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ABSTRACT 

This thesis comprises of two studies on earnings management in China. 

    Essay one investigates the effectiveness of mandatory management earnings 

forecasts in the Chinese stock market. The academic concerns that when firms 

disclose management forecasts, they may later engage in questionable practices or 

suboptimal behavior to meet their self-imposed earnings targets (Hirst et al. 2008). 

I argue this problem may be more severe in China, because management forecasts 

are mandated by the regulator. Market pressure and the regulator‘s preference for 

enforcement compel firms to meet their forecasts. Therefore firms resort to 

several earnings management channels. Using 1,370 firm-year observations from 

2004 to 2009, I find that firms use income-increasing accounting accruals, execute 

transactions involving below-the-line items and, to a lesser extent, engage in more 

income-increasing real management to reduce the shortfall in their forecasts. 

Furthermore, my findings show that high audit quality can, to some extent, curb 

earnings management and enhance the effectiveness of mandatory management 

forecasts. This study provides some implications for investors, practitioners and 

regulators. 

     Essay two investigates earnings management before privatization of state-

owned-enterprises (SOEs) in China. It is motived by the national-wide debate on 

whether the privatization of SOEs results in ―loss of state assets‖. I argue that 

managers may execute some earning manipulation to deflate the earnings for the 

purpose of reducing the book value of equity and acquiring a lower knockdown 

price. The firm-year information is obtained from a comprehensive dataset by 

China National Bureau of Statistics‘ (NBS), which is representative of the whole 

economy. To solve the selection problem, propensity-score matching is conducted 

and SOEs with privatization are matched with SOEs without privatization. I find 

that managers use downward earnings management before privatization (year t-1 

and year t). And the level of earnings management is proportionate to the amount 

of privatized shares. This phenomenon is extremely prominent the biggest buyer 

is from inside of the firm. Further, the empirical results show that the association 

between post-privatization performance improvement and pre-privatization 

earnings management is negative. My findings support the viewpoint that 

managers deliberately undervalue the firm in order to embezzle the state asset 

during the reform. 
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