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Management-motivated Earnings Management and Shareholder

Wealth Growth: Evidence from the Base Period of Assessment

CHENG Guo', JIANG Shuiquan’

(1. Faculty of Economics and Management, East China Normal University, Shanghai 200241, China;
2. School of Accounting, Chongqing Technology and Business University, Chongqing, China)

Abstract: Reducing agency costs and promoting shareholder wealth is one of the main purposes of equity incentive, but
it may also be ineffective because of management opportunism. Therefore, it is of significance to investigate the real
earnings management of equity incentive samples in the base period and the shareholder wealth effect before and after the
announcement date of equity incentive draft. The study finds that there is a negative real earnings management in the
incentive sample in the base period, and the announcement of the equity incentive drafts significantly increases the
shareholder wealth of the samples. The increase of shareholders’ wealth is positively correlated with the performance of
the company and the assessment conditions of exercising rights. However, after eliminating the influence of earnings
management, the performance of the company is not related to the growth of shareholder wealth. The research shows that
the announcement of equity incentive draft increases the shareholder wealth, but the earnings management also exists in
the base period of equity incentive, which weakens the positive correlation between company performance and
shareholder wealth growth.

Key Words: equity incentive; base period; real earnings management; shareholder wealth; accumulated excess returns;

agency by agreement; executive power
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