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Country-level accounting enforcement and IPO underpricing

1. Introduction

7TKHUH LV D JUHDW GHDO RI HYLGHQFH RQ XQGHUSULFLQJ L H
HIFHHGV WKH RIIHULQJ SULFH 7KH H[WHQW RI XQGHUSULFLQJ

SULFH EXW YDULHV FRQVLGHUDEO\ DFURVV ILUPV DFURVV WLP

SLWWHU IRXJKUDQ 5LWWHU %RXOWRQ HW DO
WR *UHHFH IRU WKH WLPH SHULRG ,Q RXU VDPSOH
XQGHUSULFLQJ RI LQ WKH SHULRG ZKLOH LW ZDV

,32vV. K\ LV WKHUH VR PXFK YDULDWLRQ DFURVYV FRXQWULHV"

/ILQ 3XNWKXDQWKRQJ :DONHU DUJXHG WKDW FRXQWULHYV
IRXQG WKDW KLJKHU OLWLJDWLRQ ULVN ZDV VWURQJO\ DVVRFL
FRQVLGHUHG WKH UROH RI LQYHVWRU SURWHFWLRQ WKH UXC
HQIRUFHPHQW (QJHOHQ YDQ (VVHQ +RSS 'UHKHU +
H[SODLQV XQGHUSULGLRUPPWILAQ\ EWMVPPHMQ LIBY SDUWLFLSDQW!
+ROPVWU|P 5RFN $OOHQ )DXOKDEHU ,QVWLWX
ILQDQFLDO UHSRUWDQ JWHOVYHIRQRHEHVPRUH ZDUUDQWHG YDULE
'LIIHUHQFHV LQ WKH FRXQWU\ OHYHO TXDOLW\ RI LQIRUPDWLRC
LQIRUPDWLRQ DV\PPHWULHY DQG XQGHUSULFLQJ /HX] 1DQGD
HDUQLQJV TXDOLW\ UHGXFHV LQIRUPDWLRQ DV\PPHWULHV DQG
%RXOWRQ 6PDUW =XWWHU ILQG WKDW HDUQLQJV TX

XQGHUSULFLQJ

'KDW LV PLVVLQJ LQ WKLV ERG\ RI OLWHUDW XUBIF ER XD WIMXG
HQIRUFHRMH®@E XQGHUSULFLQJ $FFRXQWLQJ HQIRUFHPHQW LV D
IUDPHZRUN WR HQVXUH KLJK ILQDQFLDO UHSRUWLQJ TXDOLW\ L
TXDOLW\ RI WKH DFFRXQWLQJ VWDQGDUGVYV WKHPVHOYHV &Kl

'DJHQKRIHU &RXQWU\ OHYHO DFFRXQWLQJ HQIRUFHPHQW



UHSRUWLQJ FKRLFHVY OLPLWLQJ WKH JRLQJ SXEOLF ILUPYV GL
HISHFW KLJKHU OHYHOV RI DFFRXQWLQJ HQIRUFHPHQW WR LPSU

LQIRUPDWLRQ DV\PPHWULHY DQG ,32 XQGHUSULFLQJ

7KH XQGHUSULFLQJ OLWH U D VOXUHBQVRUILHP KQW FR QW DR CCOIDE X B |
RI ODZ LQGH[ DQG RU WKH FRUUXSWLRQ LQGH[ RI .DXIPDQQ .L
HQIRUFHPHQW DQG RU DQWL VHOI GHDOLQJ LQGH[ RI '"MDQNRY /
RU E\ OHJDO RULJLQ HJ (QJHOHQ YDQ (VVHQ %DQHUMHH
IRER +RZHYHU DOWKRXJK WKRVH LQGH[HV PD\ EH D YDOLC

WKH\ QHHG QRW QHFHVVDULO\ EH VXFK IRU DFFRXQWLQJ HQIRUF

‘H WKHUHIRUH DSSO\ D UHODWLYHO\ QHZ LQGH[ GHYHORSHG
FDOFXODWHG PHDVXUHV RI WKH GHJUHH RI DFFRXQWLQJ HQIRU
VWXG\ VHHPV WR SURYLGH WKBHFFRX WV REBBRRBKWHDKNMUED RLF
ZKHWKHU DFFRXQWLQJ HQIRUFHPHQW FRQWULEXWHYVY WR UHGXF|
OHYHO Rl ,32 XQGHUSULFLQJ :H DOVR DVN KRZ DFFRXQWLQJ

LQGLUHIMNVIAWQDQFLDO DQDO\WW FRYHUDJH DQG VKDUHKROGHU OL

8VLQJ D ODUJH VHW RI ILUP VSHFELILF FRQWURO YDULDEOHV Z
\HDUYV ‘H KDYH WZR PDLQ ILQGLQJV )LUVW ZH ILQG VWL
OHYHOV RI DFFRXQWLQJ HQIRUFHPHQW GLUHFWO\ LPSO\ ORZHU ¢
LQ HFRQRPLF WHUPV D VWDQGDUG GHYLDWLRQ LQFUHDVH LQ V
ZLWK D SRLQW GHFUHDVH LQ XQGHUSULFLQJ 6HFRQG KLJK
LQGLUGIHFWONLYHO\ DVVRFLDWHG ZLWK XQGHUSULFLQJ E\ PLWLJEL
,32V LQ FRXQWULHV WKDW HQFRXUDJH VKDUHKROGHU OLWLJDWL
FRQWULEXWH WR WKH XQGHUSULFLQJ OLWHUDWXUH E\ VKRZLQJ
RI JRLQJ SXEOLF $Q LPSURYHPHQW LQ DFFRXQWLQJ HQIRUFHPH(

PRUH ,32V DQG XOWLPDWHO\ WR VWLPXODWH LQQRYDWLRQ LQ \

‘H FRQWULEXWH WR WKH UHODWLYHO\ VPDOO ERG\ RI DFFRXQ

ILQDQFLDO UHSRUWLQJ HQYLURQPHQW RQ XQGHUSULFLQJ %DQH



PHDVXUH LQIRUPDWLRQ DV\PPHWU\ FRXQWU\ OHYHO DQDO\VW
VIQFKURQLFLW\ ZKLFK WKH\ IRXQG WR EH QHJIJDWLYHO\ DQG

UHVSHFWLYHO\ 6KL 3XNWKXDQWKRQJ :DONHU UHSRUW
UHTXLUHPHQWYV IRU ,32 SURVSHFWXVHV *+ DV PHDVXUHG E\ /D 3F
ZDV QHIJDWLYHO\ DVVRFLDWHG ZLWK ,32 XQGHUSULFLQJ XVLQJ I
6 XK VKRZHG WKDW WKH DGRSWLRQ RI WKH (XURSHDQ 8QL
UHGXFHG ,32 XQGHUSULFLQJ +RZHYHU WKH\ ZHUH XQDEOH WR
PDQGDWRU\ ,)56 DGRSWLRQ DQG ,32 XQGHUSULFLQJ DV IRXQG E!'

DERYH SDSHUV DGGUHVVHV WKH UROH RI DFFRXQWLQJ HQIRUFHF

7KHUH LV VRPH UHVHDUFK RQ WKH ,32 OHYHO VKRZLQJ WKDW
PRUH PRUH SUHFLVH PRUH WUXVWZRUWK\ RU OHVV IDYRUDE(

IRXQG WKDW YROXQWDU\ GLVFORVXUHYVY RQ WKH XVH RI ,32
YHLQ )DOFRQLHUL 7TDVWDQ UHSRUWHG WKDW WKH OHQJW
ZLWK XQGHUSULFLQJ %DMR SDLPRQGR VKRZHG WKDW D ¢
SRVLWLYHO\ UHODWHG WR XQGHUSULFLQJ DPRQJ 86 ,32V &KDS
/IDQGVPDQ 7D\ORU UHSRUWHG WKDW ,32V XQGHU WKH 86
KDYH H[SHULHQFHG VLJQLILFDQWO\ KLJKHU OHYHOV RI XQGHUS
ODzZ SUREDEO\ GXH WR ORZHU OHYHOV RI PDQGDWRU\ GLVFORYV
WKDW 86 ,32V ZLWK LVVXHUV KHDGTXDUWHUHG LQ ORFDO DU
XQGHUSULFLQJ FRPSDUHG WR 86 ,32V IURP XUEDQ ILUPV VXJJH
VHHPHG WR EH PRUH SUHFLVH +RZHYHU +XDQJ /LX 0D IR
XQGHUSULFLQJ RFFXUUHG OHVYV DPRQJ ILUPV ORFDWHG FORVHI
:DQJ DOVR DQDO\]HG &KLQHVH ,32V DQG VKRZHG WKDW ILU!
WUXVW H[SHULHQFHG ORZHU OHYHOV RI XQGHUSULFLQJ $00 Wt

VSHFLILF FRXQWU\ DQG FRQVHTXHQWO\ GR QRW DFFRXQW IRU W

‘H DOVR FRQWULEXWH WR WKH XQGHUSULFLQJ OLWHUDWXUH LC
EHHQ FRQGXFWHG IRU VLQJOH FRXQWULHY SUHGRPLQDQWO\

FRQVLGHUDEO\ DFURVV FRXQWULHY ZKLFK KDV VWLPXODWHG VF



WKH PDUJLQDO LPSDFW RI LQVWLWXWLRQDO GHWHUPLQDQWYV /M
YDQ (VVHQ +RSS 'UHKHU /ILQ 3XNWKXDQWKRQJ :DC
FRXQWU\ OHYHO ILQDQFLDO UHSRUWLQJDFRRROAWLRDBHP H@WS XD
QRW \HW EHHQ LQYHVWLJDWHG LQ WKDW OLWHUDWXUH ORUHRY
FULVLVY DQG DIWHU VHFXULWLHV PDUNHW UHJXODWLRQ KDG E
6DUEDQHV 2[OH\ $FW LQ WKH 86 DQG E\ WKH ODUNHWYV IRU

(XURSHDQ 8QLRQ

‘H SURFHHG DV IROORZVY G6HFWLRQ GHYHORSV WKH K\SRWKHV}

DQG WKH UHVHDUFK GHVLJQ 6HFWLRQ UHSRUWYV WKH UHVXOWYV

2. Development of hypotheses

2.1 Accounting enforcement and underpricing: direct effect

&RUSRUDWH ILQDQFH WKHRU\ VXJIJHVWYV WKDW XQGHUSULFLQJ
XQGHUZULWLQJ EDQN RU WKH ,32 ILUP LVVXHU RU VRPH LQYH)
%DURQ +ROPVWU|P $O0OHQ )DXQOIKDEHU SURBRENV DQ R’

RI WKH W\SH RI LQIRUPDWLRQ DV\PPHWULHV LGHQWLILHG E\ WKH

,QVHUW )LJIXUH DERXW KHUH

7KH UHDVRQV IRU SULYDWH LQIRUPDWLRQ DUH PDQLIROG 7KH
%DURQ DVVXPH WKDW WKH XQGHUZULWLQJ EDQN LV DQ DJF
WKH VKDUHYVY DW WKH KLJKHVW SRVVLEOH SULFH +LJKHU HIIRUYV
SULFH +RZHYHU WKH ,32 ILUP LV XQDEOH WR REVHUYH WKH 3|L
HITRUW 7KH XQGHUZULWHU ZRXOG WKHQ KDYH DQ LQFHQWLYH \

LQYHVWRUV ZRXOG EH OHVV OLNHO\ WR ILOH FODLPV VWDWLQJ V

7TKHUH DUH DOVR LQVWLWXWLRQDO DQG EHKDYLRUDO PRGHOV WKDW

OLWHUDWXUH VHH /IMXQJTYLVW



S5RFN DVVXPHG WKDW VRPH LQYHVWRUV DUH EHWWHU LQIF
WKDQ RWKHUV H J UHSUHVHQWHG E\ LQVWLWXWLRQDO YHU
SXQLQIRUPHG LQYHVWRUV WKHQ UDWLRQDOO\ DEVWDLQ IURP E
ZRXOG RWKHUZLVH EX\ WKH 3OHPRQV" L H RYHUSULFHG VKDU}
ZKHQ LVVXLQJ SULFHVY DUH ORZHU WKDQ ®*IDLU” YDOXH DQG GR C
ILUP PD\ QHHG WKH XQLQIRUPHG LQYHVWRUVY PRQH\ 7KH ,32
VKDUHV DW D SULFH VXIILFLHQWO\ EHORZ IDLU YDOXH WR FR

XQLQIRUPHG LQYHVWRUV

$O0OHQ J)DXOKDEHU DVVXPHG DQ LQIRUPDWLRQ DV\PPHWI
,QYHVWRUYV DUH XQDEOH WR GLVWLQJXLVK EHWZHHQ 3JRRG " DQ:

XVH XQGHUSULFLQJ DV D GHYLFH WR FUHGLEO\ VLJQDO WKHLU E

7TKHVH WKHRULHVY GR QRW H[FOXGH HDFK RWKHU DQG PD\ HYHCQC
:KLOH DOO RI WKHP DUH EDVHG RQ DV\PPHWULF LQIRUPDYV
)DXOKDEHUTYV PRGHOV FRQVLGHU LQIRUPDWLRQ DV\PPHWUI

, 32 ILUPYYV VKDUHYV +RZ GRHV DFFRXQWLQJ HQIRUFHPHQW DIIHFV

BWULFWHU DFFRXQWLQJ HQIRUFHPHQW LV EHOLHYHG WR LQFL
ILQDQFLDO VWDWHPHQWY EHFDXVH HQIRUFHPHQW DJHQFLHV UHI
DQG DXGLWRUVY GLVFUHWLRQ DERXW UHSRUWLQJ FKRLFHV &KU
RI VHYHUDO VHYHUH ILQDQFLDO DFFRXQWLQJ VFDQGDOV LQ WKI
RXWVLGH WKH 86 3DUPDODW DQG )ORZWH[ UHJXODWRUV DURX
LQVWLWXWLRQV WR LPSURYH WKH ILQDQFLDO UHSRUWLQJ TXDO
3XEOLF &RPSDQ\ $FFRXQWLQJ 2YHUVLJKW %RDUGV 3&$2% V\
GLVFORVLQJ WKRVH UHYLHZV DQG WDNLQJ HQIRUFHPHQW DFWLR
HVWDEOLVKHG VLPLODU UHJXODWRU\ ERGLHV ZLWK YDU\LQJ FF
HQIRUFHPHQW LV DQ LPSRUWDQW HOHPHQW RI D FRXQWU\TV IL

TXDOLW\ LW PD\ EH HYHQ PRUH LPSRUWDQW WKDQ WKH TXDOLW



:DIJHQKRIHU 7TKXV VWULFWHU DFFRXQWLQJ HQIRUFHPHC(

UHSRUWLQJ TXDOLW\ DQG WR UHGXFH LQIRUPDWLRQ DV\PPHWUL]

&RQVLGHULQJ 5RFNYV DQG $O0OHQ )DXOKDEHUTV PF
XQGHUSULFLQJ WR GHFUHDVH ZLWK VWULFWHU DFFRXQWLQJ HQ

DQG %DURQ WKH OHYHO RI DFFRXQWLQJ HQIRUFHPHQV
D FRQVHTXHQFH RI WKH XQGHUZULWHUYTV VKLUNLQJ 6LPLODUC
FRPPXQLFDWLRQ EHWZHHQ PDQDJHUV DQG LQYHVWRUV GXULC
LQIRUPDWLRQ DV\PPHWULHV +RQJ +XQJ /RER W K H
EHFRPHV LUUHOHYDQW :H DUH QRW DZRQBURH DVGI\WHWLL@GH/QR H WL
+ROPVWU|P DQG %DURQ DUH YDOLG LQ UHDOLW\ ,Q II
ZLWK WKH LGHD WKDW LQIRUPDWLRQ DV\PPHWULHV H[LVW EHV

LQYHVWRUV $OOHQ )DXOKDEHU SRFN ‘H WKHUHIRUH

H1: ;326 LQ FRXQWULHY ZLWK VWULFWHU DFFRXQWLQJ HQIR

2.2 Accounting enforcement and underpricing: indirect effects

'H DOVR ORRNGDBBIWWHQ ZKLFK HDUQLQJV TXDOLW\ PLIKW DIIHF
WKDW KDYH EHHQ VKRZQ WR EH UHODWHG WR XQGHUSULFLQJ DU
RI WKH ,32 ILUP 7KH OHYHO RI DFFRXQWLQJ HQIRUFHPHQW PD\ F

DUJXH LQ WKH IROORZLQJ SDUDJUDSKYV

J)LQDQFLDO DQDO\VWYV DUH LQIRUPDWLRQ LQWHUPHGLDULHV ZK
DQG SULYDWH LQIRUPDWLRQ DERXW OLVWHG ILUPVY DQG WKHLU
HVSHFLDOO\ RQ WKH ILUPTV HDUQLQJYV DQG GLYLGHQGVY %HDYHL
OLVWHG ILUPVY DUH PRUH OLNHO\ WR EH VFUXWLQL]JHG DQG SUL"
GLVVHPLQDWHG WR WKH FDSLWDO PDUNHW 7KXV ILQDQFLDO
LQIRUPDWLRQ DV\PPHWULHVY EHWZHHQ LQYHVWRUV DQG ,32 ILL

ILQDQFLDO DQDO\WW FRYHUDJH KDV EHHQ IRXQG WR UHGXFH X



FRYHUDJH %RZHQ ;LD &KHQJ %DQHUMHH 'DL 6KUHVWD
PD\ EH HVSHFLDOO\ YDOXDEOH ZKHQ WKH LQIRUPDWLRQ HQYLUI
7TDUFD SURYLGHG HYLGHQFH WKDW KLJKHU VFRUHV RI DFFR
GLVSHUVLRQ LQ ILQDQFLDO DQDO\WVW IRUHFDVWY 2YHUDOO Z

DFFRXQWLQJ HQIRUFHPHQW ZLOO SDUWLDOO\ VXEVWLWXWH HDF!

H2a: 7KH QHJDWLYH DVVRFLDWLRQ EHWZHHQ ILQDQFLDO DC

EHFRPHV ZHDNHU ZLWK VWURQJHU FRXQWU\ OHYHO DFF

$QRWKHU LPSRUWDQW GULYHU RI XQGHUSULFLQJ LV SURVSHFW
WKDW WKH RITHULQJ SULFH ZDV RYHUSULFHG WKH OLNHOLHU LYV
7KXV KLIKHU XQGHUSULFLQJ UHGXFHV WKH ILUPTVY OLWLJDWLRC
/ILQ HW DO +RZHYHU LQYHVWRUV ZLOO EH PRUH ZLOOLQJ
OLWLIJDWLRQ IUDPHZRUN LV WKLV GHSHQGV RQ WKH H[SHFWHG
WKH OLDELOLW\ UXOH DQG WKH EXUGHQ RI SURRI EXW DOVR RC
DWWRUQH\ IHHV $GYDQWDJHRXV OLWLJDWLRQ IUDPHZRUNV DU

ILOQDQFLDO UHSRUWLQJ TXDOLW\ +DQOH\ +REHUJ

3XW GLIIHUHQWO\ WKH SURVSHFWV Rl EULQJLQJ D ODZVXLW I
ILQDQFLDO UHSRUWLQJ TXDOLW\ LV JHQHUDOO\ KLJK HJ LQ F
BHYHUH HDUQLQJV PDQLSXODWLRQ DQG ILQDQFLDO PLVFRQGXFV
WR ILQG DQ\ HPSLULFDO RU WKHRUHWLFDO VWXGLHV RQ WKF
VKDUHKROGHU OLWLJDWLRQ +RZHYHU ZH H[SHFW WKDW VKL

HQIRUFHPHQW PD\ EH SDUWLDO VXEVWLWXWHY LQ UHGXFLQJ WK

H2b: 7KH SRVLWLYH DVVRFLDWLRQ EHWZHHQ VKDUHKROGHU

EHFRPHV ZHDNHU ZLWK KLJKHU OHYHOV RI FRXQWU\ OH"®



2.3. Accounting enforcement and legal enforcement

(YHQ WKRXJK DFFRXQWLQJ HQIRUFHPHQW LV FRQVLGHUHG WR
IUDPHZRUN WR HQVXUH KLJK ILQDQFLDO UHSRUWLQJ TXDOLW\
‘DJHQKRIHU WKHUH LV DV \HWD BRRRHQAME®D FH PR Q WZ KoH W

XQGHUSULFLQJ EXW RIMOMERWAHPHPRSDEY FHQHUDO

/ID3RUWD HW DO PHDVXUHG OHJDO HQIRUFHPHQW XVLQJ IL
WKH MXGLFLDO V\WWHP WKH UXOH RI ODZ WKH H[WHQW RI |
H[SURSULDWLRQ DQG WKH ULVN RI UHSXGLDWLRQ RI FRQWUD!
ODVWUX]]L GHYHORSHG D UXOH RI ODZ LQGH[ DV ZHOO DV
IXUWKHU GLVWLQJXLVKHG EHWZHHQ SXEOLF DQG SULYDWH HQIR
E\ WKH ILQDQFLDO DQG KXPDQ UHVRXUFHV Rl WKH VHEXULW\ PD
HQIRUFHPHQW E\ WKH H[WHQW RI VKDUHKROGHU ULJKWV 'MDQI
FRXQWU\TV OHJDO V\VM@HPQ B XN QVUWH. VQRWL RSHFLILFDOO\ UHOI
UHSRUWLQJ IUDPHZRUN 7KH XQGHUSULFLQJ OLWHUDWXUH H J

+RQJ HW DO %RXOWRQ HW DO DV ZHOO DV WKH |
/JHX] HW DO 'DVNH +DLO /HX] 9HUGLOHJI@MBPVFHRHQW MR
PHDVXUHG E\ WKH DERYH YDULDEOHV KRZHYHU %URZQ 3UHDMW
DIRUHPHQWLRQHG HQIRUFHPHQW YDULDEOHYV PLJKW EH D YDOLG

SRVVLEO\ D QRLV\ PHDVXUH RI DFFRXQWLQJ HQIRUFHPHQW

$SFFRXQOWLRUFHPHQW LV VSHFLILF DQG GLIIHUV IURP PRUH JHQH
%YURZQ 3ULHWR 7TDUFD VKRZHG 7KH\ GHYHORSHG DQ DF
FRYHUV LQIRUPDWLRQ RQ D ZKHWKHU D VHEXULW\ PDUNHW UF
ILQDQFLDO UHSRUWLQJ E ZKHWKHU WKLV ERG\ KDV WKH SRZH
ZKHWKHU WKLV ERG\ UHYLHZV ILQDQFLDO VWDWHPHQWYV G ZlI
UHYLHZVY RQ ILQDQFLDO VWDWHPHQWYV H ZKHWKHU WKLV ERC(

ILQDQFLDO VWDWHPHQWYV | DQG ZKHWKHU WKH ERG\ LV ZHOO V



&XUUHQWO\ WKH %URZQ HW DO VSHFLILFDWLRQ RI DFFF
UHILQHG PHDVXUH RI WKH ILQDQFLDO UHSRUWLQJ IUDPHZRUN $
\HDU WKH LQGH[ LV WKHUHIRUH EDVHG RQ PRUH UHFHQW

'MDQNRY HW DO HQIRUFHPHQW SUR[LHV ZKLFK SDUWO\ UHI

3. Research design and data

3.1. The main model

'H UHJUHVVHG ,32 OHYHO XQGHUSULFLQJ DJDLQVW MD/H& R YI
YDULDEOHV DW LW&IHQ E32 VOKIHY HJWHQW RI XQGHUSULFLQJ LV VN
HPSOR\HG WKH ORJDULWKP RI XQGHUSULFLQJ $PRQJ WKH VHV
DFFRXQWLQJ HQIRUFHPHQW LV WKH LQGHSHQGHQW YDULDEOH R
YDOXHV LQ %URZQ HW DO $W WKH FRXQWU\ \HDU OHYHO
$QDO\W®® DQ LQGH[ UHIOHFWLQJ KRZ VWURQJ WKH LQFHQWLY
DIJDLQVW WKH ILUP LQ WON HBK\)SHFMR MM F RERXOWRQ HW DO
FRQWUROOHG IRU DQ DJJUHJDWHG PHDV(XS$H R I H ERQWH\[\WKYED

DQG GHVFULEH DOO YDULDEOHY LQ PRUH GHWDLO EHORZ 7KH PF

OB®QGHUSULFKkQJ $FF(QIRUFI$QDG\Y WDV H XL WM $J JUy

RWKHU FRXQWUY @,B¥HXHFRQ WIBERROXYRANX DQG \HDU, W.[HG HIIH

':LWK +\SRWKHVHV D E ZH DGGHG LQ¥DHDODFY®R G 6WIHMKY LQ
$FF(QIRBEBFH VRPH LPSRUWDQW YDULDEOHV VKRZ QR YDULDMW
$FF(QIRWEE IRU VRPH FRDA\QHSWLM WKHQVKDUHKROGHU ULJKWYV
FRXQWU\ IL[HG HIIHFWV DQG UDQ D SRROHG 2/6 UHJUHVVLRQ ZI
FRXQWU\ \HDU OHYHO DQG FRQWUROOLQJ IRU \HDU IL[HG HIIHFW

GLJLW 6,& FRGH WKH XVH RI WZR GLJLW 6,& FRGHVY GRHV QRW F|



3.2. Measurement of underpricing, financial analyst coverage and shareholder litigation

7KH LQGHSHQGHQW YDULDEOH LV WK I8 QETHUSWIVE GRIRLUQ H GWIK\P \R
ILUVW GD\ WUDGLQJ UHWXUQ WKDW LV DV WKH ILUVW GD\ VHF
RIIHU SULFH PLQXV %DQHUMHH HW DO %RXOWRQ HW
GDWD IURP WKH 7KRPVRQ 5HXWHUV 1HZ ,VVXHV 'DWDEDVH DQG F
IURP 'DWDVWUHDP XVLQJ WKH ,QWHUQDWLRQDO 6HFXULWLHV ,G]
,32V ZKHUH WKH ILUVW YDOLG VHFRQGDU\ PDUNHW FORVLQJ SUL

LVVXH GDWH

6LQFH ZH ZHUH LQWHUHVWHG LQ WKH LQIRUPDWLRQ HQYLURQP
FRYHUDJH E\ GHWHUPLQLQJ WKH DYHUDJH QXPEHU RI VHOO VLG
\HDU :H IRFXVHG RQ DQDO\WWV ZKR IRUHFDVW HDUQLQJV SHL

(VWLPDWHYV 'DWDEDVH VLQFH (36 LV WKH PRVW FRPPRQO\ IRUHF

‘H XVHG WKH (DVH RI 6KDUHKROGHU 6XLWV LQGH[ RI WKH :RL

KWWSV 7Z7Z7Z GRLQJEXVLQHVV RUJ HQ PHWKRGK®R J\RYORBW HFDNLN.

SURYLGHVY WLPH VHULHVY GDWD IRU DOPRVW DOO FRXQWULHV
FRPSRQHQWYVY UHIOHFWLQJ WKH HIWHQW WR ZKLFK VKDUHKROGH

ZKHWKHU HYLGHQFH LV REWDLQDEOH GXULQJ WKHKMULQGH[DQG

%RXOWRQ HW DO LQFOXGHY REVHUYDWLRQV ZLWK FORVLQJ
GDWH
" 7KH VL] FRPSRQHQWY DUH "KHWKHU VKDUHKROGHUYV RZQLQJ R

WR LQVSHFW WKH %X\HU 6HOOHU WUDQVDFWLRQ GRFXPHQWY EHIRUH |
WKDW D JRYHUQPHQW LQVSHFWRU LQYHVWLJDWH WKH %X\HU 6HOOHU
DVVLIJQHG LI QR LI \HV 7KH UDQJH RI GRFXPHQWY WKDW DUH DY
GHIHQGDQW DQG ZLWQHVVHYV GXULQJ WULDO $ VFRUH RI LV DVVLIQHC
DEOH LQIRUPDWLRQ WKDW WKH GHIHQGDQW KDV LQGLFDWHG VKH KH L
GLUHFWO\ SURYHV VSHFLILF IDFWV LQ WKH SODLQWLIITV FODLP DQG I

FODLP "KHWKHU WKH SODLQWLII FDQ REWDLQ FDWHJRULHV RI UH



UDQJHV IURP  WR ZLWK KLJKHU YDOXHV LQGLFDWLQJ JUHD
VWXGLHV HJ /LQ HW DO DOVR UHIHU WR WKH SURVSH
DO +RZHYHU WKH LQGH[ YDOXHV ZHUH EDVHG RQ DQVZH
ID3RUWD HW DO DQG WKHUH KDYH EHHQ VLJQLILFDQW
FRXQWULHV VLQFH WKHQ H J WKH 6DUEDQHV 2[OH\ $FW LQ V
,QVWUXPHQWY 'LUHFWLYH LQ WKH (XURSHDQ 8QLRQ &RQVLGHU

WKH :RUOG %DQNYV (DVH RI 6KDUHKROGHU 6XLWV LQGH[ VHF

3.3.  Measurement of other country-level control variables

'H FRQWUROOHG IRU DOO FRXQWU\ VSHFLILF YDULDEOHYV DQG F
OLWHUDWXUH VKRZHG WR EH VLIJQLILFDQWO\ DVVRFLDWHG ZLW|

DYDLODEOH IURP WKH 7KRPVRQ 5HXWHUV 1HZ ,VVXHV 'DWDEDVH

(DUQLQJV T™XDOQW\6KLYDNXPDU IRXQG WKDW SUL
ILQDQFLDO UHSRUWLQJ FKRLFHV WR WKH 3JHQHUDO" VWDQGDL
DFFRXQWHG IRU FRXQWU\ OHYHO HDUQLQJV TXDOLW\ :H PHDYVXI
PDQDIJHPHQW PHDVXUHV XVLQJ D FRPSRVLWH VFRULQJ PHWKRG
/HX] HW DO VHH $SSHQGL] IRU PRUH SUHFLVH LQIR!

WZR SUR[LHV IRU HDUQLQJVY VPRRWKLQJ RQH PHDVXUH IRU GL

LGHQWLI\LQJ HDFK GRFXPHQW VSHFLILFDOO\ $ VFRUH RI LV DVVLJIQ!
GLUHFWO\ HIDPLQH WKH GHIHQGDQW DQG ZLWQHVVHV GXULQJ WULDO
DSSURYDO RI WKH TXHVWLRQV E\ WKH MXGJH RU LI WKH MXGJH FDQ VI
SULRU DSSURYDO "KHWKHU WKH VWDQGDUG RI SURRI IRU FLYLO VXL

LV DVVLIQHG LI QR LI \HV KHWKHU VKDUHKROGHU SODLQWLII
FRPSDQ\ $ VFRUH RI LV DVVLIQHG LI QR LI SODLQWLIIV FDQ UHFRY'}
VXFFHVVIXO RXWFRPH RI WKHLU OHJDO DFWLRQ LI SODLQWLIIV FDC

UHJDUGOHVV RI WKH RXWFRPH RI WKHLU OHJDO DFWLRQ



DYRLG UHSRUWLQJ VPDOO ORVVHV ‘H REWDLQHG WKH GDWD IU

'DWDEDVH

'H PHDVXUHG HDFK HDUQLQJV PDQDJHPHQW SUR[\ EDVHG RQ V
ILUPV LQ 'DWDVWUHDP LQ WKH ODVW ILYH \HDUV W WR W LQ \
RI OHVV WKDQ ILYH \HDUV ZH DOVR WRRN IRXU RU WKUHH \HDU"
REVHUYDWLRQ )RU HDFK HDUQLQJV PDQDJHPHQW SUR[\ ZH WRR
RYHU WKH ILYH \HDUV 7DEOH EHORZ VKRZV WKH DYHUDJH QXPI
LQ WKH UHVSHFWLYH FRXQWULHV B8OWLPDWHO\ RXU FRPSRVLW
PDQDJHPHQW DQG WKXV DYHUDJH HDUQLQJV TXDOLW\ LQ WKH |
ZLWK %RXOWRQ HW DO ZH H[SHFWHG HDUQLQJV TXDO

XQGHUSULFLQJ

, 32 $FWLEERWVRQ -DIITH DQG 5LWWHU GHWHUPLQHG V
KLJKHU LQ 3KRW PDUNHWV" WKDW LV ZKHQ WKHUH DUH PDQ\

PHDVXULQJ WKH UDWLR RI WKH QXPEHU RI ,32V WR WKH QXPEHU

ODUNHW O(LORX®LWIDJIDQR UHSRUWHG WKDW XQGHUS:S
PDUNHW OLTXLGLW\ VXJIJHVWLQJ WKDW XQGHUSULFLQJ LQFOX
FRXQWU\ \HDU PDUNHW OLTXLGLW\ E\ WKH UDWLR RI D FRXQW!

PDUNHW FDSLWDOL]DWLRQ VHH %HFN HW DO

ODUNHW UHWRLW@WUROOHG IRU WKH PDUNHW UHWXUQ LQ WKH
HYLGHQFH WKDW WKH PDUNHW UHWXUQ EHIRUH DQ ,32 LV SRVLYV
%UDGOH\ HW DO +DQOH\ +REHUJ %DQHUMHH

UHWXUQ KDV D VNHZHG GLVWULEXWLRQ ZH XVHG LWV QDWXUDO

6KDUHKROGHU UKHKWRUOGGCGRDPQNTW¥XVLQHVYV GDWDEDVH UHSRU

FRXQWU\ \HDU EDVLYVY 7KH LQGH[ PHDVXUHV WKH PRQLWRULQJ D

2ULJLQDOO\N 'MDQNRY HW DO GHYHORSHG WKH VKDUHKROC



WKH ILUPYV GLVFORVXUH UHTXLUHPHQWY RQ HJ UHODWHG SC
VLIQLILFDQW VKDUHKROGHUY VHH 7DEOH $ LQ WKH DSSHQGL]

WKH H[SURSULDWLRQ ULVN RI IXWXUH SURILWYV LV /D3RUWD HW
I[URP DV\PPHWULF LQIRUPDWLRQ DUH PLWLJDWHG DQG VKDUHKR
SD\ IRU QHZ VKDUHV 8QGHUSULFLQJ VKRXOG WKHUHIRUH EH O]

ZKHUH D KLIJKHU YDOXH LQGLFDWHYVY VWURQJHU VKDUHKROGHU U

'H DOVR FRQWUROOHGOHRIW W KEHURBIIRMH) VRKNMMKKHLY HYLGHQFH VX
LQ FRPPRQ ODZ FRXQWULHV H[KLELW KLJKHU ILUP YDOXHV WKD(
SURWHFWLRQ /D3RUWD HW DO /IDSRUWD HW DO

H[SHFW ORZHU OHYHOV RI XQGHUSULFLQJ

3.4. Measurement of IPO-specific control variables

,32 VLIH FRQWUROOHG IRU ,32 VL]H DV PHDVXUHG E\ WKH QXPE
SULFH LQ 86 DQG WKHQ DGMXVWHG E\ WKH :RUOG %DQNYV
WKHUH WR EH PRUH LQIRUPDWLRQ DURXQG ODUJHU ,32V VXFK

6LQFH ,32 VL]H KDV D YHU\ VNHZHG GLVWULEXWLRQ ZH XVH

, 32 ILUPIVIORHDJH LV PHDVXUHG E\ WKH GLITHUHQFH LQ \HDUV E
WKH GDWH RI WKH ILUPYV IRXQGDWLRQ $JH LV D SUR[\ IRU LQIR
LQIRUPDWLRQ DYDLODEOH IRU PRUH PDWXUH ILUPV :H H[SHFW C

JRXJKUDQ S5LWWHU (QJHOHQ YDQ (VVHQ

SRODWLIOHWDUNHW UHWXUQ YRODWLOLW\ DIWHU JRLQJ SXEOLF
SULFLQJ XQFHUWDLQW\ ZKLFK VXJJHVWV D SRVLWLYH DVVRFLDYV
9RODWLOLW\ ZDV PHDVXUHG DV YDULDQFH RI WKH ,32 U

DIWHU WKH ILUVW GD\ RI WUDGLQJ



7TRS7LHU8QGNUZ HLIV\PPW\ YDULDEOH WDNLQJ WKH YDOXH RI LI

EDQNV ZLWK KLIKHVW PDUNHW VKDUH DFFRUGLQJ WR WKH 6'&
%RXOWRQ HW DO DQG ZLWK D YDOXH RI J[HUR RWKHUZ|
DVVXPHG D YDOXH RI JHUR 8QGHUZULWHUV ZLWK D KLJKHU UH

XQGHUSULFLQJ

JLUP &RPPLWPBIQWQGLFDWRU YDULDEOH ZLWK YDOXH ZKHQ W
EX\ WKH LVVXHG VWRFN DW D SUH GHWHUPLQHG SULFH 7KLV YD
GLG QRW FRPPLW WR WDNLQJ RYHU WKH VWRFN EXW DVVXUHG
GHWHUPLQHG SULFH UDQJH WR LQYHVWRUV :LWK D JXDUDQWHE
XQGHUSULFLQJ PLIJKW EH H[SHFWHG WR EH KLJKHU +RZHYHU /|

WKDW LW LV ORZHU LQ WKHVH FDVHYV

TKEATXLW\ &DUYDHIRDEA&OH LV ELQDU\ ZKLFK WDNHV WKH YDOXH RI
PDMRU VKDUHKROGHU DIWHU WKH VXEVLGLDU\YV ,32 3UH]DV HW

VLIQLILFDQWO\ ORZHU ZLWK HTXLW\ FDUYH RXWV WKDQ ZLWKR X\

IRENXS'PHDVXUHVY WKH QXPEHU RI GD\V RI ORFNXS DIWHU ,32
HJ PDQDJHPHQW ORFNXS VHOOLQJ VKDUHKROGHU ORFNXS 4
ZDV SURYLGHG ZH DVVXPHG D ORFNXS OHQJWK RI JHUR $ ORQ
FRVWO\ VLIJQDO RI ILUP TXDOLW\ UHGXFLQJ LQIRUPDWLRQ DV\

-RKQVRQ ‘H WKHUHIRUH H[SHFWHG ORZHU XQGHUSULFLQJ Z

21 /1HU B3ULFHLOWHGBGHYLREVYG DV WKH SHUFHQWDJH GHYLDWLRQ RI W

ODWHVW DYDLODEOH ILOLQJ UDQJH .HQQHG\ HW DO 'H F

JRUHLJQLY3D ELQDU\ YDULDEOH ZLWK D YDOXH RI LI WKH ,32 W
D GLITHUHQW FRXQWU\ WR ZKHUH WKH ILUPYV KHDGTXDUWHUYV
IRUHLJQ FDSLWDO PDUNHW HJ LQ WKH 86 WKH FRVWYV DVVRFL

FDQ EH LQWHUSUHWHG DV D FRVWO\ VLJQDO RI ILUP TXDOLW\ )L



3.5. Data selection

‘H VWDUWHG ZLWK DOO ,32V FRYHUHG LQ WKH 7KRPVRQ 5HXWH

DQG 'HFHPEHU IURP  2(&' FRXQWULHYV HPHUJLQJ FI
FRXQWULHVY DQG WKH UHPDLQLQJ OHPEHU 6WDWHV RI WKH (8 %.
OLWHUDWXUH ZH RPLWWHG REVHUYDWLRQV IRU YDULRXV UHDV

%RXOWRQ HW DO J)LUVW ZH GHOHWHG VR FDOOHG
RI VWRFNV DQG RSWLRQV PD\ GLVWRUW XQGHUSULFLQJ 6HFRQG
VLQFH LQFXPEHQW VKDUHKROGHUY DUH OLNHO\ WR VXIIHU OHVYV
DIIHFW XQGHUSULFLQJ 7KLUG ZH HOLPLQDWHG ,32V IURP VR F
VLPLODU IXQGY EHFDXVH WKHVH DUH RQO\ LQYHVWPHQW YHKLF
,32V RI ILQDQFLDO LQVWLWXWLRQV 6,& FRGHV DQG R
YHQWXUH FDSLWDOLVWYV RU SULYDWH HTXLW\ ILUPV 7KH LQIR
ILQDQFLDO ILUPV PD\ HPSOR\ DQDO\WWVY RQ WKHLU RZQ RU PD\
PDNHV WKH LQIRUPDWLRQ HQYLURQPHQW VSHFLILF DQG GLIIHU

VWHSV ZH ZHUH OHIW ZLWK , 32V

‘H WKHQ GHOHWHG &KLQHVH ,32V IURP EHFDXVH RI VF
UHJXODWRUYV KDYH W\SLFDOO\ UHTXLUHG LVVXHUV WR VHOO ,32
WR HQVXUH WKDW HDFK GHDO LV VXFFHVVIXO EXWQFIESFW.UVW G

RXW RI ,32V H[SHULHQFHG XQGHUSULFLQJ LQ WKH UDQJF

JRU , 32V ZH IRXQG H[FKDQJH VKDUH SULFHV LQ 'DWDVWUHL
ILUVW FORVLQJ SULFH DIWHU GD\V ‘H GHOHWHG DQRWKHU

ILYH ,32V )LQDOO\ ZH GHOHWHG REVHUYDWLRQV ZLWK XQGHUS

"6HKWWSV 777 VFPS FRP EXVLQHVV FKLQD EXVLQHVV DUWLFOH K

RYHUVXSSO\DFFHVXHG RQ 0D\




WKDQ WKH SHUFHQWLOH WR PLWLJDWH WKH HIIHFWV RI H[V

%DQHUMHH HW DO %RXOWRQ HW DO

:H DOVR ORVW FRQVLGHUDEOH REVHUYDWLRQV EHFDXVH GDW
OLPLWHG HVSHFLDOO\ FRQFHUQLQJ WKH ILUPYV DJH RIIHU SUL
DFFRXQWLQJ HQIRUFHPHQW LQGH[ RI %YURZQ HW DO LV |

FRXQWULHY 7DEOH SURYLGHV DQ RYHUYLHZ RI WKH VDPSOH Vt

,QVHUW 7DEOH DERXW KHUH?2

4. Results

4.1.  Descriptive statistics

7TDEOH VKRZV WKDW WKHUH LV VLIQLILFDQW YDULDWLRQ DFUF
WKH PHDQ XQGHUSULFLQJ WKH DYHUDJH QXPEHU RI ILQDQFLDC(

OLWLIJDWLRQ DQG ODVW EXW QRW OH®PRAAYQMRKHFHHYHO RI DFFRX

,QVHUW 7DEOH DERXW KHUH

7DEOH DOVR VKRZV WKDW PRVW RI WKH ,32V LQ WKH VDPSOH
-DSDQ DQG ,QGLD (YHQ WKRXJK ZH LIQRUHG &KLQ

GXH WR SULFH UHJXODWLRQ WKH\ VWLOO UHSUHVHQW D PDMF

KLIJIKHVW LQ -DSDQ DQG 7KDLODQG OHGLDQ XQGHUSI
ZDV HYHQ QHJDWLYH LQ WKH SHULRG 2WKHU VWXGLHYV
1RUZD\ DV ZHOO %DQHUMHH HW DO %RXOWRQ HW D

XQGHUSULFLQJ LV FRPSDUDEOH WR RWKHU VWXGLHV (QJHOHQ

OD[LPXP DQG PLQLPXP XQGHUSULFLQJ EHIRUH GHOHWLQJ RXWOLHUV Z



$QDO\WW FRYHUDJH LV KLJKHVW LQ WKH 1HWKHUODQGY DQG LC
LQ BRODQG DQG 5XVVLD DQG UHVSHFWLYHO\ 6KDUHKRC
+RQJ .RQJ 1HZ =HDODQG 3RODQG 6LQJDSRUH DQG WKH 86 P

SHULRG ZKLOH WKH\ DUH ZHDN LQ ,QGRQHVLD PHDQ LQGH[ Y

7KH OHYHO RI DFFRXQWLQJ HQIRUFHPHQW DFFRUGLQJ WR %URZ
%HOJLXP 'HQPDUN +RQJ .RQJ 1RUZD\ 6ZLW]HUODQG DQG WKH

,QGRQHVLD DQG 5XVVLD KDYH WKH ORZHVW VFRUHV

7TDEOH SURYLGHV VXPPDU\ VWDWLVWLFV 7KH DYHUDJH PHGLI
XQGHUSULFLQJ YDULHV D JUHDW GHDO 7KHUH LV VLJQLILFD
HQIRUFHPHQW 7KH FRXQWU\ OHYHO DYHUDJH QXPEHU RI DQDO\V

ZLWK D PHDQ RI TRN HGXIMMDKD RO KRV K M RXW RI VXJIJIH)

FRXQWULHY SURYLGH D UHODWLYHO\ IDYRUDEOH OLWLJDWLRQ IL

,QVHUW 7DEOH DERXW KHUH

7KH GHVFULSWLYH VWDWLVWLFY RQ PDUNHW UHWXUQV ,32 DFW
VWXGLHVY %DQHUMHH HW DO %RXOWRQ HW DO
DYHUDJH DJH RI \HDUV ZKHQ JRLQJ SXEOLF Rl ,32V KD

DYHUDJH ORFNXS SHULRG LV GD\V

7KH FRUUHODWLRQ PDWUL[ QRW WDEXODWHG UHSRUWV VLJQL
RI DFFRXQWLQJ HQIRUFHPHQW DQG DQDO\WW FRYHUDJH ZLWK >
ZKLOCHVHG6M[KALNELWY D SRVLWLYH VLJIQ 7KH FRUUHODWLRQ F
DQG DFFRXQWLQJ HQIRUFHPHQW D QIVEHIS WM WLH D Q IVQ WHD \F R IY HU

UHVSHEFWLYHO\ 2WKHUZLVH FRUUHODWLRQ FRHIILFLHQW

SUREOHPV

JLIXUH GLVSOD\V WKH UHODWLRQVKLS EHWZHHQ WKH VWULT

XQGHUSULFLQJ RQ D FRXQWU\ \HDU OHYHO :H KDYH FRXQWUI



UHVXOWLQJ LQ FRXQWU\ \HDU REVHUYDWLRQV :H JURXSHC

8QGHUSULFLQJ WHQGYVY WR LQFUHDVH ZLWK ORZHU OHYHOV RI DF

,QVHUW )LIXUH DERXW KHUH?2

4.2. The direct effect of accounting enforcement on underpricing (Hypothesis 1): Multivariate

analysis

7TDEOH VKRZV WKH UHVXOWYV RI WKH PXOWLYDULDWH DQDO\VH
RI DFFRXQWLQJ HQIRUFHPHQW W WUDQVSLUHV WKDW VWULFW
ORZHU XQGHUSULFLQJ S 7KLV UHVXOW LV UREX¥WHWRZDUC
ULFH 5HXIRORRO WKH H[FOXVLRQ RI LQVLJQLILFDQW YDULDE
, 32V &ROXPQ DQG D GLIITHUHQW PHDVXUHPHQW LRI XIDGMHW SYH €
KLIJK LQ WKH UDQJH FRPSDUHG WR H J ZLWK %DQHU

%RXOWRQ HW DO

,QVHUW 7DEOH DERXW KHUH

7KH DVVRFLDWLRQ RI DFFRXQWLQJ HQIRUFHPHQW ZLWK ,32 XQ
WHUPV $ VWDQGDUG GFHF(IQD RIHREX Q WFUIH®WH LQSRLQW GHFUHDVI

VHH 7DEOH DQG &ROXPQ LQ 7DEOH

‘H DUH XQDEOH WR FRQILUP WKH UHVXOW IRXQG LQ %RXOWRQ F

LV VLIQLILFDQWO\ QHJDWLYHO\ DVVRFLDWHG ZAM KRXIBUBLHDUESOH. F L

&ROXPQ +RZHYHU %RXOWRQ HW DO DOVR XVHG D ODU
1 DQG ZLWK D GLIIHUHQW DQG VPDOOHU VHW RI
%RXOWRQ HW DO ZHUH XQDEOH WR FRQWURO IRU DFFRXQ

DYDLODEOH EHIRUH %URZQ HW DO

5HIDUGLQJ WKH RWKHU FRXQWU\ OHYHO YDULDEOHV OHVV IDY

RI WKH VKDUHKROGHU ULJKWYV LQGH[ DUH VLJQLILFDQWO\ DVVRI



ILQDQFLDO DQDO\WW FRYHUDJH UHODWHV WR ORZHU XQGHUSULHF

LQ FRPPRQ ODZ FRXQWULHV WHQG WR H[KLELW ORZHU OHYHOV R

'LWK UHJDUG WR ,32 OHYHO FKDUDFWHULVWLFVY ODUJHU ,32 VL
LQ WKH GD\V DIWHU WKH ,32 DUH DVVRFLDWHG ZLWK ORZHU X
LGHD WKDW ORZHU LQIRUPDWLRQ DV\PPHWULHYV VKRXOG UHYVXC

UREXVW VLIQLILFDQW HYLGHQFH IRU XQGHUZULWHU UHSXWDWLF

'RHV WKH LPSDFW RI WKH %URZQ HW DO PHDVXUHPHQW
RWKHU OHJDO HQIRUFHPHQW PHDVXUHPHQW PHFKDQLVPV VXJJ
UHJUHVVLRQ UHVXOWYVY RQ WKLV TXHVWLRQ 7R DYRLG UHGXQGI

YDULDEOHV RI LQWHUHVWY HYHQ WKRXJK ZH VWLOO LQFOXGH D

,QVHUW 7DEOH DERXW KHUH?

7KH UHVXOWY LQ 7DEOH VXJIJHVW WKDW PDQ\ PHDVXUHPHQW)
DVVRFLDWHG ZLWK XQGHUSULFLQJ VXFK DV WKH SULYDWH HQIR
UXOH RI ODZ LQGH[ EDVHG RQ .DXIPDQQ .uUuDD\ ODVWUX]]L

IURP 7KH ILQDQFLDO UHVRXUFHV RI WKH VHFXULWLHY PD

VLIQLILFDQWO\ QHJDWLYHO\ DVVRFLDWHG ZLWK XQGHUSULFLQJ

4.3. The indirect effects of accounting enforcement on underpricing via financial analyst

coverage and shareholder litigation (Hypotheses 2a and 2b): Multivariate analysis

7TDEOH SURYLGHV WKH UHVXOWY RQ +\SRWKHVLV D &ROXPQV
VLIQLILFDQWO\ QHIJDWLYHO\ DVVRFLDWHG ZLWK XQGHUSULFLQJ
ZKHWKHU ZH H[FOXGH 86 ,32V RU QRW 7DEOH $ LQ WKH DSSHQC

DUH PRGHUDWH &RXQWU\ OHYHO HDUQLQJV TXDOLW\ (4%JJU GF

+LJKHU ILQDQFLDO DQDO\WW FRYHUDJH LPSOLHV ORZHU XQGH

TXDOLW\ +RZHYHU $\QOHOL\OWWH [ BIFW(QRE@WRAHIQLILFDQW VXJJHVW



OHYHO HDUQLQJV TXDOLW\ VHHPV WR VXSSRUW WKH ZRUN RI IL

GRHV QRW :H KDYH WR UHMHFW +\SRWKHVLV D

,QVHUW 7DEOH DERXW KHUH?

‘H REWDLQ D GLIIHUHQW UHVXOW ZKHQ ZH ORRN DW VKDUHKRO
HQIRUFHPHQW LV VLJQLILFDQWO\ DQG UREXVWO\ QBEJDWLYHO\ D
+RZHYHU XQOLNH LQ 7DEOH  DIEFR X@MWQAD DHAQH R UNEKIHP HHQ MA FD/D \RRR
OLWLIJDWLRQ RQ XQGHUSULFLQJ &ROXPQV 'LWK VWULEW
H[SHFW H[FHVVLYH HDUQLQJV PDQDJHPHQW WR EH OHVV OLNH(
LQFOLQHG WR EULQJ D ODZVXLW ,Q WXUQ ,32 ILUPV EHFRPH O
7KLV HYLGHQFH VXSSRUWV +\SRWKHVLV E 7KHUH LV QR VLJQLII

TXDOLW\

5. Summary

%DVHG RQ D VDPSOH RI XS WR .32V LQ FRXQWULHV LQ W
VLIQLILFDQW HYLGHQFH WKDW VWULFWHU DFFRXQWLQJ HQIRI
XQGHUSULFLQJL QGUUHABMIBRAEO\ VWULFWHU DFFRXQWLQJ HQIR

DVVRFLDWLRQ EHWZHHQ VKDUHKROGHU OLWLIJDWLRQ ULJKWYV DQ

2XU DQDO\VLV LV VXEMHFW WR D QXPEHU RI OLPLWDWLRQV 6L
UHSRUWLQJ HQYLURQPHQW DQG ZHUH FRQVWUDLQHG E\ GDWD
HDUQLQJV TXDOLW\ EHIRUH JRLQJ SXEOLF )XUWKHUPRUH ZH
HQIRUFHPHQW DIIHFWV XQGHUSULFLQJ DQG QRW YLFH YHUVD

VHHP SODXVLEOH WKDW XQGHUSULFLQJ DIIHFWV WKH OHYHO |
FRQWUROOHG IRU PDQ\ YDULDEOHV ZH VWLOO FDQQRW UXOH R

DVVRFLDWLRQ EHWZHHQ DFFRXQWLQJ HQIRUFHPHQW DQG XQGHU



)XWXUH UHVHDUFK PD\ DGGUHVV WKRVH LVVXHV DQG PD\ DOVR E
Rl ZKHWKHU IXUWKHU LPSURYHPHQWY LQ DFFRXQWLQJ HQIRUFF
7KLV LV DQ LPSRUWDQW TXHVWLRQ VLQFH ORZHU OHYHOV RI :
DEFWLYLW\ LQ DQ HFRQRP\ $Q ,32 LV DQ DWWUDFWLYH H[LW VW
SULYDWH HTXLW\ LQYHVWRUV DQG WKH SHUVSHFWLYH RI DQ ,32
LQ WKH ILUVW SODFH $Q ZKRIWHA UH{ WHHUDRNY HTPHHAMWAL RQ IDVE FARRK Q W L Q
ZRXOG UHVXOW LQ ORZHU OHYHOV Rl XQGHUSULFLQJ 5HFHQW

VXJIJHVWV WKDW HQIRUFHPHQW OHYHOV EH\RQG DQ 3RSWLF

VLGH HIITHFWV VXFK DV LPSDLUHG DXGLWRU LQFHQWLYHYVY DQG D



Appendix 1: Measurement of Earnings Quality

$V '"HFKRZ *H B6FKUDQG KDYH QRWHG KLJKHU HDUQLQJV -
RI HDUQLQJV IRU LQYHVWRU GHFLVLRQV (YLGHQFH LQGLFDWHYV
LQWHQWLRQ DQG GLVFUHWLRQ WR PDQDJH HDUQLQJV +HDO\ :C

HDUQLQJYV TXDOLW\ GHFUHDVHV ZLWK PRUH HDUQLQJY PDQDJHPF

6LQFH WKHUH DUH GLIIHUHQW ZD\V WR PHDVXUH HDUQLQJV PDC
PHWKRG EDVHG RQ IRXU PHDVXUHV DV VXJJHVWHG E\ /HX] HW D
LQFOXGH WZR SUR[LHV IRU HDUQLQJV VPRRWKLQJ RQH SURJ\ IR
WR DYRLG UHSRUWLQJ VPDOO ORVVHV ‘H REWDLQHG WKH GDWD

'DWDEDVH

‘H PHDVXUHG HDFK (0 SUR[\ EDVHG RQ WKH ILQDQFLDO GDWD RI
WKH ODVW ILYH \HDUV W WR W LQ WKH UHVSHFWLYH FRXQWU\
ZH DOVR WRRN IRXU RU WKUHH \HDUV ,I| WKH WLPH VHULHV ZDV
HDUQLQJV PDQDJHPHQW SUR[\ ZH WRRN WKH DYHUDJH RYHU DO
7KXV ZH REWDLQHG D SUR[\ IRU (0 ZKLFK UHIOHFWV WKH DYHUD

DYHUDJH HDUQLQJV TXDOLW\ LQ WKH UHVSHFWLYH FRXQWU\ DW

7KH ILUVW PHDVXUH RI HDUQLQJY PDQDJHPHQW UHIHUV WR WK
WKH PHGLDQ UIMRLRVKE FIRXMFRQOWHMYHO VWDQGDUG GHYLDWLRQV RI
GHYLDWLRQV RI WKH FDVK IORZ IURP RSHUDWLRQV ERWK VFDOH
I WKLV UDWLR LV WKH YRODWLOLW\ RI RSHUDWLQJ HDUQLQJ
VXJIJHVWLQJ WKDW RQ WKH FRXQWU\ DYHUDJH WKHUH LV QR

YRODWLOLW\ RI FDVK IURP RSHUDWLRQV LV RIIVHW E\ HDUQLQJ

WKLY UDWLR LQGLFDWH KLJKHU HDUQLQJYV TXDOLW\ (4

+RZHYHU HDUQLQJYVY PDQDJHPHQW PD\ VRPHWLPHYVY DOVR LPSURYH WK

WR SURSHUO\ DVVLJQ H[SHQVHY DQG LQFRPH WR WKHLU HFRQRPLF XVH



‘H GHWHUPLQHG FDVK IORZ IURP RSHUDWLRQV DV WKH GLIITHUH(

$FFUXDOV DUH GHILQHG DFFRUGLQJ WR 'HFKRZ 6ORDQ 6ZHHQH

w &pi T&BIFF&DW K6 7wi "Hw

ZLWK  FKDQJH LQ FXUUHQW DY VKW QJWRP® WXUWRQW C/DELO
W “&DF¥KDQJH LQ FDVK DQG FDVK HTX{ YPKOHIIW VL QU R R RW W \
OLDELOLWLHV IURPGWMSUHR LMD WRLR® H[SHQVHV LQ SHULRG W

7KH VHFRQG SUR[\ (4 UHIHUV WR HDUQLQJV VPRRWKLQJ DV Z
UDQN FRUUHO DMIQR WIHMWRRHIMWWKH FKDQJH LQ DFFUXDOV DQG W
RSHUDWLRQV ERWK VFDOHG E\ ODJJHG WRWDO DVVHWYV VHH /H
\HDWIRU HDFK FRXQWU\ ZHUH FRQVLGHUHG +LJKHU FRUUHODWIL
TXDOLW\ )RU LQVWDQFH LI WKH FRUUHODWLRQ ZHUH A D PR

SRIIT'VHW™ E\ D PRUH SRVLWLYH FKDQJH LQ DFFUXDOV

7KH WKLUG SUR[\ IRU HDUQLQJV TXDOLW\ (4 LV WKH H[WHQW F
PHGLDQ LQVMFREQWRNWKH DEVROXWH GLIIHUHQFHV EHWZHHQ RSH
IURP RSHUDWLRQV VFDOHG E\ FDVK IORZ IURP RSHUDWLRQV |
FDVK IORZV GLIIHU PRUH LQGLFDWLQJ D KLJKHU H[WHQW RI H
FDOFXODWHG HDFK FRXQWU\TV PHGLDQ YDOXH RI WKH DEVROXW
YDOXH RI FDVK IORZ IURP RSHUDWLRQV VHH /HX] HW DO
WUDQVIRUPHG WKLV UDWLR E\ PXOWLSO\LQJ LWV YDOXH E\ A

HDUQLQJV PDQDJHPHQW DQG KLJKHU HDUQLQJV TXDOLW\

(4 PHDVXUHV WKH SURSHQVLW\ RI D FRXQWU\YfVY OLVWHG ILUP?
PDQDJHPHQW XVXDOO\ DOORZV WKH WUDQVIRUPDWLRQ RI VPDC
VOLJKWO\ SRVLWLYH HDUQLQJV /HX] HW DO 'H PHDVXL
RI WKH QXPEHU RI ILUPV UHSRUWLQJ VPDOO SURILWY RYHU WKI
ORVVHV RU VPDOO SURILWY %XUJVWDKOHU '"LFKHY 7TKH V
QHW LQFRPH WR ODJJHG WRWDO DVVHWYVY LQ WKH LQWHUYDO >

ODJJHG WRWDO DVVHWY LQ WKH LQWHUYDO > /IHX] HW D



SURSHQVLW\ IRU ORVV DYRLGDQFH :‘H WKHUHIRUH PXOWLSOLH

FRUUHVSRQG WR KLJKHU HDUQLQJV TXDOLW\

)LQDOO\ ZH GHILQHG D FRPSRVLWH VFRUH RI WKH IRXU HDUQ!
HDFK RI WKH IRXU HDUQLQJVY TXDOLW\ PHDVX$HYU/BERGHAD @MOXOL

$ KLIJKHU DYHUDJH UDQNLQJ WKXV LQGLFDWHV KLJKHL
DJJUHJDWH PHDVXUH LV WKDW LW FRYHUV GLIITHUHQW DVSHF)
PHDVXUHPHQW HUURUV UHODWHG WR RQH (4 PHDVXUH RU WKH L

WR RQH PHDVXUH



Appendix 2

7TDEOH $ 'HILQLWLRQV RI YDULDEOHYV

Variable Definition Measurement Source
8QGHUSULFLQJ 6WRFN UHWXUQ RQ ILUVW WUDGLQJ GD\ 1
$FF(QIRUFH 6FRUH RQ FRXQWU\ OHYHO DFFRXQWLQJ HQIRUFHPHQW LQ

Country-level variables

$QDO\WWV $YHUDJH QXPEHU RI VHOO VLGH ILQDQFLDO DQDO\VWYV WKDW , % ( 6
IRUHFDVW HDUQLQJV SHU VKDUH (36 SHU OLVWHG TLUP LQ
FRX QW U\ 4
(DVHB6XLWYV ,QGH[ LQGLFDWLQJ VKDUHKROGHU OLWLJDWLRQ ULJKWYV MLQ \WRBRHJ O'® ORDHQN | (DVH F
WXVLGHDWDEDVH
(4%JJU &RPSRVLWH VFRUH EDVHG RQ WWKHUPHB R UW&N LIRXW XML@NV ZLWK UHJD'D®& DWRWVW KB FH D Q G L/®!
IRXU HDUQLQJV TXDOLW\ PHDVXPHOVXHH\BIEHQEL[(4 DQG (4 HW DO
6KDUHKROGHUKBYIOWM LQYHVWRU SURWHFWLRQ@&HDVHIEORE@ RO BHDWRKRN® G HM @ L\WKDWY , QREUHQ GRUROEBNK Q W U\
,QGH] GHFLVLRQ PDNLQJ DQG RYHUVLJKW ULJKWV DQG E\ WKH WXVLGHDWDEDVH
WUDQVSDUHQF\ RQ FRUSRUDWH JRYHUQDQFH VHH $SSHQGL] EDVHG RQ 'MDQNRY |
DO
&RPPRQ /DZ 'XPP\ YDULDEOH LQGLFDWLQXRR\LYDQ@V RE OHKAHLWKIDDOWNWHP FRPPR D B®RPZWDQBNYDO® X H
ODUNHW UHWXUQ ODUWH® WKMW X UWUDGERI@WUY EHIRUH ( ) 'DWDVWUHDP
32 ( )
32 $SFWLYLW\ ,QGLFDWHV WKH MHOE WWQEH RI ,32V LQ FRXQWU\ . 7TKRPVRQ 5HXWHUYV 1

,VVXHV 'DWDEDVH

NCDO_uO,u@_NOX_uI NCUO_.Q\:UQm%QE_EQuﬁﬁ_MCEE/ HXV_.__HZI<<UO
PDUNHW FDSLWDOL]DWLRQ ;




IPO-specific variables

,32 6L]H BURFHHGV IURP LQLWLDO SXE®LF RIIHULQZ2010Q $ #86 ) “ 7KRPVRQ 5HXWHUV 1
DGMXVWHG E\ SXUFKDVLQJ SRZHU CQGH] ) ,VVXHV 'DWDEDVH
$JH ODWXULW\ RI WKH ILUP JRLQJ SXEOLF 'LIIHUHQFH LQ \HDUNKEPWZM I3 8 X\WKHJ @ [
WKH ILUPTV IRXQGDWLRQ ,VVXHV 'DWDEDVH
9RODWLOLW\ /HYHO RI UHWXUQ YRODWLOLW\ LQ WKH ILUVW. WUDGLQJ GD\V 7KRPVRQ 5HXWHUV 1
DIWHU ,32 DFFRUGLQJ WR WKH VWDQGDUG GHYLDWLRQ RI GDLO\ ,VVXHV 'DWDEDVH
UHWXUQYV
7RS7LHUB8QGHUZULWHU 5HSXWDWLRQ Rl XQGHUZULWHU 'XPP\ YDUUKRPN ZQVEK XVDOXW 1
EDQNV ZLWK KLJKHVW PDUNHW VKDUH D FFRUHG\W QD WDFE DWMKHH 6
7DEOH LQ WKH ,32 \HDU DQG ZLWK YDOXH RWKHUZLVH ,I Q
ZDV PHQWLRQHG ZH DVVXPHG D YDOXH RI
JLUP &RPPLWPHQW &RPPLWPHQW RI XQGHUZULWHU EDQN LQ ,32 'XPP\ YD UKRPYR Q@ 5W K WIBDOWX H
VWREN DW D SUH GHWHUPLQHG SULFH D®GXHVM '@RWDEDVH
(TXLW\ &DUYH RXW 'XPP\ YDULDEOH LQGLFDXWRQ Y ZKIHMEOHU Z3. DUKH QDVO KRIP SDIQN T X L W Y KERRIWRIQRXHAK WOHUG/ YL
UHPDLQV D PDMRU VKDUHKROGHU DIWHU WKH ,32 ,VVXHV 'DWDEDVH
IRENXS'D\V IRFNXS OHQJWK IRU LQVLGHU VDOHYV 1XPEHU RI GD\V7RRRO\WRFEN %8 XONVWH VY 1
W\SHV H J PDQDJHPHQW ORFENXS VHOQV®XHAKDDMBERDGH U
WKH VKRUWHVW SHULRG ,I QR LQIRUPDWLRQ ZDV SURYLGF
ORFNXS SHULRG RI JHUR GD\V
2IlHU3ULFH 5HYLVLRQ 'LIITHUHQFH EHWZHHQ RIIHU SULFH DQG ILOLQJ UDQJH 3 HKUFEER\QRADD 5 H XGWHYLL\D \
DYDLODEOH ILOLQJ UDQJH ,VVXHV 'DWDEDVH
YRUHLJQ ,32 'XPP\ YDULDEOH ZLWK YDOXH LI ,BRRPRRKQ SEBRWHI LQ I
DQG YDOXH RWKHUZLVH ,VVXHV 'DWDEDVH

ZLWK FRXQWU\ M ,32 ILUP L DQG \HDU GD\ W

7KH HDUQLQJV TXDOLW\ PHDVXUHVY WKDW HQWHU WKH (4%$JJU FRPSRVLWH VFRUH DUH PHDVXUHG DV IRC
VWDQGDUG GHYLDWLRQV RI RSHUDWLQJ HDUQLQJV RYHU ILUP OHYHO VWDQGDUG GHYLDWLRQV RI FDVK IO
FRXOWQ\ \MBHW ZHHQ FKDQJH LQ DFFUXDOV DQG FKDQJH LQ FDVK IORZ IURP RSHUDWLRQV ERWK VFDOHG
PHGLDQ RI DEVROXWH GLIIHUHQFHY EHWZHHQ ILUP OHYHO RSHUDWLQJ HDUQLQJY DQG FDVK IORZ IURP R:
VPDOO ORVVHV 1XPEHMZRWKLUPWIR'FRRYWU\QXPEHU RI ILUPV ZLWK A " 52% "~



Appendix 3

7DEOH $ &RQWHQW RI WKH 6KDUHKROGHU 5LIJKWV ,QGH[ DFFRU(

'‘DWDEDVH
Extent of shareholder rights index (0-10) I

Shareholders’ rights and role in major corporate
decisions

Extent of ownership and control index (0-10) |

Governance safequards protecting shareholders
from undue board control and entrenchment

Extent of corporate transparency index (0-10) I

Corporate transparency on significant owners,
executive compensation, annual meetings and
audits

Extent of shareholder governance index
(0-10)

Simple average of the extent of shareholder rights,
extent of ownership and control and extent of
corporate transparency indices

Appendix 4

7DEOH $ O9DULDQFH LQIODWLRQ IDFWRUV

+\S D +\S E
9DULDEOHYV

$FF(QIRUFH
$QDO\VWV
$QDO\WWV [ $FF(QIRUFH
(DVHB6XLWYV
(DVHB6XLWV [ $FF(QIRUFH

6HH :RUOG %DQN 'RLQJ %KWMEHVYZZDWDIEPMKXVLQHVY RUJ HQ PHWHK

PLORULW\ LQYHVWRUYV




List of References

$OOHQ ) )DXOKDEHU * 5 6LJQDOLQJ E\RXQURWDOSRL FILQD QR
(FRQRPLFV GRL :

$UWKXUV - ' %XVHQLW] /: +RVNLVVRQ 5 ( -RKQVRQ 5 $
21ITHULQJV 7KH 8VH DQG ,PSDFRXRIQWE& HR I RFXXISQHYWL RIBQW X UL Q.
GRL M MEXVYHQW

%DMR 5DLPRQGR & OHGLD 6HQW-IRPXHID D RE &RV BRG
JLQDQFH GRL M MFRUSILQ

%DOO 5 6KLYDNXPDU / (DUQLQJV 4%BREUWDOWI, GEWR B QW
DQG (FRQRPLFV GRL M MDFFHFR

%DQHUMHH 6 ‘DL / 6KUKWRWAD & RXQWU\ ,32V  :KDW (

'LIIHUHQFHV LQ SRGCUWYBOLFILRRUSRUDWH )LQDQFH
GRL M MFRUSILQ

%DURQ '3 $ ORGHO RI WKH 'HPDQG IRU ,QYHVWPHC
'LVWULEXWLRQ 6HUYLFHV -RXWQDEZ RJVVXHM QFH
GRL M W E [

%DURQ ' 3 +ROPVWUI|P % 7KH ,QYHVWPHQW %DQNLQJ
$V\PPHWULF ,QIRUPDWLRQ 'HOHJDWERRURQG WK HLQDFMHFHWLYH 3
GRL M W E [

%DUWK 0 ( /DQGVPDQ : 7D\ORU ' - 7KH -2%6 $FW DQG ,
JLUPAKH $FFRXQWLQJ 5HYLHBRL DFFU

%HDYHU : 4LQDQFLDO 5HSRUWLQJ $Q $HRRNGLIIOOU 6B & B O KWSLLR
3UHQWLFH +DOO

%HFN 7 'HPLUJe0o .XQW $ /HYLHQ 5 $ 1HZ 'DWDEDVH RQ
RI WKH )LQD QRIUDDGS 6HBFQYMRYFRQRPLF 5H YARILZ ZEHU
%RXOWRQ 7 - 6PDUW 6 % =XWWHU & - (DUQLQJV 4XDOL
7KH $FFRXQWLQJ 5HYLHZ GRL DFFU

%RXOWRQ 7 - 6PDUW 6 % =XWWHU & - &RQVHUYDWLVF

-RXUQDO RI  QWHUQDWLRQDO % XVLIGRLVY 6WX\GLHYV

%RZHQ 50 ;LD & &KHQJ 4 $QDO\WW &RYHUDJH DQG WK
(YLGHQFH IURP 8QGHUSULFLQJ Rl 6HDVRGRQWHPSRWD 2V I $BERX
5HVHDUFK GRL FDU



%UDGOH\ ' - &RRQH\-: -RUGDQ % ' 6LQJK $ . 1IHIJRWLI
&RPSDULVRQ Rl ,QWHJHU -RX UXRDD, @ WHIHQ R2VO DQG 4XDQWLWI

GRL 6

%URZQ 3 3UHLDWR - 7DUFD $ OHDVXULQJ &RXQWU\

$FFRXQWLQJ 6WDQGDUGYV $Q $X-®RXW @M®E R Q PRUNFIHPHANOW) BQ B Q\F H
GRL MEID

%URZQ 3 3UHLDWR - $ ZRPSDUISVRQ RI %HWZHHQ &RXQWU\ 0
BHWWLQJ DQG (QIRUFHPHQW RRX{FFRGQRVL®XVAVWQDHYEDULQ@WVQFH
GRL MEID

%XUJVWDKOHU '  'LFKHY |, (DUQLQJV ODQDJHPHQW WR $Y
-RXUQDO RI $FFRXQWLQJ DQG (FB®@®RPLFV 6

%\DUG ' 'DUURXJK 01 7K&PUKH LV 1R (YLGHQFH WKDW 0ODQGDW
VLIQLILFDQWO\ GHFUHDVHRUNRQ 3 QXIHIHWLPAOUIXFK &ROOHJH
GRL VVUQ

&KDSOLQVN\ 6 +DQOH\ . : ORRQ 6 . 7KH -2%6 $FW DQC
-RXUQDO RI $FFRXQWLQJ 5HVHDRLFK :

&KULVWHQVHQ + +DLO / [HX] & ODQGDWRU\ ,)56 5HSRU
-RXUQDO RI $FFRXQWLQJ (FRQRREBOHPHQW

GRL M MDFFHFR

'DVNH + +DLO / [/HX] & O9HUGL 5 ODQGDWRU\ ,)56 5HSI

(YLGHQFH RQ WKH (FROQRRXUQRQVHTEARDEXYWLQJ 5HVHDUFK
GRL M ; [

'"HFKRZ 3 0 *H 6FKUDQG & 8QGHUVWDQGLQJ (DUQLC

3UR[LHV WKHLU '"HWHUPLQD QVYRX DQBE0 WRK HELAF R RQW H Q@ X HOQFGH \(F R G
GRL RUJ M MDFFHFR

'HFKRZ 3 0 60ORDQ 5* 6ZHHQH\ $ 3 'H W K FIWBLFEF R XIWAQLLQQ).

SHYLHZ

'MDQNRY 6 /D3RUWD 5 /RSH] GH 6LODQHYV ) 6KOHLIHU $
'HDOLRXUQDO RI )LQDQFLDO (FRQREBREV M MILQHFR

(OOXO $ 3DJDQR O 32 8QGHUSULFL/KBIPYQICH %I RIHW Q D Q RHI
BWXGLHV GRL UIV KKM



(QJHOHQ 3 - 9DQ (VVHQ 0 8QGHUSULFLQJ RI ,32V )LUIJ
&KDUDFW-RXIUNQDIOFRI %DQNLQJ )LQDQFGIRL M MEDQNILQ

(ZHUW 5 :DJHQKRIHU $ (IHIHFWV Rl ,QFUHDVLQJ (QIRUFHP
DQG $XGLWRNKDOLW RI $FFRXQWLQJ 5HVHDRLFK :

)DOFRQLHUL 6 7DVWDQ 0 7KH 5ROH RI $GPLVVLRQ 'RFX
3ULFHG(FRYRPLFV /HWWHUWGRL M HFRQOHW
JUDQFLV % % +DVDQ , /RWKLDQ -5 6XQ ; 7KH 6LJQDC

IURP ITRUHLIJQRXYXDO RI )LQDQFLDO DQG 4XDQWLWDWLYH
GRL 6

+DQOH\ . : +REHUJ * JLWLIJDWLRQ 5LVN B6WUDWHJILF 'LVF
3XEOLF 2IITHURQUWQ DO RI JLQDQFLDO (FRQRPLFV

GRL M MILQHFR

+HDO\ 30 ‘DKOHQ -0 $ 5HYLHZ RI WKH (DUQLQJV 0D
 PSOLFDWLRQV IRU 6 W DRFRFIRK@ WLOHWWERUL]RQV

GRL DFFK

+RQJ +$ +XQJ 0 JRER * - 7KH ,PSDFW RI ODQGDWRU\
*OREDO &DSLWD PPARKOMM. QJ 5HYLHZ GRL DFFU

+RSH 2 . 'LVFORVXUH 3UDFWLFHV (QIRUFHPHQW RI $FF

JRUHFDVW $FFXUDF\ $Q ,RWHQODWRRGBFOREWWGEQJ 5HVHDUFK
GRL ;

+RSS & 'UHKHU $ 'R 'LITHUHQFHV LQ ,QVWLWXWLRQDO D!
&RXQWU\ 9DULDWLRQV LQ ,$8S088GHUFRRBLUFYV
GRL

+XDQJ = /LX - 0D * 'LVWDQFH 7UDQVSRUBWWLHRQRIDQG
AXDQWLWDWLYH )LQDQFH $FFR)XGRWLQJ V

 EERWVRQ 5 * 3ULFH 3HUIRUPDQFH R4REZEPPRQR6WROD QIFH
(FRQRPLFV GRL ; ;

,EERWVRQ 5 * “DIIH - ) 3 HRXW QWD\OX IR ) DQ N @ MH/

GRL M W E [

,EERWVRQ 5 * 6LQGHODU -/ 5LWWHU -5 7KH ODUNHWY
3XEOLF 2IIHURRUQ@DO RI  $SSOLHG &RUSRUDWH )LQDQF

GRL M W E [



-DFNVRQ + ( 5RH O - 3XEOLF DQG 3ULYDWH (QIRUFHPHQW
(YLGH@HJQDO RI )LQDQFLDO (FR@RALFY M MILQHFR

.DXIPDQQ ' .UuDD\ % ODVWUX]IL O 7KH :RUOGZLGH *RYHU
<RUN 7KH :RUOG %DQ@KRZ BYDILOBEFDHVBWY RUJ

.HQQHG\ ' % B6KLYDNXPDU 5 9HW]DO . 5 7KH ,PSOLFDWL
JLUP DQG ,QVLGHUV 7HVWYV RI $V\RRHWQDP R RRPIDIWERQ JKERQ
GRL M HPSILQ

/ID3RUWD 5 /RSH] GH 6LODQHV ) 6KOHLIHU $ 9LVKQ\ 5
J)LQDQRXUQDO RI J)LQDQFH GRL M WE [

/ID3RUWD 5 /RSH] GH 6LODQHV ) 6KOHLIHU $ -RKVIQQ@WO RI:
SROLWLFDO (FRQRP\ GRL

/ID3RUWD 5 /IRSH] GH 6LODQHV ) 6KOHLIHU $ 9LVKQ\ 5 :
&RUSRUDWH-BROQDWLRQLQDQFH GRL

IDSRUWD 5 /RSH] GH 6LODQHV ) 6KOHLIHU $ -RXUKQDW RRUN
J)LQDQFH GRL M [

/ID3RUWD 5 J/RSH] GH 6LODQHV ) 6KOHLIHU $ 7KH (FRQR
-RXUQDO RI (FRQRPLF /LWHUDGKRLUH MHO
/IHRQH $ - SRFEN 6 :LOOHQERUJ O 'LVFORVXUH RI ,Q

8QGHUSULFLQJ LQ ,QLWLRXUDOED LKl BFRBXQWLQJ 5HVHDUFK
GRL M : [

JHX] & 1DQGD \WRFNL 3 (DUQLQJV ODQDJHPHQW L
,QWHUQDWLRQDO -RRPGDOLVRQ )LQDQFLDO (FRQRPLFV
GRL 6 ;

/L ; :DQJ 66 :DQJ ; 7UXVW PR)GU BROBRG KRS SRULQMH )L
GRL M MFRUSILQ

ILQ +/ 3XNWKXDQWKRQJ . ‘DONHU 7 - $Q ,QWHUQDWLF
+\SRWKHVLV Rl ,32 S8@®RXWOQDWLFLRI &RUSRUDWH )LQDQFH
GRL M MFRUSILQ

IMXQJTYLVW $ 3 )32 8QGHUSULFIMJIGERR (F RE R RYW SR UTBWH )
(PSLULFDO &RUSRIRIDWH )LQDQF$#PVWHUGDP 1RUWK +ROODQG



IMXQJTYLVW $ 3 -HQNLQVRQ 7 :LOKHOP -U Do- *ORED
ODUNHWY 7KH 5ROH RI 8 6 %DIHWLHDAQRI8)BQDQFHUW RIWXGLHV
GRL ulv

JRER * - B6RQJ O BWDQIRUG 0 $FFUXDO VR4UIDMA\R D Q ¢
%DQNLQJ )LQDQFH GRL M MEDQNILQ
JRXJKUDQ 7 OF'RQDOG % )32 )LUVW 'D\ 5HWXUQV

9RODWLOLW\ DQRG )RUPRXUQDOQRADJHQDQFLDO (FRQRPLFV
GRL M MILQHFR

JRXJKUDQ 7 G5LWWHU -5 5\GTYLVW . ,QLWLDIDFBXNEOLF 2
%DVLQ )LQDQFH -RXUQDO GRL :

JRXJKUDQ 7 5LWWHU - 5 'K\ '"RQIW ,VVXHUV *HW 8SVHW

LQ ,33WMYLHZ RI )LQDQFLDO 6WXGGRV ulv

JRXJKUDQ 7 S5LWWHU - 5 'K\ +DV ,32 8QGMHIUQFILDO &}

ODQDJHPHQW GRL GLJ Y Q

JRZU\ 0 6KX 6 /ILWLJDWLRQ 5LVRXDQGQ3RI8QQBQSUDRBL (FJ
GRL 6 :

1LHOVVRQ 8 :yMFLN 3UR[LPLRXDQDO, R E@REISB Y DMFH Q¢

GRL M MFRUSILQ

3UH]DV $ 3 7DULPFLODU 0 9DVXGHYDQ * . TMAH 3ULFL
JLQDQFLDO 5HYLHZ GRL M W E [

S5LWWHU - 5 7KH 3+RW ,VVXRIXUQDWNHRW BXVLQHVV

GRL

S5LWWHU - 5 7KH &RVWRXBDRDRLAI BXEOQFLDO (FRQRPLFV

GRL ;

5RFN . 'K\ 1HZ ,VVXHV $RKUSIDICHBSYLEBEQFLDO (FRQRPLFV

GRL ;

6FKHQRQH & 7KH (IITHFW RI %DQNLQJ 5HODWLRQVKLS\
SULFIRXUQDO RI )LQDQFH GRL M [

KL & 3XNWKXDQWKRQJ . ':DONHU 7 'RHV 'LVFO

(YLGHQFH IURP ,QWHUQDAREWYP®SRIPDUDBFARXQWLQJ 5HVHDUF
GRL M [



JLIXUH ,QIRUPDWLRQ DV\PPHWULHV ZLWK DQ ,32

Issuer
BARON & HOLMSTROM (1980); 3 7
BARON (1982): > ALLEN & FAULHABER (1989):
Underpricing as a result of P Underpricing as a signal
agency problems 7
7
7
7
Z
Underwriter Investors

Informed Uninformed

Wga ==

Direction of information asymmetry:
lated 1 ting enforcement level RO
— . . | arm » "
£ Daceounimg s horoe ove Underpricing o overcome winner's

== == == =P non related to accounting enforcement level curse

JLIXUH &RXQWU\ OHYHO DFFRXQWLQJ HQIRUFHPHQW DQG XQGF

mess $FF(QIRUFH 8QGHUSULFLQJYUHQG XQGHUSULFLQJ OLQHDU

A9

119
ino
i19
I l )

i9
+LJKHVW $FF(QIRSFA(QIRUBE $FF(QIRUWK $FF(QIRREHMVW $FF(QIRUFH
TXLQWLOH TXLQWLOH TXLQWLOH TXLQWLOH TXLQWLOH

JLIXUH GHSLFWV WKH DVVRFLDWLRQ EHWZHHQ FRXQWU\ OHYHO DFFR
UDQNHG DFFRUGLQJ WR DFFRXQWLQJ HQIRUFHPHQW OHYHO DQG WKHC
TXDQWLILHV WKH H[WHQW Rl PHDQ XQGHUSULFLQJ LQ WKH OHIW K
HQIRUFHPHQW $FF(QIRUFH



7TDEOH 6DPSOH VHOHFWLRQ

IPOs Remaining

Selection step dropped IPOs

Countries

.32V IURP 7KRPVRQ 5HXWHUV 1HZ ,VVXHV 'DWDEDVH H[FOXGLQ
)32V ZLWK XQLW RIIHULQJV ,32V ZLWK VXEVFULSWLRQ ULJK)\
LQFXPEHQW VKDUHKROGHUV ,32V Rl 35HDO (VWDWH ,QYHVWPHQ
RU ILQDQFLDO LQVWLWXWLRQV

3ULFH UHJXODWLRQ LQ &KLQD *

ODWFKLQJ ZLWK VWRFN SULFH GDWD LQ 'DWDVWUHDP DFFRUGL
&RGH

JLUVW FORVLQJ SULFHV ! GD\V DIWHU ,32
, 32V IURP FRXQWULHV ZLWK IHZHU WKDQ , 32V

(OLPLQDWLRQ RI ,32V ZLRAK!XQGHHIFRAHFWQODH 3,631 32

1R GDWD DYDLODEOH IRU WKH $JH YDULDEOH
1R GDWD DYDLODEOH IRU WKH ODUNHW 5HWXUQYVY YDULDEOH

1R GDWD DYDLODEOH IRU WKH 2IIHU 3ULFH 5HY30VLRQ 32DULDEOI




7TDEOH &RXQWU\ OHYHO GDWD RQ ,32V XQGHUSULFLQJ DQDO\\
DFFRXQWLQJ HQIRUFHPHQW OHYHO

Number

Country IPOs

f);s;ee(;?zg : #Analysts Mean AccEn-
/ firm Ease Suits force
EQAggr)

$XVWUDOLD
%HOJLXP

% UD]LO
&DQDGD
&KLOH
&KLQD

'"HQPDUN
J)LQODQG
JUDQFH
*HUPDQ\
+RQJ .RQJ
,QGLD

,QGRQHVLD
,WDO\

-DSDQ

OH[LFR
1IHWKHUODQGV

1HZ =HDODQG
1RUZD\
3KLOLSSLQHV
3RODQG
5XVVLD

6LQJDSRUH
BRXWK $IULFD
BRXWK .RUHD
6SDLQ
6ZHGHQ

6ZLW]HUODQG
7KDLODQG
7XUNH\

8.

86%

JRU GHILQLWLRQV RI XQGHUSULFLQJ (DVHB6XLWV DQG $FF(QIRUFH VHE



7TDEOH 6 XPPDU\ VWDWLVWLFV

VW UG 6WDQG
1 OHDQTXDUV\PLFbGHLD'PXDUWQ_IDQ-I ODI GHY

8QGHUSULFLQJ LQ

O0Q 8QGHUSULFLQJ

Country-level variables

$FF(QIRUFH
$QDO\VWYV

(DVHB6XLWYV
(4$JJU

6KDUHKROGHU 5LJKWV
yQGH]

&RPPRQ /DZ
OQ ODUNHW 5HWXUQ

0Q ,32 $FWLYLW\
OQ 7UDGBY9RO

IPO-specific controls

0OQ ,32 VL]JH LQ PLOOLRQ
86

$JIH

9RODWLOLW\
7TRS7TLHU8QGHUZ
JLUP &RPPLWPHQW

(TXLW\ &DUYH RXW
IRENXS'D\V
2ITHU3ULFH5HYLVLRQ

JRUHLJQ ,32

7TDEOH VKRZV GHVFULSWLYH VWDWLVWLFV )RU GHILQLWLRQV RI WKH
WULPPHG DW WKH DQG SHUFHQWLOHV



7TDEOH +\SRWKHVLYV 7KH GLUHFW HIITHFW RI FRXQWU\ OHYHO DFFRXQWLQJ HQIRUFHPHQW RQ X

3UH
VLI

OQ XQGHUSULFLQJ
&RHII
W YDOXH
$00 ZLWKRXW ZLWKRXW ZLWK VLJQLIZAMIWXQGHUSZLMUIQRXW 86
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