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Abstract:

The aim of this study was to investigate the impact of corporate governance mechanisms on financial performance considering the
moderating role of earnings quality in companies listed on the Iraq Stock Exchange. In this research, data for testing the study hypotheses
were collected from the Central Bank of Iraq, audited financial statements of companies listed on the Baghdad Stock Exchange, and the
official website www.isx-ig.net. The statistical population consisted of all companies listed on the Baghdad Stock Exchange during the
period from 2016 to 2021. Systematic elimination sampling was used for sample selection. Statistical analysis to estimate the research
model was conducted using multiple regression. For this purpose, Excel and EViews software were used, and the models were estimated
through random effects, fixed effects panel data methods, as well as ordinary least squares (OLS). Based on the data from Iraqi listed
companies, hypotheses one through six were confirmed. The results showed that, in line with the theoretical foundations, the percentage
of institutional ownership, board independence, and internal audit effectiveness have a significant and positive effect on performance.
However, CEO duality leads to a decline in performance. Furthermore, earnings quality enhances the relationship between internal audit
effectiveness and performance, and it also weakens the negative relationship between CEO duality and performance.
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Extended Abstract

Introduction

Corporate governance has emerged as a crucial determinant of firm performance and long-term sustainability in both
developed and emerging markets (Arora & Sharma, 2021; Lattemann, 2019). The concept, initially framed as a mechanism
for ensuring accountability and protecting shareholders’ interests (Weir et al., 2021), has evolved into a multidimensional
framework incorporating board structures, audit quality, ownership concentration, and managerial incentives (Hair et al.,
2019; Nordberg & Booth, 2019). Within this framework, the quality of earnings plays a pivotal role in mediating the
relationship between governance mechanisms and financial performance (Dempster & Oliver, 2019; Francis & Augustine,
2018).

Earnings quality, reflecting the extent to which reported earnings represent actual economic performance, has become a
central focus of accounting research and regulatory debate (Chang et al., 2018; Hayes & Rockwood, 2019). Low-quality
earnings often reflect managerial opportunism, which undermines investor confidence and distorts resource allocation
decisions (Shin & Kim, 2020). Conversely, high-quality earnings promote transparency and reduce information asymmetry,
thereby facilitating efficient capital markets (Huynh, 2020; Wang et al., 2019).

In emerging markets like Iraq, where institutional voids and regulatory weaknesses persist, the interplay between
corporate governance mechanisms and earnings quality is particularly critical (Mahmudi, 2024; Wau, 2023). Prior studies
indicate that mechanisms such as board independence, internal audit effectiveness, and institutional ownership can
significantly influence firm performance by constraining managerial discretion and enhancing monitoring functions (Adedeji
et al., 2019; Kateb et al., 2023). However, empirical evidence on whether earnings quality moderates these relationships
remains sparse, especially in contexts marked by political instability and market inefficiencies (Nguyen et al., 2023).

To address this gap, the present study investigates the impact of corporate governance mechanisms—including
institutional shareholders, board independence, CEO duality, and internal audit effectiveness—on financial performance,
while examining the moderating role of earnings quality. The research draws on agency theory, which posits that effective
governance structures mitigate conflicts of interest between managers and shareholders (Harrison & Wicks, 2020), and
stakeholder theory, which emphasizes the broader accountability of firms toward multiple constituencies (Sepulveda-Nufiez
et al., 2024). In line with prior evidence, the study hypothesizes that stronger governance mechanisms improve firm
performance and that earnings quality amplifies these effects (Ludwig & Sassen, 2022; Wang et al., 2022).

Methods and Materials

This research employed a quantitative, correlational design, using panel data from firms listed on the Iraq Stock Exchange
between 2016 and 2021. Data were gathered from audited financial statements, the Central Bank of Iraqg, and the official
website of the Iraqgi Stock Exchange. A systematic elimination sampling method was applied to select a final sample of 33
firms, excluding financial intermediaries, banks, insurance companies, and firms with incomplete data.

Descriptive statistics were calculated, including means and standard deviations of all variables. Prior to hypothesis testing,
tests for panel versus pooled data (F-Limer test) and model specification (Hausman test) were conducted. Hypotheses were
tested using multiple regression analysis with fixed and random effects models, with the aid of Excel and EViews software.
The dependent variable was financial performance, measured by return on assets (ROA). Independent variables included

institutional ownership, board independence, CEO duality, and internal audit effectiveness. Control variables comprised firm
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size, leverage, market-to-book ratio, dividend payout, and firm age. Earnings quality was measured based on the Dechow and
Dichev (2002) model, with the absolute value of model residuals representing accrual quality.

Findings

Descriptive statistics revealed that firms in the sample exhibited moderate variation across governance mechanisms, with
institutional ownership averaging approximately 17%, board independence around 22%, and CEO duality present in roughly
35% of firms. Correlation analysis showed significant positive relationships between ROA and institutional ownership, board
independence, and internal audit effectiveness, while CEO duality was negatively correlated with ROA.

Regression analyses supported the first four hypotheses. Institutional ownership, board independence, and internal audit
effectiveness had positive and significant effects on ROA. CEO duality had a significant negative effect on ROA. Regarding the
moderating role of earnings quality, results indicated that earnings quality strengthened the positive relationship between
internal audit effectiveness and performance and weakened the negative relationship between CEO duality and performance.
However, earnings quality did not significantly moderate the relationships involving institutional ownership or board
independence.

Variance inflation factor (VIF) tests indicated no multicollinearity among variables. Durbin-Watson statistics confirmed the
absence of serial correlation.

Discussion and Conclusion

The findings confirm the positive role of institutional ownership, board independence, and internal audit effectiveness in
enhancing firm performance, consistent with previous studies in both developed and emerging markets (Adedeji et al., 2019;
Kateb et al., 2023; Puteri, 2023). Institutional investors likely provide superior monitoring capacity and strategic guidance,
thereby constraining managerial opportunism (Arora & Sharma, 2021). Likewise, independent boards, with their objectivity
and lack of executive ties, strengthen oversight and strategic decision-making, improving operational efficiency (Nordberg &
Booth, 2019; Weir et al.,, 2021). The negative impact of CEO duality echoes longstanding evidence suggesting that
concentration of power undermines board independence and leads to weaker financial outcomes (Francis & Augustine,
2018).

The role of earnings quality as a moderator was partially supported. Its capacity to weaken the negative impact of CEO
duality suggests that high-quality accounting information mitigates managerial discretion and facilitates external monitoring,
aligning with research linking earnings quality to lower information asymmetry and agency costs (Dempster & Oliver, 2019;
Shin & Kim, 2020). Similarly, earnings quality enhanced the positive effect of internal audit effectiveness, indicating that
reliable financial information amplifies the benefits of strong internal control systems (Chang et al., 2018; Ludwig & Sassen,
2022).

Nonetheless, the non-significant moderation effects of earnings quality on the relationships between institutional
ownership or board independence and performance imply that these governance mechanisms exert robust structural
influences on firm outcomes independent of the quality of reported earnings (Hayes & Rockwood, 2019; Huynh, 2020). This
suggests that structural oversight mechanisms can partially substitute for information-based monitoring in contexts with
weaker reporting environments.

In conclusion, the study underscores the need for policymakers and corporate stakeholders in Iraq to strengthen

governance structures while simultaneously improving the quality of financial reporting. Combining effective internal and
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external monitoring mechanisms with high-quality accounting practices can significantly improve corporate performance and

build investor confidence, particularly in markets characterized by institutional fragility and regulatory gaps.
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