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		Abstract

		We study the consequences of earnings management for the allocation of resources among firms, and we argue that fraudulent accounting has important economic consequences. We first build a model where the costs of earnings management are endogenous, and we show that, in equilibrium, bad managers hire and invest too much, distorting the allocation of real resources. We test the predictions of the multidimensional signalling model using new historical and firm-level data. We first show that periods of high stock market valuations are systematically followed by large increases in reported frauds. We then show that, during periods of suspicious accounting, insiders sell their stocks, while misreporting firms hire and invest like the firms whose income they are trying to match. When they are caught, they shed labor and capital and improve their true productivity. In the aggregate, our model seems able to account for the recent period of jobless and investment-less growth. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: D21, E22, E24, G3

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kedia,  Simi and Philippon,  Thomas, The Economics of Fraudulent Accounting (January 2005). AFA 2006 Boston Meetings Paper,  Available at SSRN: https://ssrn.com/abstract=687225 or http://dx.doi.org/10.2139/ssrn.687225 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Simi Kedia

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Rutgers Business School  ( email )

			

			
			
				
				
				
					117 Levin
94 Rockafellar Road
Piscataway, NJ
United States
8484454195 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Thomas Philippon (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: New York University (NYU) - Department of Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Department of Finance  ( email )

			

			
			
				
				
				
					Stern School of Business
44 West 4th Street
New York, NY  10012-1126
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      885

			

		
		
		
			Abstract Views

			    9,973

		

		
		 
		
			Rank

			   33,150

		

		
	


	
		
            
            	        3 Citations
		

	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Corporate Finance: Capital Structure & Payout Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Capital Structure & Payout Policies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,644

                                    

                                    
                                        PAPERS

                                           15,037

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Economics of Fraudulent Accounting

                        
                            By
                                
                                
                                    
                                    Simi Kedia
                                     and 
                                
                                    
                                    Thomas Philippon
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Economics of Fraudulent Accounting

                        
                            By
                                
                                
                                    
                                    Simi Kedia
                                     and 
                                
                                    
                                    Thomas Philippon
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Economics of Fraudulent Accounting

                        
                            By
                                
                                
                                    
                                    Semi Kedia
                                     and 
                                
                                    
                                    Thomas Philippon
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Booms, Busts, and Fraud

                            
                                By
                                    
                                    
                                        
                                        Paul Povel, 
                                        
                                    
                                        
                                        Rajdeep Singh, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Booms, Busts, and Fraud

                            
                                By
                                    
                                    
                                        
                                        Paul Povel, 
                                        
                                    
                                        
                                        Rajdeep Singh, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Governance Over the Business Cycle

                            
                                By
                                    
                                    
                                        
                                        Thomas Philippon
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Governance Over the Business Cycle

                            
                                By
                                    
                                    
                                        
                                        Thomas Philippon
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Governance Over the Business Cycle

                            
                                By
                                    
                                    
                                        
                                        Thomas Philippon
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Insider Trading Before Accounting Scandals

                            
                                By
                                    
                                    
                                        
                                        Anup Agrawal
                                         and 
                                    
                                        
                                        Tommy Cooper
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Investments: Learning from Restatements

                            
                                By
                                    
                                    
                                        
                                        Art Durnev
                                         and 
                                    
                                        
                                        Claudine Mangen
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
