

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
				
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Economic Consequences of Accounting Fraud in Product Markets: Theory and a Case from the Us Telecommunications Industry (Worldcom)

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			36 Pages
		
		

		Posted: 6 Jun 2006
		
		
		
	

	
		
			
			




	See all articles by Gil SadkaGil Sadka
University of Texas at Dallas


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									The Economic Consequences of Accounting Fraud in Product Markets: Theory and a Case from the Us Telecommunications Industry (Worldcom)

								
							
							
							
								
									Number of pages: 36
								
								
									Posted: 06 Jun 2006
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							1,154
							
						

					

					
					

					
						
							
						

						
							
								
									The Economic Consequences of Accounting Fraud in Product Markets: Theory and a Case from the Us Telecommunications Industry (Worldcom)
									

								
							
							
							
								American Law and Economics Review, Vol. 8, No. 3, pp. 439-475, 2006
							

							
							
								
								
									Posted: 08 Feb 2007
								
								
									Last Revised: 24 Aug 2011
								
							

							
						

						
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: June 2006

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper studies the effects of accounting fraud on the product market. The model presented in this paper relies on the idea that a firm's financial statements and actions must be consistent with each other. If the firm is behaving fraudulently, insofar as its financial statements portray it as relatively efficient, the firm must act accordingly, i.e., increase its market share and/or reduce its prices. If the firm does not behave in keeping with its fraudulent financials, the market would be able to identify the fraud. As such, the manager will take actions and make pricing decisions which are not optimal. These actions can have a significant adverse effect on social welfare. This paper utilizes the WorldCom case to illustrate the implications of such fraudulent behavior and its economic significance in product markets. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Accounting Fraud, Corporate Governance

	
	

	
    

    
	

	
	
		JEL Classification: D18, D21, D43, G30, M41, M43

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Sadka,  Gil, The Economic Consequences of Accounting Fraud in Product Markets: Theory and a Case from the Us Telecommunications Industry (Worldcom) (June 2006).  Available at SSRN: https://ssrn.com/abstract=906153 or http://dx.doi.org/10.2139/ssrn.906153 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Gil Sadka (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Texas at Dallas  ( email )

			

			
			
				
				
				
					2601 North Floyd Road
Richardson, TX  75083
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

				    1,154

			

		
		
		
			Abstract Views

			    5,158

		

		
		 
		
			Rank

			   34,332

		

		
	


	
		
            
            	       25 Citations
		

	

	
		
			
				       23 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,249

                                    

                                    
                                        PAPERS

                                           34,038

                                    

                                

                                
                                    
                                        This Journal is curated by:

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

                                    

                                
                            

                        

                    

                
	
                    Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

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

                                
                                    
                                        FOLLOWERS

                                            2,655

                                    

                                    
                                        PAPERS

                                           11,509

                                    

                                

                                
                                    
                                        This Journal is curated by:

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

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Wharton Research Data Services (WRDS) Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Wharton Research Data Services (WRDS) Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            2,032

                                    

                                    
                                        PAPERS

                                            4,312

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Zarazowski at Wharton Research Data Services (WRDS), Rui Dai at Wharton Research Data Services (WRDS), Jun Wu at Wharton Research Data Services (WRDS)

                                    

                                
                            

                        

                    

                
	
                    Corporate Law: Corporate & Financial Law: Interdisciplinary Approaches eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Corporate & Financial Law: Interdisciplinary Approaches eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,744

                                    

                                    
                                        PAPERS

                                            5,374

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        James A. Fanto at Brooklyn Law School and Co-Director of the Center for the Study of Business Law & Regulation

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            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
                                
                                
                                    
                                    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
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
