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Corporate earnings management activities have
recently drew considerable attention from various entities
including regulators, practitioners and mass media.
Researchers have intensively investigated determinants
of earnings management. After reviewing large body of
literature in Chapter 2, this dissertation points out that
most of previous studies implement cross-sectional analy-
ses regarding the relation between firm characteristics
and earnings management, which are inevitably subject to
endogeneity problems. Previous studies stress that cor-
porate governance structures are a significant determi-
nant of earnings management. To the best of my
knowledge, however, there are not many papers regarding
whether corporate governance structures affect earnings
management as much as institutional factors like account-
ing standards. Recent studies also suggest that legal pro-
tection improves earnings quality. However, I argue that
those studies have two important drawbacks: (a) analyses
that use country-level legal protection indices, which are
correlated to non-legal country characteristics (e.g.
culture or religion), potentially find a seeming relation
between legal protection and earnings management; (b)
previous studies commonly use an aged legal protection
index which has been recently subject to criticism on the
coding problem.

This dissertation attempts to present empirical anal-
yses of the issue that address the aforementioned con-
cerns. Chapter 3 compares impacts of insiders’ incentives

on earnings management to those of accounting standards
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by using Chinese data. Chinese firms experienced two
important institutional changes during the past decade:
the Split-share Structure Reform; the mandatory imple-
mentation of IFRS-convergent New Accounting Standards.
These events that are likely to substantially change insid-
ers’ incentives and accounting standards provide a good
material to investigate: (a) whether corporate governance
structures affect earnings management as much as
accounting standards; (b) whether the change in corporate
governance structures surrounding the important institu-
tional change (Split-share Structure Reform) is related to
the change in earnings management. The latter analysis is
advantageous in mitigating endogeneity problems that
annoy previous studies. We find that the introduction of
New Accounting Standards significantly increased earn-
ings management. Although we do not find evidence that
the Split-share Structure Reform directly decreased earn-
ings management of the average firm, the increase in
earnings management surrounding the introduction of
New Accounting Standards is negatively related to the
reduction in non-tradable shares. These results suggest
that accounting standards are the more important factor
associated with the level of earnings management than
corporate governance structures. Insiders’ incentives
affect earnings management given a specific set of
accounting standards.

Chapter 4 investigates whether legal protection
affects earnings management in the single-country setting
(China) which mitigates non-legal factors contaminating
the results. An earlier work that adopts China implements
cross-sectional regression analyses that are subject to
endogeneity problems and biases due to institutional
changes. I implement firm fixed-effects model estimations
of abnormal accruals that take a value for every single
year to address these concerns. The analysis finds a nega-
tive and significant relationship between legal protection
and earnings management before the Split-share Structure
Reform. However, there is no evidence that regional legal
protection affects earnings management during the Split-
share Structure Reform and after the adoption of IFRS-
convergent New Accounting Standards. These results

suggest that legal protection effectively alleviates
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earnings management when there are no considerable
changes in insiders’ incentives and opportunities of earn-
ings management.

Nevertheless, single-country analyses have deficits
in term of the generalizability of the results. In addition,
Chinese legal protection index does not include a direct
measure of investor protection, which has received par-
ticular attention from researchers. Chapter 5 re-examines
effects of investor protection and individual corporate gov-
ernance structures on earnings management by employ-
ing the latest investor protection indices. I find a positive
and significant relationship between the latest legal inves-
tor protection indices and earnings management.
Meanwhile, firms with concentrated ownership struc-
tures engage more in earnings management, especially in
countries with weak legal investor protection. Firms with
strict governance devices effectively decrease earnings
management, especially in countries with strong investor
protection. These results suggest that weak legal investor
protection allows controlling shareholders to engage in
earnings management to conceal expropriation problems,
whereas strong investor protection provides legal infra-
structure by which firm-level corporate governance
devices work well.

The results in this dissertation imply that regulators
should not ignore the potential unintended effects of new
regulations especially in some countries with incompati-
ble domestic environments. Meanwhile, due to the effect
of institutional changes (the Split-share Structure Reform
and the mandatory implementation of IFRS-convergent
New Accounting Standards) on corporate earnings man-
agement, future analyses should control for these exoge-
nous events when investigating determinants of earnings
management in China. Finally, given the recent research
movement and criticism on the coding problem of original
legal index, it is particularly important to address the

issue by using the renewed legal indices.
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In the last few decades, the theory of leadership has
become a hotspot in the field of management and organi-
zational behavior. In particular, three types of leadership
behavior have been suggested as mainstream. First,
transformational leadership enhances the motivation,
morale, and performance of followers through the cha-
risma, intellectual stimulation, individualized consider-
ation, and inspirational motivation of the leader. Second,
transactional leadership promotes the compliance of fol-
lowers through both rewards and punishments. Finally,
paternalistic leadership combines strong discipline and
authority with fatherly benevolence. Though scholars
have based many great achievements on the three types
of leadership behavior, we know little about what kind of
leadership behavior is most effective in Chinese Small and
Medium-sized Enterprises (SMEs).

Based on the theoretical limitations, two main ques-
tions are worthy of exploration: What type of leadership
behavior is effective in Chinese SMEs? What kind of orga-
nizational culture can strengthen the positive impact of
leadership behavior on employee attitude?

To answer these questions, two methods are applied:
theoretical review and empirical analysis.

In the theoretical review, this research conceptual-
izes three types of leadership behaviors and categorizes
four styles of organizational culture (group, developmen-
tal, hierarchical, and rational) on the basis of Competing
Values Framework. Employees’ job satisfaction, turnover

intention, organizational commitment, and work effort are
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introduced to define the term employee attitude. Based
on these conceptualizations, this dissertation develops
hypotheses about the influence of three types of leader-
ship behavior on employee attitude. In addition, hypothe-
ses regarding the moderating effect of organizational
culture on the effectiveness of leadership have also been
proposed. Major hypotheses include the following:

(1) In Chinese SMEs, transformational leadership
increases employees’ job satisfaction, organizational com-
mitment, and work effort, but decreases their turnover
intention.

(2) In Chinese SMEs,
decreases employees’ job satisfaction, organizational

transactional leadership
commitment, and work effort, but increases their turn-
over intention.

(3) In Chinese SMEs,

increases employees’ job satisfaction, organizational com-

paternalistic leadership
mitment, and work effort, but decreases their turnover
intention.

(4) In Chinese SMEs, the effect of paternalistic lead-
ership on employees’ job satisfaction is reinforced when
the firm is under the group, hierarchical and rational
culture background.

In empirical analysis, a survey was conducted to
collect data from 23 SMEs in the Wuhou high-tech indus-
trial development zone in Chengdu, Sichuan Province,
from May 16 to June 16, 2012. The researcher initially
distributed questionnaires to 700 participants in 23 SMEs.
Then I collected questionnaires directly from these par-
ticipants. After eliminating unfinished and scratch ques-
tionnaires, 515 questionnaires were completed and usable.
Data analysis followed three steps. First, the statistical
methods of reliability and factor analysis were used to test
the reliability and validity of the questionnaire. Second,
correlation analysis was applied to check for multicol-
linearity problems between variables used in the regres-
sion. Based on these analyses, regression analyses were
conducted to test the causal relationships in the
hypotheses.

Analysis results support most of the hypotheses, and
two major findings have been achieved. The first finding
reveals that paternalistic leadership is more effective than
transformational and transactional leadership in SMEs of
inland China. The second indicates that the group, devel-

opmental, and hierarchical culture can strengthen the
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positive impact of leadership behavior on employee atti-
tude in SMEs of inland China.

These findings provide important implications. First,
this dissertation increases our understanding of the effec-
tiveness of different leadership styles in Chinese SMEs.

Second, this dissertation takes organizational culture
as a moderator to detect its influence on the impact of
leadership behavior on employee attitude.

All in all, I believe that these implications stimulate
future research on effective leadership behavior and help
leaders of Chinese SMEs establish a proper organizational
culture and manage employees effectively.
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This thesis focuses on assessing impacts of financial
development on economic growth in Nepal by utilizing
descriptive and econometric analysis framework. The
main purpose is to assess the long-run relationship
between financial development and economic growth in
Nepal. Particular attention is paid to observing the influ-
ence of various financial factors and their economic per-
formances on different industries of the Nepalese
economy.

Chapter 1 briefly reviews past studies relating to
financial development and the economic growth process.
It deals with reviewing the finance-growth nexus under
the basis of both theoretical and empirical analysis. The
review found financial development and liberalization
have more or less impacted in many different economies.
Similarly, financial development is also contributing to
economic growth through various channels. However,
there are few empirical studies which attempted to inves-
tigate the extent of liberalization or attempted to find the
causality between financial development and economic
growth in Nepal for a short period of time. This motivates
to examine the impact of financial development on eco-

nomic growth of Nepal.
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Chapter 2 analyzes the historical development of
financial system in Nepal with a focus on its performance
in three different phases; primitive phase, controlled and
regulatory phase and the modern liberalized phase. This
chapter examines the current state of the financial system
of Nepal by using the monetary and credit indicators, and
macroeconomic indicators. Financial indicators rapidly
increased in the liberalization period in comparison to the
pre-liberalized period. Similarly, the present financial
system of Nepal is an underdeveloped bank-based system.
Therefore, this chapter guides the investigation in two
ways. First, it is essential to examine how the bank-based
system is contributing to the economy, and secondly, an
empirical analysis is essential to investigate whether lib-
eralization brought any other changes to Nepal’s financial
system.

Chapter 3 provides evidence of financial system
development through the development of commercial
banking in Nepal. To fulfill an objective of the thesis,
author attempts to investigate a few factors which are
responsible for the development of commercial banks in
Nepal. Banks mainly focus on their activities of deposit
collection and loan extension. The Majority of loan sup-
plied by domestic private and joint venture banks are
extended to the service and industrial sectors whereas
loans supplied by public banks are largely to the agricul-
tural sector. However, despite some problems (such as
problem of non-performing loans and low level of credit
supply) commercial banks are supplying loans to the agri-
culture and service sectors under the government and the
central bank’s policies from a long time, i.e., from the mid-

1970s. Therefore, this chapter further guides the investi-

gation to examine the long-run linkage between
agriculture and service sectors and financial
development.

Since the implementation of liberalization policies
from the mid-1980s has changed the financial system sig-
nificantly, investigation of the impact of policy reforms on
the financial sector and on macro economy is an important
issue. In this regard, Chapter 4 attempts to investigate the
impact of financial policy reforms on financial develop-
ment and macroeconomic indicators in Nepal. The study
applies a descriptive methodology to analyze the perfor-
mance in some monetary and bank-based financial indica-

tors in various phases of policy implementation.
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Liberalization policies were implemented from the mid-
1980s; however, effects those policies had on the system
were mostly observed from the 1990s. Due to high com-
petition, resulting from entry of new intermediaries from
the private sector, easing legal barriers, and deregulation
of interest rates, the level of financial development sped
up in comparison to the pre-liberalized period. But this
situation could not be sustained for a long time and
spreads increased in the beginning of 2000s. The liquidity
situation of the banking system and easing of some mon-
etary policy instruments caused a reduction in deposit
rates that raised the margin between lending and deposit
rates.

Chapter 5 investigates a long-run relationship
between financial development and economic growth in
Nepal by employing Johansen’s cointegration technique.
It generally assumes that if financial sector development
has an impact on economic growth, there should exist a
long-term relationship between the two. This chapter not
only looks into the impact of financial sector on overall
economy but also tries to find a particular sector of the
economy where the financial sector has the most influ-
ence. The estimation shows first, a long-run relationship
is observed between the financial development variables,
e.g. broad money and other credit indicators, and real
GDP These financial proxies also show a long-run linkage
with value added of agricultural and service sectors rather
than that of the industrial sector. The government and the
central bank are imposing some policies on commercial
banks to supply loans to priority and deprived sectors
from the mid-1970s. Mainly agriculture and service
sectors were selected as priority or deprived sectors.
Therefore, financial development has an impact on the
growth of agriculture and service sectors.

The thesis concludes that financial development has
had more impact on the agricultural and service sectors
than on the industrial sector. Scarce evidence of a cointe-
gration relationship between financial development and
industrial sector also suggests that the implementation of
policies to promote the influence of financial sector devel-

opment over industrial sector is necessary.
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It is widely documented that venture capitalists (VCs
henceforth) are active investors who provide not only
capital but also value-adding activities including monitor-
ing and management support to their portfolio companies.
However, recent studies have increasingly stressed that
VCs differ considerably in their organizational structure
(affiliation). The dominant structure in VC industry is
(IVCs henceforth).

Meanwhile, there exist VCs who are affiliated with large

independent limited partnership

corporations (CVCs) and financial institutions (FVCs).
Given that the difference in VC affiliation should have a
decisive impact on VCs’ investment strategies which play
an influential role on startup firms’ growth, it is important
to investigate how VCs’ affiliations affect their investment
objectives and characteristics of investee companies.
After reviewing literature of VCs in Chapter 1, I point
out that there are only few studies to address the issue.
This dissertation investigates the relation between
Japanese VCs’ affiliations, their investment objectives,
and characteristics of IPO firms. Japanese data provide an
appropriate material because in Japan, many VCs are sub-
sidiaries of financial institutions while IVCs do still exist.
In addition, banks’ direct shareholdings data and firms’
borrowing data from individual banks are available in
Japan. These novel data allow us to examine strategic
objectives of bank-affiliated VCs (BVCs) accurately. There
are three stock exchanges for emerging companies, of
which two exchanges (MOTHERS and HERCULES) have
more lax listing requirements. The difference in listing

requirements allows us to examine whether VCs’
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affiliations are associated with the characteristics of [PO
firms by investigating the choice of listing exchange.

Chapter 2 investigates strategic objectives of bank-
affiliated VCs (BVCs). Previous studies point out that
unlike IVCs, BVCs are strategic investors who invest in
start-ups for the purpose of increasing their parent banks’
lending opportunities. However, it remains unknown
whether and how BVCs’ investments enable parent banks
to achieve their goals with controlling for the effect of
bank’s direct investments. Chapter 2 addresses this issue
by investigating the relationship between BVCs’ share-
holding, parent banks’ lending, and the probability of
parent banks representing on the board of IPO firms.
Controlling for the effect of parent banks’ direct share-
holdings, results suggest that banks have more opportuni-
ties to lend to IPO firms that have received investments
from their subsidiary BVCs. The likelihood that parent
banks appoint personnel to the board of IPO firms also
increases with their subsidiary BVCs’ ownership. These
results support the idea that BVCs are strategic investors
that seek for parent banks’ interests. On the other hand,
we find an insignificant level-to-level relation between
BVC ownership and parent bank lending when we limit
attention to firm-BVC pairs in which the BVC has
invested. This result suggests that BVCs’ investments do
not provide parent banks with as much power as their
direct investments do.

Chapter 3 investigates dark side of IVCs. Prior
studies commonly show that IVCs provide more effective
monitoring and certification roles to portfolio firms than
FVCs do. In contrast, this chapter predicts that IVCs are
more likely to make immature firms go public than FVCs
do for several reasons (grandstanding, risk-tolerance,
firms’ financing opportunities, and competitive disadvan-
tage). Empirical results show that IVCs make younger and
smaller firms go public than FVCs do. Due to the immatu-
rity, IVC-backed IPOs are more likely to choose less repu-
table underwriters and list on stock exchange with less
strict listing requirements. Importantly, firm size and age
are negatively related to underpricing and positively asso-
ciated with long-term operating performance of PO
firms. These results uncover the dark side of independent
venture capitalists.

Chapter 4 investigates the relation between VC affili-

ations and [PO firms’ earnings management. Earlier
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studies argue that IPO firms manage their earnings
upward in the IPO process to increase offering prices
while recent researchers indicate that IPO firms adopt
conservative earnings management at the time of IPO to
prevent serious declines in post-IPO accounting perfor-
mance. These conflicting results suggest that earnings
management is highly affected by IPO firms’ characteris-
tics and firms’ motives for going public. Given that consid-
erable differences exist between characteristics of
IVC- and FVC-backed IPO firms (Chapter 3), I predict that
IVC- and FVC-backed IPOs differ in the choice of earnings
management. Empirical results show that IVC-backed
IPOs adopt conservative earnings management in the
year prior to the IPO, whereas FVC-backed and non-VC-
backed IPOs manipulate pre-IPO earnings upward. I also
find the level of post-IPO earnings management is nega-
tively related to the cash flow change from the pre-IPO
year. Importantly, the negative relation becomes strong as
the level of earnings management in the pre-IPO year
becomes small. These results clearly suggest that two dif-
ferent incentives on earnings management coexist in the
Japanese IPO market. IVC-backed IPOs have concerns on
serious declines in the post-IPO accounting performance
and thus adopt conservative earnings management in the
IPO process. In contrast, FVC-backed and non-VC-backed
IPOs are more interested in founder profits and therefore
adopt income-increasing earnings management in the
IPO.

Chapter 5 presents summary and conclusions of this
dissertation. Results in this dissertation clearly suggest
that VC affiliations affect their investment objectives and
in turn characteristics of IPO firms. This dissertation con-
tributes to the literature in several dimensions. Firstly, I
investigate the relation between BVC’s ownership and
parent banks’ lending to IPO firms with controlling for the
effect of parent banks’ direct shareholdings. Secondly, I
show evidence that VC affiliation is associated with IPO

firms’ matureness and earnings management strategy.
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