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ABSTRACT

Beatty, Liao, and Wu (2013) document that financial misreporting by prominent firms distorts
peer firms' capital investment decisions. Using a large sample of firms subject to SEC and DOJ
enforcement actions for accounting misstatements, | establish three important generalizations.
First, the adverse effect of financial misstatements documented by Beatty et al. (2013) is not
limited to high-profile scandals and can be generalized to a larger population. Second, the

distortions are not confined to capital investments; they also extend to choices peer firms make
with respect to R&D, advertising, and pricing policies—decisions with immediate bottom-line
impact. Third, | document that the magnitude of the distortion varies predictably with peer
firms' characteristics, the misstating firms' external information environment, and the industry-
specific information environment within which the misstatement occurs. Specifically, | find
smaller distortions for larger peers and peers managed by more able managers, and larger
distortions for more widely followed misstating firms and in the industries in which more firms
misstate. Collectively, my results suggest that the distortive effect of financial misstatements is
larger and more pervasive than documented in prior research.

Keywords: peer firms, financial misstatements, financial misreporting, operating decisions

You do not currently have access to this content.

Sign in

Don’t already have an account? Register

Skip to Main Content _
Member Login



javascript:;
https://doi.org/10.2308/accr-51096
javascript:;
javascript:;
https://publications.aaahq.org/accounting-review/search-results?qb={%22Keywords1%22:%22peer+firms%22}
https://publications.aaahq.org/accounting-review/search-results?qb={%22Keywords1%22:%22financial+misstatements%22}
https://publications.aaahq.org/accounting-review/search-results?qb={%22Keywords1%22:%22financial+misreporting%22}
https://publications.aaahq.org/accounting-review/search-results?qb={%22Keywords1%22:%22operating+decisions%22}
https://my.aaahq.org/Security/Sign-In?returnurl=https%3A%2F%2Fpublications.aaahq.org%2FExternalLoginResponse.ashx%3FelpId%3D3&RelayState=https%3a%2f%2fpublications.aaahq.org%2f
https://publications.aaahq.org/ExternalLoginProvider/ExternalLoginRequest?elpId=3
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;

Pay-Per-View Access
$25.00
AAA Members: Please log in for free access to content. Note, Teaching Notes are a full
member benefit and are not available to student members.

v Buy This Article

View Metrics

Citing Articles Via

Web Of Science (61)
Google Scholar

CrossRef (85)

g Email Alerts

Article Activity Alert
Publish Ahead of Print Alert

New Issue Alert

Association

Acc

American
Accounting

Thought Leaders in
ounting

Skip to Main Content

Print ISSN: 0001-4826 Online ISSN: 1558-7967


https://www.altmetric.com/details.php?domain=publications.aaahq.org&citation_id=3786344
javascript:;
https://www.webofscience.com/api/gateway?GWVersion=2&SrcApp=silverchair&SrcAuth=WosAPI&KeyUT=WOS:000368812000011&DestLinkType=CitingArticles&DestApp=WOS_CPL
http://scholar.google.com/scholar?q=link:https%3A%2F%2Fpublications.aaahq.org%2Faccounting-review%2Farticle%2F91%2F1%2F251%2F3785
https://publications.aaahq.org/accounting-review/crossref-citedby/3785
javascript:;
javascript:;
javascript:;
https://publications.aaahq.org/store/add/3785/3

Information for Authors
Authorship Policy
Plagiarism Policy

Data Integrity Policy

Citing Corrected Articles Policy
Minimizing Overlapping Decision Rights Policy

Prior Publication Policy

v American
Accounting
Association

&) (i) (£)

Cookie Policy Accessibility Terms & Conditions Get Adobe Acrobat Reader
© Copyright 1998 - 2025 American Accounting Association. All rights reserved.


https://aaahq.org/Research/Information-For-Scholars
https://publications.aaahq.org/DocumentLibrary/AAA/Authorship.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Citing.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Data-Integrity.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Decision-Rights.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Plagiarism-Policy.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Prior-Publication.pdf
https://twitter.com/aaahq?ref_src=twsrc%5Egoogle%7Ctwcamp%5Eserp%7Ctwgr%5Eauthor
https://www.linkedin.com/company/american-accounting-association
https://www.facebook.com/aaahq.org/

