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Earnings Management Using Inventory:
Distinction between Real and Accounting Manipulation
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Summary
This paper examines earnings management using inventory through real and accounting manipulation.
To distinguish accounting manipulation from real manipulation, I develop an inventory estimation model
with controlling managers’ demand expectations, demand shifts and overproduction. I find evidence
indicating that firms engage in accounting manipulation on inventory, i.e. underestimation of write-down,
to avoid reporting losses. However, my results do not indicate that firms engage in real manipulation, i.e.
overproduction, to avoid losses. These results suggest that it is more important to deliberate earnings

management on inventory from the viewpoint of accounting manipulation than real manipulation.



