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TEE F4sh= 21(1), 24) 2 AG)dA 7 A9 oz felo] Y daete #xo] 37
Ao wEA Adge A FS ALSATY  oEd AR5 IES BAMS T3AAT. v
FH WMHFRE 7)1 HFAAY] Gt tek A 2o g e 7ol & Add SAd wE A
A NS E FPEAS A dPATA 7 A ZHE FAl] fot] 74 A fepEs
d wol 297 JAFAAR A& AHESIA 2 F7149 s 234707
(e.g., Chung, Firth, and Kim 2002: Choi and 7NHFAAL 7GR s S skeFh el A
Seo 2008). & ATl 71AFAA} AEES @ B4 o]dxA e talA AAs] AAle A S Es
T 3AL ARIE A FA O ek Al FAIE FEeta it AEA oA R AHrhA

6) AER o]z & UEX9 d %E ALY FEAFE ALESl] ATENS ol
AR E o] FuNTle W] HAEA o]y 1R tEX 5o BF fhAdhs JoE Yeigrt AT o]9} o] A&
A o]z R e A & ALY FEUFE A AFENES g 5 2 g EAF E=AE
T 9tk dE B0 AR QA vLy NBEARLG AEE o] F(+)9 ARBAY BREG ol JREAA A EEo] =
S5 AR NN A vgo] FrMETE A Anisly] wid ATFoR J)REAAL 71950 AFH v &S =
oA o9& FgFxAste A& dAlshe Aoz 8T 4 9IS Zlolrh. a2y WY ol AHBAVE FE (5o At %
() FE 7= 71 Ed g3t ZEHATY ole 238]8 7RFAA AEgo] 2255 o] HAAFES 278 AFH v E
o] t& J7heithe A& uising AnF oz 7| {EAAL vgAE AFE Lo SUE 53 A AEH o]dxF S o
< 2A%tn e F Wdle §l& Aol olgfdt ajAditke o Fjlele] £ dAFdre AR o9z R tExe A
Uz gAY FENUFE AMShe 3, MRS B AEF o]dxTEe UeAt £(-) Ee FH(H) 79E 4L
wto] & dlgx| o} 71 BAFEAAL A S k] dRIAE BT

7) £ Ao AZEAe Ary &N ulES £ Fama-MacBeth A% (Fama and MacBeth 1973)2 83
dzd guiss He2 B4 et §ltk o}y 4 HdaA+(e.g., Cohen and Zarowin 2010)A HEH o]
o Jg& A 4 vk A K] 7R, SIGARE B JIFAHF 5 IR BARHEE B At A5ATd e ¥

o2 Zol7h giglth
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=2 o

NBRAE 2GR 92y BAE B2 F& A BEA} n2 2IHel dE AoR vt
2950 ok old @ JUWAZL B2 22w Ghd BE SREFNYER FERES 4
Aoz dian Fo14) DA MY FES dehigded A

k!
2 12A #ZA7F BEHo] e € & Ut

3.3 oiFAl=
= A7 ASEAS Hd 283 71AFAA A V. A=z}
E& HHEE TS2000004 F s}g} CARA o]

23 FRE 23] 93 AFAREL KisValue
Library= /\F*Qho}oi‘jr. volzb, el frted 4.1 7|=EH 2kt AlekA 24
A e 229 AFd 34E 71d F v

A5 UEoke VIdES A% BEeR A B oo Zg WMo fd N REALS (F
A 2>°ﬂ Ueh} 9oh? WA AE8H o]z Ay
(1) RS TS2000004 7135244 A trE vYeplie W84 998358 (/ACFO/),
A& 78 F e 7Y A& AZA7H/APC/) D wAA AR v

(2) FERH=A18 7P Be] KisValue Library®l (/ADE/)®] B (EZH21) e 22 0.0695(0.0672) .
A AFARE 7 F e 7Y 0.0830(0.0930), 0.042(0.0566) 2.2 ebykct,

(3) IAL=7} 12¢98= FEH= A 0}331 2 A7 FE AR VAFAA A
(4) FedF SotA B 34t S(INSTIT)S X2 BH 7AEAAEL &
g 7l°4°ﬂ el HHEAez oF 9.38% A= F

27(3)e 2o F4Q JddEAE SJElA e AR ' R Uega IFHAe
Agsdon, 2A4)e Fd9 &3k 7I9E 13.4% A Aoz ey 3R xdd 7Y
o ARIE Aol dubIdI} Adolebr] wd o ZIAWR(SIZE)Y HE (e 44 93
S AT, A 20 S WSS }L 1999%1 FH O 80941 980)elleH, HAME(LEV)E
° 2

79 244 AHgH9IT (E D
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-
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(E e F8

Azl g
AR A
ol A Alaket

W i3t 71&%)
At
o99). LEV= ZHAS

FAbo] 2} ot

7|HEXNRT d22SS S8 o[YxHol| ol

r|r
02
ook

(E 2) F2 dio| J|asA

FE veig. JACFO/ & ¥ 9ddassd tad
/ADE/ & W37 WA vgel g doigkolnt. INSTITE 71347247 A8&

FATLE UprolA AR BAM| &0l ROAE

Ak, /APC/ = W3%

, SIZE=

Prleolg e FAeR

W4 | BES| 97 Ji;jﬁ 1% 5%  10%  25%  FME 5% 0% 9% 99%
JACFO/ | 2,292 | 0.0695 0.0672 0.0009 0.0039 0.0090 0.0238 0.0518 0.0932 0.1510 0.1973 0.3726
JAPC/ | 2,292 | 0.0830 0.0930 0.0012 0.0047 0.0093 0.0243 0.0539 0.1059 0.1853 0.2581 0.5706
JADE/ | 2,292 | 0.0420 0.0566 0.0006 0.0021 0.0043 0.0099 0.0231 0.0506 0.0976 0.1420 0.3488
INSTIT | 2,292 | 0.0938 0.1344 0.0001 0.0003 0.0013 0.0078 0.0427 0.1246 0.2447 0.3621 0.7170
SIZE | 2292 | 908 2430 19 35 48 90 198 531 1931 3998 17.616
EV | 2292 | 05358 0.2510 0.1176 0.1910 0.2547 0.3693 0.5126 0.6516 0.8028 0.9428 1.6260
ROA | 2.292 | 0.0223 0.1380 -0.6698 -0.1744 -0.0735 0.0059 0.0304 0.0654 0.1056 0.1453 0.6491
(E 3 & A7 A3EY A F2 W & 7AFREUnSIZE), FA¥E(LEV) 2 A4t
TE59 do& AWAFE Basigitt. & A7 JE(ROAFH 1% FTdllM BF ol F(+)d
FH BANE J|HFEAA AREE(INSTIT)S  AERAE Yehldeh. ol2d dwz JaA S
HAd QYRS E(/ACFO/ ) 5% T Ao wmaW 7|#FAA A E&o] =& 79YF
g 2(-)9 FBAAE JERIAT A A F Y d9dFsEel w2 @, VI9iR
ZQ7H/APC/) B BB AFA v&(/ADE/)  FAHE 9 At Eo] #e ACE HNT &
e o3 FRIAE JepiA E3v 254 ok s N IJAFEE(/ACFO/), M
o]z TE WEA e FAWAE AHEH G AZGIH/APC/) 2 v AFH HE
HIZd Q98BS E(/ACFO/ )& HBd Axd  (JADE/)ol ©& BARMTS fod ZA#AE
) 1]

(/APC/) % w3 AFA ¥&(/ADE/)3 %
oAl el =) (F(+))e A o

W9 A

5 E(/ACFO/),

Jm+zﬂ %4 v]&(/ADE/)
F9% FBUAS
A

[e]
TF2E(ROA)) &

. ES 7| HFAA

+)9 dRaAzt e Zow o
gl g, 7]03 T x}oiilﬁk(]nSIZE)

9&(/ADE/)3  7HE BAd Z1BEAR AR

W34 Az

5 EANSY ol JuAAS
W 4R BAe Asd g dad 7o

& (INSTIT) 9A

7HA7] W2l

A7) BaeAE

o]
=
VB AZUE € B A, e in B9 43
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Geda AN S A 948 BB T AR AL
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(X 3) F2 g Zojz daile

(£ 3)e F8 ¥gd gat ol FBASE Vehith InSIZES SIZE AR gholw], ofe} WMo Aol
(£ 209 #4¢ 320 2 o 2AE p e e ($54%).
W $ JACFO/ JAPC/ /ADE/ INSTIT InSIZE LEV
2T 2,292 2,292 2,292 2,292 2,292 2,292
ZLE N
/ADE/ 0000  (0.000)
L =
InSIZE 0000 0000 0000 0000
LEV -0.009 -0.061 -0.100 0.132 0.056
(0.673) (0.004) (0.000) (0.000) (0.007)
ROA 0.022 0.082 0.079 0.093 0.007 -0.383
(0.289) (0.000) (0.000) (0.000) (0.703) (0.000)
gt 71E BANSES JANSE AHS 1S S 7| REAR AEE(INSTITH H1Hd 9
AN 495 Husget AAFSE(/ACFO/)9 & 4oﬂ #ek AR
A3}s B9, 7#FEAA ARLE(INSTID S +
4.2 o5 sl7e Zof ()9 FAASFE /e Aoz Yegot B4
Aoz folshA] Eabitt. W 7| HEAA A E
(E e 7135 AZgo] AEA ojdxy  &(INSTIT)Z WHd AZD7H/APC/)E 283t
o] AA R nAe dFE 245 g o = o] 59 AAF(-0.035)F 7= A
Z JAEY 492 Jepin 9tk £ dFdME o2 Jepdon ol 1% FEAM o3 (tik:
AZEN AMgE AR EAoRREH B -11.18) Ao YElyt wxgte R 7 #EAA}
& de A 2t oy ARdAd et ARE(INSTITS ¥IZE AFA H&(/ADE/)
AR o4& BAGhE tato]l AUAEE 7t o dEldE 209 IAASF(-0.021)E 7HAH
e dad] st Axd AR spet o] IA 1% FEAA etk 4.44) o=

Fama-MacBeth AW
1973) 2 AH&e S| AEA S A

H(Fama and MacBeth Uyt 1V

) dedz 34
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"‘}ﬁla/\E]

24 8 eA s} A BEAA AR
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7|HEXNAT d28SS So old=Hol| o=

(F 4) 425 0|Y=d 72of oy

(& bHe B4

FAA A &3l
Fama-MacBeth 3
ﬁ“—‘: dxd AR

£ Kemsley and Nissi

Z3tat A 71 4

E
T=
_,

o2 5H

m(2002)2] HHE& F&sto o]

oH= W

TEI 7[UEXAL X 2ES

3 AEA o]z TR ug duld
Lﬁ*éq] #3 v AES 4748 el gl 5 4

29 (Fama and MacBeth 1973)& AF&-38le ﬁ]:ﬂl‘i‘ﬁa
=29 A=l 3AASFY HgkolH,

=2 w2

rg
o
I
5 o
EY
3

Ao 7]1:1]-6]'

(F 4)d 239 3AA

3 ﬂiﬂﬁh—«l E?M <9 é S
J& 234

A= AT 14 2738

OI‘ﬂr. Adj. R%& 7 9=d IARNA 429 4 29AFES] Fagkolnh
JACFO/ (/APC/, /ADE/) = Bo + B1INSTIT + BoInSIZE + BsLEV + B4ROA + Industry Dummies + ¢
TEWF /ACFO/ JAPC/ /ADE/
=Hus SAAF t ek 3]AAF ok SAAF 4
INTERCEPT 0.136  *** 8.07 0.076 ** 2.54 -0.024 *** -3.62
INSTIT -0.018 -0.87 -0.035 *** -11.18 -0.021 *** -4.44
InSIZE 0.003 0.22 0.001 0.32 -0.007 *** -3.25
LEV -0.002 *** -3.93 0.003  *** 2.74 0.004 *** 13.56
ROA 0.026 0.85 0.065 *** 6.85 0.025 *** 4.20
Industry Dummies ¥ g ¥ g ¥ 3
Adj. R 0.062 0.187 0.238
e F 2,292 2,292 2,292
(F1) AFdEe (E 2) 3 <FE 39 F4E& Fxdn.
(F2) ¥ ™ *e FEHH R A7 1%, 5%, 10% F5A BAZRCR 23S <n)gt),
nAe e SANSES AWEY V4R JHe AR eyt
(InSIZE)® 735 ¥ AFA ¥l&(/ADE/)el 3 (F 5 Aed ogzye dd4 t2E
el FAACRE FoIg ()9 AAAFE 7 FEcke RS d9BTSE(/ACFO)), BIZ%
1 e Aem yehgten FajHlE( LEVH AZA7H/APC/) 2 B4 A W& (/ADE/)
T HA ddd %E%—(/ACFO/)JJr -)9l *J Z¥zko] tielld Aigts Hotrl olde s W
B, W Az }/APO/) El HVM AF b F+) EE SO REE MHEA e
4 W&(/ADENTHe H(+)9 ABWAE ME  wEoz oY ERS 494 me gHd o
Ao v, nmmoz AEAR(ROAY 23S 4 YTOR BRAL 1 2429 7
Aol MBS AxL7H/APC/) 2 W A ol st Z1RFAATE Al g AA s
B4 W L(/ADE)T 77t k(+)e] ABBAS  ZNBES FYToH ABF oUz2HS oA
A-gTe &(-)9 FRMAT BALCR foaiA] e ol MY AAATEE WA ;733 At thE AEA o9z
A R b4 D} drid oz A7) wi et 29Y $5 93, 71%%% A7E ZaAte] iEE 53 AEH ozl of
X e AA S AN EES AR FYHA] Y] wie] vehd 2HY FE o F& AFE EzSH olo] that Hr} makg A
RNl gad Zlow dAodn
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(E b) <X o 5188 o|dx=dez TEot 7|gad A= 0|AxY 2ot 7|UEAA X222 Tl 2et 37=EY

(F Hye AEA o]dz4 TR f&X|(ACFO, APC, ADE)] H3d| wa} Adkd 9 51844 Ol‘”zx*% F 7dTE TRl 47t »d
42 AEA o]y R 7BFEAA A& A-Ad tid AL 235 Yeha v & 24dAE 4= AR 7|4
g Fama-MacBeth <% (Fama and MacBeth 1973)& A3t S|AEA S A8 (E5d] Bud gAAGTE Ay sAEHoE
HH 2E3H AY JAAS] dageld, e AAG BAA FoAdS TS t#2 Kemsley and Nissim(2002)2] B S 83}
o5 dAwxd AASFY 13 ANAREE A ate] A tgholt. Adj. RPE 7 A=Y |ARNA A2E £4 APAFE] HF ol
ACFO (APC, ADE) = By + BUNSTIT + BoInSIZE + BsLEV + BiROA + Industry Dummies + ¢
EaRihs ACFO<0 1 ACFO>0 APC<O 1 APCY 0 ADE<O0 1 ADE>0
N E N SR L. E = S - F: P ES 0 M?MHF R RE T E
| \ |
| |
INTERCEPT | -0.337 *** -8.141 0.006 0.15 | -0.035 —0.26; 0.191 *** 8.37-0.051 *** -6.37 1 -0.061 *** -5.04
| | |
INSTIT | 0.017 0.501 -0.033 *** -2.93 [ 0.051 *** 4.351-0.014 * -1.93| 0.013 *** 2.79 1 -0.027 ** -1.99
| | |
| |
InSIZE | -0.026 -0.921-0.020 *** 253 | 0.003 0411 0.013 0.69| 0.001 0.17 | -0.021 *** -2.69

| |
LEV 0.010 ** 5.543 0.003 *** 2.76 | -0.007 *1.573*0.005 *** -5.08] 0.001 *** 3.051 0.006 *** 19.19
| |

|
|
|
|
|
|
|
| | |
ROA 0.015 0.29! 0.096 *** 4.42 [-0.134 *** -7.42! 0.003 0.15| 0.006 0.79 | 0.054 *** 564
| | |
| | |
| | |
Industry ¥ 3 l T & T & l ¥ % bt l 9
Dummies | | |
| | |
Adj. R’ 0.097 | 0.113 0.253 | 0.128 0.385 | 0.260
FE % 996 | 1,296 1,260 | 1,032 1,185 | 1,107
L L L
(F1) Mpade (E 2) 2 (E 39 F4¢ gza
(F2) ", e GEAPOR A% 1%, 5%, 10% S EAHCR 4982 v,

HASIOIT 5402 H2z 20114 42 399



Mzl - 8 - 150
(E 6) 7|U4EXA} X288 20| WE J7|¢aY ASH 0|z 2o My +F1

(£ 6)2 AA HES 7|AFAA ABg0] B2 a5 @& aFo= FEala 2z dsi A&
JAPC/. /ADE/)3} 712544 22 #HAd #g t33AEY 275 vehlx th. § BXdx
(4.27%)% 7122 AA FES F 18ca FEINT. F EAdAE drxd 3HEA 7]
MacBeth 1973)< AHgatd e, (& 6y Bud dAAGE = AR ZREH 224 o
EAA £9A4S B4 0}“ t7k& Kemsley and Nissim(2002)2] WS F&3lo] o
grolth, Adj. R*E 7 dud 37 R4 A 228 54 AFASFEY Fgtoltt

TEL I |2EXAL X222

4 o924 tmel A

15 d=d ﬁ?l Al 12 2718

£ I1BEAR AR

M| 25

=

3t Fama-MacBeth
=4 FAAGY Bdateln dlF JAAFY
BYE 2] Aatet t

st

[}

stz

Xé 2% (Fama and

JACFO/ (/APC/, /ADE/) = By + B1INSTIT + BoInSIZE + B3LEV + B4ROA + Industry Dummies + ¢

& 7N BHFEAA Adgol W& 1 (INSTIT € 4.27%) I BEAA A g0l B IF (INSTIT »=4.27%)
TEas /ACFO/ /APC/ /ADE/ /ACFO/ JAPC/ /ADE/
=gus | FAAF g |SAASF gk |&AAF 3k | BAAF gk |&AAF g | AAAS £k

INTERCEPT | 0.220 *** 3.55|-0.013 -0.45 | -0.035 -1.03 | 0.111 *** 450 | 0.111 **  2.17|-0.028 ** -1.85
INSTIT 0.409 1.07] 0.150 0.50 | 0.138 0.90 | -0.021 -1.26 | -0.029 *** -4.25| -0.021 *** -4.75
InSIZE | -0.006 * -1.75] 0.005 *** 3.90 | 0.004 *** 3.20 | -0.000 -0.25 | 0.002 1.26 | 0.005 *** 6.61

LEV 0.018 0.53] 0.017 0.971-0.005 ** -2.17 | -0.013 -1.331-0.018 *** -3.59 | -0.011 ** -2.30

ROA 0.036 0.62] 0.062 ** 246 0.038 *** 8.23| 0.013 1.05| 0.064 *** 10.84| 0.006 0.64
Industry T % z 3 ¥ 3 8 ¥ % % 3
Dummies
Adj. R? 0.052 0.202 0.262 0.098 0.205 0.245
RS 1,146 1,146 1,146 1,146 1,146 1,146

(1) WAEe (F 2) 2 (F )9 FHS A2 (F2) =, = F2PoR A% 1%, 5%, 10% FFAN BARCL 43S dulg},
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Institutional Investors’ Monitoring Role on the
Real Earnings Management

Hong Min Chun* - Hyun Hee Kim** - Seung Min Cha***

Abstract

This paper examines the monitoring role of institutional investors on managers real earnings
management for Korean firms. More specifically, we examine the association between the
institutional investors ownership and the proxies for the magnitude of real earnings management,
such as abnormal cash flow from operation, abnormal production cost and abnormal discretionary
expenses. Real earnings management (hereafter REM) is defined as ‘management actions that
deviate from normal business practices, undertaken with the primary objective of meeting
certain earnings thresholds” (Roychowdhury 2006). Prior research on REM suggests that
managers actually use the method of REM to manipulate earnings (e.g., Roychowdhury 2006;
Kim, Goh and Koh 2008) and that REM has negative effects on firms' long-term profitability
or cost of equity capital (e.g., Ewert and Wagenhofer 2005: Kim and Sohn 2009). In particular,
Cohen, Dey and Lys (2008) suggest that managers have began to substitute earnings management
based on discretionary accruals by REM since accounting regulations were reinforced. Since
traditional mechanism such as external audit or accounting regulation that prevents managers’
earnings management based on discretionary accruals cannot restrain managers’ REM, it will
be important to explore an alternative mechanism to constrain managers REM. In this study,
we focus on the monitoring role of institutional investors as an alternative mechanism to constrain
managers REM. While previous finance and accounting research has explored the monitoring
role of institutional investors, which leads to mixed results regarding to its effectiveness, no

prior study examines the monitoring role of institutional investors on managers REM. Our
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study fills this void in the literature. By using 2,292 firm/year observations between 1999 and
2003 in Korean stock market, we find that institutional investors ownership is negatively
associated with the proxy for the magnitude of REM. Furthermore, we find that this association
is maintained for both of income-increasing and income - decreasing REM. Thus, we conclude
that institutional investors in Korean stock market may be able to effectively constrain
managers REM through their monitoring role. This paper is the first study to document the
negative association between institutional investors ownership and the magnitude of REM.
Given that in the future managers may prefer REM to earnings management based on
discretionary accruals to manipulate earnings and that external audit and/or accounting
regulation cannot constrain managers REM, our empirical evidence will be of interest to

accounting regulators as well as academia.

Key words: Real Earnings Management: Institutional Investors
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