table 3: Results of the tested hypotheses
α

t

Sig

Conclusion

Direct Relationship (H1 to H3 ):
Constant

-0.294

-0.864

0.388

AgeDiv (X1)

0.117

1.115

0.265

Not Accepted

EthnicDiv (X2)

0.765

5.066

0.000***

Accepted

FinancialExp (X3)

0.116

2.295

0.022**

Accepted

FSize (X4)

0.009

0.760

0.447

Not Accepted

FGrowth (X5)

-0.007

-2.479

0.014***

Accepted

R-Square = 9%

Adjusted R Square = 8%

F = 9.149

Sig = 0.000**

Moderating Effect (H4 ):
Constant

-0.181

-0.539

0.590

GenderDiv (Z1)

-0.433

-1.537

0.125

FinancialExp (X3)

0.020

0.356

0.722

Z1*X3

1.806

4.626

0.000***

FSize (X4)

0.007

0.611

0.541

FGrowth (X5)

-0.005

-1.815

0.070*

Accepted

R-Square = 11.4%

Adjusted R Square = 10.4%

F = 11.871

Sig = 0.000***

Note: Earnings Quality as Dependent Variabel Level of significance: (*) = 10%; (**) = 5%; and (***) = 1%

Table 3 shows the hypothesis testing. Hypothesis testing was carried out in two
stages, namely testing the effect of age diversity, ethnic diversity, financial expertise,
on earnings quality; and testing the effect of gender diversity (age diversity and ethnic
diversity together) on earnings quality, moderated by financial expertise.
For the first stage of testing, an R-square value of 9% was found, it can be concluded
that the independent variables involved only affect the dependent variable by 9%;
while 91% is influenced by other factors. While, in the second stage of testing, the result
shows the R-square value is 11.4%, meaning that after the relationship is influenced by
the moderating variable, then r2 increases to 11.4%.
Then seen from the F-test value in the first stage of testing of 9.149, a significance
of 0.000, and this value increased to 11.871 in the second stage of testing, with a
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significance value of 0.000. This can be interpreted that simultaneously the independent
variable affects the dependent variable at alpha 5%.

3.3. Age Diversity and Earnings Quality
The first test conducted found that earnings quality was not affected by age diversity.
This is evidenced by the results of data processing obtained p value of 0.265 (greater
than 5% alpha); 0.117 for the value of the regression coefficient; and 1.115 for the t value.
Previous researchers have proven that the company’s performance (one of which is
evidenced by the increase in earnings quality) is influenced by the diversity of the age of
the board of directors [32]; [33]. However, this condition does not seem to always apply
in developing countries such as Indonesia, some studies still show inconsistent results.
This results in not being able to prove that the age diversity can affect its business
decisions, including proving an increase in the quality of the company’s earnings.

3.4. Ethnic Diversity and Earnings Quality
The second hypothesis is successful in proving that ethnic diversity has an opposite
effect on earnings quality, meaning that the more ethnically diverse the directors are,
the lower the company’s earnings quality will be. This is ensured with a slope coefficient
of +0.765; the result of t-value 5.066; and p value 0.000 (≤ 5% alpha). This finding is
consistent with previous research which found that the higher the ethnic diversity, the
lower the quality of the company’s earnings [33, 34, 26].
In addition to gender, ethnicity is also an identity that a person has and shapes his
character in solving a problem. In an organization that is managed by a group of people
who have diverse backgrounds, it will certainly benefit the company because they have
a different set of innate skills and knowledge from team members. Multidimensional and
holistic perspectives will be built in a diverse environment, and are useful in making
wise decisions in an organization.
Although diversity is something to be expected, in reality people often feel confused,
threatened or even disturbed by people who have views, backgrounds, cultures, ethnicities that are very different from theirs. This can be seen from the findings of this
study, for the case in Indonesia, ethnic diversity makes directors more smooth for group
interests and lowers earnings quality.
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3.5. Gender Diversity, Financial Expertise, and Earnings Quality
The test results for hypothesis 3 are carried out by looking at the p-value and the
comparison of the R2 value of the single regression and regression with the moderating
variable. For the first stage, it was found that the regression results showed a negative
regression coefficient of 1.806, a t-value of 4.626, and a p-value of 0.000 (alpha less than
1%). Meanwhile, in the second stage, the comparison of the R2 values found that there
was an increase in the R2 value after the moderating variable (from 9% to 11.4%). This
means that it can be concluded that the more diverse gender and financial expertise of
female directors, the lower the quality of the company’s earnings. So it can be concluded
that hypothesis 3 is supported.
The financial expertise possessed is not always used by executives to improve the
quality of company profits. Many cases of fraud arise because directors have adequate
educational backgrounds but commit fraudulent acts. The two most common reasons
executives commit frauds are greed and necessity. Greed and need can play a role on
a personal level as well as a corporate level. From the explanation above, it can be
concluded that educated executives, including those in finance and accounting, can
result in low earnings quality.

4. CONCLUSION AND RECOMMENDATION
This study aims to see whether the diversity in the female board of directors (in terms of
age and ethnicity), and the financial expertise of female directors can improve earnings
quality. This study uses companies listed on the IDX from 2015-2018. The results of the
study found that diverse ages have no effect on earnings quality, while ethnic diversity
will trigger low earnings quality. For the moderating variable of financial expertise, it
was found that financial expertise weakened the relationship between gender diversity
and earnings quality.
The results showed that the independent variable had a weak relationship with the
dependent variable, which was indicated by a low R-square value. Further research is
needed as the development of this research. Further research will further develop the
attributes of gender diversity, such as nationality, language, and so on.
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