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Abstract This study focuses on the effect of strategic deviance and managerial ability on cash flow from
operating activities, which is financial performance. In addition, this paper examines the effect of managerial
ability on the relationship between strategic deviance and cash flow from operating activities.

The sample was extracted and analyzed for non-financial businesses among listed corporations with settlement
of accounts in December from 2011 to 2020. As a result of the analysis, it was confirmed that strategic
deviance found a significant negative effect on the cash flow from the operating activity, and managerial
ability found a significant positive effect on the cash flow from the next operating activity. Strategic deviance
was found to have a significant negative relationship with cash flow from next operating activities as
managerial ability was higher, and this result was reconfirmed in the group with a high level of earnings
management. This study is significant as it expands recent research related to management strategies by
examining their impact on operating cash flow. Therefore, it seems that it is meaningful to identify the
characteristics of managers in this relationship.

Key Words : Managerial Ability, Strategic Deviance, Cash Flow from Operating activities, Earnings
management
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Table 1. Factors for Measuring Strategic Deviance

Measurement Method
R&D Investment/Sales
Marketing Costs/Sales

Factors

R&D Investment

Marketing Costs

Depreciable Assets
/Tangible Assets

Tangible Assets
Investment

Selling and Administrative
Expenses/Sales
Total Liabilities/Total Assets

Tangible Assets
/Number of Employees

Selling and Administrative
Expenses

Financial Leverage

Capital Intensity
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Table 2. Sampling Procedure

Selected Sample Sample Size
Non-financial Firms Listed with December Fiscal
7,120
Year End
Number of Samples with Sample Sizes Less than (1.843)
20 within an Industry ’
Inadequate Sample (2,427)
Impaired Sample 42)
Final Sample 2,808
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Table 3. Descriptive Statistics of Variables

Variables Ave. Med. Std. Min Max
CFOy 0.05 0.05 0.07 -0.50 0.53
STR_DEV, 3.25 2.75 1.70 0.79 18.90
MA_ABI,_, 0.00 0.01 0.1 -0.56 0.80
| EM, | 0.04 0.03 0.07 0.00 1.77
SIZE, 2685 | 26.60 1.45 23.03 31.99
ASALES, 0.04 0.02 0.37 -0.97 9.79
CASH, 0.10 0.06 0.10 0.00 0.75
FLEV, 0.22 0.21 0.17 0.00 1.16
CFO, 0.05 0.05 0.08 -1.54 1.12
AST, 2.44 1.25 12.54 0.23 633.83
ay Description of Variables: CFO,,,: Operating cash flow in
period t+1, STR_DEYV,: Strategic deviation in period ¢t,

MA_ABI, - Managerial abilities in period t(k=1: MA index, k=2:
MA Dummy), | EM, | : Earnings management in period t,
SIZE;: Size in period t, ASALES,: Growth ration in period t,
CASH,: Cash holding level at period t, FLEV,: Financial
leverage ratio at period t, CFO,: Operating cash flow in period t,
AST,: Concentration of total assets in period {, YD,: Year
dummy for period t. ID,: Industry dummy for period ¢
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Table 4. Correlations

Variables STR_DEV , | MA_ABI ,, | | EM,|
CFO,, -0.127* 0.086** -0.104%
STR_DEV , 1 -0.055* 0.099**
MA_ABI ,, 1 -0.047*

a) Description of Variables: Refer to Table 3
b) **, * are significant at the 1% and 5% levels, respectively.
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Table 5. The Impact of Strategic Deviation on
Operating Cash Flow

2 & CFO,.,=by+bSTR_DEV ,+b,SIZE,
+byASALES,+b,CASH ,+b;FLEV ,
+bCFO,+bAST .,y + D+ e, (1a)

Variables bi t-value P-value

STR_DEYV , -0.002 -2.820 0.005
SIZE, 0.005 5.565 0.000
ASALES, -0.004 -0.955 0.340
CASH, -0.049 -3.5%4 0.000
FLEV , -0.031 -3.69 0.000
CFO, 0.239 14.957 0.000
AST , -0.002 -4.817 0.000
VIF-Max (N) 1.421 (2,808)
F-Value (R2) 19.292 (R°=0.159)

a) Description of Variables: Refer to Table 3
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Table 6. The Impact of Managerial Abilities(k=1) on
Operating Cash Flow

2 & CFO,,,=b,+bMA_ABI | ,+ b,SIZE,
+byASALES,+b,CASH ,+b,FLEV ,
+bCFO,+bAST 1y, + ID + e, (1b)

Variables bi t-value P-value
MA_ABI |, 0.050 4.289 0.000
SIZE, 0.005 5.509 0.000
ASALES, -0.005 -1.11 0.267
CASH, -0.054 -4.009 0.000
FLEV , -0.034 -4.165 0.000
CFO, 0.239 15.016 0.000
AST , -0.002 -5.184 0.000
VIF-Max (N) 1.394 (N=2,808)
F-Value (R2) 19.724 (R°=0.162)

a) Description of Variables: Refer to Table 3
b) MA_ABI , , was included in the model where k=1.
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Table 7. The Impact of Managerial Ability on the
Relationship Between Strategic Deviation
and Operating Cash Flow

2 & CFO,.,=by+bSTR_DEV ,
+b,STR_DEV < MA_ABI ,,+b,MA_ABI ,,
+0,SIZE, + b, ASALES, + byCASH ,+b,FLEV ,

+bsCFO,+ byAST ,+ YD, + ID, + ¢, @)
Panel A: MA_ABI | (k=1)
Variables bi t-value P-value
STR_DEV , -0.002 -2.826 0.005
STR_DEV, < MA_ABI, , -0.012 -2.373 0.018
MA_ABI ., 0.092 4.220 0.000
SIZE, 0.005 5.493 0.000
ASALES, -0.005 -1.168 0.243
CASH, -0.052 -3.814 0.000
FLEV , -0.031 -3.722 0.000
CFO, 0.234 14.706 0.000
AST, -0.002 -5.092 0.000
VIF-Max (N) 3.628 (N=2.808)
F-Value (R°) 18.925 (R°=0.166)
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Panel B: MA_ABI , (k=2)
Variables bi t-value P-value

STR_DEV , 0.000 0213 0.831
STR_DEV, < MA_ABI,, -0.004 -3.054 0.002
MA_ABI ., 0.025 4.871 0.000
SIZE, 0.005 5.725 0.000
ASALES, -0.005 -1.203 0.229
CASH, -0.053 -3.878 0.000
FLEV , -0.029 -3.684 0.000
CFO, 0.235 14.733 0.000
AST , -0.002 -4.871 0.000

VIF-Meax (N) 3.628 (N=2,808)

F-Value (R°) 18.925 (R°=0.166)

ay Description of Variables: Refer to Table 3
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Table 8. Analysis of the Effects of Managerial Abilities
on Relationship between Strategic Deviations
and Operational Cash Flow, between Groups
with Earnings Management

D& CFO,,,=b,+bSTR_DEV ,
+0,STR_DEV , < MA_ABI , ,+b,MA_ABI

b,SIZE, + b;ASALES, + by CASH ,+b,FLEV ,

+0,CFO, +bAST ,+ YD, + ID, +¢, (2)
Panel A: |EM)| ) Median of |EM]|

Variables bi t-value P-value
STR_DEV , -0.004 -3.393 0.001
STR_DEV ,x MA_AB -0.028 -2.879 0.004
MA_ABI |, 0.165 4152 0.000
SIZE, 0.007 4973 0.000
ASALES, 0.008 1.105 0.270
CASH, -0.070 -3.210 0.001
FLEV , -0.026 -2.026 0.043
CFO, 0.214 9.592 0.000
AST , -0.001 -2.636 0.008
VIF-Meax (N) 5.015 (N=1,404)
F-Value (F) 10.453 (°=0.171)
Panel B: Panel A: [EM]| < Median of |EM;|
Variables bi t-value P-value
STR_DEV , 0.000 -0.259 0.796
STR_DEV ,x MA_AB -0.004 -0.642 0.521
MA_ABI ., 0.043 1.700 0.089
SIZE, 0.003 2.846 0.004
ASALES, -0.013 -2.763 0.006
CASH, -0.035 -2.061 0.039
FLEV , -0.038 -3.628 0.000
CFO, 0.258 10.964 0.000
AST , -0.002 -4.045 0.000
VIF-Meax (N) 3.043 (N=1,248)
F-Value (R) 9.949 (F°=0.164)

a) Description of Variables: Refer to Table 3
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