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: This study investigates the influence of product market

competition on the relationship between corporate
governance and earnings management using the listed and
over-the-counter firms in Taiwan during 2003 and 2014. The
result shows that both market power and industry
competition have negative influences on earnings
management; and the influence of market power is more
significant. This finding implies that firms with weaker
market power are more likely to engage in income-increasing
earnings management than those with strong market power.
The sub-sample regression results show that, for firms with
weaker market power or higher industry competition,
corporate governance mechanisms are likely to fail.
Specifically, the pressure of market competition will
aggravate the motivations of manager ‘s earnings
management, disturb the supervisory function of corporate
governance, increases the extent of earnings management and
reduces the reliability of financial information.

orporate governance; earnings management; industry
competition; product market competition; product market
power
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(Krishnan, 2003 ; Shen & Chih, 2007 ; Cornett % > 2009) - & ¥ ¢ & 2 & j5 L7,
o FEEhESE PN EE § T EorF G F L& SR - Dechow,
Sloan, & Sweeney (1996)s#7 7 # > & ¥ ¢ R L P R TR » M %o
Fi FEFAEA  AVRERRILFIAIREEGEOTE P TEER
FERAP AR F G LR T E L I M AL
Bigfi @eE g Fock » f B (Brickley, Coles, &Terry, 1994 ; Klein, 2002) o

E R R E 4 paw']u,.«gﬁs *gze»_f#ﬁqa": 7%*%,4:%75 # e e 3R o 4955 71

FleatBR o 5 R '-!z#? 4 FoRAIFESPHE L G B B g
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Ruback, 1983) - iE4 #7 7 7 MISHEL T A @A FRNE Foa%k > » TP E D
B SR A RO R T A BT AENRE G w2 TR
E’E“;ﬂ’ AR TS 0 A B AAE KRR BRI T L L AT ERER
NPT FIE B A B AR T A LT PR S T8 4§ 2 4 cidk & (Shleifer &
WM@M%6Cmgﬁ’%M'wmwﬁam%%wﬁﬁwFﬁ;?f%ﬁ’
BHELFTARFEEP H 2 EFERT S F MG PAES G4 7
s & i Raed B ocendp ¥ (Graves & Waddock, 1990 ; Matsumoto, 2002) 15 4
TR ER-HEBPERFT A TS ZARBAZ TR A NRES FPRERE
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Giroud & Mueller (2011)sr#7 7 # I > by A FRFT P (TAEH
P RERM) o F /r-/—ifﬁﬁ-bk’ P EM R 2 REE 0 Ra 0 Ak Y DA
ERFos? (PAEEY BRA) 27N EE RS 2P H BRI L R DY
GG A BN 2 F B R R LR ALY 0 P RS Rk ET
ERrZAHBRLAEDINAFF AR AL A EF R AP LRY DA
EO 2P BB L g £ RHIL AR YRR 2P e b S
R AEPRABRBRERE T mI"’ﬁ?I"’—fng,’_ TE“{% > Kao & Chen (2013)
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RFP-RDG% M FHRG P RARIBAT X INFLEFFOFE - 4 57
A B AERABAT R TARE L TR FREEE ke R
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3.2.1 & %% 34 (Product market power)

*F 3 %4 2 # 7 (Lindenberg & Ross, 1981 ; Domowitz, Hubbard, &
Petersen, 1986 ; Datta % » 2013) » st i3 Lerner Index (LD = &%
(price-cost margin, PCM) » #7& A &7 ¥4 S8 oo 38(D)Hrx 5 d 02 kA ¥
i e A FET A A LR ﬂ*”f)i FRFORE AELEY F
A FH iﬁf;é e Lerner Index » ¥ 5 £ ¥ & 57 34 (Market Power) s & % #c ;
A BRSO TR AEE R EAEY Lo E o DR
N ﬂ\iﬁ“ﬁifauﬁ I A ) K

Sales, — COGS, - SG & A, (1)
Sales,

PCM, = LI, =

N )
MarketPower, = LI, — ZVVZ.LI ;

i=1

#¢ H>PCM 5 e A% > 5 12 P i Lemner Index » LI Sales; 5 § % 4c »
Z3F 0 COGS; = g £+ 4> SG&A; 5 8% * B2 37 F * © Market Power &
EAEDFEOE TS A BRI NP f’nLerner Index 2 # 3¢ Jc 4 {1 Lerner
Index *wj 5 1 27 ERFFI IHZAF2ME Flgr g A i ik

FEONZHAROR P

ALY AED B RF 0D HE P I AR £ TR

Fli oo o 1}’_ =7 F4 (MarketPower) £ 78 > & %0 7 A SARRE B oo 7
ﬁwm?$”4“ TR FI o TR A ST RS E S AR
MR s dla g0 7R &R “%?WFWT&? BT oo

3.2.2 & ¥ # £ {4 (Industry competition)

~# 7 % * Herfindahl-Hirschman Index (HHD)#& B %] & ¥ cnde s |4 (Mitra
% » 2013 ; Markarian & Santald, 2014) - HHI 3 & 4o 2 38 (3)#77+ » HHI &)
2mk- A% é{’ﬁ:g&f\}’ .E-‘K)“J_‘Li’:ﬂif‘lr_h}i & qnﬁ»gé_#m%ﬁiﬁ
#ZCHHL g~ > RIZ 7224 %7 0 F Pl ot e @ :
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ldndopgEad ’r’nHﬁ»”ILZ &B’»’fg,j\p;‘:%?gﬁﬁ:—i};—@is el 3= o e N e
SHEAITRTREY 4 2BFFLP A NP E L AL TR B Y e o
5



n; 3
HHI =) w? )
J 7
i=l1
9 OHHI G i 2P BAE PRI M o wy 3 120 j AL Fibg 3 ;
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doke AT T dg o £ E PR /@’Lé?{’?fﬁ'gl‘“ LR FETES
AR TR I LA § R .Irgﬁwﬁgmﬁﬁ' P ARFRR AR R
FHEREE R ARZRI RS TR N A
R R -
3.3.1 3t A # % 4§ 72 (Accrual-based earnings management)

Kothari, Leone & Wasley (2005)4p ) » #2418 F A 4F P 5 endt i a3t e
(performance-matched discretionary accruals) » 4p #3t l?& ui\ A g TR (@
1% Jones ¥ 2 12 1 (S eh Jones HA)) 0 L M EFAFT R T RH OV BHEME S
_@_i,{ﬂ SOOI ARG E R A R P > S8 X 13 TP L Es 3 A
BT8P 3k 5 F 4 (Guenther, 1994 ; Teoh, Welch, & Wong, 1998) - F]}* » A& %

%% cross-sectional Jones (1991)e7%% 3 $-73] » 5 * 5 2 7 4 »c3d B 18 an s 344
14 & 3+ #ic(Performance-matched discretionary current accruals, DCA)fm& = ¢ 8 *

Teit A#HIEF Z4p LADGR

d AT T B L R 7 R RN R 0 A R R R
AR BPE 0 2 A B3I ds Bt Bic(current accrual, CA) 0 £ 2 2R R s
J& 3+ #ie(non-discretionary current accruals, NDCA) » 12 F 48 jnds 4 -4 2t ez i
PEe AT FARBAONDPERASF LB B E A 2X0) A A

FiEE G R () B BRI Rik(a) ™ 260 R R A
o F enzE M I i i B T B U R Bi(DCA) T S B i B(CA)
B3 PR A 3 B(NDCA) o 4o 2 34(7)#77

C4, =[ACurrent asset,, — ACash, —

“4)
(ACurrent liabilities,, — ACurrent maturity of long —term debt,)]
A 1 —AAR.
c4, =q, % +1%X(Aéukm’ AR,) +a, x ROA4, + ¢, (5)
Assets, Assets, Assets,, |



NDC4, _ (;cox 1 N a1 (ASales,— AAR,) +a ROA, 6)

Asset,, , Asset,, , Asset,,

DCA, = C4,  NDC4, %
Asset, , Asset,,

H ¢ 1 CAy 5 inde 3t #ic ;) ACurrent assets; 5 in# 7 A %% & ; ACashy 5 R & 2

Mg M E%EE ;) ACurrent liabilities;; = /i # § F ¥ # & . ACurrent maturity of
long-term debt;; = & #p f F W HR-F|H IR = g E & ASalesy = 4 p T » EERFE L
AM@é@%%#%%imam%?ﬁﬂw%AmmHéﬁwﬁﬁ“gNmm
LR M R it B s DCA 5 oomds $U i it Bl o

3.3.2 § ¥ # 4 ¢ 7 (Real activities earnings management)

EEENIFD 2B S bk B AR (DRSS o~ S E D
FedTde 2t HRLE “ﬁ’”mﬁﬁfmﬁ%ﬁ» et 4 F AR (QACE A
ARG A A T AREE Rt A U AFA RS A ME ¥
RRRE A QR T R R E L H R Y AR 2§ % (Cohen &
bmmmmmy%ﬁ’Qg??ﬁ%?ﬂ“%&&%£$%$ﬂwﬁéé%§,

Blde o P B AT AR G B e 0§ A S E R ﬁ*ﬁﬁﬁﬁ
4?'}” éﬁwf’“\fiﬁw% R 2 R RE S FE 'éfhii g s

AEMEFEEFIA I ROFLFEFY CRE lﬁ@ﬁﬂiﬁﬁ
g R A SRR 4 2 S e o

AL EY BA Y LRSI E(ADCFO) £ ¥ 4 & & 4 (AbProd)-
ﬁﬂ#%%ﬁkmmmmmmﬁ%ﬁmﬁmimmkma@%nmwMﬁ
AbDiscExp*(-1))* » # H & % - B9 FREFEAFE NFEHRASTFHD

F 5 &4 ¢ 1242 & (Dechow, Kothari, & Watts, 1998; Roychowdhury, 2006) - & #* 3
LB R AN R EE T I EAFE LA R

o4 8

(TOtalEM) » 1T 5 41'—%%;'%3- %? iR rﬁfﬁ{é .
FHEATRRRNEFEP 4o

(1) 2 ¥ ¥EEHRE£E(APCFO) :

AFTARE ¥ REOFELEHRETE L FER 2 FE R0 E R
4 ﬁiz g A ;\‘(8)”1"1‘ » T Qﬁl}é‘?{' IE;J.I}LﬁL%.‘i ﬁﬁﬁ? {‘illﬁq,ﬁgg:’&i s %%"'1
PEEFREOFEEFERENT BN Y EERRENE AN EYEER
2 j\pm L?Liﬁﬁ%?ﬁﬁ*ﬁrﬁg%&%’5%"$"1’é""ﬁ? rg?tg u,ﬁ ?L{ﬁ_q%mg 3‘33
TP A P AL A AR %Lwimi%@vjﬁﬁﬁ%ﬁ,&wﬁi
Iﬂ-ﬁ‘*m'm?L/r'ﬁjIﬁu$/l__ WFend Ak s RMREOT AL N T AT A E R
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25 o ’é"—i’@?i’x&;’fﬁ'g 2 F3ApR o
CFOiz :ﬂ 1 +ﬂ2 Salesl.y, ASaleSi’t v (8)

+
1 3
Assets,,_, Assets; Asset,, | Asset,, |

H? v CFOj i i 2 @ 5 tPeny@EHME T #’—ﬂfﬁ%&iﬁz’ﬁ‘?—%‘{)i\(“)
BN UAVIS SF APER eV ouk ?LL P e
2) 2% 4 A& X(AbProd) :

A ALY B2 A (COGSy) = 8 Jx » (Salesy) e anfic > 1 75 h % &
(AINV) 7 % #F 81 b dc » ¥ 8 £ (ASales;) &2 # 8 8 | jc » % # £ (ASalesj) i
B A2 FN9)E 210 F2 > TR sd AN AProdi) i F ES AL E
B g oo

COGS, 1 Sales., 9
= 1 + 7/2 —+ gi t ( )
Assets; Assets; Asset,, ,
AINV, 1 ASales, ASales; N (10)

= +
Assets; 2 Assets,,_, 72 Assets;,_, 7 Assets,,_,
Rl 28D F kEnL AS A E P EL S ARL L F
ket A A NBRERYA RN AL F o

Prod, 1 Sales,, ASales;, ASales;,_, N (a1

=7 +7 7 +7.
Assets, ., : Assets; | Asset, | } Assets; | ! Assets,, |

AY o Prode i @ AT F tHE A SR RERELE  GFHELLS@I 2
4\‘(7)/)1 ﬁ"%\ﬁ L]":}' f%“‘l‘%r‘ J—7 F;L‘F]Q o

(3) £ ¥ #1411 (AbDisExp) :

AT LB GLEE A A TE L B A e~ (Salesi) AR A (2 5 12)0 11 R
B RER L N et T L R E RGO e 3 2 R
7 4 78 i % e F 4E (Roychowdhury, 2006) » 2R {8 £ 10 % L B3 & ok
sl B R AL

_L
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DisExp., 1 Sales,
plt =@, + ¢2 it-1 +& (12)
Assets;, | Assets, | Assets, |

it

#¢ DisExpy s 1 @7 FtPRAPA N cRFTFETY SR LT
S ERAEES 53 2L Rt RN OMERN O a0 o 3t
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A TR AN(DRBAE ST FHL 2 O P BB HIH e 2R g
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E B S u e

= 11494
% ¥ TiaE i 3 A B B BB
REM -0.028 -0.024 0.347 -5.307 12.074
TotalEM -0.039 -0.035 0.400 -4.452 13.576
Market Power 0.055 0.053 0.128 -0.644 0.651
HHI 0.152 0.108 0.160 0.021 0.879
Board 6.850 7 2.119 2 27
Duality 0.323 0 0.468 0 1
BShare 0.204 0.168 0.131 0 0.878
MgrShare 0.017 0.006 0.027 0 0.392
DomeShare 0.275 0.233 0.190 0 0.980
ForeShare 0.074 0.021 0.121 0 0.772
Family 0.627 1 0.484 0 1
Board turnover 0.257 0 0.593 0 9
CEO_turnover 0.466 0 0.769 0 7
Lev 0.418 0.422 0.175 0.006 0.991
MB 1.569 1.233 1.302 0.067 27.654
ROA 0.090 0.085 0.096 -0.754 0.965
LagREM -0.032 -0.026 0.354 -5.307 12.074
LagTotalEM -0.042 -0.037 0.407 -4.452 13.576
Sales (F &) 17,647 2,933 89,751 12 3,905,395
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%2 Tiofi BT

Panel A @ Market Power Panel B : HHI
High Low High Low
(N=5836)  (N=5658) (N=5814) (N=5680)

¥ I 5% T o t B I 5%k I 5% t B
REM -0.12 0.07 -31.27%%% - -0.02 -0.03 1.89*
TotalEM -0.13 0.06 -26.51**%*  -0.03 -0.04 1.63
Board 6.90 6.80 2.57F%* 701 6.68 8.36%H*
Duality 0.31 0.33 -1.96** 0.31 0.34 -4 12%**
BShare 0.21 0.20 1.85* 0.21 0.19 7.627% %%
MgrShare 0.02 0.02 2.21%* 0.01 0.02 -9.19%**
DomeShare 0.29 0.26 10.92%** (.29 0.26 6.77%%*
ForeShare 0.09 0.06 13.07*%**  0.08 0.07 4.06%**
Family 0.63 0.62 1.16 0.65 0.60 5.60%%*
Board_turnover 0.21 0.31 -9.14%*%* (.26 0.25 0.65
CEO_turnover 0.38 0.56 -12.21%*%* 0.45 0.49 -2.78%*
Lev 0.38 0.46 -25.76%*%*  0.43 0.41 6.57%%*
MB 1.91 1.21 30.03%**  1.52 1.62 -4 45%**
ROA 0.15 0.03 81.43***  0.09 0.09 -2.79%**
LagREM -0.11 0.05 -25.61%*%*  -0.03 -0.04 1.78*
LagTotalEM -0.12 0.04 -21.59***  -0.04 -0.05 1.11
LnSale 15.11 15.01 3.55%** 1523 14.89 11.92%%*

(AR CELY A A

*H%:p<0.01, **: p <0.05, *: p <0.1
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53 2fEhR A

N=11149
% P RE¥#E s REM & % #ic = TOTAL REM
Intercept -0.100%*** -0.094**
(-2.78) (-2.18)
Market Power -0.268%** -0.318%**
(-8.03) (-7.91)
HHI -0.030%* -0.039
(-1.68) (-1.78)*
Board -0.003* -0.002
(-1.71) (-1.13)
Duality -0.002 -0.001
(-0.34) (-0.08)
BShare 0.082%** 0.075%*
(3.29) (2.49)
MgrShare 0.022 0.059
(0.2) (0.45)
DomeShare 0.009 0.012
(0.47) (0.53)
ForeShare -0.045 -0.074%*
(-1.59) (-2.17)
Family 0.004 0.006
(0.6) (0.79)
Board_turnover 0.019%*** 0.029%%**
(3.62) (4.53)
CEO _turnover 0.008** 0.009*
(2.03) (1.95)
Lev 0.258%** 0.302%**
(13.46) (13.16)
MB -0.012%** -0.017%%*
(-4.93) (-5.9)
ROA -0.390%** -0.284%**
(-8.01) (-4.87)
LagREM 0.288%** 0.226%**
(33.45) (25.58)
LnSale 0.002 0.000
(0.94) (-0.02)
BES R 0.226 0.160
F i& 211.22%** 138.182%%*

S 4EFAN 5 tiE 0 FRRp<0.0], **

:p <0.05, *: p <0.1
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Panel A : Market Power Panel B : HHI
High Low High Low
(N=5836) (N=5658) (N=5814) (N=5680)
R%#: REM &% #: REM %8 REM J&%#c: REM
Intercept -0.089% 0.048 -0.1307%%* -0.017
(-1.67) (0.97) (-3.63) (-0.25)
Board 0.000 -0.004* -0.004 %% 0.000
(0.20) (-1.88) (-3.08) (0.03)
Duality -0.007 0.008 -0.008 0.004
(-0.82) (0.91) (-1.19) (0.34)
BShare 0.110%** -0.005 0.038 0.129%%*
(3.25) (-0.13) (1.53) (2.84)
MgrShare -0.199 0.308% 0.093 -0.068
(-1.36) (1.95) (0.81) (-0.37)
DomeShare -0.020 0.063%%* 0.008 0.001
(-0.82) (2.36) (0.44) (0.04)
ForeShare -0.073%* 0.048 0.033 -0.106**
(-2.03) (1.06) (1.14) (-2.19)
Family 0.005 -0.002 -0.003 -0.002
(0.57) (-0.23) (-0.41) (-0.18)
Board_turnover 0.023 %% 0.019%%* 0.008 0.03 %%
(2.84) (2.69) (1.59) (3.41)
CEO _tirnover -0.001 0.019%%* 0.005 0.012*
(-0.17) (3.54) (1.19) (1.77)
Lev 0.365%%* 0.145%%% 0.125%s%* 0.393 %%
(12.75) (5.63) (6.28) (12.05)
MB -0.004 0.001 -0.012%%* -0.009%*
(-1.28) (0.18) (-4.8) (-2.21)
ROA -0.936%** -0.015 -0.49%%% -0.672%%*
(-14.06) (-0.26) (-12.67) (-11.1)
LagREM 0.213%%*%* 0.398%%** 0.505%** 0.219%**
(20.70) (25.95) (39.24) (18.41)
LnSale -0.001 -0.005 0.010%*** -0.008*
(-0.29) (-1.47) (3.63) (-1.79)
BRI R 0.226 0.132 0.343 0.190
F iz 122.82%%* 62.24%%% 218.04%%%* 95,83 %k

LRI G tE 0 FFRp<0.01, **: p <0.05, *: p <0.1
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Panel A : Market Power Panel B : HHI
High Low High Low
(N=5836) (N=5658) (N=5814) (N=5680)
P TS T T
TotalEM TotalEM TotalEM TotalEM
Intercept -0.091 0.071 -0.149%%* 0.002
(-1.48) (1.15) (-3.22) (0.03)
Board 0.001 -0.005%* -0.004%** 0.001
(0.59) (-1.91) (-2.42) (0.30)
Duality -0.009 0.012 -0.006 0.004
(-0.94) (1.09) (-0.74) (0.35)
BShare 0.10]*** -0.009 0.049 0.115%*
(2.57) (-0.19) (1.56) (2.15)
MgrShare -0.138 0.386* 0.150 -0.043
(-0.81) (1.95) (1.01) (-0.2)
DomeShare -0.015 0.058* -0.004 0.017
(-0.54) (1.75) (-0.17) (0.47)
ForeShare S0 111 *** 0.044 -0.020 -0.123%*
(-2.67) (0.78) (-0.52) (-2.16)
Family 0.005 -0.001 0.001 -0.002
(0.52) (-0.08) (0.11) (-0.17)
Board_turnover 0.034%** 0.028*** 0.019%** 0.044***
(3.58) (3.28) (2.80) (3.96)
CEO _tirnover -0.003 0.022%:** 0.003 0.019**
(-0.36) (3.33) (0.49) (2.35)
Lev 0.4]18%** 0.175%** 0.193%** 0.432%**
(12.69) (5.45) (7.56) (11.28)
MB -0.006 -0.003 -0.0227%** -0.010%*
(-1.54) (-0.62) (-6.66) (-2.03)
ROA -0.913%*** 0.143* -0.497%** -0.629%**
(-11.85) (1.95) (-9.9) (-8.85)
LagREM 0.186%** 0.264%** 0.325%** 0.187***
(18.03) (16.6) (24.47) (15.18)
LnSale -0.003 -0.008* 0.009%*** -0.012%**
(-0.75) (-1.75) (2.67) (-2.27)
AELR 0.188 0.063 0.201 0.145
Fig 07.41%%x 28,3444 104.37%%* 69.84* %+

FLRIP G tE 0 FFRp<0.01, **:p <0.05, *: p <0.1
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V.

This study investigates the influence of insider trading on announcement
effects and post-issue stock performance using the private equity
issuances of Taiwanese listed and over-the-counter firms during 2005 to
2011. The empirical results show that private placements with more
pre-issue net insider sales exhibit worse announcement returns, indicating
that investors consider net insider sales as a signal of overvaluation.
Furthermore, these private placements also experience worse post-issue
long-term stock returns. To reveal whether investor types influence the
information content of insider trading, this study categorizes the sample
based on whether private placements are mostly offered to insiders or
outsiders. We find that, for those primarily offered to outsiders, more
pre-issue net insider sales are followed by less announcement effects and
long-term stock returns; whereas more pre-issue net insider purchases
experience higher long-term stock returns. Notably, for those mostly
offered to outsiders, the information of insider trading does not
significantly influence either announcement returns or long-term stock

performance.
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