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Stock Market’s Cycle and Earnings Management

JIANG Yi-hong! , PAN Miao-1i?

(1. Institute of Accounting and Finance , School of Accountancy, Shanghai University of finance and

economics, Shanghai, 200433; 2. Shanghai Stock Exchange, 200120 )
Abstract: This paper divides the period from year 2004 to year 2007 into two groups, one is the bear market
group which is for the year 2004 and 2005, the other is the bull market group which is for the year 2006 and 2007,
then compares the accruals between these two groups using the Givoly and Hayn’s (2000) accrual model and
Ball and Shivakumar (2005) model. We find that, both accruals and non operation accruals in the former group
are significantly lower than the latter, this indicates that the cycle of accounting earnings is consistent with the

stock market cycle. We infer that, in order to cater for investors’ sentiment and their earnings expectation, there



does exist earnings management based on the stock market cycles, that is to say, managers tend to manipulate
the accruals and allocate accruals between cycles, that is underestimate accruals in the bear market period and
overestimate it in the bull market period, specifically, to reverse the underestimated accruals in the previous bear
market and might even overestimate the accruals.

Key words: stock market cycles; investor sentiment; earnings management; accruals; non operation
accruals
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