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Political Costs, Earnings Management and Economic Consequence: Evidence
from China Stock Markets

ZHANG Xiao- dong
(Dongbei University of Finance and Economics, Dalian 116025, China)

Abstract:  Compared with the companies in developed market economy, Chinese companies in transitional
economy are confronted with larger potential political cost, due to the government dual role. However, the relation
between political cost and earnings management hasn’t been discussed thoroughly. Could political cost trigger
earnings management? If so, whether the government policy has been affected? The answers are not only important
to the research of earnings management but also to the rationale of government. This paper studies the political cost
and earnings management and its economic consequences among oil-related companies during the high oil price
period. The results show that oil- related companies managed earnings downwards to avoid political cost. But it has
no effects on the government policy. The policy- making of government is rational.

Key Words: political costs; earnings management; economic consequence
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