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Abstract

Previous studies found that there is a substitution relationship between the
magnitude of hedging derivatives and discretionary accruals under income
smoothing strategy. However, companies use derivatives not only for hedging but
also for trading. This paper aims at the trading derivatives, using simultaneous
equation and three-stage least square to examine that the association between
trading derivatives and discretionary accruals is substitutive or complementary. Our
findings show that companies trade more trading derivatives when the companies
with lower growth opportunities, greater firm size, held more cash and cash
equivalents and invested more financial asset at fair value through profit or loss, and
belonged to electronic industry. Finally, the results indicate that there is not a
significant association between trading derivatives and discretionary accruals.
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