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Abstract 

Taking Shanghai and Shenzhen A-share listed companies from 2014 to 2019 as samples, 
this paper uses the modified Jones model to calculate the discretionary accruals of 
enterprises, and empirically verifies the influence of customer concentration on 
earnings management. Based on the background of China's special political system, this 
paper classifies enterprises as state-owned enterprises and others, and tests them in 
groups. The evidences show that: there is a significant positive correlation between 
customer concentration and discretionary accruals, which is more obvious in non-state-
owned enterprises. The conclusion shows that in order to improve the quality of 
accounting information, enterprises should expand customers appropriately. 
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1. Introduction 

Financial statements are the carrier of information presentation. Investors hope that financial 
statements can reflect high-quality accounting information, so as to make better investment 
decisions. Financial statements, which are prepared by the management of enterprises, may be 
manipulated by people, and there is information asymmetry between the managers and 
investors. In order to make the financial statements more present fairly and reduce information 
asymmetry, China's accounting standards have been constantly improved. Among them, from 
January 1, 2013, the main board and GEM listed companies should disclose the relevant 
information of major suppliers and customers. The standards require listed companies not only 
to disclose the proportion of the purchase amount of the top five customers to the total sales in 
a separate and aggregate way, but also encourage listed companies to actively disclose the 
names and sales of the top five customers. This move demonstrates that customers have a 
crucial impact on the growth of the enterprise itself and its stakeholders. As an important part 
of the supply chain relationship, what kind of influence will customer concentration have on 
earnings management of enterprises? This problem is worth studying. 

The customer is an important participant in the market transactions, is the source of economic 
benefits for enterprises. In particular, major customers not only bring core economic benefits 
to enterprises, but also bring competitive advantages. However, enterprises that rely too much 
on one or several important customers will also face greater business risks. Therefore, 
customer concentration is a double-edged sword for enterprises, which will bring positive and 
negative economic consequences. 

According to Katherine Schipper, an American accounting scholar, earnings management is a 
behavior that enterprise managers mislead investors by purposefully controlling the external 
financial reporting process, such as using accounting professional judgment, accounting 
standards, accounting estimates and accounting policies, in order to obtain some private 
interests. Generally, the management will recognize the current part of the income to the future 
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year as maintaining the stability of profits, thus obtaining continuous performance rewards or 
to cover up the poor performance, and recognize the profits in advance to realize profit turning 
into profit, which are the two ways to carry out earnings management. 

With the continuous development of China's market economy, more and more enterprises 
realize that establishing strategic cooperative relationship with customers can produce synergy. 
When the business performance is stable, the motivation of management to control earnings is 
not strong. However, relying on big customers may lose bargaining power, and the company 
will face increased risks, which will breed motivation to manipulate accounting profits and 
window dressing of financial statement  

2. Literature References 

2.1. Literature review of customer concentration consequence research 

The existing literature shows that higher customer concentration will bring both positive and 
negative economic consequences to enterprises. High customer concentration will increase 
financing cost, increase litigation risk [1] and reduce investment efficiency [2]. The dependence 
of enterprises on large customers will bring additional risks to enterprises. When these 
customers have mismanagement problems and eventually lead to their own financial crisis, the 
company will not be able to recover large amounts of receivables, thus facing a huge risk of cash 
flow loss. The study of scholar Dhaliwal et al [3] shows that once the enterprise loses these 
major customers, the company will not be able to recover large amounts of receivables, and will 
also cause the company to face huge risk of cash flow loss and financial distress. Customer 
concentration will also have a positive impact on enterprises. Higher customer concentration 
is conducive to the integration of enterprise resources, so that enterprises can obtain 
economies of scale [4]. In addition, there is a significant positive U-shaped relationship between 
customer concentration and innovation input and output, and innovation input plays a 
intermediary role in the relationship between customer concentration and innovation 
output[5]. 

2.2. A literature review on the influencing factors of earnings management 

The factors that affect earnings management can be divided into internal factors and external 
factors. The internal factors are: Chao Ma [6] found that independent managers can inhibit 
earnings management behavior; Directors with information technology background can use 
their advantages in information technology to supervise the production and reporting process 
of accounting information, and then restrain earnings management [7]. The combination of 
chairman and CEO and the expansion of board size will lead to the decline of earnings 
management quality. Ownership structure will also have an impact on earnings management. 
The increase of shareholding ratio of the largest shareholder will promote earnings 
management [8], while the increase of shareholding ratio of non-controlling shareholders can 
significantly reduce earnings management behavior. In addition, the establishment of audit 
committee, the effectiveness of internal control and the proportion of independent directors 
are important factors affecting earnings management. External factors include the 
improvement of external audit quality [9], tax collection and management of big data [10], and 
institutional shareholding [11], which can inhibit managers' manipulation of enterprise 
accruals. The uncertainty of economic policy and the existence of related party transactions will 
have a negative impact on earnings management. In addition, Fei Song and others found that 
[12] the discretionary power guided by accounting standards provides a tool for earnings 
management of the company. 

Based on the appeal study, we can find that the economic consequences of customer 
concentration are uncertain, and the factors affecting earnings management can be roughly 
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divided into internal and external factors. In recent years, the research of supply chain 
relationship is a hot issue. Enterprises do not exist in isolation in economic activities. As an 
important part of the supply chain, customers will have an important impact on the economic 
guild of enterprises, and earnings management can reflect the quality of enterprise accounting 
information. Therefore, it is necessary to study the impact of customer concentration on 
earnings management. 

3. Theoretical analysis and Hypothesis development 

3.1. Customer concentration and earnings management 

Higher customer concentration has positive and negative effects on earnings management. On 
the one hand, transaction theory believes that as long as there is transaction behavior, 
transaction cost will inevitably occur. In the transaction behavior of enterprises, it will produce 
transaction costs for enterprises to find new customers of partners, sign new orders or 
maintain customer relationship. However, the long-term and stable cooperative relationship 
between enterprises and customers reduces the degree of information asymmetry between the 
two sides, and enterprises know customers' product needs more accurately, thus reducing 
transaction costs. The company's performance will not fluctuate greatly due to the 
development of new customers, and the motivation of management for earnings management 
will become weak. 

On the other hand, higher customer concentration also indicates that enterprises are facing 
higher risks. First of all, the stronger the bargaining power of big customers, the more capable 
they are to ask enterprises to make a series of concessions, such as deferred payment or large 
amount of credit. This requires enterprises to have a higher ability to use working capital, once 
there is a problem of capital turnover, enterprises will face operational difficulties and financial 
crisis. In addition, enterprises with high concentration of customers are more vulnerable to the 
negative impact of the customer's operating difficulties. Once the main customers of the 
enterprise have a difficult business situation, the financial situation deteriorates, the enterprise 
will face the huge risk of cash flow loss due to the inability to recover the huge receivables. 
Finally, when the enterprise is in the industry of overcapacity, the big customers will be more 
in a strong position, and may further crush the profit margin of the enterprise through low price 
purchase or credit purchase, and the enterprise will face financial difficulties. All of the above 
reasons may lead to the motivation of management to manipulate accruals, so as to achieve the 
purpose of managing and transmitting information of stable operation and good financial 
condition to investors. 

Based on the analysis, this paper proposes the following hypothesis: 

H1a: When other conditions are the same, higher customer concentration is positively 
correlated to discretionary accruals. 

H1b: When other conditions are the same, higher customer concentration is negatively 
correlated to discretionary accruals. 

3.2. Differences in the nature of property rights 

Because of China's special political and economic system, there are many differences between 
state-owned enterprises and non-state-owned enterprises. First of all, as far as the business 
objectives are concerned, non-state-owned enterprises aim to make profits, and profit 
maximization is their business objectives. For state-owned enterprises, their goals are more 
diversified, and certain social and political benefits should be considered. The reward and 
punishment evaluation of the management of state-owned enterprises may pay less attention 
to performance, which makes the motivation of the management of state-owned enterprises to 
carry out earnings management in order to achieve the established profit objectives relatively 
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weak. For the non-state-owned enterprises, the management's stewardship in profit is more 
obvious, its salary is often linked with profit performance, and the management is more 
motivated to carry out earnings management. In terms of the relationship with the government, 
the relationship between state-owned enterprises and the government is closer, so as to obtain 
more and better economic resources, such as easier to obtain lower interest rate loans from 
banks. Therefore, the willingness of state-owned enterprises to build and maintain large 
customers is low, and the degree of dependence on large customers is also low, which leads to 
the decline of large customers' bargaining power in bilateral transactions. Moreover, when the 
state-owned enterprises are faced with financial difficulties, to a certain extent, the government 
will provide the information for the state-owned enterprises. However, the loss of key 
customers is significant to non-state-owned enterprises. The non-state-owned enterprises are 
more likely to be in a weak position in the transaction, and make concessions in the price, 
payment cycle and related costs. In order to maintain customer relationship, the management 
of non-state-owned enterprises is more motivated to conduct earnings management and 
whitewash financial statements. 

Based on the above analysis, this paper further discusses the influence of customer 
concentration on earnings management by grouping the property right nature. 

4. Methodology 

4.1. Data and sample 

This study uses A-share listed companies from 2014 to 2019 as initial samples, and carries out 
the following processing: (1) remove the listed companies with ST and * ST and abnormal 
financial data (2) Excluding financial and insurance companies (3) The samples with missing 
data and unmatched success in the process of earnings management measurement are 
excluded (4) The samples with missing variable data in regression were excluded. After the 
above processing, this paper finally obtains 11045 data, all the sample data are from CSMAR 
database 

4.2. Dependent variable 

Discretionary accruals (DA). This study uses the modified Jones model to measure the 
discretionary accruals as the proxy variable of earnings management. The specific calculation 
steps are as follows: 

①Based on the accrual basis, the company's accounting earnings include operating cash flow 
and accrual profit. According to the model (1), the total accrual profit of listed companies is 
calculated. 

TA i,t = NFi,t- CFOi,t                                                                     (1) 

② Then, the model (2) is used to regress the sample data of each year and each industry to get 
the parameter characteristic values of each year and each industry â 1,â 2,â 3: 

TAi,t

Ai,t−i
=α1

1

Ai,t−1
+ α2

△REVi,t

Ai,t−1
+ α3

PPEi,t

Ai,t−1
+εi,t                                                (2) 

③ The parameter characteristic values of each industry and each year calculated â 1, â 2, â3 into 
the model (3), calculate the non discretionary accruals (NDA) of listed companies. 

NDAi,t=â1
1

Ai,t−1
+ â2(

△REVi,t

Ai,t−1
−

△RECi,t

Ai,t−1
) + â3

PPEi,t

Ai,t−1
                                       (3) 

④ Finally, according to the fact that the total accruals (TA) of listed companies is equal to the 
discretionary accruals (DA) plus the non discretionary accruals (NDA), the discretionary 
accruals (DA) of listed companies are calculated as the proxy variable to measure the degree of 
accrual earnings management. 

DAi,t=
TAi,t

Ai,t
 – NDAi,t                                                                       (4) 
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TAi,t is the total accrued profit of i listed company in the t period; NFi,t is the operating profit of 
i listed company in the t period; CFOi,t is the operating cash flow of i listed Companies in period 
t;Ai,t-1 is the total assets of i listed company at the end of the period t-1;△REVi,t is the change 
amount of the prime operating revenue of the listed company i in the t and t-1 periods; PPEi,t is 
the carrying value of fixed assets at the end of period t of i listed company; εi,tis the residual; â 

1,â2,â3 is the estimated value of regression in model (2); NDAi,t is the non discretionary accruals 
of the listed company i in period t; △RECi,t is the change amount of accounts receivable of listed 
company i in the t and t-1 periods. 

4.3. Independent variables 

Customer concentration Herfindahl-Hirschman Index (CCHHI): the sum of the square of the 
proportion of the sales amount of each customer in the total annual sales of the company, in the 
top five customers of the company. 

4.4. Controlling variables 

Company size (Size); Leverage (LEV); Return on equity (ROE); Proportion of independent 
directors (PID); equity restriction ratio(Z); Growth rate of operating revenue (Growth); Free 
cash flow (CF); Flexibility of earnings management (Flex). A detailed definition of variables 
appears in Table 1. 

Table 1. Definitions of variables 
Type Variables Symbol Definitions 

Dependent 
variable 

Discretionary accruals DA Modified Jones model 

Independent 
variables 

Customer concentration CCHHI Herfindahl-Hirschman Index 

Controlling 
variables 

company size Size Natural logarithm of total assets 
Leverage LEV Ratio of total liabilities to total assets 

Return on equity ROE Ratio of net income to net assets 

Proportion of independent directors PID 
Percentage of independent directors in the 

board 

equity restriction ratio Z 
The proportion of the biggest 

shareholder/the proportion of the second 
shareholder 

Growth rate of operating revenue Growth Growth rate of sales revenue 
Free cash flow CF Free cash flow/Total Assets 

Flexibility of earnings management Flex (Inventory+Trade Receivables)/Total Assets 

 

4.5. Model Design 

This study tests the baseline hypothesis by using the following regression specification: 

DA i,t=β0+β1CCHHIi,t+β2Sizei,t+β3LEVi,t+β4ROEi,t+ β5PIDi,t+β6Zi,t+β7Growthi,t+β8CFi,t+β9Flexi,t+εi,t 

 

Table 2. Results of descriptive statistics 
Variable Obs Mean Std. Dev. Min Max 

DA 11045 .004 .1 -.338 .288 
CCHHI 11045 5.348 9.818 .004 58.812 

LEV 11045 .414 .2 .058 .869 
ROE 11045 .054 .133 -.625 .339 
Size 11045 22.14 1.185 19.942 25.841 
Flex 11045 .275 .16 .011 .729 

Growth 11045 .187 .44 -.543 2.694 
PID 11045 .378 .054 .333 .571 

Z 11045 7.411 11.493 1.007 72.996 
CF 11045 .004 .106 -.385 .253 
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5. Empirical Results 

5.1. Descriptive statistical analysis 

From the results of the above table2, the minimum and maximum customer concentration of 
China's A-share listed companies are 0.004 and 58.812 respectively, indicating that there are 
great differences in customer concentration of A-share listed companies. The descriptive 
statistical results of the control variables are basically in line with the theoretical expectations. 

5.2. Correlation analysis 

 

Table 3. Results of regressions 
VARIABLES DA 

CCHHI 0.000258*** 
 (8.89e-05) 

LEV -0.0159*** 
 (0.00577) 

ROE 0.292*** 
 (0.00747) 

Size 0.00496*** 
 (0.000914) 

Flex 0.0524*** 
 (0.00584) 

CF 0.00648 
 (0.00857) 

Growth -0.000370 
 (0.00207) 

PID -0.00981 
 (0.0160) 

Z 0.000139* 
 (7.66e-05) 

Constant -0.128*** 
 (0.0203) 
  

Observations 11,045 
R-squared 0.171 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

From the regression results, the coefficient of customer concentration is 0.000258, which has a 
significant positive correlation with listed companies' discretionary accruals at the level of 1%. 
The hypothesis H1a is supported. It can be seen that the higher the concentration of customers, 
the higher the degree of accrual earnings management. 

5.3. Further tests 

From the regression results of grouping, the correlation coefficient between customer 
concentration and discretionary accruals is not significant in the state-owned enterprise group, 
while the coefficient of customer concentration in the non-state-owned enterprise group is 
0.000228, which is significantly and positively correlated with the discretionary accruals (DA) 
of listed companies at the level of 1%, It shows that in the case of high concentration of 
customers, the management of non-state-owned enterprises is more likely to conduct earnings 
management to manipulate profits. 

 



Volume 2 Issue 7, 2021 

DOI: 10.6981/FEM.202107_2(7).0018 

119 

Frontiers in Economics and Management 

ISSN: 2692-7608 

Table4. Results of group test 
 State-owned enterprise Non-state-owned enterprise 

VARIABLES DA DA 
CCHHI 0.000201 0.000288** 

 (0.000124) (0.000126) 
LEV -0.00662 -0.0247*** 

 (0.0103) (0.00691) 
ROE2 0.219*** 0.315*** 

 (0.0142) (0.00827) 
Size 0.00179 0.00605*** 

 (0.00152) (0.00118) 
Flex 0.0120 0.0770*** 

 (0.00953) (0.00733) 
Growth -0.0108** 0.00232 

 (0.00435) (0.00234) 
PID 0.00753 -0.0117 

 (0.0291) (0.0191) 
Z 4.88e-05 0.000117 
 (9.78e-05) (0.000124) 

Constant -0.0469 -0.157*** 
 (0.0331) (0.0264) 

Observations 2,958 8,087 
R-squared 0.090 0.203 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

6. Conclusion 

As an important part of the upstream and downstream of the supply chain, customers are not 
only the stakeholders of the company, but also affect the development and the acquisition of 
the benefits of the company. The concentration of customers has an important impact on the 
company's business results, risk status and financial behavior. This paper takes Shanghai and 
Shenzhen A-share listed companies from 2014 to 2019 as the research sample, uses the 
modified Jones model to measure the earnings management level of the enterprises 
represented by the discretionary accruals, and uses the Herfindahl-Hirschman Index of the 
sales proportion of the top five customers to measure the customer concentration. The study 
finds that: under the same conditions, the higher the customer concentration of listed 
companies, the higher the degree of discretionary accruals, which is more obvious in non-state-
owned enterprises. Therefore, when enterprises enjoy the stable income brought by big 
customers, they should also consider the risk brought by customer concentration. They should 
not rely too much on big customers. Appropriate expansion of customers can improve the 
quality of accounting information and balance the income and risk. 
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