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Table 1 Definition of variables
Ralingij . j ! i
i t-1 j Commissio—
Commissian,»j o1
nij,o =1 0
. i t-1
Affiliated; ;, _,
Affiliated =1 Affiliated =0
Sharpe; ; , _3 , j i =3 t-1 Sharpe
Lnage; ; , _, J i t-1
7 1) 1 2) 3) 4)
Styles
5) :6) 7 6
Post 2010 2 Post =1 0.
LongSharpe; ; ., i j 1 ( Sharpe ).
4
2 OLS
LongSharpe,; ,,,, =6 +v,Rating, ;, +
¥, Commission; ;, +y,Affiliated, ;, +
Commission vsRating; ; , x Commission, ; , +
Affiliated ysRating, ; , x Affiliated, ; , +ysLnage, ; , +
Styles + Agency Fixed Effects + 7, ;, (2)
LongSharpe,, .,
Sharpe . Sharpe
( ) . . ; Rating
4 B4
4
Rating x Commission Rating x
Agency Fixed Effects. Affiliated Vi Vs
4
3 ordered probit
Petersen *° OLS (3) (4)

Rating; ;, = a + B, Commission, ; ,_, +B,Affilited; ;, | +B;Sharpe, ;, | +B,Post; ;, | +
BsPost,; ;, _, x Commission, ;, | +BsPost, ;, | x Affiliated, ;, , +B;Lnage, ;, ~ + Styles +
Agency Fixed Effects +¢, ;,_, (3)
LongSharpeij Lie1 =0+ 'y]Ratingi/-, +9, Commission,jl + 'y3Aﬁ’iliated,¢“ + 'y4Ratingi“ X
Commission; ;, +ysRating, ; , x Affiliated, ; , +ysPost; ; , +vy,Post; ;, X
Rating; ; , +ysPost; ; , x Commission,; ; , +y,Post, ; , x Affiliated, ; , +

YPost; ;, X Rating, ;, x Commission, ; , +y,, Post; ;, X Rating; ; , X
Affiliated, ; , +y,,Lnage, ; , + Styles + Agency Fived Effects +m, ;, (4)
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Post 20.63% 21.92% 25.54% 17. 10%
Bs Bs~Y10 Y 14.81%.5
Sharpe
-0.044 5 0. Affiliated
4 3.42%
Commis—
4.1 sion 44%
2 Post 0.781 3
2.8 3. 78%
1 =5
2
Table 2 Descriptive statistics
25 75
Rating 2.843 5 1.3345 2 3 4 19 107
Sharpe -0.044 5 0.1397 -0.1527 -0.050 4 0.041 1 19 107
Commission 0.438 7 0.496 2 0 0 1 19 107
Affiliated 0.034 2 0.1816 0 0 0 19 107
Lnage 7.448 4 0.2329 7.259 1 7.43 7.616 8 19 107
LongSharpe -0.014 6 0.1293 -0.117 5 -0.003 3 0.074 9 19 107
Post 0.7813 0.413 4 1 1 1 19 107
3 Pearson Commission  Affiliated
Morey *
Sharpe (p=0.166 6 p<
0.000 0) . Rating  LongSharpe p . Rating  Post
0.134 3 1%
3 Pearson
Table 3 Pearson correlation matrix
Rating Sharpe Commission Affiliated LongSharpe Lnage Post
Rating 1
0.166 6
Sharpe 1
( <0.000 0)
0.063 7 0.065 0
Commission 1
( <0.0000) [( <0.000 0)
0.159 4 -0.002 1 0.081 6
Affiliated 1
( <0.0000) | (0.7754) ( <0.000 0)
0.134 3 -0.270 4 -0.087 9 0.0350
LongSharpe 1
( <0.0000) |( <0.0000) | ( <0.0000) ( <0.000 0)
-0.048 5 -0.2133 0.052 5 0.009 5 0.0255
Lnage 1
(0.0000) |( <0.0000) | ( <0.0000) (0.190 3) (0.000 4)
» -0.074 8 -0.452 6 -0.087 6 -0.016 8 -0.267 2 0.301 3 .
ost
( <0.0000) [( <0.0000) | ( <0.0000) (0.0199) ( <0.0000) |( <0.0000)
;7 o 10% 5% 1% ; P
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4 . Lnage
ordered probit 1 (z=-0.73) Morey *
Sharpe
z 20. 49.
4 ordered probit
Table 4 Ordered probit regressions on conflicts of interest and mutual fund ratings
Rating
1
Commission 0.080 2** 2.33
Affiliated 0.909 4 *** 6.04
Sharpe 1.293 87 20.49 1.284 47 18. 65
Lnage -0.058 1 -0.73 -0.077 3 -1.45
Styles
Agency Fixed Effects
19 107 19 107
R 0.009 0 0.017 3
| N 10% 5% 1%
4 2
Commission  Affiliated) Mola  Guidolin *
Sharpe  Lnage
. Commission
0.080 2 5% (z=2.33). Mola  Guidolin *
Fith  *  Gu ° 4.3
5
1
LongSharpe
Rating 0.012 9 ¢ 4.87. Lnage
4
Commission X Rating
Affiliated Commisston Affiliated x Rating -0.0250
. Affiliated 0.909 4 z (t=-9.50) -0.013 1(¢t= -3.57).
6.04 1%
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1 Commission X Post
0.1612 (:=7.72).
4 3
4.4
6 (3) (4)
4 5 Affilia—
1 Post ted x Post
Commission x Post  Affiliated x Post or— 4
dered probit Commission
2
Commisston x Rating x Post  Affiliated x Rating x
Post -0.021 2
(¢=5.32) -0.0543(¢r=-2.55).
5
Firth Gu °
5

Table 5 Regressions results on conflicts of interest and the credibility of mutual fund ratings

OLS ; LongSharpe
1 2
t t
Rating 0.012 97** 4.87 0.024 57 11.30
Commission 0.045 47 7.71
Affiliated 0.070 9*** 4.53
Commission* Rating -0.025 0*** -9.50
Affiliated* Rating -0.013 1% -3.57
Lnage 0.017 5 0.84 0.025 4 1.61
Constant -0.1822 -1.13 -0.261 6 -2.13
Styles
Agency Fixed Effects
19 017 19 107
R 0.019 1 0.046 6

10% 5%

1%
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Table 6 Effects of rating qualification
1 2 OLS
Rating LongSharpe
z ¢
Rating 0.009 0*** 5.95
Post -0.044 8 -1.18 -0.116 7% 26.02
Commission -0.041 9" -1.84 0.041 9™* 4.39
Affiliated 0.813 8™ 3.64 -0.077 6 -1.12
Commission x Post 0.161 27 7.72 -0.003 3 -0.34
Affiliated x Post 0.1389 1.32 0.198 1 2.13
Commission x Rating —-0.009 6** -3.34
Affiliated x Rating 0.026 7 1.63
Rating x Post 0.018 8** 5.34
Commission x Rating x Post -0.021 2** -5.32
Affiliated x Rating x Post ~0.054 3" ~2.55
Sharpe 1.319 27 23.51
Lnage -0.094 4" -1.70 0.077 277% 12.83
Constant -0.550 5% -11.78
Styles
Agency Fixed Effects
19 107 19 107
R 0.1475
R 0.017 7
N 10% 5% 1%
5
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Connected interests mutual fund rating qualification and rating agency’

independence

ZHANG Jun-sheng' ZENG Ya-min®

1. Business School Sun Yat-sen University Guangzhou 510275 China,;
2. Management School Jinan University Guangzhou 510632 China

Abstract: There are closely and interestingly economic ties between funds and the security firms with qualifi—
cations of rating funds. On one hand these security firms provide ratings for funds. On the other hand funds
may be economically connected with these security firms through the following two ways. First funds pay
trading commission fees to security firms since they need trading seats from security firms. Second these secu—
rity firms may be large shareholders of mutual funds. Then will these two kinds of connected interests harm
the independence of these security firms when rating funds? This paper finds that: 1) if there are trading com—
mission fees or ownership relationship between funds and rating security firms. security firms offer higher rating
for funds; 2) the rating under the shadow of connected interests has lower explanatory power for future fund
performance; and 3) the above two effects are more significant after 2010 in which year the regulation system
of fund rating qualification was enacted. Those findings show that connected interests damage the independ-
ence of security firms as fund rating agencies and the regulation system of fund rating qualification further
exacerbates the damage.

Key words: fund rating; trading commission fees; rating agency; affiliation; rating qualification



