

[bookmark: _GoBack]Supplementary_Online_Appendix
Tables and Figures
Table A1 Summary Statistics of the IPO Sample and Key variables

	
	Mean
	Median
	STD
	Minimum
	Maximum

	UP
	0.091
	0.028
	0.220
	-0.391
	1.191

	DTA
	0.014
	0.008
	0.131
	-0.448
	0.588

	DCA
	-0.007
	-0.004
	0.175
	-0.842
	0.818

	DNA
	0.021
	0.006
	0.173
	-0.888
	0.788

	ADTA
	0.089
	0.058
	0.096
	0.001
	0.573

	SOE
	0.644
	1.000
	0.480
	0.000
	1.000

	Negative Cash Flow
	0.169
	0.000
	0.376
	0.000
	1.000

	Auditor
	0.91
	1.000
	0.288
	0.000
	1.000

	Underwriter
	0.621
	1.000
	0.486
	0.000
	1.000

	Age (years)
	5.749
	2.994
	6.939
	1.139
	45.428

	Dual Listing
	0.249
	0.000
	0.433
	0.000
	1.000

	Market Return
	0.082
	0.220
	1.474
	-5.850
	3.830

	Leverage
	0.228
	0.207
	0.178
	0.000
	0.903

	Pricing Range
	0.215
	0.234
	0.093
	0.000
	0.457

	Stabilization Purchase
	0.429
	0.000
	0.496
	0.000
	1.000

	Issue Size (million HK$)
	3,911
	1,840
	5,498
	51
	28,800

	Growth
	0.473
	0.234
	1.180
	-0.565
	11.128

	Sales (million HK$)
	12,652
	2,298
	34,750
	0.000
	288,955

	IPO Underpricing by State Ownership

	SOEs
	114
	11.87%
	5.08%
	24.16%
	-19.23%
	119.08%

	Non-SOEs
	63
	4.10%
	0.34%
	16.31%
	-39.09%
	59.12%

	Total
	177
	9.10%
	2.83%
	21.96%
	-39.09%
	119.08%


(Source: table created by authors.)
All variables are defined in Definition of Variables.

Table A2 Summary Statistics of the IPO Sample for Long Term Performance Analysis
	
	Mean
	Median
	STD
	Minimum
	Maximum

	BHAR
	-0.474
	-0.503
	0.926
	-2.611
	5.718

	CAR
	-0.449
	-0.398
	0.826
	-3.426
	1.733

	BHAR12
	-0.316
	-0.194
	1.177
	-12.430
	1.132

	BHAR24
	-0.358
	-0.336
	0.886
	-5.947
	2.363

	ADTA
	0.088
	0.060
	0.092
	0.001
	0.573

	SOE
	0.655
	1.000
	0.477
	0.000
	1.000

	Auditor
	0.905
	1.000
	0.294
	0.000
	1.000

	Underwriter
	0.607
	1.000
	0.490
	0.000
	1.000

	Age (years)
	5.617
	2.813
	6.978
	1.138
	45.428

	Market Return
	0.225
	0.000
	0.641
	-0.363
	1.785

	MUP
	-0.009
	-0.045
	1.233
	-3.230
	4.911

	∆Leverage
	-0.050
	-0.031
	0.095
	-0.404
	0.215

	PE Ratio
	0.383
	0.292
	0.955
	-10.100
	4.190

	∆Net Income
	0.023
	0.022
	0.147
	-1.328
	0.376

	Issue Size (million HK$)
	3,752
	1,823
	5,215
	51
	28,213

	IPO Long-term Performance by State Ownership

	SOEs
	110
	-53.06%
	-43.03%
	86.10%
	-261.14%
	356.06%

	Non-SOEs
	58
	-36.75%
	-54.92%
	103.89%
	-199.21%
	571.78%

	Total
	168
	-47.43%
	-50.25%
	92.64%
	-261.14%
	571.78%


(Source: table created by authors.)
All variables are defined in Definition of Variables.







Table A3 Chinese IPO Underpricing and Long-term Performance
Columns (1) – (4) report the regression analysis of Equation (1). Columns (5) – (8) report the regression analysis of Equation (2). All variables are defined in Definition of Variables. Clustering in IPO years and heteroscedasticity are controlled in calculating the t-stats in parentheses. *, ** and *** indicate significance levels of 10%, 5% and 1%, respectively.
	
	Dependent Variable: Underpricing
	Dependent Variable: Long-term Performance

	 
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)

	DREV 
	-0.256**
	
	
	-0.247*
	
	
	
	

	
	(-2.16)
	
	
	(-2.10)
	
	
	
	

	ADTA
	
	
	
	
	-0.962*
	-1.236**
	-0.910*
	-0.988**

	
	
	
	
	
	(-1.97)
	(-2.49)
	(-1.89)
	(-2.06)

	Oversubscription Ratio
	
	0.031***
	
	
	
	
	-0.019
	

	
	
	(5.19)
	
	
	
	
	(-0.93)
	

	Overallotment Exercised
	
	
	1.215***
	
	
	
	
	0.545

	
	
	
	(4.91)
	
	
	
	
	(0.51)

	SOE × Underwriter
	
	
	
	-0.125*
	
	
	
	

	
	
	
	
	(-1.91)
	
	
	
	

	SOE × Auditor
	
	
	
	
	
	-0.721**
	
	

	
	
	
	
	
	
	(-2.10)
	
	

	SOE
	0.075**
	
	
	0.145*
	-0.083
	0.566*
	
	

	
	(2.13)
	
	
	(1.93)
	(-0.33)
	(1.79)
	
	

	Negative Cash Flow
	-0.037
	-0.007
	-0.030
	-0.049
	
	
	
	

	
	(-1.13)
	(-0.23)
	(-1.11)
	(-1.43)
	
	
	
	

	Auditor
	0.017
	0.021
	0.016
	0.008
	0.299
	0.632**
	0.310
	0.297

	
	(0.32)
	(0.40)
	(0.31)
	(0.28)
	(1.37)
	(2.26)
	(1.46)
	(1.37)

	Underwriter
	-0.007
	-0.012
	-0.053
	0.069
	0.079
	0.051
	0.068
	0.071

	
	(-0.15)
	(-0.24)
	(-1.10)
	(1.30)
	(0.53)
	(0.34)
	(0.45)
	(0.48)

	Age
	-0.005
	-0.024
	-0.022
	-0.007
	0.093
	0.102
	0.101
	0.100

	
	(-0.32)
	(-1.53)
	(-1.41)
	(-0.33)
	(1.25)
	(1.37)
	(1.31)
	(1.30)

	Market Return
	-0.056
	-0.022
	-0.030
	-0.044
	-0.526***
	-0.537***
	-0.520***
	-0.539***

	
	(-0.48)
	(-0.21)
	(-0.28)
	(-0.34)
	(-3.08)
	(-3.17)
	(-3.21)
	(-3.36)

	Issue Size
	0.022
	0.005
	0.010
	0.025
	0.025
	0.034
	0.023
	0.010

	
	(1.13)
	(0.26)
	(0.52)
	(1.46)
	(0.37)
	(0.49)
	(0.38)
	(0.16)

	Dual Listing
	-0.027**
	-0.018*
	-0.023**
	-0.025**
	
	
	
	

	
	(-2.43)
	(-1.75)
	(-2.30)
	(-2.57)
	
	
	
	

	Leverage
	-0.033
	0.001
	-0.006
	-0.030
	
	
	
	

	
	(-0.78)
	(0.03)
	(-0.14)
	(-1.08)
	
	
	
	

	Pricing Range
	0.021
	0.012
	0.073
	0.083
	
	
	
	

	
	(0.12)
	(0.08)
	(0.43)
	(0.41)
	
	
	
	

	Stabilization Purchase
	-0.222***
	-0.135***
	-0.144***
	-0.210***
	
	
	
	

	
	(-7.31)
	(-4.20)
	(-4.47)
	(-4.84)
	
	
	
	

	Growth
	-0.012
	-0.019*
	-0.011
	-0.014
	
	
	
	

	
	(-1.34)
	(-1.86)
	(-1.39)
	(-1.21)
	
	
	
	

	Sales
	-0.005
	0.004
	-0.001
	-0.008
	
	
	
	

	
	(-0.88)
	(0.72)
	(-0.14)
	(-1.50)
	
	
	
	

	MUP
	
	
	
	
	-0.051
	-0.055
	-0.039
	-0.052

	
	
	
	
	
	(-1.13)
	(-1.20)
	(-0.86)
	(-1.09)

	 Leverage
	
	
	
	
	1.592*
	1.607*
	1.469*
	1.570**

	
	
	
	
	
	(1.95)
	(1.98)
	(1.88)
	(2.02)

	PE Ratio
	
	
	
	
	-0.195
	-0.215
	-0.205
	-0.180

	
	
	
	
	
	(-1.47)
	(-1.57)
	(-1.61)
	(-1.46)

	 Net Income
	
	
	
	
	1.830
	1.949
	1.854
	1.729

	
	
	
	
	
	(1.42)
	(1.48)
	(1.52)
	(1.47)

	Constant
	0.077
	-0.060
	-0.036
	0.057
	-0.513
	-0.874
	-0.522
	-0.504

	
	(0.44)
	(-0.36)
	(-0.21)
	(0.35)
	(-0.99)
	(-1.64)
	(-1.03)
	(-1.01)

	Industry Fixed Effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	NO. of Obs.
	177
	177
	177
	177
	168
	168
	168
	168

	R2Adj 
	28.7%
	36.8%
	37.1%
	28.0%
	17.2%
	17.9%
	17.3%
	17.2%


(Source: table created by authors.)


Figure A1
[image: ]
(Source: figure created by authors.)
This figure shows the average monthly returns (the solid line) of the Chinese IPO firms up to 36 months post listing; and the buy-and-hold-abnormal returns and cumulative abnormal returns (the dotted lines) up to 36 months post listing.


Figure A2
[image: ]
(Source: figure created by authors.)
This figure shows the buy-and-hold-abnormal returns of the Chinese IPO firms and the sub-samples of state-owned enterprises (SOEs) and non-SOEs (Private Companies) up to 36 months post listing.

Figure A3
[image: ]
(Source: figure created by authors.)
This figure shows the cumulative abnormal returns of the Chinese IPO firms and the sub-samples of state-owned enterprises (SOEs) and non-SOEs (Private Companies) up to 36 months post listing.


Definition of Variables
	Variable
	Construction

	UP
	IPO underpricing, calculated as the initial trading day return:
 𝑈𝑃𝑖 = (𝑃𝑖1 − P𝑖0) / 𝑃𝑖0 
where UPi denotes the underpricing of IPO firm i on its initial listing day; Pi1 denotes the close price of IPO firm i at the end of the first trading day; Pi0 denotes offering price of IPO firm i

	MUP
	Market adjusted underpricing, calculated as subtracting the market index return on IPO first trading day from the underpricing of the IPO share

	DTA
	Discretionary total accrual following Teoh et al. (1998a), refer to Construction of Earnings Quality Measures below

	DCA
	Discretionary current accrual following Teoh et al. (1998a), refer to Construction of Earnings Quality Measures below

	DNA
	Discretionary non-current accrual following Teoh et al. (1998a), refer to Construction of Earnings Quality Measures below

	ADTA
	Absolute value of discretionary total accrual (DTA), refer to Construction of Earnings Quality Measures below

	CFA
	Cash flow accrual following Dechow and Dichev (2002), refer to Construction of Earnings Quality Measures below

	CDFO
	Discretionary cash flow following Francis et al. (2005), refer to Construction of Earnings Quality Measures below

	DREV
	Discretionary revenue following Stubben (2010), refer to Construction of Earnings Quality Measures below

	BHAR
	36-month buy-and-hold abnormal return following the method of Ritter (1991)

	BHAR12
	12-month buy-and-hold abnormal return following the method of Ritter (1991)

	BHAR24
	24-month buy-and-hold abnormal return following the method of Ritter (1991)

	CAR
	36-month cumulative abnormal return

	SOE
	Dummy variable equal to one if the IPO firm is owned by the state, zero otherwise

	Age
	Firm age

	Leverage
	Total debt (including long-term borrowing and short-term borrowing) divided by total assets at the financial year-end prior to IPO

	Sales
	Sales revenue at the financial year-end prior to IPO

	Growth
	Sales revenue growth rate at the financial year-end prior to IPO

	Issue Size
	IPO issue size

	Negative Cashflow
	Dummy variable equal to one if the IPO firm reports negative pre-IPO operating cash flow and positive pre-IPO net income, and zero otherwise

	Dual Listing
	Dummy variable equal to one if the sample firm is listed at another stock exchange prior to the IPO in Hong Kong, and zero otherwise

	Auditor
	Dummy variable equal to one if the IPO firm auditor is one of the “Big Fours”, and zero otherwise

	Underwriter
	Dummy variable equal to one if the IPO is underwritten by at least one investment bank that belongs to the Top-20 group in the IPO year as indicated by Vault.com, and zero otherwise

	Pricing Range
	(IPOmax price - IPOmin price)/ IPOmidpoint price

	Market Return
	Hang Seng China Enterprise Index return on the IPO first trading day

	PE Ratio
	PE ratio of IPO firm at the time of issuance, calculated as the issue price divided by the earnings per share using the last financial year earnings and number of shares outstanding post the IPO in Hong Kong, following Qian et al. (2023)

	∆ Leverage
	The change of leverage of the IPO firm

	∆ Net Income
	The change of net income of the IPO firm

	Stabilization Purchase
	Dummy variable equal to one if the underwriters of an IPO make purchase of the shares of the issuing firm in the open market within 30 days of trading starts, and zero otherwise

	Oversubscription Ratio
	The total number of valid subscription of IPO shares in the “public offer” tranche available to Hong Kong retail investors, divided by the total shares available in the Hong Kong public offer

	Overallotment Exercised
	Dummy variable equal to one if the overallotment option of the “placing” tranche available to Hong Kong institutional investors is exercised, and zero otherwise





Industry Matching Process
The matching group for each IPO firm comprises all listed firms at Mainland China stock market in the same industry prior to the IPO year. We manually match the industry classification of Hang Seng Industry Classification System with the China Securities Regulatory Commission (CSRC) Industry Classification of Listed Companies after thoroughly reading the industry classification guides from both sources and the IPO firm’s prospectus. The mapping of the two industry classification systems is provided below. 
	CSRC Industry Classification for Listed Companies 
(CSRC, effective 2013)
	Hang Seng Industry Classification System 
(Hang Seng Indexes Company Limited, effective 2007)

	A Farming, forestry, animal husbandry and fishery
	20 Consumer goods

	B Mining Industry
	

	B6-B7, B11
	00 Energy

	B8-B10
	05 Material

	C Manufacturing Industry
	

	C13-C21, C23-C24, C27, C36, C41
	20 Consumer goods

	C22, C26, C28-C29, C31-C32
	05 Material

	C25
	00 Energy

	C30, C33-C35, C37-C38, C42
	10 Industrials

	C39-C40
	70 Information Technologies

	D Production and supply of electric power, gas and water
	40 Utilities

	E Construction industry
	60 Properties & Constructions

	F Wholesale and retail trade
	30 Consumer services

	G Traffic, storage and mail business
	10 Industrials

	H Accommodation and food industry
	30 Consumer services

	I Information transfer, computer service
and software industry
	70 Information Technologies

	J Financials
	50 Financials

	K Real estate
	60 Properties & Constructions

	L Leasing and business service industry
	10 Industrials

	M Scientific research, technical service and geologic examination industry
	10 Industrials

	N Water conservancy, environment and
public institution management
	10 Industrials

	P Education
	30 Consumer services

	Q Sanitation, social security and social
welfare industry
	30 Consumer services

	R Cultural, physical and entertainment
industry
	30 Consumer services

	S Conglomerates
	80 Conglomerates



An example is discussed here to illustrate the use of the mapping: Shanghai Pharmaceuticals (Stock code: 2607) listed at Hong Kong Stock Exchange on 20 May 2011 with allocated industry classification code 20 (Consumer Goods in Hang Seng Industry Classification System). We read the prospectus of Shanghai Pharmaceuticals to decide its specific business operations in mainland China and then examine the CSRC industry classification to find the closest match of industry C (Manufacturing) and sub-industry code C27 Pharmaceutical Industry. To construct the matching group for Shanghai Pharmaceuticals, we include all China A-share companies with the industry code of C27 prior to the year when Shanghai Pharmaceuticals was listed at Hong Kong Stock Exchange.


Construction of Earnings Quality Measures
We follow Teoh et al. (1998) to construct the discretionary accrual measures. The intuition of this approach is that the total accrual (the difference of Net Income and Operating Cash Flow) for a company in a given year can be decomposed into two components: non-discretionary accrual and discretionary accrual. Non-discretionary accrual is caused by the economic and industry wide variations that affect all companies. For example, all of the manufacturers of a specialized equipment are likely to have increased accounts receivable as a result of recession or an exogenous shock in the trading conditions of their customers. On the other hand, discretionary accrual reflects the management’s manipulation of earnings that result in more smoothed or inflated earnings that disguise the true earnings volatility of the business. The calculation starts from the estimation of the total accrual as below:
[image: ]                                                                         (A1)
Where AC is the total accrual.
[image: ]               (A2)
Where CA is the current total accrual.
The fitted beta coefficients for a given IPO i in a given year t and given industry is estimated by running a cross-sectional regression of the industry matching group for the IPO firm i:
[image: ]                                                                     (A3)
Where t denotes pre-IPO year, CA is current accruals, TA is total assets, ΔSales is change in sales, q for the company in the industry matching group for IPO i in a given year and ∈ the error term.
The non-discretionary accrual for IPO i in pre-IPO year t is estimated using the coefficient estimates from the above matching group cross-sectional regression:
[image: ]                                                                       (A4)
Where NDCA is current non-discretionary accrual for IPO i in pre-IPO year t,  and  are estimated coefficient from Equation (A3) and ΔTR is change in trade receivables.
Then the discretionary current accrual for IPO i in pre-IPO year t is estimated as below:
[image: ]                                                                                                                             (A5)
Where DCA is discretionary current accrual for IPO i in pre-IPO year t, CA is current accrual, NDCA is non-discretionary current accrual, and TA is total asset.
Using a similar process, the discretionary total accrual of IPO i in pre-IPO year t is estimated as below. Firstly, estimate the cross-sectional regress of IPO i’s industry matching group:
[image: ]                                                   (A6)
Where AC is the total accrual for company q in the industry matching group, PPE is net property, plant and equipment, TA is total assets, ΔSales is change in sales and  the error term.
Then the non-discretionary total accrual for IPO i in pre-IPO year t is estimated using the coefficient estimates from Equation (A6):
[image: ]                                             (A7)
Where NDTAC is the non-discretionary total accrual for IPO i in pre-IPO year t,  ,  and  are estimated coefficients from Equation (A6), PPE is net property, plant and equipment, TA is total assets, ΔSales is change in sales.
The discretionary total accrual for IPO i in pre-IPO year t is:
[image: ]                                                                                                 (A8)
Where DTA is the discretionary total accrual for IPO i in pre-IPO year t, AC is total accrual, NDTAC is non-discretionary total accrual and TA is total asset.
Finally, the discretionary non-current accrual is calculated as the difference between discretionary total accrual and discretionary current accrual:
[image: ]                                                                                                   (A9)
In order to capture the earnings management of the Chinese IPO firms from alternative perspectives, we also construct additional measures: cash flow accrual (Dechow and Dichev, 2002), discretionary cash flow (Francis et al., 2005) and discretionary revenue (Stubben, 2010). All these three models of earnings management use times series data, which is not feasible for studying IPO firms. Inspired by Teoh et al. (1998), we instead estimate a cross-sectional regression for each IPO firm’s industry matching group in pre-IPO year t and use the coefficient estimates in the calculation of non-discretionary cash flow or revenue for the IPO firm. For example, in order to employ the Stubben (2010) approach on IPO firms with limited historical financial data, we estimate the following cross-sectional regression for each IPO firm’s industry matching group in pre-IPO year t:
[image: ]                                                                           (A10)
Where TR is trade receivables, TA is total assets, ΔSales is change in sales and  the error term.
The coefficient estimates from Equation (A10) are used to estimate the non-discretionary revenue and discretionary revenue for the IPO firm using the similar approach as in the calculation of non-discretionary accrual and discretionary accrual. The process is not repeated for brevity.
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