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1
Table 1 Definition of main variables
BEM Ball  Shivakumar *? Jones PO
EMDD DD IPO
EMJSC Jones PO
BUR1 IPO 1 0
BUR2 IPO 1 0
SIZE PO 3
RISK PO 3
GROW PO 3
ROS PO 3
GOVSHARE PO 1
MSHARE PO 1
BIG4 1PO 1 0
4 2001 —2011
PO 50%
4.1
2
IPO
2
Table 2 Distribution of samples about different reputation underwriters
BUR1 BUR2
IPO
2001 2 3 40% 1 4 20%
2002 8 12 40% 9 11 45%
2003 6 8 43% 3 11 21%
2004 7 35 17% 8 34 19%
2005 2 1 67% 2 1 67%
2006 26 31 46% 28 29 49%
2007 20 16 56% 16 20 44%
2008 16 6 73% 17 5 77%
2009 43 36 54% 39 40 49%
2010 176 145 55% 156 165 49%
2011 131 134 49% 114 151 43%
437 427 51% 393 471 45%
3 (1) . Panel B
Panel A .
PO 1 BEM.EMDD  EMJSC 1%

BEM.EMDD EMJSC
IPO PO
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Table 3 The descriptive statistics
Panel A:
BEM 0.027 0.024 -0.147 0.270 0. 068
EMDD 0. 065 0. 056 -0. 082 0. 256 0. 067
EMJSC 0. 096 0.071 -0.158 0. 586 0.119
SIZE 19.973 19.778 18. 083 24, 835 1.170
RISK 1.350 1.120 0.221 5.127 0.912
GROW 0.583 0. 386 -0.258 4.765 0. 740
ROS 0.135 0.116 -0.084 0.553 0.108
GOVSHARE 0. 095 0. 000 0. 000 0.763 0. 209
MSHARE 0. 285 0. 250 0. 000 0.732 0.257
BIGA 0.046 0.000 0. 000 1.000 0.210
Panel B: PO
T V/
BEM 0.027 11.89*** 0.024 11.527%%
EMDD 0.065 28,53 %+ 0.056 21.86**
EMJSC 0.096 23.67%% 0.071 21.40%*
Panel C: PO ( - )
T Z
Diff ( BEM BUR1) 0.012 2.68 % 0.014 3.027%*
Diff (EMDD BUR1) 0.014 3,17 % 0.018 3.45 %
Diff ( EMJSC BURL) 0.025 3.03 %% 0.018 3.437%*
Diff (BEM BUR2) 0.015 3.30™* 0.016 3,577
Diff (EMDD BUR2) 0.011 2,417 0.014 2,58 %%
Diff ( EMJSC BUR2) 0.018 2.27** 0.015 2,877
4.2 IPO 1
4.2.1 OLS
4 (1) 4.2.2
BEM. EMDD 5
EMJSC Panel A
Probit
1%  Winsorize Lee Masulis °
t 1PO ( PROCEED)
e 4 . Panel B
IPO MILLS
1 Panel B
6
BUR1  BUR2
BURI1 BUR2 PO

PO
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Table 4 OLS Regressions results of reputation of underwriter and earnings management of IPO issuers
(1 (2) (3) (4) (5) (6)
BEM EMDD EMJSC BEM EMDD EMJSC
0.010*** 0. 008 ** 0.016"
BUR1
(4.58) (2.67) (2.15)
0.0127* 0.013 7% 0.015**
BUR2
(7.28) (5.42) (3.28)
SIZE 0. 027 *** -0.010** 0. 022 *** 0. 026 *** —-0.011 0.021 ***
’ (14.35) ( -3.00) (7.31) (13.81) (-3.35) (7.27)
RISK -0. 029 *** -0.022*** -0. 028 " -0. 029 -0.021 -0.027 ***
( -16.29) ( -8.84) ( -6.99) ( -16.44) (-9.14) (-7.07)
0.016 ™ 0. 0247 0.036 0.016 0. 025 0.037 %%
GROW
(4.61) (7.18) (6.28) (4.67) (7.17) (6.34)
ROS -0.037 -0. 193 0. 171*** -0.036 -0. 1927 0. 171
(-1.29) (-13.81) (4.15) (-1.25) (-13.97) (4.27)
-0. 065 *** —0.034™ -0.077 -0. 065" -0.033™ -0.077
GOVSHARE
(-6.21) ( —4.34) (-5.39) ( -6.02) ( -4.16) ( -5.56)
0.011 0. 024 0.021 0.010 0. 023 %% 0.021
MSHARE
(1.25) (4.35) (1.60) (1.17) (4.21) (1.59)
BICA -0.037* 0. 002 -0.063*** —0. 040 *** 0. 000 -0. 067 ***
(-3.14) (0.26) (-4.81) ( -3.30) ( -0.04) (-5.07)
_cons -0.500*** 0.288 —0.349 ™ —0.490 " 0.299 *** -0.334 %
( -10.51) (3.87) (-3.97) ( -10.14) (4.26) (-3.97)
Industry Yes Yes Yes Yes Yes Yes
N 864 864 864 864 864 864
adj. R? 0.182 0.303 0.217 0.184 0.309 0.217
NN 1% 5% 10% 1%  Winsorize
2 t
4.2.3 PSM
Logit
PO 6
100
bootstrapp
IPO 1
BEM.EMDD  EMJSC
6
PO 4.
PO PO
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Table 5 Regressions results of reputation of underwriter and earnings management of PO issuers: Treatment effect model

Panel A: first stage Panel B: second stage
BURI BUR2 BEM EMDD EMJSC BEM EMDD EMJSC
PROCEED 0.227 *** 0.271***
(3.01) (4.67)
BURI 0. 508 *** 0.4827* | 0.896***
(8.57) (9.89) (8.85)
BUR 0.019™** | 0.027*** | 0.028 "
(6.08) (3.81) (3.95)
SIZE -0.109** -0. 006 0.019™* | —~0.019™** | 0.010** 0.025™* | —0.014 7 | 0.021 7
(-2.02) (-0.11) (7.08) (-7.91) (2.32) (12.70) (-3.82) (4. 66)
RISK 0. 005 -0.057 —0.0237% | =0.014™* | =0.015™ | =0.029*** | —0.019*** | 0. 027 ***
(0.09) (-1.47) ( —6.66) (-5.83) | (=505 |(-13.79) | (-9.01) | (-7.07)
CROW -0.012 -0.090" 0.009*** | 0.016™ | 0.021™ | 0.017** | 0.025*** | 0.036***
(-0.17) (-1.82) (3.97) (8.15) (5.59) (5.31) (8.05) (6.72)
ROS -0.583" -0.557** 0. 035 -0.1237% | 0.298 *** -0.038 | —0.190™ | 0. 169 ***
(-1.88) (-2.02) (1.13) ( —6.40) (6.18) (-1.20) | (-11.84) (3.66)
COVSHARE -0.239 -0. 160 0. 007 0.0357** | 0.059*** | —0.067*** | -0.034*** | -0.073***
(-1.35) (-0.72) (0.78) (3.28) (3.81) (-5.72) (-3.75) | ( -5.42)
MSHARE 0. 052 0. 103 -0.007 0. 007 -0.010 0.010 0. 022 *** 0. 020
(0.27) (0.62) (-1.01) (1.49) ( -0.95) (1.03) (3.67) (1.49)
BICA -0.168" 0.485*** 0 0. 040 *** 0.013 —0.048 *** -0.010 |-0.0727***
(-1.66) (2.97) (0.04) (5.20) (1.02) ( -3.80) (-1.81) | ( —4.35)
MILLS -0.3127%% | =0.296*** | -0.5527**| -0.007** | -0.011" -0.011
(-8.27) (-9.62) | (-8.57) | ( -2.38) (-2.11) | ( -1.59)
CONS -1.966 —0.6837 | 0.147% | -0.6837"| —=0.477*** | 0.356*** | -0.326**
B (—1.44) (-12.15) (3.35) (-5.22) | ( -10.36) (4.65) (-3.07)
Industry Yes Yes Yes Yes Yes Yes Yes Yes
N 860 860 860 860 860 860 860 860
Pse/adj R? 0.04 0.04 0.299 0.419 0.331 0.182 0.320 0.211
6 PO 1 PSM
Table 6 Regressions results of reputation of underwriter and earnings management of TPO issuers: PSM method
(1) (2) (3)
Panel A treatment = BUR1
BUR1 =f({ SIZE RISK GROW ROS GOVSHARE MSHARE LISTYEAR INDUSTRY)
ATT z ATT z ATT z
BEM 0.012*** 2.94 0.012*** 2.71 0.012*** 2.63
EMDD 0. 014 *** 3.22 0.014*** 3.20 0.014 7% 3.01
EMJSC 0.244 %% 2.64 0.244 %% 3.04 0.244 7% 2.85
Panel B treatment =BUR2
BUR2 =f{ SIZE RISK GROW ROS GOVSHARE MSHARE LISTYEAR INDUSTRY)
ATT z ATT z ATT z
BEM 0.015*** 3.49 0.015*** 3.42 0.015*** 3.48
EMDD 0.011™** 2.39 0.011** 2.40 0.011*** 2.74
EMJSC 0.018** 2.15 0.018** 2.25 0.018** 2.32
SN N 1% 5% 10% 1%  Winsorize
Logit N
100 bootstrapp
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Table 7 Results of reputation of underwriter investor protection on law and earnings management of IPO issuer
(1) (2) (3) (4) (5) (6)
BEM EMDD EMJSC BEM EMDD EMJSC
SUR] 0. 008 0. 005 0.014 0.010** 0.011** 0.019
(1.41) (0. 88) (1.57) (2.71) (2.94) (3.61)
SizE 0.026 ~0.019 ™ 0.021° 0.026 ™ -0.008" 0.019**
(7.24) ( -9.30) (2.16) (16.24) (-2.21) (2.95)
RISK ~0.036 7 ~0.023 7" -0. 027 ** ~0.023 7 ~0.019 ™ ~0.024
i ( -7.55) ( -6.95) ( -4.35) ( -9.75) ( -5.29) ( -8.43)
0.021** 0.024 0. 045 ™ 0.007" 0.023 ™ 0.020 ™
GROW
(3.70) (6.36) (4.71) (2.08) (5.94) (4.41)
ROS -0.034 ~0.193 0.299 ** -0.031 —0.201 *** 0. 053 **
’ ( -0.65) ( -5.29) (4.45) (-1.13) (-7.39) (2.30)
-0.034 0.014 -0.033 ~0.049 -0.027 -0.068
GOVSHARE
( -0.77) (0. 49) ( -0.92) ( -6.81) ( -5.74) ( -5.46)
—-0.009 0 0. 021 0.037 0. 042 *** 0.018
MSHARE
( -0.85) (0.08) (1.02) (5.80) (5.75) (1.29)
Bica ~0.053 ™ -0.011 -0.070 ™ —0.030™* 0. 009 -0.052
( -4.77) ( -0.94) ( -5.62) ( -2.41) (0. 68) ( -5.22)
CONS —0.478 0. 495 *** -0.338 —0. 485 0.228** -0.281**
- ( -4.82) (14. 64) (-1.52) ( -14.10) (3.11) ( -2.31)
Industry Yes Yes Yes Yes Yes Yes
N 432 432 432 432 432 432
adj. R? 0.155 0.300 0.236 0.162 0.291 0.134
5.2
IPO Lee Masulis ° IPO
PO
@ 11
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Table 8 Earnings management of IPO issuer and economic benefits of underwriter
(1) (2) (3) (4) (5) (6)
URFEE URFEE URFEE URFEE URFEE URFEE
2.731 7% 1.6377**
BEM
(9.30) (11.27)
*kk *kk
EMDD 3.162 2.424
(9.32) (21.48)
*kk *kk
EMJSC 1. 681 1.203
(6. 85) (9.42)
SIZE 0.399 0.511° 0. 438 0.419 0. 497 0. 435
(7.43) (8.84) (7.27) (7.70) (10. 19) (8.32)
RISK -0.073 -0.089 -0.108" -0.043 -0.043 -0.058
(-1.32) ( -1.79) ( -1.98) ( ~1.00) (-1.21) (-1.53)
. x . * . * 0.053 0.023 0.037
CROW 0. 105 0.074 0. 089
(2.41) (1.91) (1.99) (1.49) (0. 68) (0. 96)
ROS 0. 587 ** 1.092 0.171 0. 547 ** 0.954 0. 264 **
’ (2.71) (6. 16) (1.34) (3. 16) (6.41) (4.02)
_ K*xk _ K*kk _ *kk 0. * -0. K%k —O. 247
COVSHARE 0.772 0. 846 0. 826 0.257 0.288
( -5.78) ( =5.79) ( -4.92) ( -2.15) ( -2.76) ( —1.96)
*k Hok *okk * * ;‘:
MSHARE 0.294 0.249 0.287 0.177 0. 142 0. 169
(3.09) (2.86) (3.19) (2.31) (2.05) (2. 40)
BICA -0.062 -0.178 -0.076 0.102 0. 049 0. 097
( -0.42) ( -1.14) ( -0.44) (0. 90) (0. 44) (0.77)
*kk *kk Kkk
PIE 0.476 0.473 0. 485
(4.59) (5.06) (4.73)
X 14 *% Fkk *kk
OVERPROCEED 0. 149 0. 152 0. 144
(3.90) (4.21) (4.12)
CONS 0.015 -2.402" -0.814 -2.356 —-4.103** -2.771
- (0.01) ( -1.88) ( -0.61) ( -1.67) ( -3.25) ( -2.01)
Industry Yes Yes Yes Yes Yes Yes
N 830 830 830 771 771 771
adj. R? 0.419 0.426 0.426 0.569 0.589 0.584
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Table 9 Reputation of underwriter and earnings management of IPO issuer: Consideration of dependence on underwriting income

«

(1) (2) (3) (4) (5) (6)
BEM EMDD EMJSC BEM EMDD EMJSC
-0.003 -0.004 -0.012 0.016 *** 0.012** 0. 040 **
BURI1
( -0.32) ( -1.53) ( -0.45) (3.73) (3.27) (2.88)
. 0. 027 *** -0.012** 0.010 0. 025 *** -0.018 *** 0. 029 ***
(9.12) ( -2.83) (1.11) (4.70) (-4.21) (5.13)
RISK —0.032*** —0. 024 *** —0.022*** —0. 028 *** -0.015*** —0.027 ***
( —10.98) ( -8.89) ( -4.07) ( -6.85) ( -3.88) ( —18.48)
0.018 *** 0. 022 *** 0.032** 0.013 0. 025 *** 0. 039 ***
GROW
(6.48) (6.69) (3.80) (1.64) (6.52) (11.30)
o -0.037 —0.213*** 0.231** -0.034 -0. 168 *** 0.153**
ROS
( -1.29) ( —12.58) (3.63) ( -0.61) (-5.77) (2.96)
-0. 067 *** —0. 040 ** -0.067 ** -0.028 -0.005 —0. 080 ***
GOVSHARE
(-5.47) ( -2.78) ( -3.22) (-1.14) ( -0.21) ( -3.60)
0.018" 0.024 ** 0.031 -0.003 0. 020 *** -0.009
MSHARE
(2.29) (2.93) (1.07) ( -0.29) (5.62) ( -1.68)
-0.029 0. 008 -0.055** —0.043*** -0.008 —0.053***
BIG4
(-1.44) (0. 44) (-3.12) ( -4.71) ( -0.56) ( -3.78)
CONS -0. 500 *** 0. 343 ** -0.142 -0.510*** 0. 450 *** —0. 438 ***
- (-7.12) (3.89) ( -0.62) ( -5.26) (5.14) ( -3.80)
Industry Yes Yes Yes Yes Yes Yes
N 362 362 362 363 363 363
adj. R 0.190 0.321 0.202 0.100 0.241 0.185
» (13 !!9
9
“ 7 1PO
IPO
“ » “ ”»
IPO
13 » IPO

77?
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Table 10 Reputation of underwriter and earnings management of IPO issuer: Assitantence or not
Divide by Salary Divide by Education | Divide by Busyness Divide by Index
(1 (2) (3) (4)
BEM BEM BEM BEM
0.012** 0.008" 0. 013 *** 0.016**
BUR1
(2.78) (1.93) (3.93) (3.65)
0. 034 *** 0. 025 *** 0. 030 *** 0. 025 ***
SIZE
(13.80) (17.52) (10.78) (6.30)
-0.032*** -0.029*** -0.034*** -0.033***
RISK
( -9.26) ( -16.69) ( -16.40) (-6.52)
0.017** 0. 020 *** 0.016" 0.019**
GROW
(3.05) (3.74) (2.38) (2.95)
0. 001 -0.021 -0.024 -0.002
ROS
(0.02) ( -0.90) (-0.61) (-0.04)
-0. 064 *** -0.059 " -0.046** -0.041
GOVSHARE
(-4.17) (-4.74) (-2.84) (-1.91)
0. 003 0. 008 0. 002 0. 002
MSHARE
(0.49) (0.87) (0.21) (0.10)
-0. 0457 -0.030** -0. 050 *** -0. 047
BIG4
(-5.75) (-2.23) (-3.99) (-6.33)
-0. 605 *** —0. 4837 -0.562*** —0. 484 %"
_CONS
(-9.29) ( —10.44) (-7.26) (-4.93)
N 373 649 543 346
adj. R* 0. 145 0. 158 0.171 0. 105
5.4 IPO PO
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Table 11 Reputation of underwriter and TPO underprice: Mediating effect of earning managerments
(1 (2) (3) (4) (5) (6) (7)
underpricing | underpricing | underpricing | underpricing | underpricing | underpricing | underpricing
-0.019" -0.015 -0.015 -0.016
BUR1
(-1.68) (-1.37) (-1.34) (-1.39)
-0. 431 —0. 423"
BEM
(-4.79) (-4.69)
-0. 478 -0. 467 ***
EMDD
( -4.66) ( —4.56)
-0.2307 -0.225***
EMJSC
( -4.58) ( -4.47)
SIZE -0.052*** -0. 0427 -0. 058" —0. 048 7 -0. 0427 -0. 058 *** -0. 048
' (-5.59) (—4.45) (-6.22) (-5.25) (—4.48) (-6.21) (-5.27)
RISK 0. 007 -0.003 -0.001 0. 003 -0.003 -0.001 0. 003
(0.77) (-0.35) ( —0.06) (0.33) (—0.34) ( —0.05) (0.32)
-0.016 -0.010 0.011 -0.002 -0.011 0. 009 -0.003
GROW
(-0.99) (-0.58) (0.63) (-0.14) (-0.64) (0.55) (-0.21)
ROS -0.100" -0.110 -0.184 " -0.053 -0.113" -0.185™ -0.058
' (-1.72) ( -1.90) (-2.96) (-0.91) (-1.96) (-2.99) (-0.98)
0. 045 0. 029 0. 039 0. 036 0. 028 0. 038 0. 035
GOVSHARE
(1.26) (0.79) (1.10) (1.01) (0.77) (1.07) (0.98)
-0.050" -0.049" -0.042 -0.047" -0.048" -0.042 -0.046"
MSHARE
(-1.89) ( -1.90) (-1.62) (-1.80) (-1.89) (-1.62) (-1.80)
BlCA 0. 026 0.016 0. 032 0.016 0.015 0. 030 0.014
(0.74) (0.46) (0.91) (0.45) (0.42) (0.86) (0.41)
CONS 1. 560 ™ 1,371 1. 689 ** 1. 484 ** 1.385** 1. 696 *** 1. 496 ***
- (7.68) (6.57) (8.28) (7.37) (6.64) (8.33) (7.43)
N 862 862 862 862 862 862 862
adj. R 0.434 0.447 0.447 0.445 0.448 0.447 0.445
5.5
(1)
1990 —2000 PO
:(2)
PO
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Table 12 Hypothesis of adverse selection of alternative explanation
(1) (2) (3) (4) (5) (6) (7) (8)
BURI1 BURI1 BURI1 BURI1 BUR2 BUR2 BUR2 BUR2
0.796" 0.953 ***
adj_ROE
(1.85) (4.81)
-0.045 -0.148
PC
( -0.25) ( -0.72)
0.168 0.086
LIFECYCLE
(1.40) (0.62)
0.103 0.106"
PRINCIPAL
(1.59) (1.95)
SzE 0.051 0.041 0.041 0.048 | 0.167* | 0.1627** [ 0.154** | 0. 162***
’ (0.87) (0. 60) (0.73) (0.82) (3.37) (2.93) (3.03) (3.10)
RISK -0.052 | -0.036 | -0.034 | -0.035 |-0.106**| -0.089** | —0. 089 ** | —0. 087 **
i (-1.28) | ( =0.80) |( -0.81) |( —0.84) |( =2.77) | ( =2.01) |( =2.15) |( =2.17)
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Reputation of underwriter institutions and earnings management of IPO is—
suers

LIU Jian-hua' SUN Liang” LU Rui'
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2. International School of Business & Finance Sun Yat-sen University Guangzhou 510275 China

Abstract: Evidence from the developed capital markets shows that underwriter reputation can be used to re—
strain the earning management of IPO companies. This restraining relationship is reexamined with the samples
of IPO companies from 2001 to 2011 in China. A different result is found that underwriter reputation is ineffec—
tive in restraining the earning management of IPO companies and that the positive relationship between them
is significant under the poor investor protection areas. Moreover in order to get a higher underwriting fee the
higher<weputed underwriters may even help the IPO companies to gain a larger room in earning management.

Obviously in order for the mechanism of underwriter reputation to work effectively China’ s market needs to
be better self-disciplined and the legal risks needs to be raised against the opportunism behavior of the under—
writers especially.

Key words: underwriter reputation; earning management; IPO; investor protection; legal risk



