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The Financial Collapse of 2008: Does Corporate Governance Help 

Firms Survive? 

 

 

 

 

 

Abstract 

 

 
I examine the effects of corporate governance, specifically Governance Score and Institutional 

Ownership, on accounting aggressiveness as well as on a firm’s success during a financial crisis.  During 

the 2008 financial crisis, 962 firms in the financial industry lost $2.6 trillion in market value.  My 

research seeks to determine the effect corporate governance had on this loss.  I expect to find that 

corporate governance mitigates aggressive accounting, and that firms with strong corporate governance 

will be more likely to succeed during a financial crisis.  Regression analysis is used to test these 

hypotheses, and I find that there is a significant negative correlation between Institutional Ownership and 

the level of accounting aggressiveness.  I find no correlation between either variable of corporate 

governance with regard to success during a financial crisis.  From my results, it appears that all financial 

firms lost value in the market during this time, regardless of the position of their corporate governance.  

Finally, this research extends the accounting literature in that it is the first to explore the relationship 

between corporate governance and success during a financial crisis.  This research also determines that 

corporate governance, specifically Institutional Ownership, mitigates the number of non-cash accruals 

held by firms.   
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The Financial Collapse of 2008: Does Corporate Governance Help 

Firms Survive? 

 

 
I. INTRODUCTION 

During the time period from September 30, 2007 to December 31, 2008, 962 firms in the 

financial industry lost $2.6 trillion in market value.  This loss can be attributed to the collapse of the 

financial market beginning in early 2008.   

On March 17, 2008 JP Morgan Chase purchased Bear Stearns to save the company from 

filing for bankruptcy.  Six months later, Lehman Brothers Holdings, Inc. filed for the largest 

bankruptcy in the history of the United States, totaling $639 billion
1
. During that same month, Merrill 

Lynch, AIG, Washington Mutual, and Wachovia collapsed within days of each other.  Merrill Lynch 

and Wachovia were bought out by Bank of America and Citigroup, respectively, and were saved from 

filing Chapter 11 bankruptcy.  On September 19, 2008, in an attempt to calm the panic arising from 

the 2008 financial crisis, the Securities and Exchange Commission (SEC) placed a ban on short-

selling on 775 financial firms in the United States.  This halt was in an effort to “protect the integrity 

and quality of the securities market and strengthen investor confidence”
2
.  Throughout the next few 

days, there were 178 subsequent additions of firms, and 9 firms that asked to be removed from the 

short-selling ban list.  On October 4, 2008, the United States Congress and President Bush stepped in 

to try to end the downward spiral of the financial crisis.  The $700 billion bank bailout, known as the 

Troubled Asset Relief Program (TARP), was passed in order to bolster the failing United States 

financial system and ease the credit crunch stemming from the failures of some of the nation’s largest 

financial institutions. These bankruptcies, declines in stock price, and overall market loss for the 15 

months following the peak in the market contributed to the overall $2.6 trillion loss for the financial 

industry.   

                                                           
1
 (Press, 2008) 

2
 (Securities and Exchange Commission, 2008) 
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1.1 Sub-Prime Mortgage Crisis 

Preceding the bankruptcy of these financial institutions was the sub-prime mortgage crisis.  

Following the aftermath of September 11, 2001, the U.S. Economy began growing in 2002 when the 

Federal Reserve monetized the equity of houses to raise consumer spending.  Housing prices rose for 

two different reasons.  First, the Federal Reserve and the Treasury took action by creating massive 

amounts of liquidity and supplying that liquidity to banks.  Second, banks, now full of new cash, 

relaxed lending standards, allowing people easier access to credit.   In addition to creating new 

currency, the Federal Reserve lowered the Federal Funds Rate below the rate of inflation.  These 

events would ultimately be major contributors to the bubble in the housing market.  Giving 

homeowners easier access to credit led to a demand shift in housing which increased housing prices. 

Importantly, income levels were not rising to support the increase in house price.  That is, many 

homeowners entered into loans that they simply could not afford.  However, people continued to enter 

into new loans because they did not want to be left behind from the housing bubble.  Many 

homeowners began purchasing second homes and “flipping” them to make a profit.  Soon, there was 

an oversupply of houses and not enough buyers; thus, prices started to decline and soon people that 

had purchased houses for “flipping” could not sell.  In many cases, these homes had become “under 

water”, where the mortgage was worth more than what the house was worth.   As prices continued to 

fall the problem was exacerbated leading to a supply glut of housing and decreasing prices.  This 

began to cause the housing bubble to burst, and buyers began defaulting on their mortgages.   

As buyers defaulted on their mortgages, those same mortgages were bundled into mortgage-

backed securities that were purchased by investment banks.  Many of these “sub-prime” loans were 

made to borrowers that had high credit scores; therefore, these loans were packaged and then sold to 

investment banks as “high credit packages”.   Credit Rating Agencies, such as Standard and Poor’s 

and Moody’s are responsible for rating such types of investments.  An investment approved by these 

agencies that received an “A”, “AA” or “AAA” rating was believed to be a safe and reliable 

investment.  Believing that these securities were of a high credit rating, because they were made to 



6 
 

borrowers with high credit scores, investment banks were quick to purchase them, not knowing that 

the majority of the assets tied up in the securities were worth substantially less.  As the demand for 

housing continued to be strong and prices continued to rise, the investment banks were not concerned, 

and felt that they had made wise decisions in purchasing such securities.  As they began to purchase 

more of these risky assets, their leverage was increasing, and the financial industry as a whole was 

continuing to grow.  However, as these mortgage-backed securities became worthless, many 

institutional funds were faced with collateral calls and had to sell other assets in order to raise enough 

capital to de-leverage.  

 

1.2 Research Questions 

The question remains as to why these financial institutions failed, and why firms such as JP 

Morgan Chase, Bank of America and Wells Fargo have continued to not only thrive, but to have 

enough capital to actually acquire some of the firms that went bankrupt.  In this paper, I examine 

specific corporate governance attributes for each of the firms in my sample, in an effort to determine 

if poor corporate governance is associated with higher risk taking, and an eventual financial collapse.  

Specifically, I examine the firms’ Institutional Ownership and the firms’ Gompers’ Governance 

Score.  I also examine whether or not the firms in my sample used aggressive accounting practices, 

and the extent to which corporate governance mitigated such aggressiveness.  With this research, I 

investigate two different questions: First, are firms with strong corporate governance associated with 

less aggressive accounting practices?  Second, are firms with stronger corporate governance more 

likely to survive in a financial crisis relative to firms with weaker corporate governance? 

 

1.3 Corporate Governance Attributes 

Corporate governance attributes are designed to increase the monitoring of management’s 

actions and decisions, discourage opportunistic behavior by managers, and reduce agency issues 
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between shareholders and management
3
.  With regard to the financial crisis of 2008, corporate 

governance may have mitigated opportunistic behavior and lowered the amount of risk-taking that 

could have led to the downfall of several firms.  Within the financial industry, the history of 

government bailouts, such as the Savings and Loans bailout in 1989, makes the issue of moral hazard 

increasingly relevant.  The idea of moral hazard is that a party isolated from risk may behave 

differently than if it was fully exposed to the risk.  With regard to the recent bailouts, financial firms 

may take on larger risks knowing that if events take a turn for the worse, they will be bailed out by 

the government and they will not have to take full responsibility for the problem.  

Corporate governance refers to the interaction between public company management, the 

board of directors, and the internal and external auditors.  Though corporate governance measures 

have received much attention as of late, the need for quality corporate governance has been called for 

by many different parties.  Arthur Levitt, SEC chairman from 1993 to 2001, as well as the Treadway 

Commission on Fraudulent Financial Reporting, has made recommendations that quality corporate 

governance be implemented into the structure of any organization
4
.  Following these 

recommendations, the Sarbanes-Oxley Act of 2002 listed specific provisions that required corporate 

governance for the board of directors and the audit committees of public companies.  This Act 

requires that members of the board of directors be independent, and that the CEO and chairman of the 

board of directors be independent of one another.  Additionally, the Act requires members of the 

board’s audit committee to be independent, with at least one member of the committee a financial 

expert
5
.  The audit committee is responsible for retaining and compensating the external auditor, 

which relieves management entirely of this duty.  

 

 

 

                                                           
3
 (Ashbaugh-Skaife, Collins, & LaFond, 2006) 

4
 (Levitt, 1998) 

5
 (AICPA, 2004-2009) 
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1.4 Measures 

For the purposes of my research, I measure corporate governance using some of the same 

variables from Ashbaugh-Skaife, Collins, and LaFond 2006.  I measure corporate governance within 

a firm with two different variables.  First, I evaluate the firms’ shareholder rights governance score, 

also known as the Gompers’ Governance Score.  With this measure, a larger score indicates weaker 

shareholder rights and lower management power.  Second, I measure the percentage of shares held by 

Institutional Investors.  An Institutional Investor is defined as a non-bank organization that trades 

securities in large share quantities or dollar amounts so that they qualify for preferential treatment.  In 

addition, these investors do not have as many regulations because they are assumed to be more 

knowledgeable in investing than the average shareholder.     

For the purposes of my research, I define my sample as the 775 firms the Securities and 

Exchange Commission banned from short-selling.  There were 178 subsequent additions, and 9 firms 

that asked to be removed from the list, leaving my overall sample size to be 962 firms.  These firms 

are recognized by the SEC as financial firms during the 2008 financial crisis. The SEC chose 97% of 

these firms based on their SIC identification and banned them from short-selling in an effort to calm 

the chaos that ensued following the bankruptcy of some of the largest financial firms in the history of 

the United States earlier that month.  Additionally, I define the terms “survival” and “failure” with 

regard to stock value within a fifteen month period from September 30, 2007 to December 31, 2008. 

For the purposes of my study, firms that lost less than the median percentage in the market during this 

time period are considered to have “succeeded” during the financial crisis. Firms that lost more than 

the median percentage in the market are considered to have “failed” during the financial crisis
6
.   

I use an accrual based measure to determine aggressiveness within the firms in my sample. 

This measure (Smooth Accrual) was used in Ahmed and Duellman 2007 and it determines the amount 

of non-cash accruals within the firm.   Specifically, I calculate income before extraordinary items, 

                                                           
6
 While my definition of “succeeded” and “failed” is arbitrary, quantitatively and qualitatively similar results were 

found using more aggressive definitions of “failed”. 
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less cash flow from operations plus depreciation expense, deflated by average total assets.   This 

measure compares firms within the financial industry and highlights the firms that are using more 

aggressive accounting based on the number of accruals relative to other firms in the industry. 

Finally, I use three different measures as control variables in this study.  First, I measure the 

Return on Assets within the firms in the sample by calculating the income before extraordinary items, 

divided by total assets.  Second, I control for leverage, which is measured by taking the current 

portion of long-term debt plus the long-term portion of long-term debt, divided by total assets. 

Finally, I control for the size of firms within my sample with the natural log of total assets.   

 

1.4 Summary of Results 

Based on my regression analysis, I have reached two main conclusions with regard to 

corporate governance.  First, corporate governance, specifically Institutional Ownership, has a 

significant negative relationship with the amount of non-cash accruals held by a firm.  From this 

analysis, it appears that Institutional Ownership mitigates aggressive accounting.  Second, corporate 

governance has no relationship with the success or failure of a financial firm during a crisis.  During 

this time period, the firms on the short-selling ban list had a median stock price drop of 47%, with a 

loss in market capitalization of $2.6 trillion.  This financial crisis had a major impact on all of the 

firms within the sample, regardless of the position of their corporate governance.   

 

1.5 Contribution to the Accounting Literature   

This research makes several contributions to the accounting literature on corporate 

governance.  Specifically, it is the first to explore the relationship between corporate governance and 

the success of a firm during a financial crisis.  This research shows that there is no significant 

correlation between a firm’s success and the strength of their corporate governance.  This research 

also extends the literature on the relationship between corporate governance and aggressive 

accounting by determining that Institutional Ownership mitigates the amount of non-cash accruals 
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held by a firm.  This has implications for future research as it would be interesting to explore the 

extent to which Institutional Ownership is effective in mitigating aggressive accounting.   

The remainder of this paper is organized as follows.  Section two discusses the institutional 

setting, prior literature, motivation and contribution, and hypotheses development.  Section three 

discusses the research design and empirical results.  Section four concludes. 

 

II. SECTION TWO 

 

2.1 Institutional Setting 

For purposes of my research, my sample consists of the 962 total firms that the SEC banned 

from short-selling.  Short-selling is the act of selling a share that the investor does not technically 

own.  The investor sells the share short, meaning that he anticipates a decrease in the share’s price.  

This would allow him to buy back the shares, and cover what he sold, for a price lower than what he 

sold the shares for. On September 19, 2008, the SEC placed a ban on short-selling for 775 firms in an 

effort to protect investors and markets
7
.  Of these firms that were placed on the original list, 166 

constitute financial firms as defined by the SIC code, and 9 are non-financial firms.  Days later, the 

SEC moved to include 178 additional firms, and some firms, such as General Electric and CITI 

Group lobbied to be added to the list
8
.  In addition, 9 firms asked to be removed from the list.  In 

total, my sample for this research equates to 962 firms, both financial and non-financial.  I believe 

that these firms represent an ideal sample for my research because they are firms that the SEC 

specifically recognized during the time of the financial crisis.   

 

 

 

                                                           
7
 (Securities and Exchange Commission, 2008) 

8
 (FoxBusiness, 2008) 
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2.2 Prior Literature 

Ashbaugh et al. 2006 investigated the effect corporate governance had on firms’ overall 

credit ratings.   Specifically, they had four different results.  First, they found that firms’ overall 

credit ratings were negatively associated with the number of blockholders that own at least a 5% 

ownership in the firm.  Second, they found that weaker shareholder rights in terms of takeover 

defenses were positively related to firms’ overall credit ratings.  Third, firms’ credit ratings were 

positively related to the quality of working capital accruals and the timeliness of earnings.  Fourth, 

they found a positive relationship between firms’ credit ratings and overall board independence, 

board stock ownership, and board expertise.  They found a negative association between CEO power 

on the board and the overall credit ratings of firms
9
.  These results indicate that weak governance is 

associated with poor credit ratings, and therefore suggest that firms with weak governance may incur 

higher debt financing costs than firms with stronger corporate governance.   

In “Corporate Governance and Equity Prices” (2003), Gompers, Ishii, and Metrick created a 

Governance Index of 24 governance rules to examine the shareholder rights of 1500 firms during the 

1990s.  With this Governance Index, a score that was less than 5 indicated stronger shareholder 

rights, and weaker management rights, and a score greater than 14 indicated weaker shareholder 

rights and stronger management rights.  In this research they found that firms with stronger 

shareholder rights had “higher firm value, higher profits, higher sales growth, lower capital 

expenditures, and made fewer corporate acquisitions.”
10

 In my research, I use this Governance Index 

to determine the Governance Score for each of the firms in my Governance Score sample.   

Ahmed and Duellman 2007 examine the relationship between accounting conservatism and 

board of director characteristics.  Specifically, they had two different results.  First, the percentage of 

inside directors is negatively related to conservatism.  Second, the percentage of outside director 

shareholdings is positively related to conservatism.  Together, these findings are consistent with 

                                                           
9
 (Ashbaugh-Skaife, Collins, & LaFond, 2006) 

10
 (Gompers, Ishii, & Metrick, 2003) 
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accounting conservatism in assisting directors to reduce agency costs
11

.  In addition, they use several 

methods to measure conservatism within the firms in their sample.  Specifically, their accrual-based 

measure looks at the persistence of negative accruals.  In essence, a conservative firm will have more 

negative average accruals than aggressive firms.  In order to test for aggressiveness in my research, I 

used this accrual-based measure to determine the amount of non-cash accruals held by the firms in 

my sample. 

 

2.3 Motivation and Contribution 

This research is the first to examine the effects of corporate governance as they relate to firms 

during a time of crisis.  Investors, creditors, regulators, financial analysts and academics are interested 

in this research for several reasons.  First, investors are interested in this research because it will give 

them insight into the behavior of firms in which they want to invest.  For example, investors may be 

interested to know whether or not a lack of Institutional Ownership within a firm leads to more 

aggressive accounting practices.  Investors may form their decision of whether or not to invest in a 

firm based on this research.  For example, if firms with high levels of corporate governance prove to 

be more stable during a financial crisis than firms with weaker corporate governance, investors may 

be more likely to invest in firms with high corporate governance.  Investors may also be interested if 

this research finds no significant relationship between the variables.  If that is the case, investors may 

be prompted to do their “homework” on the firms they want to invest in to decide what other factors 

contribute to success during a financial crisis.  Creditors are also interested in this research because, 

like investors, they may want insight into the behavior of the firms that they lend money to.  This 

research could shape their decision of whether or not they should lend to a certain firm.  Specifically, 

creditors want to collect on loans to firms, and if a firm cannot cover its debt, or has to break a debt 

covenant, creditors will be less likely to lend to them.  Creditors will be interested to know whether or 

not a firm with poor corporate governance is more likely to fail in a financial crisis because that firm 

                                                           
11

 (Ahmed & Duellman, 2007) 
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would not be able to settle its debt obligations.  Creditors and investors alike may demand higher 

levels of corporate governance within firms if they deem the current levels ineffective.  Additionally, 

both investors and creditors are worried about the issue of moral hazard within these financial firms.  

They may be concerned that the firms they are investing in may be taking risks that they are not 

aware of.  Finally, it may be the case that management simply was not aware of the risks it was 

undertaking.  If that is true, no one would have been able to foresee the financial collapse.   

Regulators, such as the Securities and Exchange Commission, the Treasury, and Congress, 

are interested in this research for three reasons.  First, they are interested to know whether or not any 

criminal activity took place.  They will be interested to know if corporate governance mitigated 

criminal activity, and whether or not they should strengthen corporate governance to prevent future 

crimes.  Second, the Sarbanes-Oxley Act of 2002 put many corporate governance provisions into 

effect.  This Act was expensive for companies to implement, and regulators, as well as businesses, 

will be interested to know whether or not corporate governance has any effect on a firm’s success 

during a crisis.  Third, regulators, as well as tax payers, are interested in this research because of the 

$700 billion bailout that was passed in the fall of 2008.  Congress and other regulators want to know 

why they had to bail out these firms, and what precautions can be taken to prevent it from happening 

again.  Additionally, regulators are interested in knowing where the bailout money is going, and 

whether or not it is effective. Finally, financial analysts will be interested in this research.  Analysts 

are continually monitoring firms, and in this situation, they were unable to update their information 

fast enough to encompass the problem and accurately show the concern for these firms.  They will 

want to know what corporate governance attributes made a difference in the success of certain firms, 

and may use that information in the future when making forecasts.   

This research makes several significant contributions to the accounting literature on corporate 

governance and has important implications for future research.  First, this paper extends the literature 

on how corporate governance mitigates aggressive accounting practices.  Ashbaugh et al. (2006) 

document the effects of corporate governance on credit ratings and find that high levels of corporate 
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governance are positively associated with higher credit ratings in the following areas.  First, weaker 

shareholder rights lead to higher credit ratings.  Second, a higher degree of financial transparency 

leads to higher credit ratings.  Finally, the amount of board independence and board expertise leads to 

higher credit ratings.  My research extends this literature by showing that there is a positive 

correlation between levels of Institutional Ownership and aggressive accounting.  My research is the 

first to determine that there is no correlation between corporate governance and success during a 

financial crisis.  Future research may want to further consider the effectiveness of Institutional 

Ownership in mitigating aggressive accounting, as well examine the relationship between success 

during a financial crisis and the conservatism of the firm.   

 

2.4 Hypotheses Development 

This research addresses two questions.  First, are firms with strong corporate governance 

associated with less aggressive accounting practices?  Second, are firms with stronger corporate 

governance more likely to survive in a financial crisis relative to firms with weaker corporate 

governance?  

Evidence from Ashbaugh et al. 2006 suggests that firms that have fewer influential 

shareholders (blockholders), a larger governance score (meaning weaker shareholder rights), a larger 

percentage of independent directors, and a smaller amount of CEO power on the board of directors 

have a positive association with credit ratings.  This suggests that firms with high credit ratings are 

fairly conservative with respect to their accounting methods as they are able to pay back their debt.   

Therefore, I expect to find that corporate governance mitigates aggressive accounting.  Accordingly, 

my first hypothesis is: 

HYPOTHESIS 1: Firms with stronger corporate governance are associated with less aggressive  

   accounting practices. 

 

Additionally, I expect that strong corporate governance mitigates aggressive accounting, and 

therefore leads to investing in secure and stable securities.  Ahmed and Duellman 2007 found that 
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firms with a greater percentage of independent director shareholdings were more conservative in 

their accounting.  These firms were also associated with higher firm value, sales growth, and profits.  

Therefore, I expect that in firms with stronger corporate governance there will be a smaller 

likelihood of financial collapse.  Accordingly, my second hypothesis is: 

HYPOTHESIS 2: Firms with stronger corporate governance are associated with “success”  

   during a financial crisis.   

 

 

III. RESEARCH DESIGN AND EMPIRICAL RESULTS 

 

3.1 Market Statistics  

 

As I am interested in the effect of corporate governance on financial firms during a financial 

crisis, I chose the SEC’s list of 775 firms that were banned from short-selling for a two week period 

at the beginning of the crisis.  Of the 178 subsequent additions, 130 were financial firms, and 48 

were non-financial firms.  In addition, 9 firms asked to be removed from the list.  My sample of 

firms covers the period from September 30, 2007 to December 31, 2008.  This period of time 

roughly represents the time from when the market peaked to two months after the market began to 

collapse.  To begin, I determine the drop in stock price and market capitalization during this time 

period for all of the firms placed on the ban list.  Panel A of Table 1 exhibits the 962 total firms on 

the ban list that were able to be captured in the CRSP data system.  The total drop in market 

capitalization for all firms on the ban list for the sample period was approximately $2.6 trillion.  The 

median stock price drop for this group of firms was 47%, with a median market loss of $85.8 

million.  During this time period, some firms lost everything, while others appeared to have grown 

immensely. The growth in stock price of these firms can be attributed to IPO firms that went public 

during this time period.  These IPO firms are primarily responsible for the abnormal means and 

standard deviations in each panel due to the way they were measured.  
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Panel B of Table 1 illustrates the drop in stock price and market capitalization for the 

subsequent addition of firms to the original ban list.  These 178 firms accounted for roughly $738 

billion in market loss, with a median of 52% drop in stock price.  Panel C describes all of the 

financial firms on the ban list.  The total market capitalization loss for these firms equated to $2.17 

trillion, and the median stock price drop for these firms was 47%.  Panel D includes all of the 58 

non-financial firms in the sample.  These firms contributed to a $432 billion drop in market 

capitalization, and a median stock price drop of 54%.  Finally, Panel E of Table 1 describes the 

behavior of the 1,641 financial firms that were not included on the ban list.  During the time period 

of my sample, these firms had a total market capitalization loss of $765 billion, with a median drop 

in stock price of 45%.  By looking at the different panels, it appears that they each have similar 

results to those illustrated in Panel A.   

 

3.2 Sample Selection 

Table 2 describes the sample selection reconciliation for my research.  Panel A describes the 

firms of interest, and illustrates the breakdown of the 962 total firms on the SEC’s Short-Selling Ban 

List.  775 were initially added to the ban list by the SEC.  766 of these firms were financial firms as 

classified by the SIC identification code, and 9 were non-financial firms.  After the SEC selected 

these 775 firms, there were 178 subsequent additions to the list, and 9 firms asked to be removed 

from the list.  These additions were primarily made up of firms that wanted to be placed on the ban 

list for short-selling.  Of the 178 subsequent additions, 130 were financial firms, and 48 were non-

financial firms.  Apart from the 962 total firms on the short-selling ban list, I was interested in the 

behavior of 1,641 financial firms that were not included on this list.  Together with the 962 firms on 

the ban list, my entire sample of financial firms equated to 2,603 firms.   

In order to test the degree of accounting aggressiveness of each firm in the sample, I used an 

accrual based measure.  Of the 2,603 total firms of interest, 1,651 firms were removed from the 

sample because they did not have the necessary Compustat data to test the degree of aggressiveness.  
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The total number of financial firms with Compustat data was 952 firms, with 1,813 firm-year 

observations.  These 952 firms were further broken down based on the two different measures of 

corporate governance.  For the remaining firms in the sample I obtained the firm’s Gomper’s 

Governance Score, and the firm’s percentage of Institutional Ownership.  Accordingly, Panel B of 

Table 2 describes the sample selection for firms that had Compustat data available to measure 

aggressiveness, as well as a Governance Score.  The total sample available of firms that had both 

aggressiveness and Governance Score measures was 273 firms, with 496 firm-year observations.  

Panel C of Table 2 describes the sample selection for the firms that had both aggressiveness and 

Institutional Ownership measures.  The total sample for aggressiveness and Institutional Ownership 

is 674 firms with 678 firm-year observations.   

The data for each of these samples was retrieved from four different sources.  First, I used 

the CRSP Data System to determine the percentage change in stock price and market capitalization 

for the firms in my sample.  Second, Thomson’s Financial Database was used to retrieve the 

Institutional Ownership percentage for each of the firms.  Third, I used Andrew Metrick’s website to 

determine the Governance Score for each of the firms in the Governance Score sample.  Finally, all 

of the other variables, including my measure of aggressive accounting, were obtained from 

Compustat.   

 

3.3 Descriptive Statistics 

Table 3 is broken down into two panels reflecting the Governance Score sample and the 

Institutional Ownership sample.  Panel A describes the 496 firm-year observations for all of the 

firms within the Governance Score sample.  Of these firms, the mean score was 8.85, with a median 

score of 9.  The Gompers’ Governance Score is based on the shareholder rights relative to 

management power.  With this model, lower scores indicate stronger shareholder rights.  The 

Governance Score Model ranges from 1 to 24, and based on prior research, a score that is less than 5 

represents firms that typically have the strongest shareholder rights.  A score that is more than 14 
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typically represents firms that have the weakest shareholder rights
12

.  According to Panel A of Table 

3, the minimum Governance Score for any observation was 2, with the 25
th
 Percentile having a 

Governance Score of 7.  Though these are not greater than 14 indicating the weakest shareholder 

rights, they are not below 5 meaning that they do not have the strongest shareholder rights either.  

With a median of 9, the scores look reasonable because they are in the middle of the two extremes.  

From this information, it appears that the firms in my sample had fairly strong shareholder rights 

with regard to corporate governance.   

Panel B of Table 3 describes the 678 firm-year observations for the Institutional Ownership 

sample.  The median of 30% indicates that roughly 30% of each firm’s shares are held by 

Institutional Investors.  By looking at the total assets for each of the samples, specifically the $1.2 

billion total average assets held by the Institutional Ownership sample, it appears that the 

Institutional Ownership sample covers a broader cross-section of firms, and many smaller sized 

firms were picked up by the model.  In contrast, the Governance Score sample’s median of total 

assets is approximately $8 billion, indicating that mainly larger sized firms had Governance Scores 

available.  From these descriptive statistics, it appears that in both samples, both large and small 

firms experienced similar drops in stock price during this time period.     

Table 4 exhibits a Pearson and Spearman correlation matrix for each of the corporate 

governance variables.  In a univariate setting, this matrix describes the relationship between each of 

the individual variables.  Panel A of Table 4 illustrates the relationships for the Governance Score 

variable.  As shown in the table, the relationship between Governance Score and Smooth Accrual is 

not statistically significant.  The correlation of .00486 is positive, and is in line with my first 

hypothesis; however, the value of the p-statistic (.91) indicates that the relationship is insignificant.    

From this correlation, it appears that firms with stronger shareholder rights will not have an impact 

on the level of accounting aggressiveness.    

                                                           
12

 (Gompers, Ishii, & Metrick, 2003) 
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Panel B of Table 4 measures the relationships between Institutional Ownership and the other 

variables.  As demonstrated in the table, the relationship between the percentage of Institutional 

Ownership and Smooth Accrual is .14 and it is both negative and significant.  As a firm’s percentage 

of Institutional Ownership increases, the amount of non-cash accruals for the firm decreases.  The p-

statistic for this correlation is .0002, indicating that there is a very small chance of error considering 

this relationship.   From these statistics, it appears that as corporate governance with regard to 

Institutional Ownership increases, the level of aggressiveness decreases.   

The correlation matrix also describes the relationship between the corporate governance 

variables and the percentage stock drop for the firms in the sample.  There is no significant statistical 

relationship between Governance Score and stock price decrease.  It also appears that there is no 

significant statistical correlation between a firm’s percentage of Institutional Ownership and the 

percentage stock drop for these firms.  In fact, these statistics indicate that the corporate governance 

variables may be completely independent of the percentage stock drop for the firms in the sample. 

 

3.4 Regression Analysis 

My empirical tests are derived from two linear regression models.  The first measures 

aggressiveness as a function of corporate governance attributes.  The second model measures 

success as a function of corporate governance attributes.   

                                               (1) 

                                                                 (2) 

Table 5 measures each of these empirical tests by determining the effect of corporate 

governance on Smooth Accrual and Stock Drop percentage.  Panel A describes the Governance 

Score relationships, and Panel B describes the Institutional Ownership relationships.  Columns 1 and 

2 illustrate the relationship between firms’ corporate governance and aggressive accounting.  

Specifically, Column 1 shows the relation between the Governance Score and Smooth Accrual, and 
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the Institutional Ownership and Smooth Accrual.  Column 2 shows the relation between the two 

corporate governance variables and aggressiveness, allowing for the control variables.  Columns 3 

and 4 describe the relation between the corporate governance variables and success, specifically the 

Stock Drop percentage for the firms in the sample, both with and without controls. 

I estimate the impact of corporate governance on the level of aggressiveness within each of 

the firms in my sample with the following regression models: 

         (3) 

 (4) 

 

I estimate the impact of corporate governance on the percentage stock drop for each of the 

firms within my sample with the following regression models: 

                       (5) 

         (6) 

 

The results from estimating equation 3 are shown in Panel A of Table 5. With this 

regression, the relationship between Governance Score and aggressive accounting is measured.  The 

results in Column 2 show that the relationship is not statistically significant (beta 2= .00024, t-stat= 

.38).  Similarly, Column 4 of Panel A describes the results from estimating equation 5.  This 

regression measures the relationship between Governance Score and Stock Drop percentage.  Again, 

the results show that the t-statistic for this regression is insignificant (beta 2 = -.00236, t-stat = -.43).  

These results indicate that there is no correlation between Governance Score and aggressive 

accounting, or between Governance Score and success in a financial crisis. 

The results from estimating equation 4 are illustrated in Panel B of Table 5.  This regression 

describes the relationship between a firm’s Institutional Ownership and aggressive accounting (beta 

2 = -.027, t-stat = -5.49).  With this regression, the t-statistic shown in Column 2 is negative and 

significant, indicating a negative relationship between Institutional Ownership and aggressive 
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accounting, as predicted by Hypothesis 1.  Specifically, as a firm’s Institutional Ownership 

increases, the amount of that firm’s non-cash accruals decreases.  From this regression, it appears 

that to an extent, Institutional Ownership mitigates aggressive accounting.   

Conversely, Columns 3 and 4 of Panel B examine the relationship between Institutional 

Ownership and Stock Drop percentage during the time period.  Specifically, the results from 

estimating equation 6 are described in Column 4 of Panel B.  The regression shows that the t-

statistics are not statistically significant (beta 2= -.014, t-stat= -.32), indicating no relationship 

between Institutional Ownership and Stock Drop percentage.  From this regression analysis, it 

appears that Institutional Ownership does not lower the Stock Drop percentage for the firms in this 

sample. 

Based on the regression analysis, it appears that corporate governance, specifically 

Governance Score and Institutional Ownership percentage, has no relationship with the success of a 

firm during a financial crisis.  During this 15 month window, all firms within the financial industry 

lost a significant portion of their market capitalization, regardless of the position of their corporate 

governance.  During this time, the firms on the short-selling ban list collectively lost $2.6 trillion.   

With regard to aggressive accounting, corporate governance plays a role to an extent.  The 

regression analysis shows that Governance Score has no relationship with aggressive accounting, 

specifically, the non-cash accruals of a firm.  However, a firm’s Institutional Ownership percentage 

has a significant negative relationship with aggressive accounting.  It appears that as the percentage 

of Institutional Ownership increases, the aggressive treatment of accruals is mitigated.     

 

IV. CONCLUSIONS 

This research examines two different relationships with regard to the effects of corporate 

governance.  First, I investigate whether or not corporate governance mitigates aggressive 

accounting.  Second, I explore the relationship between corporate governance and success during 

times of a financial crisis.  With this research, I find a significant negative relationship between 
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Institutional Ownership and aggressive accounting, specifically, the amount of non-cash accruals 

held by a firm.  Firms with a higher percentage of Institutional Ownership were more likely to have 

less non-cash accruals and therefore are considered more conservative.  I find no relationship 

between a firm’s Governance Score and aggressive accounting.  With regard to success during a 

financial crisis, I find no correlation between corporate governance attributes and success or failure.  

During the fifteen month window of my study, all firms lost in the market, regardless of the position 

of their corporate governance.  In fact, the 962 total firms on the ban list lost $2.6 trillion in market 

value collectively during this time period.  Clearly, firms that had very strong corporate governance 

lost market capitalization as well as those that had very poor corporate governance.   

Future research may further examine the relationship between corporate governance and 

accounting aggressiveness.  More specifically, an interesting extension of my research would be to 

better understand the relation between Institutional Ownership and accounting aggressiveness.  

Further understanding of these relations would help researchers determine the extent to which 

Institutional Investors are successful at mitigating earnings management.  This topic has particular 

implications for regulators such as the Securities and Exchange Commission (SEC) because my 

results suggest that Institutional Ownership may be the most effective measure of corporate 

governance within a firm.  The SEC has engaged a countless number of resources in strengthening 

the corporate governance requirements for public corporations in the United States.  With this 

information, it appears as though many of the corporate governance provisions currently in place are 

ineffective.  In addition, Institutional Ownership appears to have been a mitigating factor of 

aggressiveness well before the implementation of the Sarbanes-Oxley Act of 2002, which increased 

the number of corporate governance requirements for public companies.  This Act was expensive for 

many firms to implement its provisions, and therefore it is interesting to note that corporate 

governance may have been just as effective before the Act was passed.   
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Table 1. Market Statistics 

 
Stock Drop is measured as the change in stock price from September 30, 2007 to December 31, 2008. 
Drop in Market Cap is measured as the change in market capitalization from September 30, 2007 to December 31, 2008.

            TABLE 1             

               

Descriptive Statistics (in thousands)   Drop in Market Cap & Stock Price from (9/30/07 to 12/31/08)       
                          

      Standard  10% 25%  75% 90%   

  Variable N  Sum  Mean Deviation Minimum Percentile Percentile Median Percentile Percentile Maximum 

Panel A: Ban List Firms - All                       

  
% Drop in Stock Price 962   2503% 18580% -100% -89% -72% -47% -20% 4% 294400% 

  
$ Drop in Market Cap 962                  

2,603,758,718  
                      
2,706,610  

                 
14,340,583  

                (3,934,561)                   
(32,822) 

                    
18,409  

                    
85,856  

                 
550,215  

                     
4,158,205  

               
253,732,322  

                          

Panel B: Ban List Firms - Subsequent Additions                       

  
% Drop in Stock Price 178   5455% 28751% -100% -91% -76% -52% -28% 2% 294400% 

  
$ Drop in Market Cap 178                      

738,176,065  
                      
4,147,057  

                 
20,010,960  

                (3,934,561)                   
(32,728) 

                    
70,025  

                 
340,987  

            
1,931,297  

                     
8,634,178  

               
253,732,322  

                          

Panel C: Ban List Firms - Financial                       

  
% Drop in Stock Price 904   2171% 16149% -100% -90% -71% -47% -20% 4% 247800% 

  
$ Drop in Market Cap 904                  

2,171,647,812  
                      
2,402,265  

                 
12,063,315  

                (3,934,561)                   
(32,822) 

                    
18,360  

                    
78,606  

                 
494,347  

                     
3,669,041  

               
195,595,966  

                          

Panel D: Ban List Firms - Non-Financial                       

  
% Drop in Stock Price 58   7680% 40745% -100% -86% -75% -54% -27% 17% 294400% 

  
$ Drop in Market Cap 58                      

432,110,906  
                      
7,450,188  

                 
33,726,268  

                (2,805,702)                   
(36,925) 

                    
77,597  

                 
420,869  

            
3,093,418  

                  
12,191,812  

               
253,732,322  

                          

Panel E: Non-Ban List Financial Firms                       

  
% Drop in Stock Price 1641   -48% 29% -100% -99% -62% -45% -31% -17% 129% 

  
$ Drop in Market Cap 1641                      

765,460,891  
                           
466,460  

                    
2,899,423  

             (12,541,490)                   
(22,716) 

                    
11,331  

                    
70,328  

                 
236,013  

                         
881,622  

                  
74,532,821  
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Table 2. Sample Selection Reconciliation 

    TABLE 2         

          

Reconciliation Sample Selection      

                

       Firm-Year   

    Financial Non-Financial 
Total 
Firms   Observations   

Panel A: Firms of Interest             

  Short Selling Ban List:        

  Firms on Original Ban List 
            
766  

                                     
9  

                 
775      

  Firms Removed From Ban List 
                  
8  

                                     
1  

                       
9      

  Firms Subsequently Added to Ban List 
            
130  

                                  
48  

                 
178      

  Total Firms on Ban List 
            
904  

                                  
58  

                 
962      

          

  Other Financial Firms 
        
1,641  

                                    
-    

            
1,641      

  Total Firms of Interest 
        
2,545  

                                  
58  

            
2,603      

          

Panel B: G score sample             

  Firms of Interest   
            
2,603      

  # of Firms w/o necessary Compustat data   
          
(1,651)      

  # of Firms w/ Compustat data   
                 
952   

                             
1,813    

          

  # of Firms missing Institutional Ownership   
               
(679)      

  G Score Sample   
                 
273   

                                  
496    

Panel C: Institutional Ownership sample             

  Firms of Interest   
            
2,603      

  # of Firms w/o necessary Compustat data   
          
(1,651)      

  # of Firms w/ Compustat data   
                 
952   

                             
1,813    

          

  # of Firms missing Institutional Ownership   
               
(278)      

  Institutional Ownership Sample   
                 
674   

                                  
678    
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Table 3. Descriptive Statistics 

 
GSCORE is measured as the Gompers’ Governance Score based on 24 governance provisions to measure the power-sharing relationship between investors and 
management.   
Total Assets are taken from Compustat and the firms’ 10-K Annual Report. 
Market Value of Equity is the stock price at the end of each firm’s fiscal year multiplied by shares outstanding. 
Book Value of Equity is the value of Shareholder’s Equity from the 10-K Financial Statements. 
Market to Book Ratio is the ratio of the stock price at the end of the firm’s fiscal year compared to the book value per share. 
Leverage is the current portion of long-term debt plus the long-term portion of long-term debt, divided by total assets. 
Return on Assets is income before extraordinary items divided by total assets. 
Stock Drop is measured as the change in stock price from September 30, 2007 to December 31, 2008. 
Drop in Market Cap is measured as the change in market capitalization from September 30, 2007 to December 31, 2008. 
Institutional Ownership percentage is from Thomson’s Financial Database and measures the percentage of shares that are held by institutional investors.   

TABLE 3 

Descriptive Statistics 

     Standard  25%  75%   

  Variable N Mean Deviation Minimum Percentile Median Percentile Maximum 

Panel A: Gscore Sample                 

 
G score 496 8.85 2.77 2.00 7.00 9.00 11.00 16 

 
Total Assets ($M) 496 66,648 195,795 85 3,126 8,046 25,115 1,494,037 

 
Market Value of Equity ($M) 496 11,928 23,432 169 1,257 2,898 9,451 117,088 

 
Book Value of Equity ($M) 496 6,735 17,002 (5,441) 645 1,252 4,850 135,272 

 
Market to Book Ratio 496 2.64 2.65 0.41 1.47 1.86 2.70 18.38 

 
Leverage 496 0.23 0.21 0.00 0.06 0.17 0.31 0.92 

 
Sales ($M) 496 9,240 22,291 72 620 1,425 6,123 207,349 

 
Net Income ($M) 496 947 2,633 (12,613) 73 183 640 24,589 

 
Other Income(Expense) ($M) 496 (114) 964 (10,873) (25) - 10 2,537 

 
ROA 496 4% 5% -31% 1% 2% 5% 30% 

 
ROE 496 31% 343% -175% 10% 13% 18% 7630% 

 
% Drop in Stock Price 496 -45% 35% -100% -74% -44% -18% 35% 

 
$ Drop in Market Cap. 496 7,590,292 22,961,931 (838,390) 295,265 1,181,817 4,818,537 253,732,322 

Panel B: Institutional Ownership 
Sample         

 
Institutional Ownership 678 0.38 0.31 0.00 0.12 0.30 0.63 1 

 
Total Assets ($M) 678 34,430 193,033 3 507 1,270 4,207 1,965,159 

 
Market Value of Equity ($M) 678 5,104 17,106 9 108 356 1,597 117,088 

 
Book Value of Equity ($M) 678 2,569 10,309 (758) 60 170 757 119,783 

 
Market to Book Ratio 678 2.40 2.50 0.41 1.36 1.74 2.39 18.38 

 
Leverage 678 0.18 0.18 0.00 0.06 0.13 0.23 0.92 

 
Sales ($M) 678 3,855 14,860 0 51 156 895 160,854 

 
Net Income ($M) 678 420 1,765 (1,994) 5 20 116 21,538 

 
Other Income(Expense) ($M) 678 (99) 1,112 (19,764) (9) (2) - 2,537 

 
ROA 678 2% 7% -31% 1% 1% 3% 30% 

 
ROE 678 23% 294% -238% 7% 12% 15% 7630% 

 
% Drop in Stock Price 678 -45% 33% -100% -71% -47% -21% 35% 

 
$ Drop in Market Cap. 678 2,233,699 14,026,353 (1,001,347) 20,217 81,383 511,609 253,732,322 
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Table 4, Panel A. Correlation Matrix 
 
 
 
 

 
GSCORE is measured as the Gompers’ Governance Score based on 24 governance provisions to measure the power-sharing relationship between investors and 
management.   
Smooth Accrual is measured as income before extraordinary items less cash flow from operations plus depreciation expense, deflated by average total assets. 
Stock Drop is measured as the change in stock price from September 30, 2007 to December 31, 2008. 
Ln(Assets) is the natural log of total assets. 
Market Value of Equity is the stock price at the end of each firm’s fiscal year multiplied by shares outstanding.  
Book Value of Equity is the value of Shareholder’s Equity from the 10-K Financial Statements. 
Market to Book Ratio is the ratio of the stock price at the end of the firm’s fiscal year compared to the book value per share.  
Leverage is the current portion of long-term debt plus the long-term portion of long-term debt, divided by total assets. 
Return on Assets is income before extraordinary items divided by total assets.  

          TABLE 4             

  
          

  

  
    

Correlation Matrix 
     

  

  
  

Pearson product moment above diagonal / Spearman rank order below 
   

  

                        

Panel A: G-Score                       

  

  Gscore Smooth 
Accrual 

Stock 
Drop 

Ln(Assets) Market 
Value of 
Equity 

Book 
Value of 
Equity 

Market 
to Book 

Ratio 

Leverage ROA 

  

  
Gscore 1 0.00486 0.0068 0.04717 -0.08111 -0.08852 0.0195 -0.12742 -0.05236 

  

  
    0.9141 0.8799 0.2944 0.0711 0.0488 0.6649 0.0045 0.2444 

  

  
Smooth 0.00486 1 -0.05777 0.23039 0.07776 0.08207 -0.16262 0.14941 0.07517 

  

  
Accrual 0.9141   0.199 <.0001 0.0836 0.0678 0.0003 0.0008 0.0945 

  

  
Stock 
Drop 

0.0068 -0.06811 1 -0.19173 -0.13625 -0.142 0.05377 -0.2736 0.04988 
  

  
  0.8799 0.1298   <.0001 0.0024 0.0015 0.232 <.0001 0.2675 

  

  
Ln(Assets) 0.04717 0.18892 -0.17312 1 0.68986 0.63032 -0.26398 0.17561 -0.26064 

  

  
  0.2944 <.0001 0.0001   <.0001 <.0001 <.0001 <.0001 <.0001 

  

  
Market 
Value of 

-0.08111 0.01351 -0.19534 0.73446 1 0.90102 -0.00517 0.11485 -0.00996 
  

  
Equity 0.0711 0.7641 <.0001 <.0001   <.0001 0.9085 0.0105 0.825 

  

  

Book 
Value of 
Equity 

-0.08852 0.09716 -0.20295 0.81022 0.87641 1 -0.09279 0.10434 -0.07643 

  

  
  0.0488 0.0305 <.0001 <.0001 <.0001   0.0389 0.0201 0.0891 

  

  

Market to 
Book 
Ratio 

0.0195 -0.10867 0.14857 -0.21091 0.1434 -0.20038 1 0.20643 0.4337 

  

  
  0.6649 0.0155 0.0009 <.0001 0.0014 <.0001   <.0001 <.0001 

  

  
Leverage -0.12742 0.17417 -0.21999 0.13455 0.07926 0.03951 0.05182 1 -0.09287 

  

  
  0.0045 <.0001 <.0001 0.0027 0.0778 0.3799 0.2493   0.0387 

  

  
ROA -0.05236 -0.11359 0.0663 -0.36616 0.17627 0.03985 0.34939 -0.12596 1 

  

  
  0.2444 0.0114 0.1404 <.0001 <.0001 0.3759 <.0001 0.005   
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Table 4, Panel B. Correlation Matrix 
 
 

 
 
Institutional Ownership percentage is from Thomson’s Financial Database and measures the percentage of shares that are held by institutional investors.  
Smooth Accrual is measured as income before extraordinary items less cash flow from operations plus depreciation expense, deflated by average total assets. 
Stock Drop is measured as the change in stock price from September 30, 2007 to December 31, 2008. 
Ln(Assets) is the natural log of total assets. 
Market Value of Equity is the stock price at the end of each firm’s fiscal year multiplied by shares outstanding.  
Book Value of Equity is the value of Shareholder’s Equity from the 10-K Financial Statements. 
Market to Book Ratio is the ratio of the stock price at the end of the firm’s fiscal year compared to the book value per share.  
Leverage is the current portion of long-term debt plus the long-term portion of long-term debt, divided by total assets. 
Return on Assets is income before extraordinary items divided by total assets.  

          TABLE 4             

  
          

  

  
    

Correlation Matrix 
     

  

  
  

Pearson product moment above diagonal / Spearman rank order below 
  

  

                        

Panel B: Institutional Ownership                     

  

  Institutional 
Ownership % 

Smooth  
Accrual_1 

Stock 
Drop 

Ln(Assets) Market 
Value of 
Equity 

Book 
Value of 
Equity 

Market 
to Book 

Ratio 

Leverage ROA 

  

  

Institutional Ownership % 1 -0.10019 0.00103 0.31076 0.04424 0.00819 0.14882 0.11399 0.19678 

  

  
    0.009 0.9787 <.0001 0.25 0.8314 0.0001 0.003 <.0001 

  

  
Smooth -0.14215 1 0.04106 0.08881 0.01758 0.02719 -0.15544 0.15012 0.25438 

  

  
Accrual 0.0002   0.2857 0.0207 0.6476 0.4797 <.0001 <.0001 <.0001 

  

  
Stock Drop 0.01098 -0.02062 1 0.02576 -0.06816 -0.07266 0.02796 -0.16765 0.10739 

  

  
  0.7753 0.592   0.5031 0.0761 0.0586 0.4674 <.0001 0.0051 

  

  
Ln(Assets) 0.40197 -0.00464 0.09495 1 0.62431 0.56533 -0.11831 0.13551 0.0797 

  

  
  <.0001 0.904 0.0134   <.0001 <.0001 0.002 0.0004 0.038 

  

  

Market Value of 0.54948 -0.0829 0.09998 0.8468 1 0.88729 0.06447 0.10578 0.05945 

  

  
Equity <.0001 0.0309 0.0092 <.0001   <.0001 0.0935 0.0058 0.122 

  

  

Book Value of Equity 0.50558 -0.0572 0.08335 0.8851 0.93308 1 -0.00994 0.10301 0.01167 

  

  
  <.0001 0.1368 0.03 <.0001 <.0001   0.7962 0.0073 0.7616 

  

  

Market to Book Ratio 0.13751 -0.06768 0.13716 0.14796 0.40912 0.1714 1 0.11262 0.28712 

  

  
  0.0003 0.0782 0.0003 0.0001 <.0001 <.0001   0.0033 <.0001 

  

  
Leverage 0.07419 0.15591 -0.17832 0.18401 0.08839 0.09275 -0.0763 1 -0.051 

  

  
  0.0535 <.0001 <.0001 <.0001 0.0214 0.0157 0.047   0.1847 

  

  
ROA 0.36907 -0.00528 0.15297 0.1943 0.48353 0.39889 0.35566 -0.11753 1 

  

  
  <.0001 0.8907 <.0001 <.0001 <.0001 <.0001 <.0001 0.0022   
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Table 5. Regression Analysis 

 

 

 
GSCORE is measured as the Gompers’ Governance Score based on 24 governance provisions to measure the power-sharing relationship between investors and 
management.   
Return on Assets is income before extraordinary items divided by total assets. 
Leverage is the current portion of long-term debt plus the long-term portion of long-term debt, divided by total assets. 
Ln(Assets) is the natural log of total assets. 
Institutional Ownership percentage is from Thomson’s Financial Database and measures the percentage of shares that are held by institutional investors. 

      TABLE 5           
  

       
  

Levels Test The Impact of Governance on Y 
   

  
                  

  
 

Aggressive Accounting 
 

Stock Drop 
 

  

  Variable 1 2   3 4     

Panel A: G score                
Variables of Interest 

      
  

  Intercept -0.00791 -0.06927 

 

-0.46021 -0.06674 

 
  

  
 

-1.32 -6.28 

 
-8.78 -0.7 

 
  

  
       

  

  Gscore 0.00006999 0.00024052 

 
0.00085521 -0.00236 

 
  

  
 

0.11 0.38 

 
0.15 -0.43 

 
  

  
       

  
Controls 

      
  

  ROA 
 

0.11988 

  

-0.09346 

 
  

  
  

3.39 

  
-0.3 

 
  

  
       

  

  Leverage 
 

0.02347 

  
-0.42051 

 
  

  
  

2.76 

  

-5.69 

 
  

  
       

  

  Ln(Assets) 
 

0.00547 

  
-0.02895 

 
  

  
  

5.47 

  

-3.34 

 
  

  
       

  

  Adj. R2 -0.002 0.0794 

 
-0.002 0.0893 

 
  

  N 496 496 
 

496 496 
 

  
                  

Panel B: Institutional Ownership               
Variables of Interest 

      
  

  Intercept -0.00099968 -0.02186 

 
-0.45501 -0.45755 

 
  

  
 

-0.41 -4.05 

 
-22.24 -9.63 

 
  

  
       

  

  Institutional Ownership % -0.01299 -0.02746 

 
0.00111 -0.01416 

 
  

  
 

-2.62 -5.49 

 

0.03 -0.32 

 
  

  
       

  
Controls 

      
  

  ROA 
 

0.16882 

  
0.46625 

 
  

  
  

8.07 

  
2.53 

 
  

  
       

  

  Leverage 
 

0.03837 

  
-0.30701 

 
  

  
  

4.8 

  

-4.36 

 
  

  
       

  

  Ln(Assets) 
 

0.00209 

  

0.00728 

 
  

  
  

2.82 

  
1.12 

 
  

  
       

  

  Adj. R2 0.0086 0.1272 

 

-0.0015 0.034 

 
  

  N 678 678 
 

678 678 
 

  
                  


