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Abstract

Recently, with the rapid development of commercial banks in China, their earnings
management has raised more and more attention. They have to face up to the dilemma
that profit falls sharply as well as non-performing loan rate and NPLs rise rapidly, which
drives the managers to manage earnings with stronger motivation. This behavior may
endanger the stability of China’s financial system and macroeconomic security.

In the meantime, influenced by the accelerated pace of listing, the accession of the
domestic and foreign strategic investors, and the emergence and operation of the
financial holding groups, the ownership structure tends to be dispersed, which may have
a dramatic impact on the earnings management.

In order to measure the impact, firstly, we introduce the earnings management
theory of banking and related research results. Secondly, we divide commercial banks
into three types according to their ownership concentration. Thirdly, use the two-step
system GMM model to exam the relationship between the ownership concentration and
the earnings management. Additionally, add bank type, listed-or-not, and the character
of the largest shareholder as three variables to the regression model respectively.

Eventually, we can draw the following conclusions: Firstly, The more the
ownership structure is dispersed, the less likely the income smoothing behavior will
exist. Secondly, Non-listed banks, city commercial banks and rural commercial banks
and the largest shareholder of state-owned commercial banks have a stronger incentive
to smooth their income by using loan loss provision.

This paper conducts a deep research into the relationship between the ownership
concentration and the earnings management which is influenced by the new variation
of the ownership concentration of commercial banks in China. We also introduce three
variables, bank type, listed-or-not and the character of the largest shareholder, to the
regression model respectively, which helps to enrich the further study of commercial

banks’ earnings management and to evaluate this behavior from a new perspective.

Key Words: Ownership Concentration;Earnings Management; Two-step System GMM.
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