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This research reviews and illustrates earnings management, tightening
accounting standards, and their effects on investor benefits in an economic modeling framework.
Earnings management has a distinctive feature: if the manager manipulates earnings in a period, the
managed earnings must eventually reverse over time. To address this feature, we consider a
multi-period model with two types of earnings management, accounting and real earnings management.
We show that, in this model, since tighter accounting standards can affect only accounting
management, the manager engages more strongly in real earnings management and the benefit of
investors can even decrease rather than increase as intended.
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