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Abstract. In recent years, many scholars have found that there is a sticky phenomenon in the cost
of enterprises. However, due to the special securities access and supervision system in China, it is
necessary to adjust the cost of the enterprise to achieve a certain level of profitability through real
earnings management and accrual earnings management. Based on the analysis of the financial data
of 1912 Shanghai and Shenzhen A-share listed companies from 2011 to 2015, this paper examines
whether the earnings management motivations of listed companies in China are affected and how
they affect the cost of enterprises. The results show that the motivation of earnings management has
a significant impact on the overall cost and cost of listed companies in China. " take a bath" motive
will increase the cost of listed companies sticky cost, turnaround motive will weaken the cost of
listed companies sticky cost. This paper studies the cost of corporate stickiness from the perspective
of earnings management, which can help managers to estimate the cost of corporate stickiness more
accurately, so as to make more correct management and decision-making and promote the
improvement of enterprise performance.

Introduction

As an important concept of cost and management accounting, cost habits refer to the relationship
between the change in total cost of business and its business volume. In the traditional model of cost
habits, the relationship between cost and its business volume is linear, that is, the cost is symmetric
as the volume of business increases and decreases. According to this traditional model of cost habits,
the cost of the enterprise is only mechanically changing with the current business volume, and the
manager does not have the active cost management behavior [1]. However, Cooper, Noreen et al.
Argue that this traditional model does not correspond to the practice of cost management in the real
manager, and that the cost management behavior of the manager will increase the cost when the
amount of business increases is greater than the decrease in the volume of business, That is, the cost
increases and decreases with the amount of business is not symmetrical. Anderson et al (hereinafter
referred to as ABJ) borrows the concept of price stickiness proposed by Hamermesh et al., Which
increases the rate of increase in business volume when the amount of business increases is greater
than the rate of decrease in traffic, this is called Cost Stickiness [2,3]. On the basis of this, ABJ
takes the sales and management expenses (SG & A) of American public companies as the research
object. For the first time through a large sample empirical test confirmed that there is a problem of
cost stickiness in American public companies [4,5].

Although domestic and foreign scholars have shown that there is a sticky phenomenon in the
cost of enterprises, but because of China's special securities access and regulatory system, will
enable listed companies in order to achieve a certain purpose (Such as issuing shares, turning losses,
insider trading, manipulating the market ) for earnings management. Enterprises may adjust the cost
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of the enterprise to achieve a certain level of profitability through real earnings management and
accrual earnings management. Management's deliberate adjustment of the cost of the business may
overestimate or underestimate the cost of the enterprise. Then the cost of stickiness based on the
traditional model is likely to be affected by earnings management. This paper is based on this idea
to study the management of earnings management behavior will affect the cost stickiness of the
enterprise? Whether there is a difference in the impact of earnings management on the cost of
corporate cost? And how does earnings management affect cost stickiness?

The Literature Review and Research Hypothesis

China's regulatory system for listed companies is more stringent, which makes the capital market
motive becomes the main motive of earnings management. China Securities Regulatory
Commission, listed companies for two consecutive years of losses will be known as the "ST" mark,
listed companies for three consecutive years of losses will face delisting. In order to remove the
"ST" mark, or in order to avoid delisting, these companies tend to take the "big bath" of the earnings
management, they will increase the cost of losses that year, so as to create a favorable condition for
the next year's profitability. Usually they will be bad debts, backlog of inventory and other assets of
the loss included in the year, you can also be a variety of handling costs included in the year. So that
the cost of the enterprise that year will be further expanded, the loss of corporate cost costs will
appear significant sticky characteristics, making the overall cost of listed companies increased
viscosity. Turnaround motive means that the enterprise will be as much as possible income, less cost
in the realization of profitability of the year, which will reduce the level of cost stickiness of this
year, so that the overall cost stickiness level of listed companies will be reduced.

J.Q. Lu (1999) through the study found that China's listed companies in order to avoid delisting,
will be down in the loss of earnings management adjustments, and be upward earnings management
to adjust in the year of turning losses. So that the loss of the cost of the year the cost of sticky will
increase, and the loss turning of the company's cost of the year will reduce the cost stickiness [6].
Kama and Weiss (2010) analyzed the financial data of US listed companies and found that when
some companies were losing money or earnings continued to decline, managers would have to
avoid loss of earnings management motivation, the cost will be a lot of reductions. So as to reduce
the loss or to achieve the purpose of profit, this will make the company's cost to reduce the viscosity,
or even anti-sticky phenomenon. L. Chen et al. (2012) analyzed the financial data of listed
companies from 1994 to 2008 to see whether the management's earnings manipulation will have an
impact on the estimation of corporate cost stickiness [7]. As China's securities regulatory system is
more stringent, listed companies for three consecutive years of losses will face the risk of delisting,
when the listed company losses, the enterprise managers will take the "big bath" of the earnings
management, to try to increase Loss of the cost of the current year, so as to provide space for the
next year's earnings management, so this will make the "big bath" when the cost of the phenomenon
of overvalued phenomenon, the overall cost of listed companies will be subject to the cost of " take
a bath " surplus Motivation of the impact.

Therefore, we believe that listed companies in the loss of the year will appear " take a bath "
behavior, downward earnings management, so that the loss of the company's " take a bath "
behavior will increase the overall stickiness level of China's listed companies, then will be upward
earnings management in the year of turning losses, which will weaken the overall stickiness level of
China's listed companies. Based on the above analysis, we propose the following assumptions:

H1: enterprises "take a bath" motive will enhance the overall cost of the listed company's total
viscosity level; turnaround motivation will weaken the total cost of listed companies sticky level,
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H2: enterprises "take a bath" move will enhance the overall sales management costs of listed
companies sticky level; turnaround motivation will weaken the sales management costs of listed
companies sticky level.

Research Design

Sample Selection. This paper chooses the companies listed in Shanghai and Shenzhen Stocks to
study the financial statements of these companies from 2011 to 2015 as the sample data, and
through empirical analysis, whether earnings management will affect the estimation of the cost of
listed companies. This paper selects companies listed prior to 2011 and uses the following criteria to
screen for samples:

a: As the financial and insurance industry and other industry operating characteristics are quite
different, so this article will be excluded from the financial and insurance industry data;

b: Excluding 2011 to 2015 by the SFC ST, * ST and PT listed companies;

c: Remove the obvious error or data anomalies of the sample, such as the total asset value is zero
or negative;

d: Eliminate data in the sample that is missing or less than two consecutive years.

Through the above screening, a total of 1912 companies, a total of 9539 sample data. The data
used in this paper is from the CSMAR database. The data distribution of each industry is shown in
Table 1, and the software STATA is used to analyze the samples.

Table 1 Sample industry distribution table

Industry type Number of proportion
samples
real estate 167 8.73%
industry 1289 67.42%
Utilities 252 13.18%
business 136 7.11%
Integrated 68 3.56%
total 1912 100%

The definition of research variables. In the selection of cost variables, many scholars in the
study shows that sales management costs and total operating costs exists sticky phenomenon, which
is an important way of earnings management. Due to the difference of the data selected by different
companies in different periods, take the natural logarithm can eliminate a certain heteroskedasticity,
this paper takes the logarithm of the change rate of sales management cost and the change rate of
total operating costs as the substitution variable.

In the selection of business variables, As the measurement of changes in business volume is
more cumbersome, and the main business income changes and business volume changes have a
direct relationship with the main business income changes which can also be more objective to
reflect the changes in business volume, and its data can From the company's financial statements
directly to obtain, so in this study I will replace the business volume changes with the main business
income rate of change.

In the selection of earnings management motivational variables, in this paper, the setting of the
motivational variables of the earnings management mainly takes into account "take a bath" motive
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and turnaround motive, as shown in Table 2:

Table 2 Definition and description of variables

) Variable . ..
Variable name Variable definitions
symbol
Total cost of In TCE,, Ln (Total cost of business this year / The total
business growth TCE, .4 cost of the previous year)
Sales management N SG&A,; Ln (sales management costs this year / sales
costs growth rate SG&A,._; | management costs of the previous year)
Main business In Rev,, Ln (Main business income this year / Main
income growth rate Rev,._ 4 business income of the previous year)
If the listed company in the first phase of
Dummy variable d; . operating income less than t-1 period to take 1;
otherwise 0
If the listed company that year loss, that is, net
"Take a bath" e‘ st paty 4 .
) BIGEATH;, | profitis less than zero, the value of 1; otherwise
motive
0
) If the listed company profit and loss of the
Turnaround motive LOSS,;, . paty p .
previous year, the value of 1; otherwise 0

Model Design. This article mainly uses the univariate factors to analyze the effect of "take a
bath" motive and turnaround motive on the cost stickiness of the listed companies in China (Eq.1,
Eq.2, Eq.4, Eq.5). And then use the multiple linear regression model to test the two kinds of earnings
management motivation on the cost of the common effect of sticky (Eq.3, Eq.6).

SGEA;
SGEA; 4

Razr[.r

x BIGBATH,, + =,

Rewv; Rouw:
In =,€D+,€1XIHRE” +,l9f.><d:-~><1n;—”+,€3><d.-h><1n
. 2 X8y

Fie—1 V-1 V-1

(1)

5 is a constant term;

5 represents the percentage increase in sales management costs (total operating costs) when
revenue is increased by 1%;

55 represents the viscosity coefficient of Sales management costs (total operating cost);
5 indicates the effect of "take a bath" motive on cost stickiness;

£; . denotes a random error term.

When the return of the sample, when the company does not appear "take a bath" motive, the part
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containing the dummy variable"BIGBATH;, " is 0, Then the regression result is still operating

income increased by 1%, sales management costs increased by /%, the operating income is

reduced by 1% and the sales management costs are reduced (£1+65) %; When the company appears

"take a bath" motive, the part containing the dummy variable "BIGBATH,," is 1, and the regression
results indicate that the operating income increased by 1%, sales management costs increased by

51%, the operating income is reduced by 1% and the sales management costs are reduced
(B1+6,+63)%; if the " take a bath " motive has a downward regulation on cost stickiness,

(B4 +65+63) <(F1+65), further deduced 3 <0, and the smaller the value of [, the greater effect of

" take a bath " motive on the increase in cost stickiness.

In

%—ﬁu+ﬁlxl i - 2 +J|9‘ X d,; xln +ﬁ4xd xln XLOSS,, + =&,
SGEA; ;. Vip— Vit ’

(2)

£, indicates the effect of turnaround motive on cost stickiness;

When the regression is returned to the sample, the part of the dummy variable "LOSS;." is 0
when the company does not appear turnaround motive, and the result of this regression is still

operating income increased by 1%, sales management costs increased by [51%, the operating
income is reduced by 1% and the sales management costs are reduced (£1+5;) %; When the

company appears turnaround motive, the part containing the dummy variable "LO55;." is 1, and the
regression results indicate that the operating income increased by 1%, sales management costs

increased by 1%, the operating income is reduced by 1% and the sales management costs are
reduced ( 5y + 7+ By )%; if the turnaround motive has an upward regulation on cost

stickiness ,(£1+£5+6,)> (51+65), and further deduce 5:> 0, and the greater the value of [, The

greater the weakening effect of turnaround motive on cost stickiness.

SGEA;

Rev
1ﬂm=ﬁu+ﬁl><1ﬂmy[::+ﬁ:Xda,z><1ﬂR +,|9‘5,><|:iE r><1m — £ XBIGBATH, ,+f.xd, . x
Revy ¢
lnRaul-_r_,_XLUsstf + &, (3)
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When the regression is returned to the sample, the part of the dummy variable "BIGEATH, " and

"LOSS;," is 0 when the company does not appear "take a bath" motive and turnaround motive, and
the result of this regression is still operating income increased by 1%, sales management costs

increased by [£,%, the operating income is reduced by 1% and the sales management costs are
reduced (B1+£;) %; When the company appears "take a bath" motive, the part containing the
dummy variable "BEIGEATH,," is 1, and the part of "LOS55,." is still 0, and the regression results
indicate that the operating income increased by 1%, sales management costs increased by /£, %, the
operating income is reduced by 1% and the sales management costs are reduced (61+55+55)%;
When the company appears turnaround motive, the part containing the dummy variable "LOS5S,; " is
1, and the part of "BIGBATH,," is 0, and the regression results indicate that the operating income
increased by 1%, sales management costs increased by [1%, the operating income is reduced by

1% and the sales management costs are reduced (£1+F5+55)%.By analyzing the common effects of

the two motivations on cost stickiness, the test conclusions are consistent with the previous
univariate analysis model.

B —~Bo+B; XIn - Revie By, n it R e T "t «BIGBATH,, + ¢, 4)
NIk s " Rev i Revip-a
TCE;
L =Byt By XIn -t B,  xIn — B xd; XInHEX10SS,, + g )
TCE; ¢4 Vip—a i, Revip_ .
In 2ot ot By XIn T o XIn S By Xl XIn T X BIGBAT Hy 4y Xl X
[.t—1 Vit— Vit—a
In—t 1 0SS,, + £, (6)
SV r—s

Similar to models Eg.1, Eq.2, Eq.3, models Eq.4, Eq.5, Eq.6 are used to test whether "take a bath"
motive and turnaround motive the two kinds of earnings management motives have an effect on

cost stickiness. If £3<0, it is inferred that "take a bath" motive has a stronger effect on cost

stickiness, and the smaller the value of f3, the greater effect of " take a bath " motive on the
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increase in cost stickiness; If ;> 0, it is inferred that turnaround motive has a weakening effect on

cost stickiness, and the greater the value of [5;, The greater the weakening effect of turnaround

motive on cost stickiness.

The Empirical Test and Analysis of the Results
Descriptive Statistics. See Table 3, which provides a descriptive statistic of the main variables.

It can be seen from Table 3 that the average of total cost of business growth rate (In ;ﬁ) is 0.135,
[t—1

SGEA; .

it—1

and the average of sales management costs growth rate (In - ) is 0.116, the average of main

|y

RR “£) is 0.105, which is in line with the development status of
S

business income growth rate(In
China's industry.

Table 3 Descriptive statistics of the main variables

Variable N Mean SD Min Max
v TCEu
I TCE,._, 9539 | 0.135 0.243 -0.627 1.361
SG&A., ,
I SGEA.,_, 9539 | 0.116 0.309 | -0.887 1.783
Rev,,
In 9539 | 0.105 0.345 | -1.006 2.219
Revy, 4
d; . 9539 | 0.323 0.467 0 1
BIGEATH,, | 9539 | 0.103 0.304 0 1
LOSS,, 9539 | 0.065 0.246 0 1

Regression Analysis. Using Eq.1, Eq.2, Eq.3, Eq.4, Eq.5 and Eq.6 to verify whether "take a
bath" motive and turnaround motive have an effect on cost stickiness, the test results are shown in
Table 4:
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Table 4 Regression Results on the Impact of Earnings Management on the Existence of Cost
Costs in China 's Listed Companies

At the same
No earnings Add "take a Add time add "take
Sticky Stat- | management bath" variabl turnaround | a bath" and
category istics | variables E IVE 4) © | variable turnaround
added 4% 24 (Eq.2,Eq.5) | variables
(Eq.3, Eq.6)

By 0.067%** 0.068*** 0.068*** 0.069%**
Sales By (0.433 %% 0.430%** (0.433 %% 0.430%**
th‘:gemenlf £, L0.345%%% | _0233%%x | 0377%kx | 0278%%x
stickiness

Bq — -0.352%** — -0.282%**

B, — — 0.716** 0.500*

By 0.026%** 0.028 %% 0.027%*:* 0.028 %

By 0.815%** 0.810%** 0.815%** 0.811%***
Totalcostof | o = | g g7geex | 010700 | L0.109%%% | 0.068%**
stickiness -

i — -0.564*** — -0.503#**

B, — — 0.826%** 0.43 8%

Note: *** ** and * indicate that the regression coefficients are significant at 1%, 5% and 10%
respectively.

"Take a bath" motive will increase the sales management costs of stickiness of listed companies,
turnaround motive will weaken the sales management costs of stickiness of listed companies. For

the sales management costs, For the model to add the " take a bath " factor, the value of f5 is

-0.352, and the coefficient is shown to be negative, indicating that part of the stickiness of sales
management costs is due to the " take a bath " factor, and " take a bath " motive has a downward

regulation on cost stickiness ; For the model to add turnaround factor, the value of £ is 0.716, and

the coefficient is positive, which indicates that the turnaround factor has a reverse adjustment effect
on the sales management costs of stickiness. For the model to add "take a bath" factor and

turnaround factor at the same time, the value of f3 and £ is -0.282 and 0.500, respectively,

which is consistent with the sign of the previous single factor model, and further proves that the "
take a bath" factor will increase the sales management costs of stickiness, turnaround factors will
reduce the sales management costs of stickiness.
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"Take a bath" move will increase the total cost of stickiness of listed companies, turnaround
motive will weaken the total cost of stickiness of listed companies. For the total cost, the value of

B3 is -0.564 for the model that adds the " take a bath " factor, and the coefficient is negative,

indicating that the total cost of stickiness is partly due to the " take a bath " factor, and " take a bath
" motive has a downward regulation on cost stickiness; For the model to add turnaround factor ,the

value of [, is 0.826, and the coefficient is positive, indicating that the turnaround factor has a

reverse adjustment effect on the total cost of stickiness. For the model to add "take a bath" factor
and turnaround factor at the same time, the values of £; and £, are -0.503 and 0.438, respectively,

consistent with the notation of the previous single factor model coefficients, which further proves
that the " take a bath" factor will increase the total cost of stickiness, turnaround factors will reduce
the total cost of stickiness.

To Further Discuss the Analysis and Robustness Test

Anderson (2003) study demonstrated that cost stickiness would be reversed with the extension of
time. China's listed companies in order to avoid delisting, will be down in the loss of earnings
management adjustments, and be upward earnings management to adjust in the year of turning
losses. With the extension of the time horizon, the impact of earnings management motivation on
cost stickiness of each period will be different. We believe that the enterprise's "take a bath" motive
has an enhanced effect on cost stickiness of the listed companies in the future period, turnaround
motive will weaken cost stickiness of it. In this paper, we propose the following assumptions:

HI1: the company's "take a bath" motive will enhance the total cost of stickiness of the listed
companies in the future period, turnaround motive will weaken the total cost of stickiness of the
listed companies in the future period.

H2: the company's "take a bath" motive will enhance the sales management costs of stickiness of
the listed companies in the future period, turnaround motive will weaken the sales management
costs of stickiness of the listed companies in the future period.

On the basis of the above-mentioned sample regression model, the time-spanning factors were
added to verify the effect of earnings management on the cost reversal of cost stickiness, and the
effects of "take a bath" motive and turnaround motive on cost stickiness of listed companies were
compared respectively. This paper draws the following conclusions:

(1) Earnings management increases the level of sales management costs' stickiness for each
period.

(2) Earnings management increases the level of total cost of stickiness for each period.

For the separate removal of "take a bath" motive and turnaround motive samples, the sales
management costs in the future period have no obvious change in the trend, which is related to the
company in "take a bath" or turnaround of the particularity of the year; and Compared with the
whole sample, for the non-motive samples which "take a bath" motive and turnaround motive were
decreased at the same time, the sales management costs of stickiness of each period has declined,
With the increase of time span, there is a clear trend of decreasing.

For the separate removal of "take a bath" motive and turnaround motive samples, the total cost of
stickiness in the future period have no obvious change in the trend, which is related to the company
in "take a bath" or turnaround of the particularity of the year; and Compared with the whole sample,
for the non-motive samples which "take a bath" motive and turnaround motive were decreased at
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the same time, the total cost of stickiness of each period are gone, which may indicate that China's
listed companies as a whole does not exist the total cost of sticky phenomenon.

Conclusion and Inspiration

In making cost management decisions, managers' estimates based on traditional cost stickiness
models may cause the company's cost stickiness to be over-estimated. This paper studies the cost
stickiness of enterprises from the perspective of earnings management, which can help managers to
better estimate the cost stickiness of enterprises, so as to better manage and control the cost of
enterprises. This paper draws the following conclusions: After removing "take a bath" motive and
turnaround motive, the listed companies in our country do not have the phenomenon of cost
stickiness as a whole. After removing "take a bath" motive and turnaround motive, the listed
companies in our country exists the phenomenon of the sales management costs of stickiness, but
the viscosity is reduced. The total cost stickiness of listed companies in China does not exist
inversion, but the sales management costs of stickiness exist.

Based on the characteristics of China's companies listed in Shanghai and Shenzhen Stocks, this
paper analyzes and studies the stickiness of sales management costs and the total operating costs
from the perspective of earnings management. However, due to personal experience and limited
knowledge, the research of this paper still has some shortcomings: this article only on the Shanghai
and Shenzhen stocks companies listed on the overall cost stickiness were studied, did not conduct a
specific industry research, due to the particularity of the industry, there may be some discrepancies
in cost stickiness in different industries. In this paper, the choice of earnings management motives,
only selected the most representative of "take a bath" motive and turnaround motive, for other
motives, there is no further study of other motives, and other motives may have some effect on cost
stickiness.
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