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&4 0.76 0.01 5.24 3.43 7.75 13
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Py EPS; BPS: EPS: % Dy BPS; XDy
Py 1.00
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A3 38l e Ad A5S AT A B4 A= (VIF :variance inflation factor)
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Relevance of Industrial Earnings Management

and Stock Prices

Choi, Hyun—Dol" - Lee, Jang—Hyung"*

<{Abstract>

This study was an extension of the study of South Korea’s earnings management by industries
and analyzed whether the results of earnings management by industries were reflected in the stock
prices. This study investigated industries with much earnings management and those with less
earnings management and examined whether the degree of earnings management had a relevance
to stock prices.

The sample was extracted from firms listed on the Korea Stock Exchange. They were classified
as 17 industries by the stock industry classification for 8 years from 2007 to 2014. The firms’
financial data were collected from the KIS—VALUE. The number of the sample was 3,049
firms/year. In order to measure earnings management of each industry, two measurement methods
by income smoothing and two methods by discretionary authority were used. The total earnings
management ranked by the four methods measuring earnings management was used as research
models. Stock price relevance study that used the degree of earnings management of top five and
low five industries as samples included 1,422 firms/year.

According to the results of the analysis, earnings management showed a statistically significant
difference between the industries with much earnings management and the industries with less
earnings management. The results of the regression analysis showed that while net assets per share
had statistically significant effect on stock prices for both sample groups, earnings per share had
statistically significant effect on stock prices only for industries that have less earnings
management.

The results of analyzing the interaction between earnings per share, net assets per share, and
industry dummy variables showed that earning per share on its own was statistically insignificant.
However, earnings per share interacting with the industry dummy variable was found to be
statistically significant, implying that the degree of earnings management is relevant to stock
prices. The interaction between net assets per share and the industry dummy variable was
significantly negative. The results of comparing stock prices and net assets per share revealed that
more number of firms with much earnings management had higher net assets per share than stock

*
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Professor, Department of Accounting, Daegu University, goodljh@daegu.ac.kr, Corresponding Author
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prices compared to firms with less earnings management. Therefore it can be assumed that the
information users evaluate lower stock prices for the firms that have much earnings management.

This study contributes to the basis for South Korea’s earnings management by industries. The
results suggest that stakeholders should take into consideration that a relevance exists between an

industry’s earnings management and stock prices when evaluating a firm’s financial analysis.

<{Key words> earnings management, earnings management by industries, stock price relevance, much

earnings management industry, less earnings management industry
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