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The Interactive Impact between Financial Analyst Coverage and
Managerial Entrenchment Mechanisms on Accounting
Conservatism Level: An Empirical Study
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and Dr. Marwa Saber Hamouda

Abstract:

Purpose: This study examines the interactive impact between financial analysts' coverage
and managerial entrenchment mechanisms on accounting conservatism level to improve

financial reporting quality.

Methodology: The study uses a quantitative approach to assess the interactive impact
between financial analysts' coverage and managerial entrenchment mechanisms on
accounting conservatism level for a sample of (62) firms in (7) sectors representing
(33.69%) of the total number of all firms listed on the Egyptian Stock Exchange from 2018
to 2021 with (248) firm-year observations. The multiple linear regression analysis and the
Kruskal-Wallis test are run to test the hypotheses.

Findings: The results conclude a positive impact of financial analysts' coverage and
managerial entrenchment mechanisms using boardroom independence on accounting
conservatism level. On the contrary, the results find a negative impact of managerial
entrenchment mechanisms using CEO duality and CEO tenure on accounting conservatism
level. Furthermore, the results indicate a positive impact of the interactive variable,
boardroom independence and financial analysts' coverage, on accounting conservatism
level. The interaction between boardroom independence and financial analysts' coverage
leads to an increase in the positive impact on accounting conservatism level. On the other
hand, the results reveal a negative impact of the interactive variable, financial analysts'
coverage and CEO duality, on accounting conservatism level. Similarly, the interaction
between financial analysts' coverage and CEO tenure negatively affects accounting
conservatism level. Thus, the aforementioned two interactive variables lead to a decrease in

the negative impact on accounting conservatism level.
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Moreover, the results demonstrate significant differences among firms regarding
accounting conservatism level in light of financial analysts' coverage and managerial
entrenchment mechanisms using boardroom independence. Additionally, there are
insignificant differences among firms regarding accounting conservatism level and
managerial entrenchment mechanisms using CEO duality, managerial ownership, and CEO
tenure. Also, the study shows through additional analyses that there are significant
differences among the Egyptian sectors concerning accounting conservatism level,
financial analysts' coverage, CEO duality, and managerial ownership, whereas there are
insignificant differences among the Egyptian sectors regarding boardroom independence
and CEO tenure.

Originality/value: The study contributes to the literature by investigating both the positive
and negative effects of financial analysts' coverage and managerial entrenchment
mechanisms on accounting conservatism in order to decrease agency problems and reduce
the opportunistic behaviors of managers which could lead to higher accounting
conservatism level and improve financial reporting quality. Moreover, the study supports

the decisions of regulatory bodies to improve corporate governance practices in Egypt.

Keywords: Financial analyst coverage, Managerial entrenchment, accounting

conservatism
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