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Table 2 Descriptive Statistics
AR L bR B/ME GT0e Bokfl
R_GLS 13 548 0. 046 0.023 0. 002 0. 043 0.123
R_OJN 10 253 0.115 0. 060 0. 036 0. 103 0. 389
R GGM 12 210 0. 050 0. 041 0. 001 0. 039 0. 188
R_CT 8 261 0. 087 0. 034 0. 040 0.079 0. 204
R _AVG 6 775 0. 083 0.033 0.033 0.076 0. 195
| REM_CFO | 14 050 0. 067 0. 067 0. 001 0. 047 0. 368
| REM_PROD | 14 050 0. 091 0.112 0. 001 0. 055 0.672
| REM_DISEXP | 14 050 0,043 0. 050 0. 001 0. 029 0.315
|REM 11 14 050 0.120 0.138 0. 001 0.076 0. 806
| REM 2| 14 050 0. 087 0. 089 0. 001 0. 060 0. 496
| REM 31| 14 050 0. 158 0.172 0. 002 0. 106 0. 991
BETA 14 050 1.019 0. 241 0. 462 1. 012 1.754
SIZE 14 050 21. 777 0.924 19. 907 21. 685 24. 636
BTM 14 050 0. 404 0.276 -0.062 0.335 1. 321
LEV 14 050 1. 353 1. 539 —-2.783 1. 015 10. 111
v 14 050 0. 106 0. 037 0.043 0. 102 0. 234
STDRET 14 050 0. 030 0. 009 0.015 0. 028 0. 0353
MOMENTUM 14 050 0. 108 0. 624 —1.398 0. 031 1. 587
SHRCR 14 050 0. 530 0. 150 0. 186 0. 537 0. 874
INDCR 14 050 0. 365 0. 154 0. 182 0.318 0. 893
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Table 3 Regression Results of the Relationship between Sales Control and Implied Cost of Equity Capital

P g
it
R _GLS(1) R_0OJN(2) R _GGM(3) R_CT(4) R_AVG(S)
0.020°"* 0.070°"* 0.063 """ 0. 056 *** 0.055***
| REM_CFO |
(5.948) (6.852) (9.503) (9.101) (8.488)
BETA -0.005""" - 0.009 """ -0.014""" -0.007 """ -0.010"""
2
(-5.872) (-3.058) (-7.861) (—-4.124) (-5.800)
SIZE 0.003 """ 0.003 """ 0.011°"" 0.010"*" 0.008 """
(8.286) (3.860) (18.813) (18.670) (14.982)
BTM 0.043°"* 0. 054 *** 0.071°*" 0. 047 *** 0.058 ***
J (36.125) (17.181) (31.606) (19.608) (26. 806)
LEV 0. 001 *** 0.007 *** 0.006""" 0.004 """ 0.006"***
(2.659) (11.271) (13.488) (10.878) (12.629)
w -0.021" 0.048 ** 0. 021 - 0.001 - 0.016
(-2.518) (2.050) (1.456) (-0.070) (- 1.157)
STDRET -0.132 0. 545 0.292 0. 154 0. 154
(-5.174) (7.238) (6.510) (3.720) (3.669)
MOMENTUM 0. 006 0. 008 0.013 0. 008 0. 010
(18.113) (8.375) (21.727) (12.641) (17.284)
0. 002 0.001 - 0.001 0. 002 ! e
SHRCR 0- 009
(1.260) (0.285) (—0.264) (0.626) (2.991)
INDCR 0.028 0. 049 0.043 0. 045 0. 047
(9.064) (4.325) (7.751) (7.045) (7.831)
-0.038* -0.028 -0.248"" -0.188°"" -0.156"
TRIE
(—4.533) (-1.162) (- 14.450) (-14.187) (—10.750)
il Fel Fel il il £
At 13 548 10 253 12 210 8 261 6 715
W R 0.310 0.121 0. 352 0. 327 0.371
F{E 76.310°"" 27.945* 68.360 """ 38.453"" 52.459***

R T FPHEARERARRLEFEXNERTARENFRRAF Y ¢ 45;7

FERHEEH; TR,

HESUA T LGB E, A ELIRR
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AU BEER, (15 ~ (5)5) 4 5] K % F R_CLS,
R_OJN.R_GGM .R_CT 1 R_AVGEE } 25 ¥F A= Ji, A< Wl B H7
ETHERER BERREREEI% KFEEEE. X
FaF AR [ 7 23158 09 B35 9 A i A, B R 014 R
(VR W NR_GEGM>R_CT>R_GLS>R_OJN,
FROEBRBTH, FRESEHREEET &
| REM_CFO | 1) ZBUER 4 1E , 7T WL 45 5 48 45 5 40 35 %%
ARAZE KR R RBEE1% KF LR
ERVHEREEESERARA B E EMHEX,
B 4 B R 9 O R AR OKC, 2 T O AL 2R R AR R AR R L AR
MAMBRBEHERE LB LH HATENE
WA KSR S MBI EA " AR K
BB ARSI AT A B A MK, X5 Hou %7
MRAGER-BGHRTERESNBERARAEMRE, £
HABEEENAERRARSERER KRS, K
EHHEKTESNERARAEHRL; REKTES

MERARAEME; BRI sh#E7 CLS HAF &
EHNH,EOINERDPREENE, EHMER S AR
E ZERVRBEHAANMMEYRRESEEN, WE
TR RUBS B KB A7) AT BE R B oo e iR R A
7, M EAFE" LB L2 0 B KA 78T AR
A SE A, BRI S KL B A2 K Y 4 ] T BB R 2 BE AR
AR AEAL ; B GLS AU SL , % 22 [ 3R e 9 s 1 5 1 2%
9% A% i A # 18 AH G , 28 B3 2 B A 5 A O 3 KU K
BEAEMBREMRERZERBR; MEREREN
T, ROBET W25 3 i I i AR el iy s A SRR AR &
EEFEMPHARE; TUEFERFENIE, RHTT
WP, BRENAABRERERERES.
(2) =8 E S B E B T A A
RAIGHETRESR S NG R AR A Z [ X
FHREER. (15~ (55 4 5 % & & FR_CLS,
R_OJN,R_GGM, R_CT F1 R_AVG FU 35 %% A% R A< ) BE J7

R4 EFBREBERSHRRERAREAXROASR
Table 4 Regression Results of the Relationship between Product Control and Implied Cost of Equity Capital

Al AF 4
R
R_GLS(1) R_OJN(2) R_GCM(3) R_CT(4) R_AVG(5)
VREM PROD] 0.018 0. 034 0. 042 0. 028 0.023
(7.869) (5.049) (10.979) (7.712) (5.988)
BETA -0.005** - 0.008*** -0.013""" —0.007 """ -0.010**"
(—-5.635) (-2.873) (—=7.598) (-3.986) {—5.620)
i 0.003*** 0.003*** 0.011°** 0.010*** 0.008 ***
’ (7.912) (3.713) (18.232) (17. 896) (14.306)
_ 0.042°** 0.054 """ 0,071 0.047*** 0.057***
(36.095) (16. 830) (31.294) (19.301) (26.363)
LEV 0.001°° 0. 007 *** 0.006°"" 0. 004 *** 0. 005 ***
(2.535) (11.250) (13.394) (10.807) (12.548)
1y -0.022** 0.047*" 0.019 ~0.001 ~0.016
(-2.638) (2.010) (1.325) (- 0.087) (-1.112)
STDRET -0.142 0. 535 0.277 0. 141 0. 150
(-5.560) (7.067) (6.189) (3.388) (3.541)
MOMENTUM 0. 006 0.008 0.013 0. 008 0.010
(17.965) (8.337) (21.671) (12.663) (17.240)
0. 002 0. 002 - 0.001 0. 003 .010***
SHRCR 0.010
(1.275) (0.320) (=0.172) (0. 848) (3.165)
SR 0.025 0. 044 0. 042 0. 039 0. 042
(8.270) (3.957) (6.983) (6.210) (6.989)
-0.034** -0.021 ~0.239*"* ~0.178°" =0,162**
R PR
(-3.939) (-0.856) (- 13.700) (-13.228) (- 12.487)
il il il Pl il et
B A 13 548 10 253 12 210 8 261 6 775
R R 0.313 0.119 0.354 0.323 0. 365
FiE 79. 695 *** 26. 035 *** 70.950*** 39. 046 *** 52,228
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ETHERSR KUBABEIZKFERE. 4 AEBFEMX, WAEFRBEERK, 27 KR ERE
MARTETREORERFARARBUUSHREF FAEFEF. FHRANBERBEETRE RS2
SHX—M. HEEREBHAETN, HEAETR . EHEENRBRE RS2, ARHR
598 B 89 28 B | REM_PROD | Z ¥ #8 0 IE , W] WL A 7 G)MEMFHRESBINERFRF

BESBRE AR A Z KX R LR E; REH RKSQHMBERARESRINETERE
FEI%KFLBE RVUEFRERESHNERAR ZHEAXERNBRER.(DF -~ G)FSMNEHET

x®5 DEHBARESESRSNRBRXBEEXROAEASR
Table 5 Regression Results of the Relationship
between Discretionary Expenses Control and Implied Cost of Equity Capital

R s
At
R_GLS(1) R_OJN(2) R_GGM(3) R_CT(4) R_AVG(S)
| REM_DISEXP | 0. 032 0. 164 0. 091 0. 062 0. 053
(5.739) (9.473) (9.574) (6.981) (5.389)
BETA -0.005""" -0.007"" -0.013""" -0.007 """ -0.009 """
) (-5.474) (—-2.528) (-17.220) (-3.706) (-5.381)
SIZE 0.003""" 0.004 """ 0.011°* 0.010** 0.008""*
(8.320) (4.169) (18.812) (18. 664 ) (14.805)
BTM 0.042°"* 0.056"*" 0.071°** 0. 047 *** 0. 057 ***
‘ (35.998) (18.219) (31.510) (19.518) (26.599)
LEV 0. 001 *** 0.007 """ 0.006""" 0.004 """ 0.005 """
(2.622) (11.565) (13.316) (10.822) (12.488)
v -0.020"" 0.048 ** 0. 021 0. 000 -0.014
(-2.453) (2.079) (1.470) (0.011) (-0.997)
STDRET -0.128 0.559 0. 307 0. 156 0. 161
(-5.053) (7.454) (6.897) (3.774) (3.822)
MOMENTUM 0. 006 0. 009 0.013 0. 008 0. 010
(18.086) (8.958) (21.709) (12.643) (17.214)
0. 003 0. 001 - 0. 000 0. 003 0.010"""
SHRCR
(1.403) (0.318) (-0.019) (0.936) (3.207)
Y 0.027"* 0.048 """ 0.047 *** 0.042** 0.045***
INDCR
(8.886) (4.276) (7.605) (6.707) (7.347)
- 0.040"** -0.043" -0.255""" -0.188*"" -0.168"°
T
(—4.638) (-1.720) (-14.181) (- 14.150) (-13.269)
frlk 5 ] ] il il i
B4 13 548 10 253 12 210 8 261 6 775
W R 0. 311 0.133 0. 353 0.323 0. 366
F{d 75.905°"" 32.336°" 70.362 """ 37.609""" 51.205°"

E:TAEIORKT Lt 2 E.
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R_GLS .R_OJN .R_GCM .R_CT | R_AVGHL 25 ¥t 4 i, A= ]
EhHETHeRs R, EREEBEI2 KL LE
BN SHRFEF SR XN - HZEMEAR
PTG, WY R % % 9% 08 BEAE Bt | REM_DISEXP | 3
BHAE TRBEERARESHNERARAZ
ERXRILERE RBBEIZKTE LBE, £H
o PR e R S RS AR B E MOk
RV B 4 B A B A R R R R, 2 W] R A 2% WE AR B AR
BE. ARERENEE SR ARE RS X
. BHEBMNERSE RS X -8, AEHA,
HE—-ROE MHRI~-FBSFHLEHNRLEH
BEFEMNRETHN, HEXERARES NN E
HARARSBEERK, HUCHH G HRE, WA~ #
EFEONGERARARSRER .
4.2.2 RFLHEEIBFHRELE S

Zang" A g B A% T R MR A R A R ZE 0 S A 1
P, T LR A RO A IR 2 B 2 A A T Y AR Rk
L oHmMREEESHRUNBEREHE, EEA
B RRARELENRREHERGEMNESE R TET
LeHNEELESNRAAEE, MERREREME
REoh THIRAXTERETEMG. Fik, AFREL
Cohen %' fI 2118 4™ B BF 9T, MU B3 Fh &5 & 45
FR(IREM 1| | REM 2| 1| REM 3| , BL{&FE
BI3C) #HTKR, ROAHKRBER, h TRIERS ,
WAERFRURAVCHREE R BE R, HFE6
Bl R 3MELENRREESE SRR N
E,HHEI%KFEREE, RUGEFTEEHEAR
FHAFOHT , A58 0 R AR 18 B 33, v WA BF
REwHERE. HREFTZTENBRE R S8 X
— 3, Rk,
423 #F-ALRE - EHNTTHEREETHER

AFFEHITR ARG, AL LI S
sk FT ¥, VB AT LA i 6 I B AT R R,
MANERRBEZN HRERERFRKETR S,
FoERLEHRAEHRS NI E B R B K
R,¥ENOITFRT —RIIU., Zang" BB 45
R, AT FEREMN AR, S 2 MR A
HHHBEREHENEEENBREHEHN K ; Co-
hen ' R MR A TR R EET I R, K
i 2w 2% (7] B R AL 55 0% 3 8 4 B E A N T H L A 4%
ERAMIR, B, CHAHREVAELEIRAE
BEHMNITTHAREAMNKBREE N ZHFEE
WEKR. IXERRELEIRAREHE GG TA
MAXRANEEZEM TR ARENE R, i TR
LHENBAEHSNITTERAEH Y BAEAEEM
PFEEK 2R, B L AT 3C & B B9 &5 38 7T RE A7 76 0L IR AR o6
TEEORE. Y TENXHEENHAEEROE
W, 3R EEFEHBARE B HER P I AREE
NI 48 38T LU R, R v R H A R 3
BT Cohen " MIBEHBET M —H., &
THEBERMMTTMERAEETHRESER , hTHE
i PR, R R EER IR_AVCH R 45 7 . £7

6 BETRELIFNRKREEFSERNOLOSR
Table 6 Regression Results of Comprehensive
Indicators of Real Activities Earnings Management

FAF
i
R_AVG(1) R_AVG(2) R_AVG(3)
| REM 1| 004
(5.612)
EOREE
| REM_2 | 40
(8.122)
| REM 3 | 0.018
(6.997)
BETA -0.010 - 0.009 —-0.010
(-5.558) (-5.435) (-5.508)
— 0. 008 0. 008 0. 008
(14.394) (14.561) (14.210)
- 0. 057 0. 058 0. 058
(26.369) (26.924) (26.561)
v 0. 005 0. 005 0. 005
(12.475) (12.410) (12.517)
i -0.015 -0.015 -0.016
(-1.084) (-1.122) (-1.148)
STDRET 0.152 0.156 0.157
(3.586) (3.713) (3.725)
0.010*** 0.010*** 0.010**
MOMENTUM
(17.242) (17.392) (17.287)
— 0.010 0.010 0.010
(3.205) (3.083) (3.096)
R 0. 043 0. 046 0. 043
(7.029) (7.566) (7.115)
-0,163°"" -0.166""" -0.161"*"
FEEIR
(-12.667) (-13.132) (-12.600)
i1l il | Ak |
BeAE 6 775 6 775 6 775
JEu% R 0. 365 0.371 0. 368
F{& 51.354*** 52,395  51.651***
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R BHRBENITRETHNOHESR
Table 7 Regression Results after

Controlling Accrual-based Earnings Management

HA &
By
R_AVG(1) R_AVG(2) R_AVG(3)
0- mottt
| REM_CFO|
(5.032)
| REM_PROD | v
(4. 454)
| REM_DISEXP | 0.047
(4.893)
p— 0. 024 0. 037 0. 040
(3.359) (6.430) (6.958)
STk -0.010 -0.010 -0.010
(-5.975) (-5.938) (-5.702)
0- ms *kE 0- ms *kk 0- ms LS
SIZE
(15.116) (14.598) (14.903)
o 0. 058 0. 058 | 0. 058
(27.058) (26.966) (27.320)
FiiF 0. 005 0. 005 0. 005
(12.613) (12.566) (12.502)
- - 0.020 -0.022° -0.022"
(-1.476) (-1.648) (-1.647)
o 0. 155 0. 151 0.159
(3.702) (3. 606) (3.807)
0.010*** 0.010*** 0.010***
MOMENTUM
(17.587) (17.650) (17.727)
—_— 0. 009 0. 009 0. 009
(3.007) (3.085) (3.066)
T 0. 047 0. 044 0. 045
(7.784) (7.226) (7.504)
-0.156""" -0.151**" -0.157**"
i
BT (-10.863) (-10.325) (- 10.609)
i1l P il il |
B 6 774 6 774 6 774
Vi R 0.373 0. 372 0.374
F{H 56.382°%"  55.746***  56.460***

F, (D3 ~ (3)51 43 51 2 42 il B 3 0 B 2 & E B g
ETHERE £EFRENHEEAARE SR

VA R A B 10 B0 45 B, B B e LA R B AT, A
WRA0.30E A , MBI KEE1%KE L BE. B
SUEALEHRAEHANTH 3RALEHALR
EHEERE S EARAEMX, REEHE
197K ¥ & .3, AT UL BP {7 46 0 48 48 4 5 + 50 © 9
BT XA RE L TRBRA RERE, 1,
MAE it B R BOAT L R B, 326 30 4 X AL 3% R AR R AR 1Y
B AGTEHRERARE > 8ERE > A8
BRI A B B 2 R R R A 28 U AR R A B
R K EFRENNERARENEmSE /D, HE
BEAEEANT _EHZH. EPHATENREELS
RERIXEA -, AFHEA,
4.3 BEERR

T R B ST 48 TSR, A BF 5T AT BUR
i

(1) Bl SC7E Ml 2520 7 B AR 28 W% AR Bl AR B (85 P 6
H RS 7 A Al B 2% T 57 4 i, 3X B 5 Hou
&V g, HbEEEERERETESTEE, I
Dhaliwal 257 f1 B B R E . A< BF 5% o 6 F 24 4
TR B 1 A9 BT (E EE R A A B B A R AR AR
A, FE M B Rl b % S0 AR B (8] 0 B R AT R
RS HREA—F., BTEE, RIFHELEER
2R,

(2) A B 55 4 B 9 B A B 8 9 1999 4F 2011 48,
B T 5% R AR 7 6 T AR AR, BROf  OR  —ofe k E
fifiit. ATHRIES M BEYE, ARREERT
WECHMEAAETRR, GBS RS P -3,
FRT i, R PR AR ISR

(3) P EIE AT IE1999 4E B20114E L T 4.
RETT R AR AL, T oA AR R 2 A T R oy B O
2 v AR AL 45 S A % B il BE AR fb, ok Sk B K R AT
X AFTNNERARESZELWH, BHAE™ K
22 30 TIE 45 ths 3% U A 25 WE A B AR 7E R (R 4R % 1) & R Ak
A 4K . A F 5% 76 /T 3 I 5 R R Ao A 4E fy i 40 AE
EHATRR; v TEHRRSE S EE R,
51 32005 4F 2007 4 (Y BF R PEA S EHT TR N
T EH SN 2 5O AL S B W, LR
BR20084E X AE A HATHR . FR3FIFE] Ty
MW RE S LR A MRELH AR ERE,
FRTRE, RIIRAHERIRE R,

5 %&ig

BEAFRESNBERARANKRRE -BERLIES
PR ST B T EE 08, A BF 5 % F Roychowdhury'™ 42 14
MESEDNRAEHENME T FE, UPEEH AR
HHEA NELEHRACHENMA FRBEL TS
WERARAZEK LR, FESHMHTE A
BT LR SRR I RSB R, TR
R R, BT Roychowdhury'™ J7 3% 4 3 i) 85 4 4
EAFREARBHERAREILALEIRS
BEEBSHITHBENERARSEMX, ETF3
RALEHRAEHMENSAHER""" R
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B

AU R T HSE 3 B R E XA A
A B I R R H T B B R E A 3
BEA A BARBRAR S B RF, JR S E T L
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Real Activities Earnings Management and Cost of Equity Capital

Wang Liangliang
School of Management, Nanjing University, Nanjing 210093, China

Abstract ; The economic consequences of earnings management are essential questions in the field of capital market accounting.
However, due to problems in variable measures and model estimates, there are few empirical evidences on the link between real
earnings management and implied cost of equity capital. Employing industry-year estimation model developed by Roychowdhury
to estimate the degree of real earnings management and estimation models such as GLS, OJN, GGM and CT to perform matrix
calculation to estimate implied cost of equity capital, this study investigates how real earnings management affects implied cost of
equity capital based on data from the Chinese listed companies from 1999 to 2011. The results suggest that: (Dthree types of real
earnings management, sales control, production control and cost control, are positively related to cost of equity capital; Zcom-
prehensive indicators based on three types of real eamnings management is positively related to cost of equity capital; and @when
the effects of accrual-based eamings management are controlled, the impact of real earnings management on cost of equity capital
remains. These conclusions provide empirical evidences on the factors of implied cost of equity capital.

Keywords ; real activities eamings management; eamings quality ; cost of equity capital ; economic consequences
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