
Ad
ve

r

European Financial Management / Volume 22, Issue 4 /  pp. 540-575

Article

The Bright Side of Discretionary Accruals: Evidence from Finance and Innovation

First published: 09 September 2015

https://doi.org/10.1111/eufm.12068
Accessibility issue? Request accessibility update.

The authors are grateful to three anonymous referees, John Doukas (the Editor), Jay Ritter and Dave Diltz for helpful
comments and suggestions. The authors also thank Wendy Jennings for editorial assistance. Grace Hao would like to
acknowledge �nancial support from the College of Business Administration at the University of Texas at Arlington.

ABSTRACT

References 

Aghion, P., Bloom, N., Blundell, R., Gri�th, R. and Howitt, P., ‘ Competition and innovation: an inverted U
relationship’, Quarterly Journal of Economics, Vol. 120, 2005, pp. 701–28.

Aghion, P., Van Reenen, J. and Zingales, L., ‘Innovation and institutional ownership’, Working Paper (Harvard
University, 2009).

Aharoney, J., Lin, C. and Loeb, M., ‘ Initial public o�erings, accounting choices and earnings management’,
Contemporary Accounting Research, Vol. 10, 1993, pp. 61–81.

(Grace) Qing Hao, Keming Li

PDF

We �nd cross-sectional evidence that a �nancially constrained �rm with patentable innovation
opportunities can use discretionary accruals to reveal information about the �rm's prospects and
facilitate its �nancing activities. Speci�cally, using �rms with patents in the National Bureau of
Economic Research (NBER) patent database, we �nd that among �nancially constrained �rms,
higher discretionary accruals are associated with more capital being raised, greater research and
development (R&D) expenditures, more patents, more patent citations, and better operating
performance in the future. These positive relationships are driven by �rms that raise equity capital,
especially those that raise equity capital from employees.
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