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Managerial entrenchment and earnings management
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6. Summary and conclusions

Although part of the corporate governance literature argues that managerial entrenchment amplifies the conflict of interests
between CEOs and shareholders, an alternative stream of research suggests that managerial entrenchment helps align shareholders
and managerial interests, reducing managerial “myopia”. Following this alternative stream of literature, we argue that more en-
trenched and less entrenched managers differ in their earnings management behavior.

To examine these ideas, we study takeover deterrence mechanisms in the United States. Specifically, our research focuses on an
empirical setting—firms incorporated in Delaware—that provides a unique context to study the effects of managerial entrenchment
on firm decisions, including decisions about earnings management, because Delaware corporate law allowed managers to increase
their protection against hostile takeovers and, therefore facilitated their extraction of shareholder rents.
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