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Abstract: The purpose of this study is to examine the role of earnings management in mediating the relationship
between CEO power and firm value. This study uses a quantitative approach, with the data population consisting
of manufacturing companies listed on the Indonesia Stock Exchange (IDX) from 2018-2023. Data analysis in
this study employs the Structural Equation Model (SEM) approach with the Partial Least Square (PLS) method
using WarpPLS 8.0 software. The study’s findings and hypothesis testing reveal that CEO power has a negative
effect on firm value. The results also show empirical evidence that CEO power has a positive effect on earnings
management. Furthermore, the results indicate that earnings management acts as a mediator that strengthens the
relationship between the CEO and firm value.
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1 Introduction CEO offers advantages by reducing conflict, building
Financial statements are a means of information used trust among directors, and clearly defining dgcision-
by management to account for the resources managed making processes [3]. Conversely, weakening the
by the company. Financial statements enable CEO's power can incur costs for the company by
stakeholders to ascertain the development and current reducing its ability to perform well [4]-
condition of the company [1]. They have great ~ Four sources of power or authority owned by
benefits for their users, and one element in the individuals  from the top management team,
financial statement that is highly considered is profit according to [5], are stmctura}l power, ownership
information. Profit information is very important for power, expert power, and prestige power. Structural
users of financial statements, as it serves as a and ownership power represent formal forn.ns. of
guideline for prospective investors in determining power that can directly 1nﬂupnce the CEO's dec1s19n—
their investment decisions [2]. making process. Meanwhile, expert and prestige
Law Number 40 of 2007 on Limited Liability power are informal forms of power t.hat exert ir.ldirect
Companies stipulates that the person who is 1nﬂue.nce- on the .CEO'S hierarchical role in the
authorized and fully responsible for the management organization. Spec1ﬁcally, stm(':tural power that uses
and administration of a company is the Board of a dual leadershlp proxy is not mclpded in this stqdy
Directors. The main director holds the highest because Indonesia adopts a two-tier system, which
position on the Board of Directors. The authority or entails ~ separate management functions and
duties of the company's Board of Directors adopt a Supervisory functions. . '
collegial system, where each member of the board Earnings management practices are car.rlgd out
has the authority to represent the company. However, through the selection of accounting policies to

achieve certain goals, one of which is increasing the

the internal division of tasks among the members of
company's market value [6]. The company's value

the board of directors does not apply (bind) externally

on third parties. appears favorable to investors, and they become more

A Chief Executive Officer (CEO) holds interested in investing in the company. Under
significant influence over a company's performance Agency Theory, company management as an agent
and business strategy. On the one hand, a powerful for stakeholders has a responsibility to maximize the
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stakeholders’ welfare. Company management
possesses extensive information concerning the
company's overall capacity and work environment.
[7] states that the information owned by managers
tends to be used for their own interests. However, [8],
[9] state that managers will use their abilities to
achieve organizational performance for the benefit of
stakeholders.

Earnings management is the practice of selecting
accounting policies by managers to improve the
profits reported in the company's financial
statements, [10]. This practice aims to show better
company performance. Managers are often motivated
to carry out earnings management because of the
awareness of the importance of earnings information
for shareholders. The perspective of opportunistic
behavior in earnings management suggests that
managers use information asymmetry between
external and internal parties to enhance their utility,
particularly concerning debt contracts, compensation
contracts, and regulations. Consequently, managers
often manipulate unreliable data.

Several studies have discussed the relationship
between CEO Power and firm value, including those
by [11], [12], [13], [14], [15], [16], [17]. Research by
[13] found that CEO tenure, CEO experience, and
CEO political connections have a positive effect on
firm value. This highlights the significance of CEO
power as a crucial factor in determining company
performance, especially in the context of high
retrenchment  activity. To  ensure  optimal
effectiveness in their organizations, companies must
leverage and utilize the level of CEO power. In line
with the study conducted by, [17], CEO
characteristics, namely CEO age, CEO tenure, and
CEO political connections, positively and
significantly affect firm value.

Other studies that discuss the relationship
between CEO power and earnings management have
also been conducted by several researchers, such as,
[3],[18],[19],[20],[21]. Studies, [18] and, [21] show
that CEO experience, CEO tenure, and CEO political
connections increase the existence of real earnings
management practices in non-financial companies in
Jordan. Meanwhile, CEO duality limits real earnings
management practices in Jordanian non-financial
companies. Internal control reduces and limits real
earnings management practices when interacting
with CEO experience, CEO tenure, and CEO
political connections, because all three interactions
have a significant and negative relationship with real
earnings management. Therefore, the expected
advantages of CEO characteristics in reducing real
earnings management are more prominent with the
presence of ownership concentration.
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This research is relevant as it develops prior
studies in several aspects. First, in its modeling, this
study utilizes the variable of accrual earnings
management to mediate the relationship between
CEO power and firm value. CEOs have a central role
in strategic decision-making processes that can lead
to contract efficiency and opportunistic behavior.
This phenomenon is an actual issue in corporate
governance, especially in the context of developing
countries that are still in the process of strengthening
corporate governance. Second, the limited empirical
studies on the topic of CEO power make this topic
relevant. Specifically, in the Indonesian context, with
high ownership concentration and a very dominant
family role and weak investor protection, the issue of
CEO power is even more important.

The results of this study contribute to the
development of theory, especially the understanding
of agency theory. This study confirms that CEO
power does not always have a direct positive effect
on the value of the company, but rather operates
through earnings management practices. The results
of this study strengthen the view that managerial
behavior is an important mechanism in shaping
market perceptions of the company. By integrating
mediating variables, this study enriches the
conceptual model in explaining the dynamics of the
relationship between CEO power and Firm value.

2 Literature Review

Agency Theory posits that each individual is
motivated by self-interest, which frequently causes
conflict between the principal and the agent. In the
context of ownership concentration, this dynamic can
lead to the risk of minority shareholders'
expropriation. Expropriation is the process of using
control rights to maximize one's own welfare through
the distribution of wealth from other parties, [22].
Furthermore, [10] indicated that the relationship
results in two problems: the occurrence of
asymmetric information and the occurrence of
conflict of interest stemming from a disparity in
goals.

Four sources of power or authority owned by
individuals from the top management team,
according to, [5] namely structural power, ownership
power, expert power, and prestige power. Structural
and ownership power represent formal forms of
power that can directly influence the CEO's decision-
making process, [23]. Meanwhile, expert and
prestige power are informal forms of power that exert
indirect influence on the CEOQ's hierarchical role in
the organization.
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2.1 Hypothesis Development

Corporate leaders have responsibility for the
organization as a whole, [24]. According to this
theory, the individual character of a manager can
influence the decision-making process. A broader
view of this theory is that managers act on their own
interpretation of the situation they face. This personal
interpretation comes from the manager's experiences,
values, and personality, [25].

Managers need to have the power to support their
role in carrying out their responsibilities as managers.
Managerial power can be referred to as the power
possessed by managers to face challenges and make
decisions in achieving company goals. Managerial
performance can also contribute to increasing profits
and firm value, [26], [27].

Research by [13] found that CEO tenure, CEO
experience, and CEO political connections have a
positive effect on firm value. This highlights CEO
power as a crucial factor in determining company
performance, especially in the context of high
retrenchment  activity. To ensure  optimal
effectiveness in their organizations, companies must
leverage and utilize the level of CEO power. In line
with research by [17], CEO characteristics, namely
CEO age, CEO tenure, and CEO political
connections, have a positive and significant
relationship to firm value. So the hypothesis
proposed in this study is as follows:

H1: CEO Power has a positive effect on firm
value.

Agency problems arise due to different interests
between controlling shareholders and non-
controlling shareholders, a concept rooted in agency
theory. Each party wants to maximize its interests,
which causes controlling shareholders to behave
opportunistically, namely, maximizing the value of
all shareholders, so that company policies taken by
controlling shareholders can lead to explorative
decision-making, namely, earnings management
practices.

Based on research by [18], [28] shows that CEO
experience, CEO tenure, and CEO political
connections lead to an increase in real earnings
management practices in non-financial companies in
Jordan. Meanwhile, CEO duality limits real earnings
management practices in Jordanian non-financial
companies. In line with research by [19] it shows that
CEO duality, CEO nationality, and the quality of
financial communication positively influence accrual
earnings management practices. The results obtained
in the research process encourage the implementation
of good governance behavior rules in limiting the

opportunistic behavior of managers. So the
hypothesis proposed in this study is as follows:
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H2: CEO Power has a positive effect on accrual
earnings management.

The perspective of opportunistic behavior in
earnings management suggests that managers use
information asymmetry between external and
internal parties to enhance their utility, concerning

debt contracts, compensation contracts, and
regulations.  Consequently, = managers  often
manipulate unreliable data. [29], The first
opportunistic approach was used to explain

discretionary behavior on reported earnings to
influence contractual outcomes and affect welfare
transfers. More capable managers can generate
higher profits with a given level of resources or,
conversely, minimize the resources used to obtain a
given level of income. CEO turnover is always
associated with subsequent corporate improvement.
In such conditions, efforts to achieve self-interest
may also be formed strongly, and the interests of this
controlling shareholder group will cause a conflict of
interest between majority shareholders and minority
shareholders, [30]. This difference in interests allows
controlling shareholders to take action through profit
management practice policies made by management,
resulting in profit information being biased and
inaccurate in predicting future profits. So the
hypothesis proposed in this study is as follows:
H3: Earnings management mediates
relationship between CEO Power and firm value.

the

3 Method

3.1. Population and Sample
Employing a quantitative approach, this study
analyzes financial statements on the Indonesia Stock
Exchange (IDX) in 2018-2023. The object of this
study is a manufacturing company with complete
financial information that operated during the period
2018-2023. A purposive sampling technique was
employed with the criteria: 1) The companies used as
samples are companies in the manufacturing industry
type. 2) The company publishes a complete annual
report from 2018 to 2023, which is the observation
period in this study. 3) Companies that present
financial statements using the rupiah currency unit in
the period 2018-2023. 4) Companies that publish
financial statements ending at the end of December.
Data analysis in this study uses the Structural
Equation Model (SEM) approach with the Partial
Least Square (PLS) method. Using WarpPLS 8.0
software. Partial Least Squares (PLS) is one method
for implementing a structural equation model. The
reason for using SEM-PLS is that the measurement
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of the CEO power variable uses three formative
indicators, [31], [32].

3.2. Operating Definition of Variables

In this study, the dependent variable is Firm Value
(Y). It is measured using Tobin Q to gauge the
financial market’s valuation (market price) based on
what investors are willing to pay. The independent
variable, CEO Power, uses 3 formative measurement
indicators, namely Expert Power (CEO tenure),
Ownership Power (CEO Ownership), and Prestige
Power (CEO Interlock). This study also introduces a
mediating variable, namely Earnings Management
(Z), measured using discretionary accruals. This
approach is justified because the characteristics of
this industry involve many estimated and subjective-
based accounts (inventory, receivable, and
depreciation), which provide managers with high
flexibility in managing earnings without having to
change real cash flows. Finally, the control variables
are incorporated in this study. They are Company
Size measured using Ln total assets, Company Type
measured using High-Low company profile,
Independent Audit Committee measured using the
number of independent audit committee members to
all audit committee members, and Leverage
measured using total liabilities to total equity.
Variable measurements and operational definitions
of variables are presented in Table 1 (Appendix).

4 Research Result

Before conducting hypothesis testing, a descriptive
analysis is first conducted to describe the research
data presented in a table. 2. Firm value as a dependent
variable in this study. The minimum value is -
34.15923 with a maximum value of 299.14238, with
an average value of 5.52811 and a standard deviation
of 14.67761. Expert power is one of the indicators in
the CEO power variable. The minimum value is 0,
with a maximum value of 52 owned by Ultra Jaya
Milk Industry and Trading Company. Tbk with an
average value of 9.13 and a standard deviation of
11.692. Ownership Power is one of the indicators in
the CEO Power variable. The minimum value is 0,
with a maximum value of 0.8125, owned by Sariguna
Primatirta. Tbk with an average value of 0.03626 and
a standard deviation of 0.10912. Prestige Power is
one of the indicators in the CEO power variable. The
minimum value is 0, the maximum value is 45,
owned by Sariguna Primatirta. Tbk with an average
value of 2.65 and a standard deviation of 5.307.
Earning Management as a mediating variable. The
minimum value is -1083.77162 with a maximum
value of 8.61162, with an average value of -6.20389
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and a standard deviation of 66.9082. The explanation
above can be shown in Table 2.

Table 2. Descriptive Statistics

Variabl | Minimum | Maximu Mean Standart
e m Deviatio
n
NP -34.15923 299.1423 5.52811 14.67761
8
EP 0 52 9.13 11.692
OP 0 0.8125 0.03626 | 0.10912
PP 0 45 2.65 5.307
EM - 8.61162 - 66.90821
1083.7716 6.20389
2
size 24.544 35.125 28.6214 1.69186
8
Tipe 0 1 0.76 0.427
KAI 0.250 1 0.50917 | 0.09762
Lev -30.1534 239173 1.19272 | 2.82661

Source: WarpPLS output processed

Note: NP= Firm value; EP= Expert Power; OP= Ownership
Power; PP = Prestige Power; EM = Earnings Management; Size
= Company Size; Type; Company Type; KAI = Independent
Audit Committee; Lev = Leverage.

To determine the formative measurement model's
feasibility for the CEO power variable. The formative
measurement model is declared feasible if the weight
indicator is significant (p-value <0.01) and there is no
multicollinearity (VIF <3.3), [32]. The CEO power
variable in this study uses 3 formative measurement
indicators, namely: EP, OP, and PP. Based on the
results of the model output Table 3 (Appendix), it can
be seen that the CEO power variable has an
acceptable measurement. With significant weight
values for EP, OP, and PP having P values <0.01 and
VIF values for each indicator <3.3.

This study’s structural model was evaluated by
examining the Adjusted R-squared value (for
variance explained), Goodness of Fit model, and 2
Predictive, effect size, and full Collinearity VIF, and
the significance value of the path coefficient. Based
on the results of the model fit output Table 4
(Appendix), it shows that all indicators align with
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the rule of thumb criteria, confirming the model
has a good fit [31], [32].

After evaluating the measurements and model fit,
the next step is to analyze the results of the hypothesis
testing based on the results of the Partial Least
Squares- Structural Equation Modeling (PLS-
SEM) estimation.
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Fig. 1. Partial Least Squares (PLS) Test Results
Source: WarpPLS output processed

Figure 1, illustrates the PLS-SEM test results, which
show the structural relationship between the research
variable along with the path coefficient value, t-
statistic value, and p-value as the basis for hypothesis
testing. Based on this estimation, the corresponding
hypothesis testing outcomes are detailed in Table 5
(Appendix).

As shown in Table 4 (Appendix), the hypothesis
test confirms that CEO power negatively affects firm
value (path coefficient = -0.084; significance level =
5%). The test results thus do not support H1, which
hypothesized a positive impact of CEO power on
firm value. Conversely, the results indicate that CEO
power positively influences earnings management,
with a path coefficient of 0.070 and a significance
level of 5%. The results of this test support H2. The
results in Table 4 (Appendix) also show that earnings
management is able to mediate the relationship
between CEO power and firm value. The results of
the PLS-SEM test show a path coefficient of 0.013
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and a significance level of 5%. This test's findings
support H3.

In PLS-SEM testing, control variables are also used
to control and restrain the influence of other variables
from outside the independent variables being studied.
This study uses the variables Size, Company Type,
Audit Committee, and Leverage with the results of
the PLS-SEM test, respectively (0.096), (0.017),
(0.042), and (0.531).

5 Discussion

The PLS-SEM analysis reveals that CEO power
has a negative effect on the firm value. This suggests
that an increase in CEO authority leads to a decrease
in Company valuation, and vice versa; the smaller the
power of the CEO, the greater the firm value. The
first hypothesis of this study aligns with agency
theory. When the CEO's power is too great and very
dominant, the monitoring mechanism tends to be
weak and tends to act in personal interests, no longer
in the interests of shareholders, which creates a
conflict of interest and increases investment risks that
impact the performance and firm value. These results
support the research of, [12], [14], which explains
that CEO power has a negative effect on the firm
value. However, they stand in contrast to studies by
[11], [13], [17], which revealed that CEO Power has
a positive and significant relationship with Company
value.

Other results show that CEO power has a positive
effect on earnings management, meaning that the
greater the CEO power, the higher the likelihood of
the CEO engaging in earnings management practices,
and vice versa; the smaller the CEO power, the less
likely the CEO is to engage in earnings management
practices. The results of this study are in line with,
[18] and [19]. CEOs with great power tend to have
weak monitoring mechanisms and create more
opportunities for them to engage in earnings
management practices. This indicates that strict
supervision is needed to maintain the integrity of the
financial statements of companies led by strong CEO
power.

The relationship between CEO power and firm
value is strengthened by earnings management,
which acts as a mediator. Earnings management
practices allow CEOs to beautify financial reports in
improving investor perceptions of Company
performance, thus having a positive impact on firm
value, although this impact is short-term and
apparent. Theoretically, these results are in line with
agency theory; CEOs with high levels of power tend
to have the power to make strategic decisions,
including in managing financial reports.
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High CEO power provides great authority and
influence in decision-making without much
hindrance from external parties, such as the board of
commissioners or minority shareholders, [37]. This
condition opens up opportunities for CEOs to
practice earnings management, namely the
management of accounting figures to provide a more
profitable performance picture to the public and
investors.

Earnings management practices can increase the
market's positive perception of the Company's
financial condition, although in reality, it does not
always reflect the actual economic performance. The
increase in market perception has an impact on the
increase in the Company's value. Thus, this finding
shows that CEO power does not directly impact the
increase in the firm value, but through earnings
management practices, the influence becomes
significant. This means that earnings management
acts as a strategic mechanism used by the CEO to
strengthen the Company's image and reputation with
the public and investors.

6 Conclusion

The purpose of this study is to examine the role of
earnings management in mediating the relationship
between CEO power and firm value. It can be
concluded from the study and hypothesis testing that
CEO power adversely affects firm wvalue. This
evidence confirms that the greater the CEO's power,
the lower the firm's value. When the CEQO's power is
too great and very dominant, the monitoring
mechanism tends to be weak and tends to act in
personal interests, no longer in the interests of
shareholders, which creates a conflict of interest and
increases investment risks that impact the company's
performance and value. The results of this study also
show empirical evidence that CEO power has a
positive effect on earnings management. CEOs who
have great power tend to have weak monitoring
mechanisms and have many opportunities to practice
earnings management. And the results of earnings
management act as a mediator that strengthens the
relationship between the CEO and the firm's value.
The practice of earnings management allows CEOs
to beautify financial reports in improving investor
perceptions of the company's performance, thus
having a positive impact on the firm's value.

The limitations of this study include. First, the
research sample 1is confined exclusively to
Indonesian companies. Second, the data coverage is
limited to companies listed on the Indonesia Stock
Exchange, so the results may not be fully generalized
to non-public companies or across countries. Lastly,
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the scope is limited to the role of the CEO and does
not integrate non-financial factors, such as
organizational culture. Further research is suggested
to expand the geographical coverage and industry
sectors to produce more comprehensive and general
findings, and add other wvariables such as
organizational culture and external pressures that
have a role in influencing the relationship between
CEO power and firm value.

These findings have important implications for
policymakers, regulators, and  stakeholders.
Specifically, the finding of the mediating role of
earnings management in the relationship between
CEO power and firm value indicates that the
implementation of strong corporate governance,
effective oversight mechanisms, and ethics-based
managerial policies is vital. These components are
key to maintaining a balance between executive
power and shareholder interests in order to enhance
the company's performance and value in a sustainable
manner.
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APPENDIX

Nur Kholis, Imam Ghozali, Puji Harto

Table 1. Variabel Measurement and operational definitions

Dependent Variable Indicator
Tobin’s Q . (BVAiL + MVEit — BVEit) [33]
it = BVAit
Independent Variable
Expert Power CEO tenure [24]
Ownership Power (Total Share Owned Director)/ (Number of Shares Outstanding)x 100% [24]
Prestige Power Number of companies managed by the CEO [24]
Mediating Variable
Earnings Management TACCit = Nit - CFOit............. 1) [34]
TACCit/Tait-1 = a(1/ Tait-1) + BI[(ASALit-ARECit)/ Tait-1) + p2(PPEit
/Tait-1) + git....... ?2)
NDACCit = a(1/Tait-1) + B1[(ASALit-ARECit/Tait-1] + B2(PPEit/Tait-1)
F 8l 3)
DACCit =(TACCit/TAit-1) - NDACCit.................... “)
Control Variable
Size Ln (Total Asset) [35]
Company Type uses a dummy variable, namely, giving a score of 1 for companies in the | [35]
high-profile category and 0 for companies in the low-profile category.
Independent Audit Committee (Number of independent audit committee members)/ (Total number of audit | [21]
committee members
Leverage (Total Liabilities)/ (Total Equity) [36]
Source: Own elaboration based on the literature review
Table 3. Result of the Measurement model evaluation
Indicators Parameter Result Rule of thumb Noted
EP Significant Weight P value <0.01 P values < 0.01(level 1%) | Accepted
VIF 1.042 VIF <50r<3.3 Accepted
OP Significant Weight P value <0.01 P values < 0.01(level 1%) | Accepted
VIF 1.046 VIF <50r<3.3 Accepted
PP Significant Weight P value <0.01 P values < 0.01(level 1%) | Accepted
VIF 1.014 VIF <50r<3.3 Accepted

Source: WarpPLS output processed
Note: EP= Expert Power; OP= Ownership Power; PP = Prestige Power;
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Table 4. Model Fit Indices

Nur Kholis, Imam Ghozali, Puji Harto

Criteria Result p-value Rule of Thumb

Average Path Coefficient (APC) 0.134 0.001 P<0.05

Average R-Square (ARS) 0.151 0.001 P <0.05

Average Adjusted R-Square (AARS) 0.147 0.001 P <0.05

Average Block VIF (AVIF) 1.047 < 3.3, Although < 5 can be accepted

Average Full Collinearity VIF | 1.167 < 3.3, Although < 5 can be accepted

(AFVIF)

Tehenhaus GoF (GoF) 0.373 > 0.10 (small), > 0.25 (moderate), <
0.36 (weak)

Sympson’s paradox ratio 1.000 >0.70

R-Squared contribution ratio 1.000 >0.90

Statistical suppression ratio 0.714 >0.70

Source: WarpPLS output processed

Table 5. Path Coefficients and p-value result

Path Expected Path coefficients Conclusion
CEO power = Firm Value () -0.084** Not Supported
CEO power > Earning Management (&) 0.070** Supported
CEO power > Earnings ©) 0.013 ** Supported
Management—> Firm Value

Control Variabel

Size ) 0.096**

Firm Type ©) 0.017

Audit Committee (+) 0.042

Leverage ) 0.5317%**

Source: WarpPLS output processed

Note: * significant at alpha 10%; ** significant at alpha 5%; *** significant at alpha 1%.
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