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Table 1 Sample industrial distribution
1% B H1
52 2.22 B
2
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X
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s-2 g
99 4.22
( Size) . ( Lev) . ( Grow) .
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18 0.77
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105 4.48
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12 0.51 ,
10 0.43
4 0.17
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2
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52 2.22 B
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2
Table 2 Definition of main variables and descriptive statistics
A
MAO 1
FSW 1 0
Size
e ( )
Grow
ROA
TOP1 1
Mshare
IDirector
Liquity /
ARINV ( + )/
Loss 0
B 25% 50% 75%
MAO 2 344 0.040 0.195 0.000 0.000 0.000
Post 2344 0.500 0.500 0.000 0.500 1.000
Size 2344 21.117 1.319 20.213 21.033 21.910
Lev 2344 0.193 0.167 0.056 0.157 0.291
MB 2 344 2.600 2.556 1.042 1.882 3.210
ROA 2344 0.065 0. 147 0.034 0.076 0.122
TOP1 2 344 0.374 0.154 0.252 0.355 0.488
Mshare 2 344 8.582 8.197 0.000 10. 660 16. 062
IDirector 2 344 1.490 0.256 1.386 1.386 1.609
Liquity 2 344 2.239 5.314 0.979 1.358 2.180
ARINV 2344 0.276 0.177 0.139 0.251 0.382
Loss 2344 0.086 0.280 0.000 0.000 0.000
I 2 (2)
3 FSW
3.1 HI
« »”
3.1.1
3 (2)
® Losit  Probit 47 48 49
Logit  Probit



? — 47 —
3
Table 3 Incentive effect of government-granted reputation
MAO
1 2
[/ [/
FSW 0.018" (2.0) 0.023 % (3.7)
Size -0.020™" (-3.6)
Lev 0.123" (2.1)
Grow 0.012** (2.3)
ROA -0.096 (-0.8)
TOP1 -0.012 (-0.3)
Mshare -0.001** (-2.6)
IDirector 0.004 (0.2)
Liquity -0.001 (-1.2)
ARINV -0.022 (-0.5)
Loss 0.049 (1.6)
2 344 2 344
R? 0.072 0.140
N 1% 5% 10% ; 1% ; t
White ;
3.1.2 EMJS\EMM  EMDD *7°° . FSW
1) 3
3
H1
25 28
MAO
4 3 4
Jones
Jones DD
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Table 4 Changing the measurement of audit quality
EMJS EMM EMDD
t t 2

FSW -0.008 ** (-2.6) -0.007 ** (-2.5) -0.003 ** (-2.4)
Size 0.000 (0.3) 0. 000 (0.1) 0.002 (1.3)
Lev 0.003 (0.2) 0.004 (0.3) -0.015" (-2.1)
Grow 0.002 ** (2.7) 0.002 ** (2.6) 0.002 *** (3.7)
ROA -0.012 (-0.9) -0.011 (-0.9) -0.007 ( -0.3)
TOP1 0.022 (1.6) 0.021 (1.5) -0.000 ( -0.0)
Mshare -0.008 (-1.5) -0.008 (-1.7) -0.006 (-1.3)
IDirector 0. 000 (0.1) 0. 000 (0.1) 0.000 (0.7)
Liquity 0.031 (3.4) 0.036 (3.8) -0.021 (-3.5)
ARINV 0.000 ** (2.4) 0. 000 ** (2.8) 0.000 (0.8)
Loss 0.009 (1.4) 0.009 (1.5) 0.030 *** (3.9)

2 344 2 344 2 344

R? 0.087 0.087 0.130

o e 1% 5% 10% 1% ;
t White
2)
FSW B
Bi
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Table 5 Placebo test
MAO
1 1
t t
FSW -0.016 (-1.2) 0.001 (0.1)
Size -0.020 " (-3.6) -0.020" (-3.6)
Lev 0.123" (2.1) 0.124" (2.1)
Grow 0.012** (2.5) 0.012** (2.5)
ROA -0.096 (-0.8) -0.096 ( -0.8)
TOP1 ~0.012 ( -0.3) -0.011 (-0.3)
Mshare -0.001** ( -2.6) -0.001** (-2.6)
IDirector 0.004 (0.2) 0.004 (0.2)
Liquity -0.001 (-1.2) -0.001 (-1.1)
ARINV -0.022 ( -0.5) -0.022 ( -0.5)
Loss 0.048 (1.5) 0.048 (1.5)
2 344 2 344
R? 0.140 0.140
e T 1% 5% 10% ; 1% ;
t White ; .
3) 1 0. Before' P After *' *?
FSW (2) B, 6
Before' 2
Afier +1 42
Bertrand
Mullainathan **
. 2 3
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»
1 v 2
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Table 6 Reverse causality problem
MAO
PSMDID
13 3
Before! =2 0.010 (0.7)
After *1 *2 0.018** (3.0)
Treat -0.010 (-1.0)
Post -0.039 (-1.7)
Treat x Post 0.044** (3.3)
Size -0.020"* (-3.6) -0.037 (-4.2)
Lev 0.123" (2.1) 0.034** (2.3)
Grow 0.012** (2.5) 0.000 (1.1)
ROA -0.096 (-0.8) -0.001" (-2.1)
TOP1 -0.012 ( -0.3) -0.060 (-1.8)
Mshare -0.001** (-2.6) -0.001 (-1.3)
IDirector 0.004 (0.2) 0.031 (1.6)
Liquity -0.001 (-1.2) -0.003 (-1.0)
ARINV -0.022 ( -0.5) -0.084" (-2.2)
Loss 0.048 (1.5) 0.228 *** (10.6)
2 344 3 089
R’ 0. 140 0.244
N 1% 5% 10% ; 1% ;

White
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Table 7 Intermediary effect of audit fees
AuditFee MAO
t t
FSW 0.043 (4.8) 0.018 (3.5)
AuditFee 0.041" (2.0)
Size 0.250 *** (16.4) -0.033 " (-3.8)
Lev 0.114 (1.4) 0.125" (1.9)
Grow 0.002 (0.3) 0.009" (2.0)
ROA -0.041 (-0.9) -0.089 ( -0.6)
TOP1 0.119 (1.2) -0.029 (-0.7)
Mshare 0.003" (1.8) -0.002** (-2.5)
IDirector -0.111 (-1.5) 0.017 (0.9)
Liquity -0.003 ™ ( -3.3) -0.001 (-1.0)
ARINV -0.103 (-1.1) -0.023 (-0.5)
Loss 0.074 (3.3) 0.038 (1.3)
2047 2047
R’ 0.598 0. 141
N 1% 5% 10% ; 1% ;

White
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Table 8 Difference incentive effect between large and small CPA firms
MAO
t t
FSW 0.056 (1.2) 0.028 (3.3)
Size -0.020" (-2.0) ~0.021 (-3.1)
Lev 0.069 (0.7) 0.143" (1.9)
Grow 0.008 (0.8) 0.013** (2.2)
ROA -0.108 ( -0.6) -0.090 (-0.6)
TOPI -0.016 (-0.2) -0.011 (-0.3)
Mshare -0.003** (-2.2) -0.001" (-1.9)
IDirector -0.007 ( -0.3) 0.003 (0.1)
Liquity -0.005 (-1.2) -0.001 (-1.0)
ARINV 0.194 (1.0) -0.058 (-1.3)
Loss -0.031 (-0.8) 0.072" (1.8)
519 1825
R? 0.093 0.160
N 1% 5% 10% ; 1% ;

White
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Table 9 Moderating effect of business expansion capacity
MAO
12 t
FSW -0.013 ( -0.6) -0.021 ( -0.9)
Geo_P -0.036 (-1.7)
Geo_P xFSW 0.037" (1.9)
Geo_R -0.045" (-2.0)
Geo_R xFSW 0.049" (2.2)
Size -0.021 (-3.2) -0.020 " (-3.1)
Lev 0.123" (2.0) 0.121° (2.0)
Grow 0.012** (2.6) 0.012** (2.5)
ROA -0.095 (-0.8) -0.097 ( -0.8)
TOP1 -0.023 ( -0.6) -0.023 (-0.6)
Mshare -0.002** (-2.2) -0.002" (-2.2)
IDirector -0.001 ( -0.0) -0.001 ( -0.0)
Liquity -0.001 (-1.0) -0.001 (-1.0)
ARINV -0.036 (-0.7) -0.036 ( -0.7)
Loss 0.052 (1.5) 0.051 (1.4)
2162 2162
R? 0.116 0.117
wxk ok x

1% 5% 10%
White

1%
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Table 10 Moderating effect of business expansion demand
MAO
1 2
t 3
FSW 0.007 (1.1) 0.004 (0.5)
| GDiff_P) -0.026** (-2.7)
| GDiff_P1 xFSW 0.023 ™ (3.1)
| GDiff R| -0.020 (-1.5)
| GDiff _R| xFSW 0.028 ** (2.6)
Size -0.021 " (-3.3) -0.0217* (-3.3)
Lev 0.125" (2.0) 0.126" (2.0)
Grow 0.0127* (2.5) 0.012** (2.5)
ROA -0.098 (-0.8) -0.096 ( -0.8)
TOP1 -0.023 ( -0.6) -0.023 ( -0.6)
Mshare -0.002" (-2.0) -0.002** (-2.2)
IDirector -0.001 (-0.0) -0.002 (-0.1)
Liquity -0.001 (-0.9) -0.001 (-1.0)
ARINV -0.038 (-0.7) -0.039 (-0.7)
Loss 0.051 (1.4) 0.052 (1.4)
2162 2162
R 0.115 0.115
NN 1% 5% 10% 1%

White
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Table 11 Role of personal authority of the Issuance Appraisal Committee members
MAO
1 2
i t
FSW 0. 006 (0.5) 0.022 (0.7)
Aauthority ~0.007 ( -0.4)
Aauthority xFSW 0.034" (1.7)
Bauthority ~0.066** ( -3.0)
Bauthority xFSW 0.029" (1.8)
Size -0.021 ™ (-3.2) -0.021 ™ (-4.4)
Lev 0.135** (2.6) 0.125** (2.5)
Grow 0.013 (2.7) 0.012** (2.3)
ROA ~0.102 (-1.3) -0.096 ( -0.9)
TOPI -0.009 ( -0.2) -0.011 ( -0.3)
Mshare ~0.000 ( -0.0) 0.003 (0.1)
IDirector ~0.002 7 (-2.8) -0.001 ** (-2.3)
Liquity ~0.031 ( -0.6) ~0.022 ( -0.4)
ARINV ~0.001 (-1.0) ~0.001 ( -1.0)
Loss 0.053 (1.6) 0.048" (1.8)
2 344 2 344
R? 0.104 0.141
NN 1% 5% 10% 1% ;

White
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Table 12 Role of social networks
MAO
13 t

FSW 0.039 (3.4) 0.022 (3.6)

Size -0.008 (-0.8) ~0.023 (-3.2)

Lev 0.030 (0.3) 0.148" (2.1)
Grow 0.030** (2.9) 0.009" (2.2)
ROA -0.291 (-1.4) -0.095 (-0.7)
TOPI 0.063 (1.6) -0.023 ( -0.5)
Mshare —0.078** (-2.7) 0.030 (1.2)
IDirector -0.002 (-1.6) -0.001 (-1.7)
Liquity 0.065 (1.1) -0.065 (-1.2)
ARINV 0.007" (2.2) -0.001 (-1.3)
Loss 0.033 (0.4) 0.036 (1.6)

558 1786
.R? 0.325 0.130
o e T 1% 5% 10% ; 1% :
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Table 13 Degree of marketization and the incentive effect of government-granted reputation
MAO
t 3
FSW 0.005 (0.6) 0.085 (3.2)
Size -0.019** ( -3.0) -0.022 (-1.7)
Lev 0.137" (1.9) 0.073 (1.2)
Grow 0.012" (2.1) 0.010 (1.5)
ROA ~0.125 ( -0.8) ~0.047 ( -0.3)
T0P1 ~0.016 (-0.4) ~0.041 ( -0.6)
Mshare -0.001 (-1.1) -0.004 (-1.3)
IDirector 0.009 (0.7) ~0.028 (-0.4)
Liquity -0.001 (-1.0) -0.007 (-1.6)
ARINV ~0.055 (-1.1) 0.168 (1.3)
Loss 0.035 (0.9) 0.089 ** (3.2)
1810 534
R 0.165 0.137
HaN N 1% 5% 10% ; 1% ;
t White ;
3.3.2

? Wang



— 58 — 2022 1
0 SOE( PC) FSW
(2) 14
FSW xSOE  FSW x PC
SOE  PC
( ) SOE( PC)
14
Table 14 Property rights political connection and the incentive effect of government-granted reputation
MAO
1 2
t t
FSW 0.031** (2.9) 0.076 (4.9)
SOE -0.056 (-1.2)
FSW x SOE -0.041" (-2.1)
PC 0.011 (1.4)
FSW x PC -0.035** (-3.1)
Size -0.019** (-3.4) -0.019** (-3.4)
Lev 0.105 (1.6) 0.104 (1.6)
Grow 0.013" (2.3) 0.013" (2.3)
ROA -0.091 (-0.6) -0.089 (-0.5)
TOP1 -0.018 (-0.5) -0.025 (-0.7)
Mshare -0.001** (-2.6) -0.001** (-2.6)
IDirector -0.008 (-0.5) -0.004 (-0.3)
Liquity -0.001 (-1.1) -0.001 (-1.1)
ARINV -0.033 (-0.7) -0.037 (-0.8)
Loss 0.034 (1.0) 0.033 (1.0)
1893 1893
R 0.147 0. 149
RN 1% 5% 10% ; 1% ;
t White
3.3.3 ST.
AO OPPZ ST
AO  OPPZ
? 15 A ST
Altman 7 AO  OPPZ ST

OPPZ; B

AO
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Table 15 Modified opinions and financial distress

White

A OPPZ

FSW =0 FSW =1

t t t

A0 1.268" (1.95) 0.653 (0.97) 1.314" (1.83)
Size 0.504** (2.69) 0.686 (1.79) -0.096 ( -0.45)
Lev 5.369 (12.07) 6.975 (4.41) 0.895 (0.58)
Grow ~0.503** (-2.92) -0.442 ( -1.58) -0.653* ( -4.45)
ROA —8.044** (-2.99) -9.103** ( -2.40) ~6.278 ( -4.05)
TOP1 -0.696 ( -0.59) -0.917 ( -0.63) 0.284 (0.29)
Mshare 1.084 (0.99) 1.265 (1.02) 0.463 (0.67)
IDirector -0.037 ( -1.31) -0.022 ( -0.58) -0.034" (-1.77)
Liquity 6.218 (6.17) 7.859 (5.20) 4,453 (5.33)
ARINV -1.780 ( -6.06) -1.575™ | ( -13.69) -3.023 7 (-6.93)
Loss -1.030 ( -1.47) -0.946 ( -0.96) —1.248%* (-2.32)

2287 1134 1143

R 0.787 0.789 0.731

B: ST
FSW =0 FSW =1
t t 13

A0 0.152** (2.30) 0.081 (1.66) 0.226** (2.32)
Size ~0.014%* ( -2.89) -0.014" (-1.82) ~0.014 ( -3.47)
Lev 0.052 (1.27) 0.084 (1.61) 0.027 (0.67)
Grow 0.009 (3.25) 0.011** (2.45) 0.010 ™ (3.54)
ROA -0.028 ( -0.40) -0.066 ( -0.59) 0.014 (0.17)
TOP1 0.006 (0.39) 0.002 (0.10) 0.008 (0.32)
Mshare -0.003 ( -0.48) -0.027** ( -2.36) 0.016 (1.62)
IDirector ~0.000 ( -0.64) ~0.000 ( -0.73) ~0.000 ( -0.06)
Liquity ~0.090** ( -2.80) -0.072 ( -1.41) ~0.118 ( -3.45)
ARINV -0.000 ( -0.54) -0.000 (-0.77) 0.001 (0.15)
Loss 0.032 (1.43) 0.015 (0.31) 0.051 (1.72)

2287 1134 1143

R 0.142 0.086 0.217

N 1% 5% 10% 1% ;
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Does government-granted reputation have incentive effects?

*
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Abstract: Although government-empowered reputation is widespread in China previous literature has rarely
explored it. This paper for the first time systematically examines the incentive effects and incentive mecha—
nism of government-granted reputation in China’ s capital market based on the background of auditors’ mem-
bership in the IPO Stock Issuance Examination Committee ( SIEC) and taking the regular annual audit services
of the SIEC audit firms as the research objects. This paper finds that government—granted reputation has incen—
tive effects: Audit firms improve their regular annual audit qualities significantly after they become the SIEC
audit firms. Moreover the embedded income of the government-granted reputation is an important mechanism
for the incentive effect: The greater the embedded income the more obvious the improvement of the audit
quality. Further the incentive effects of government—granted reputation become weaker when clients are SOEs
or have political connections and the incentive effects exist only in areas with lower marketization degree.

This indicates that the effects of government-granted reputation are limited to playing a role at the primary
stage of economic transition with lower marketization degree. In addition although it is feasible to improve the
qualities of China’ s financial intermediaries by government power in the short term ultimately the market
power must be relied on to improve qualities in the long term.

Key words: government-granted reputation; incentive effects; the SIEC audit firms



