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Topic: Earnings management and capital market structure 

Empirical studies indicate that managers of public firms engage in earnings management 
to mislead investors and to increase the value of their equity-based compensation. From 
a theoretical perspective, this finding is interesting. Rational investors should be able to 
anticipate earnings management and to back out biases from financial reports. As a 
consequence, earnings management should not have any effects on the capital market 
equilibrium. In their seminal work, Fischer and Verrecchia (2000) show that this logic no 
longer holds if investors are uncertain about a manager’s incentives – for instance, 
because they do not know the details of his compensation plan. In this case, investors fail 
to back out biases from reports, and earnings management reduces price efficiency.    

Fischer and Verrecchia (2000) and various follow-up studies assume a very simple capital 
market structure. They consider a representative risk-neutral investor. This thesis extends 
the analysis to richer capital market models with a continuum of risk-averse investors that 
might differ in their private information (see Goldstein and Yang 2017). Using a richer 
capital market structure, the author will be able to study the interplay of earnings 
management, investors’ risk aversion, and the sophistication of the investor population.  
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Bewerbungsprozess  

Interessierte Studierende können sich bis 26.02.2024 per E-Mail bewerben. Dazu senden 
Sie mir bitte ein aktuelles Sammelzeugnis und ein Motivationsschreiben an 
ulrich.schaefer@univie.ac.at. Für die Bearbeitung des Themas sind das Verständnis von 
einfachen Kapitalmarktmodellen und Kenntnisse im Umgang mit normalverteilten 
Zufallsvariablen (lineare Transformation, Updating etc.) von Vorteil. Bitte legen Sie im 
Motivationsschreiben dar, inwiefern Sie mit diesen Grundlagen vertraut sind. 

 

Weitere Informationen finden Sie unter 

 https://controlling.univie.ac.at/master/masterarbeiten/  
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