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Abstract 
Earnings management occurs when management’s autonomy allows manag-
ers to change the surpluses and then mislead investors about potential com-
pany’s performance and quality. According to the sample of 330 listed com-
panies on the GEM, we use the event study and modified Jones model to 
measure variables and then find that the market investors can guard against 
the earnings management behavior by observing the abnormal reverse volatil-
ity of the IPO stock lifting period, which can be looked as a negative signal. In 
addition, the study also finds that the IPO firms supported by venture capital 
institutions have stronger earnings management at the lockup expiration pe-
riod. Moreover, the state-owned background and high reputation of venture 
capital institutions has negative regulation function, which can supervise and 
audit the earnings management behavior of enterprises after IPO, thus wea-
kening the negative volatility of the market. From the point of view of signal 
theory, this paper probes into the negative signals of earnings management 
behavior of IPO during the lockup expiration period, and has a better under-
standing of the transfer of negative signals. 
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1. Introduction 

Initial public offering (IPO) is a type of public offering in which shares of a 
company usually are sold to institutional investors that in turn, sell to the general 
public, on a securities exchange, for the first time. The high degree of asymme-
tric information between internal and external investors is a prominent feature 
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of IPO enterprises, so external investors are faced with various difficulties in as-
sessing the true value of enterprises in IPO. Even after IPO, it is difficult for ex-
ternal investors to judge existing performance through limited financial data [1], 
which is called earnings management. Earnings management involves the altera-
tion of financial reports to mislead stakeholders about the organization’s under-
lying performance, or to “influence contractual outcomes that depend on re-
ported accounting numbers.” This has led to the opportunity for insiders to 
drive short-term stock prices by manipulating financial information [2]. Outside 
investors, however, are unable to observe this behavior and need to be tested by 
certain signals. Therefore, this paper is based on the signal theory, as a negative 
signal to the abnormal fluctuation of stock lifted by IPO negative, distinguishing 
enterprise is the existence of earnings management, and the introduction of risk 
investment institutions, explore the relationship between the three. 

Although signal theory has been widely used in the study of IPO process, 
there are still three aspects to be further explored. First of all, little attention has 
been paid to the transmission of passive signals in signal theory research [3]. At 
present, the discussion of signal transmission is mainly focused on the impact of 
positive signals, while the research on the judgment and detection of negative 
signals released by IPO enterprises is less. Second, the former signal theory re-
gards the enterprise as a whole and studies how the investors benefit from the 
signals sent by the enterprise. However, in real life, enterprises are often multiple 
interest groups coexist in the organization, because of agency problems, conflicts 
and contradictions within the organization of different interest groups will affect 
the enterprise profit allocation results, and thus have an impact on the external 
market. Therefore, it is very important to understand how the internal stake-
holders in IPO enterprises influence corporate behavior and what kind of signal 
transmission it causes. Finally, signal theory pays little attention to the study of 
signal reception [3]. The receiver can alter the effect of signal transmission by 
rewarding or punishing the sender, so it is important to study how the receiver 
identifies and reacts. 

In view of this, based on China’s GEM market from 2009 to 2016 IPO com-
pany as the research object, this article studies the following problems: the lifting 
of the ban period, the stock price of IPO enterprise negative abnormal fluctua-
tions can be seen as a negative signal of enterprise earnings management? What 
are the roles of venture capital? What impact does the background and reputa-
tion have on the performance of the signal? The study found: first, IPO shares 
price showed negative abnormal fluctuations to some extent explain the impact 
that enterprises do on the market by positive earnings management behavior af-
ter lockup expiration; second, the relationship between negative abnormal fluc-
tuation and earnings management will be more closely linked in the enterprises 
that venture backed on lockup period; third, positive association between the 
presence of VCs and earnings management behavior is attenuated when the 
VCs are non-government background; fourth, positive association between the 
presence of VCs and earnings management behavior is attenuated when the VCs 
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are highly reputable. Overall, after IPO lockup expiration, the negative abnormal 
returns to the corporate earnings management behavior and market perfor-
mance, the heterogeneity of risk investment institutions to support both reflect 
the relationship play a regulatory role, namely, different types of VCs in a certain 
extent affected the reaction degree of the market on earnings management beha-
vior of enterprises. 

The other parts of this paper are as follows: the second part is the literature 
review and research hypothesis; the third part is the data source and research 
design; the fourth part is the empirical results and analysis; the fifth part is the 
conclusion of the study. 

2. Background 
2.1. Earnings Management and IPO Lockup 

Defined by the securities law, IPO lockup means the company’s shares on the 
stock exchange date shall not be transferred within a certain period of time, be-
fore the lockup, before listing shareholders can freely sell their shares. Therefore, 
the IPO lockup has become an original shareholder of the enterprise, such as the 
risk of institutional investors out of an important signal. Before the initial release 
of the original shares, the only financial report disclosed by the enterprise was an 
important basis for investors to judge the value of the company [4]. Because of 
the imperfection and flexibility of the accounting system, the management and 
the shareholders have considerable discretion in the recognition of income and 
expenditure. Healy and Wahlen (1999) put forward the concept of behavior mo-
tivation of earnings management according to the different behavior motivation 
[5]. The earnings management of capital market motivation based on pointed 
out that due to the company to realize the accounting information and the earn- 
ings information will be used for the majority of investors to determine the op-
eration of the company, estimates the value of the stock and on this basis, so the 
internal people probably through positive earnings manipulation to influence 
investor to judge the effect of stock price. 

At the same time, earnings management also has negative consequences, such 
as litigation costs, reputation losses, loss of future accounting flexibility and neg-
ative long-term returns. When investors find that any information in the in-
vested enterprise is untrue or missing, it is very likely to lead to “voting with 
their feet” or even bringing a lawsuit. The potential costs of litigation and related 
reputational losses can sometimes even threaten enterprise survival [1]. In addi-
tion, the problem of earnings management of enterprises may also reduce the 
flexibility of accounting in the future, when managers exaggerated income, they 
will have less financial freedom in the subsequent time and ultimately have a 
negative impact on enterprises. As a result, as time passes, more accurate infor-
mation spreads, market will reduce the valuations of earnings management com- 
panies. Therefore, firms with high levels of earnings management tend to exhibit 
serious negative long-term stock returns. 
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2.2. Signal Transmission between Earnings Management and 
Stock Price Effect 

The theory of signal transmission is based on the Asymmetric Information 
theory, which firstly put forward by Pettit (1972) is based on the study of the 
market response of dividend information. Signal theory that the signal sender 
with its behavior intention of information processing, and the receiver according 
to the charge signal in accordance with their own interpretation of decisions [6]. 
Previous studies mostly started from the point of view of positive signals, which 
means that signals play an active role in the transmission process. For example, 
if the managers hold company’s shares for a long time, it transfer its positive 
signal with high quality [7], the receiver can signal through the signal selection 
of holdings of shares in the company to make a profit. The difference between a 
negative signal and a positive signal is whether the sender will lose the interest of 
an interest in the organization or other stakeholders in the market through the 
transmission of signals. Previous studies show that, when the retention of nega-
tive information will damage their own interests or the sender in the face of this 
kind of news is not as will be more punishment than a message, the sender signal 
will be forced to send negative signals [8] [9] [10]. 

In the context of this study, the lockup expiration is enterprise managers and 
shareholders to make the new enterprises more attractive in the deadline. The 
actions taken by companies in lockup expiration would distinguish them from 
companies that did not manage earnings. A good corporate whose shareholders 
in the lockup expiration will not be eager to cash in, on the contrary, corporates 
with earnings management shareholders will have stronger incentives to sell 
their shares, because they understand that their stocks are overvalued, when the 
market realizes, stock prices will likely decline rapidly [8]. Therefore, the enter-
prise staffs sell out amount of stocks after the lockup expiration, which makes 
damage to other stakeholders in this process, it can be called a negative signal, 
negative emotion and negative abnormal stock returns can be interpreted as the 
market towards the earnings management. 

If managers manipulate earnings through the adjustment of accounting in-
formation, the stock price will achieve a significant increase in the short term, 
and external investors are likely to be deceived by the company’s exaggerated 
performance for the time being. The original shareholders use their information 
advantage to earn excess investment premium, because they can’t keep the long- 
term high attraction, therefore, when the stock out of lockup the original share-
holders have the option of selling out the stock at inflated prices. This massive 
sell-off will lead to external investor concerns, and infer whether there retain 
some negative news that has not yet been found. The market will think this is a 
negative signal to sell. Therefore, this paper predicts that there is a positive cor-
relation between the abnormal return and earnings management behavior dur-
ing the lockup expiration. 

Hypothesis 1: Negative abnormal returns at lockup expiration will be positively 
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associated with levels of earnings management behavior. 

2.3. Involvement of Venture Capitalists 

In recent years, the rapid development of venture capital, especially with the rise 
of the GEM, the role of venture capital institutions in the process of IPO has at-
tracted the attention of many scholars at home and abroad. The VCs not only 
give the financial support, but also support certain investment services, includ-
ing strategic management, financial support, help enterprises to attain the 
growth of value [5] [7] [9]. But as yet, the academic community has not yet 
reached a coherent conclusion about whether venture capital institutions will in-
fluence the financial reporting information of the invested enterprises [9]. 

The investment cycle of VCs can be divided into three phases: selection- 
nurturing, monitoring, and exit [11]. According to the time point of exit, ven-
ture capital institutions can be divided into immediate exit and long-term in-
volvement. For long-term involvement of venture capital, it is often optimistic 
about the investment companies, through the assistance of enterprise manage-
ment, in order to achieve long-term stock price appreciation, so as to achieve 
profitability. The immediate exit venture is aimed at the rapid withdrawal of the 
companies after the lockup, thus obtaining a high return on investment for in-
vestors of VCs in a short period of time. Therefore, long-term holding VCs have 
a long-term plan for the enterprise and the lower possibility of the existence of 
earnings management behavior than the immediate exit VCs which have a 
greater incentive to manage earnings in the period before lockup in order to im-
prove the stock price. 

The VCs is important IPO shareholders and also is venture capital fund man-
agers. This dual identity will inevitably lead to the problem of distribution of in-
terests between different positions [10] [11] [12]. Although shareholders are 
generally considered to be long-term holders of enterprises, but between an en-
terprise of different shareholders have different investment objectives and plans, 
thus it is difficult to avoid interest conflict [13]. Chahine, et al. (2012) found that 
because of the conflict of objectives, the diversity of IPO shareholders is more 
likely to lead to negative results such as earnings management [14]. 

First, venture capitalists face huge time pressures in their investments. Early 
withdrawal can reduce volatility due to related risk caused by external environ-
ment factors or invested, and quickly obtain early gains from the IPO to help 
make up for the other investment losses. In addition, although long-term in-
vestment can increase enterprise value and increase the return of investment, it 
also means higher cost of opportunity. Secondly, after the IPO, venture capital 
institutions’ control gradually weakened, and the impact on enterprise managers 
was reduced. Therefore, realized investment income is more attractive than con-
tinued participation in management. Before IPO, VCs are often involved in 
business management as a strategic investor, so it can gain control over ordinary 
shareholders, but after IPO venture capital institutions shares change into ordi-
nary shares, and shares being diluted, and the actual control is weakened, and 
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venture capital institutions often turning into financial investors tend to sell at a 
profit. Therefore, this paper argues that venture capital institutions have more 
incentive and pressure as fund managers than enterprise shareholders, and ven-
ture capital institutions under this pressure will promote earnings management. 
Therefore, firms with venture capital institutions are more likely to generate 
earnings management than firms without venture capital support. 

Hypothesis 2: IPO firms backed by venture capitalists will be associated with 
higher levels of earnings management behavior. 

2.4. Moderating Role of VC State-Own Background and Reputation  

The characteristics of venture capital will also affect its role in the invested en-
terprises. First of all, the background of venture capital institutions will affect the 
abnormal volatility of the market and the relationship between the earnings 
management behavior of enterprises. Venture capital institutions with state- 
owned background have obvious resource advantages in political connections. 
SOE background will help VC in the IPO application process and establish direct 
dialogue mechanism with regulatory authorities, access to important informa-
tion, and may even bring some policy tilt. Therefore, venture investment institu-
tions with state-owned background, on the one hand, to promote IPO will be 
more likely to allow the earnings management behavior of enterprises; on the 
other hand, between the venture capital institutions and political connections 
bring specific regulatory departments, will also bring information quality dere-
gulation expectations for venture capital institutions. Therefore, in order to suc-
cessfully promote IPO, VCs with state-owned enterprises background may have 
greater motivation to earnings management in IPO. 

Secondly, the reputation of venture capital institutions has a greater impact on 
the behavior before the lockup. The more firms that VCs foster and assist suc-
cessfully, the higher their reputation is [4]. However, reputation is not simply 
based on a single and short-lived success. Successful nurturing of good compa-
nies and achieving many successes can ensure the reputation of venture capital-
ists. By this definition, firms with higher reputations are more likely to focus on 
the long-term success of the firms they invest in because their achievements can 
benefit their subsequent investment negotiations and work. According to exist-
ing research, VCs are more willing to accept higher reputation venture capital 
investment, and even willing to lower their investment valuation of 10% - 14% 
[7]. 

Then, the higher the reputation, the more enterprises can monitor and pre-
vent the earnings management behavior of enterprises. The reputation make this 
type of venture capital institutions to be able to mobilize more resources, so as to 
effectively intervene in the decision-making of enterprises, including strategic 
planning, financial management, operation management [7] [9]. The participa-
tion of these venture capital institutions gives them more opportunities to play 
the audit and regulatory functions, and more able to curb earnings management 
activities, thereby maintaining their reputation. In addition, earnings manage-
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ment is a kind of covert behavior, and its monitoring needs a certain amount of 
experience. Therefore, the venture capital institutions with higher industry sta-
tus often have rich experience and can monitor the earnings management moti-
vation and behavior within the enterprise. 

Finally, the cost of the earnings management is greater for the reputation of 
venture capital, mainly due to its reputation creates revenue is far higher than 
the short-term effect of earnings management which has created, so in order to 
maintain this kind of income, venture capital institutions have enough motiva-
tion to supervise any potential earnings management in order to protect their 
reputation behavior. Based on these factors, it is assumed that the earnings 
management behavior is more likely to occur during the lockup expiration. 

Hypothesis 3a: The association between negative abnormal returns at lockup 
expiration and earnings management behavior will be weaker with the presence 
of state-owned venture capitalists in the IPO process. 

Hypothesis 3b: The association between negative abnormal returns at lockup 
expiration and earnings management behavior will be weaker with the presence 
of reputable venture capitalists in the IPO process. 

3. Method 
3.1. Data and Sample 

The study takes the listed companies in China’s growth enterprise market from 
2009 to 2016 as the research object, and the data sources are the CSMAR finan-
cial research database. CSMAR database is the first and largest engaged in design 
and development of economic information database, is China data providers 
that is only brought into the service system of Walton by the Walton School of 
business in the Greater China region. During this period, there are 494 compa-
nies going public. Excluding financial data before and after issue, market trans-
actions data inequality, the study sample is 330 companies. To confirm the risk 
investment background of listed companies, the author uses the manual through 
Sample Firms prospectus, in section “Five, the basic situation of the issuer -Six, 
the capital of the issuer” disclosed in the listing of the top ten shareholders shall 
prevail. In data processing, this paper generalized definition of risk investment 
institutions, doesn’t make strict distinction of venture capital and private equity 
investment, for equity investment in non-listed enterprises of each stage will be 
identified as the mechanism of risk investment. Is recognized as risk investment 
institutions according to the “main business and business activities of the agency 
in the disclosure of the prospectus”, such as the business scope includes venture 
capital, technology investment and other key to be identified as risk investment 
institutions, if the scope of business involves foreign investment, but did not 
specify the risk investment risk investment venture investment, investment, in-
novation, science and technology investment, through the Internet search com-
pany homepage or Zero 2IPO database to determine. If they are still unable to 
determine, they are define as non-risk investment institutions. In addition, the 
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institution should not be related to the actual controller of the listed company, 
and is not the main shareholder of the employee as the main shareholder. The 
institution’s investment time is not the same as the establishment of the enter-
prise, and have the relevant venture investment project experience, so that they 
can be identified as venture capital institutions. Finally, the 330 Sample Firms, 
identified 216 companies have venture background, accounting for 65.45% of 
the total sample. 

3.2. Dependent Variable 

Research and design of the model (1), model (2), model (3), model (4), respec-
tively test H1, H2, H3a, H3b: 

, 0 1 2 3 4 5Age Growth Sizei tDACC TLU CPAα α α α α α ε= + ∗ + ∗ + ∗ + + +    (1) 

,

, 0 1 2 3 4

7 ,
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6 8
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i t i t
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CAR VC CAR VC

α α α α α α

α α α ε

= + ∗ + ∗ + ∗ + +

′ ′+ ∗ + ∗ + ∗ +
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CAR VC CAR VC

α α α α α α
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= + ∗ + ∗ + ∗ + +

′ ′+ ∗ + ∗ + ∗ +
    (4) 

3.3. Explained Variable 

The explained variable of this article is earnings management. From the research 
literatures, there are many methods to measure earnings management, among 
which the modified Jones model is the most widely used. Dechow et al. (1995) 
research shows that the modified Jones model is very effective for testing earn-
ings management [15]. Therefore, this article also uses this to measure earnings 
management, as follows: 

, , ,i t i t i tTACC E CFO= −                        (5) 

, , , ,0
1 2 ,

, 1 , 1 , 1 , 1

i t i t i t i t
i t

i t i t i t i t

TACC REV REC PPE
TA TA TA TA

α
α α ε

− − − −

∆ − ∆
= + ∗ + ∗ +         (6) 

, , , ,0
1 2

, 1 , 1 , 1 , 1

i t i t i t i t

i t i t i t i t

NDACC REV REC PPE
TA TA TA TA

α
α α

− − − −

∆ − ∆
= + ∗ + ∗          (7) 

, , ,

, 1 , 1 , 1

i t i t i t

i t i t i t

DACC TACC NDACC
TA TA TA− − −

= −                   (8) 

The model is calculated as the total accruals profit (TACC) equal to the 
non-operating accruals (NDACC) plus operating accruals (DACC). The total 
accruals are derived by formula (5), and the coefficients are regressed by formula 
(6), and the coefficients are substituted into formula (7) to obtain non-operating 
accruals. Finally, operational accruals are derived according to formula (8). 

Where TACCi,t for overall company i accruals in the t year; Ei,t net profit for 
the first t years of the company i; CFOi,t means company i’s net cash flow of 
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operating activities in t year; TAi,t−1 is the total assets of the company i in t-1 
year ; the REV i, t for the company i’s business income in the t year minus that 
in the t-1 year; ∆REVi,t, t for the company i’s account receivable in t years minus 
that in the t-1 year; PPEi,t is the fixed asset value of the company i; NDACCi,t for 
the company i’s non-operating accruals in the t year; DACCi,t for the company 
i’s operating accruals in the t year. 

3.4. Explainable Variable 

1) Cumulative negative abnormal return (
,i t

CAR′ ) 
This paper uses event study method and uses market model to estimate ab-

normal return: 

,i t i i Mtr Rα β ε′ ′= + +                          (9) 

The abnormal return of stock i on day t ARi,t is: 

, ,i t i t i i MtAR r Rα β′′ ′′ ′′= − −                        (10) 

The cumulative negative abnormal return of stock i in [ ]1 2,t t t′′∈  is: 

( ) 2
11 2 ,, t

i i tt tCAR t t AR== ∑                       (11) 

Cumulative negative abnormal return is: 
( )

( )
0 0

’
0

CAR
CAR

CAR CAR

 >= 
<

 

where ,i tr ′  is the stock returns of company i in t day. Ri,t is the GEM index’s 
yield in t day. We identify the lockup expiration dates based on information in 
the prospectus. We used a 80-day lockup duration as our estimation period (i.e., 
day −100 to day −20). This means that abnormal returns at lockup expiration are 
compared to the normal returns when the shares were still locked. We observe 
the event period for fourteen days (−7 days to +7 days) around the lockup expi-
ration. This short-horizon approach prevents any potential confounding effects. 

2) VCs’ participation (VC) 
We used a dummy variable for VC involvement. Firms supported by VCs 

were coded as 1 and as 0 otherwise. 
3) VCs background 
The background of venture capital institutions is set as dummy variables. The 

listed companies of venture capital institutions for state-owned shareholder 
background, the value 1, otherwise 0. 

4) VC reputation. 
We conceptualize reputation as a record of past success perceived by stake-

holders. As IPOs are typically the most successful outcomes for VC investments, 
we measure reputation of VCs by counting the number of new ventures that a 
VC firm had taken public prior to the focal investment [7]. We reason that if in-
vestors believe that reputable VCs are more likely to fund companies that even-
tually go public, the number of new ventures taken public prior to the focal in-
vestment can be interpreted as a sign that the VCs are capable of financing and 
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guiding new ventures. We obtained the number of firms taken public by VCs 
from the Venture data base and log-transformed the number to enhance nor-
mality. 

3.5. Control Variables 

The choice of control variables is integrated on the basis of previous studies to 
control the interpretation of relevant alternative theories. 

1) The size of the company (Size) to measure the size of the company by the 
total assets of the company the year before its listing. Because the larger the 
company is, the financial report is more complex, which means that have more 
chance to earnings management; 2) the establishment period (Age) the longer 
the company exist, the more they tend to have rules to regulate the behavior of 
earnings management; 3) operating income growth rate (Growth), the growth 
stage companies to obtain larger future profits, shareholders and managers are 
more inclined to have earnings management behavior [9]; 4) IPO annual return 
on assets (ROA-IPO), IPO listed companies the performance in the first year 
will affect the decision of venture capital institutions judge; 5) underwriter repu-
tation (TLU), the underwriter supervised the responsibility and obligation of the 
issuer, will exert influence on the issuer’s financial report, and supervise the 
earnings management behavior. The higher the reputation of the Underwriters 
has, the more dynamic they will have to monitor. We calculate the underwriter 
reputation according to Carter and Manaster proposed “comprehensive index 
method”; 6) the audit agency reputation (CPA), if audit agencies can’t identify 
or prevent the earnings management of listed companies, they are likely to face 
the risk of litigation, and their reputation will be damaged. The higher the repu-
tation of audit institutions, the more dynamic they will have to monitor [9]. 

4. Results 

In this paper, SPSS is adopted to verify the hypotheses. First of all, examining the 
whole sample in the degree of earnings management. Table 1 is the statistics of 
earnings management of Sample Firms: 

It is seen from Table 1 of the statistical results, the number of positive earn-
ings management companies in a sample of 330 GEM listed companies is 165, 
accounted for 54.93%, slightly higher than the non-positive earnings manage-
ment companies, which means that the gem enterprises have positive earnings 
management behavior. Among them, the full sample of earnings management 
with an average of 0.0162, positive earnings management average value is 0.1451, 
non-positive earnings management average value is −0.1409, which shows that, 
despite the existence of listed companies earnings management tendency, but 
the overall earnings management behavior is little. 

For abnormal returns, this paper analyzes in different event windows, show-
ing the results in Table 2. It can be found that before −8 days, although AR is 
negative, the magnitude is very small and not significant, so it can be considered  
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Table 1. Descriptive statistics of earnings management. 

 Num Pre Mean Median Max Min SD 

Positive earnings 
management 

180 54.93% 0.1451 0.0635 2.2205 0.00002 0.2343 

Non-positive earnings 
management 

150 45.07% −0.1409 −0.0955 −0.0013 −1.0432 0.1571 

All sample 330 100% 0.0162 0.0081 2.2205 −1.0432 0.2479 

 
Table 2. Descriptive statistics of AR. 

Event day 

Abnormal return 

Mean Median 
Proportion of 

negative values 

−20 - −8 −0.19% (−0.37) −0.50% 51.49% 

−7 −0.17%** (−2.56) −0.57% 57.67% 

−3 −0.45%** (4.31) −0.78% 60.46% 

−1 −0.40%*** (−4.09) −0.65% 59.26% 

0 −0.46%*** (−4.67) −0.60% 58.76% 

1 - 3 0.33%** (2.98) 0.17% 47.21% 

3 - 7 −1.17%** (−2.26) −1.79% 55.48% 

−20 - 20 1.04% (−3.12) −0.30% 44.58% 

 
that, 7 days ago, the influence of lockup expiration on the stock return has no 
significant impact. From the beginning of −7 days, a single event occurred on 
the significant negative abnormal returns, abnormal return rate was above −0.4% 
after −3 day, and reaches the minimum value of −0.46% on the zeroth day, 
which means that stock abnormal return led to maximum on lockup day. And, 
−20 days to −8 days negative cumulative abnormal return is 50% or so, while on 
the −3 day to 0 day, negative abnormal return is close to 60%, indicating that the 
date of event, event has general effect to abnormal return. 

Table 3 presents the means, standard deviations, and correlations of our va-
riables. To prevent distortion of the data due to multicollinearity, we examined 
the variance inflation factors (VIF) and found that none of them approached the 
suggested threshold of 10 [16]. 

Through descriptive statistical analysis, it can be found that the IPO enterprise 
shows a significant negative abnormal return during the lockup expiration. Next, 
this paper further tests the size of these abnormal returns. Table 4 is the t-test 
for the average abnormal return before and after the seven days. The results 
show that the negative return rate is related to the day of the lockup expiration, 
while the remaining time is not significant. Specifically, the estimated t-statistics 
shows that in this case, the possibility of abnormal return by accident is less than 
0.1 percentage points (t = −3.56, P < 0.001). In the sensitivity test, we examined a  
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Table 3. Descriptive statistics and correlations. 

 Mean sd DACC CAR’ VC VCbg VCrp Size Age Growth ROA_IPO TLU CPA 

DACC 0.0162 0.2479 1           

CAR’ 0.0437 0.0615 0.07 1          

VC 0.6567 0.4756 −0.047 −0.125** 1         

VCbg 0.14 0.3476 −0.042 −0.044 0.292*** 1        

VCrp 0.0567 0.2316 −0.02 −0.008 0.177*** 0.026 1       

Size 4.9516 0.2139 −0.022 −0.110* 0.073 0.129** 0.075 1      

Age 1.0676 0.1467 0.021 −0.011 −0.02 0.079 −0.077 −0.04 1     

Growth 0.2312 0.2611 −0.043 −0.123** −0.018 0.006 0.077 0.198*** −0.166*** 1    

ROA_IPO 12.7778 4.3572 −0.024 −0.053 −0.103* −0.124** 0.092 0.048 0.04 0.374*** 1   

TLU 0.48 0.5004 0.003 −0.023 0.133** 0.093 0.053 0.142** −0.05 −0.018 −0.061 1  

CPA 0.48 0.5004 −0.114** 0.133** 0.076 −0.022 0.111* 0.103* −0.031 0.036 0.036 0.012 1 

†p < 0.10; *p < 0.05; **p < 0.01; ***p < 0.001. 
 

Table 4. Results of event study analysis for daily abnormal returns. 

Event day 
Abnormal 

return 
t-statistic 

Standardized 
abnormal return 

t-statistic 

−7 0.01397 0.593029 0.043982 0.873902 

−6 0.00362 0.258940 0.27490 0.397859 

−5 −0.001006 −0.498045 −0.04389 −0.569735 

−4 0.00156 0.714690 0.01263 1.526748 

−3 0.002559 0.792832 0.11247 1.227725 

−2 −0.004572 −1.111311 −0.095848 −0.656361 

−1 −0.00356 −1.22945 −0.13727 −1.57783 

0 −0.00969 −3.56883*** −0.24587 −2.89821*** 

1 −0.0013 −0.54812 −0.05757 −0.82778 

2 −0.001008 −0.287137 −0.031124 −0.391294 

3 −0.00087 −0.28425 0.00424 0.047283 

4 0.00159 0.18940 0.00239 0.098459 

5 0.059304 0.26746 0.02954 0.039854 

6 0.094323 0.67842 0.05986 0.43875 

7 0.049879 0.04987 0.03854 0.03386 

†p < 0.10; *p < 0.05; **p < 0.01; ***p < 0.001. 

 
different time window by using t−1, t 0, and t 1 to calculate cumulative abnor-
mal returns. We still observe a significant size of negative returns (t = −2.92, p < 
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0.004).The results show strong negative returns at IPO lockup expiration (t = 
−2.89, p < 0.001). This result provides additional evidence that negative returns 
at lockup expiration do not occur by chance. 

Table 5 is the result of stepwise regression. Model 1 includes all control va-
riables. Some of the control variables were significant as a result. First, the scale 
of the enterprise (β = −0.0208, P < 0.01) and auditor reputation (β = −0.0139, P 
< 0.01) associated with negative earnings management, enterprises set up years 
(β = 0.0084, P < 0.001) and the IPO annual return on assets (β = 0.0014, P < 0.01) 
was positively associated with earnings management. In addition, other control  

 
Table 5. Results of the OLS regression estimating earnings management. 

 Model 1 Model 2 Model 3 Model 4 Model 5 

Control variables 

Size 
−0.0208** −0.0190** −0.0184* −0.0165 −0.0176* 

(−2.30) (−2.04) (−1.92) (−1.64) (−1.81) 

Age 
0.0084*** 0.0090*** 0.0089*** 0.0117*** 0.0101*** 

(3.82) (3.75) (3.84) (4.00) (6.42) 

Growth 
−0.0065 −0.0052 −0.0046 −0.0045 −0.0051 

(−1.11) (−0.83) (−0.69) (−0.70) (−0.85) 

ROA−IPO 
0.0014** 0.0013* 0.0013 0.0012 0.0012* 

(2.03) (1.77) (1.55) (1.46) (1.92) 

TLU 
−0.0122 −0.0115 −0.0111 −0.0106 −0.0105 

(−1.52) (−1.33) (−1.23) (−1.11) (−1.31) 

CPA −0.0139** −0.0140** −0.0137** −0.0137** −0.0130** 

Main effects 

CAR 
(−2.31) (−2.12) (−2.02) (−2.04) (−2.02) 

 0.0400** 0.0399** 0.0366** 0.0436*** 

Interaction  
effects 

     

CAR × VC 
  0.0237**   

  (2.03)   

CAR × VC-bg 
   −0.0637***  

   (−2.85)  

CAR × VC-rp 
    −0.1814*** 

    (3.29) 

cons 
0.1411** 0.1278* 0.1269* 0.1125 0.1177 

(2.06) (1.79) (1.73) (1.48) (1.63) 

R2 0.1495 0.1575 0.1604 0.1674 0.1630 

F-statistic 64.6449 22.0443 51.9412 65.0579 22.1929 

†p < 0.10; *p < 0.05; **p < 0.01; ***p < 0.001. 
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variables were not significant within the 10% range. Model 2 introduces the neg-
ative abnormal return variable. In the control variables, we find that the lockup 
expiration between the level of negative abnormal returns and earnings man-
agement has a significant positive coefficient (β = 0.04, P < 0.01), shows that 
there is a positive correlation between abnormal returns and negative earnings 
management. These results confirm that negative abnormal returns at lockup 
expiration are a good signal of earnings management behavior in IPOs. Thus, 
Hypothesis 1 is supported. Suppose 2 argues that firms with venture capital 
support firms have a stronger relationship between negative abnormal returns 
and earnings management. Model 3 introduce risk investment institutions as a 
negative regulator of variables between abnormal returns and earnings man-
agement, we find that when the VCs are involved in the IPO process, newly pub-
lic firms tend to present higher levels of earnings management(β = 0.0237, p < 
0.01). Therefore, Hypothesis 2 also supports. Model 4 and model 5 describe the 
interaction between abnormal returns and the background and reputation of 
venture investment. In Hypothesis 3a and hypothesis 3b, we argued that the he-
terogeneity of venture capital will affect the relationship between abnormal re-
turns and earnings management. The results show that the venture capital insti-
tutions with the background of state-owned and the higher reputation can re-
duce the relationship between abnormal returns and earnings management (β = 
−0.0637/−0.1814, p < 0.001). Therefore, hypothesis 3a and Hypothesis 3b are al-
so supported. 

5. Conclusions 

IPO is regarded as the key to enterprise development and national economic 
growth and innovation [4], but there is limited research on the market perfor-
mance of IPO lockup expiration in the existing literature [6]. This paper tries to 
fill the gap by studying the negative abnormal fluctuation of the stock price dur-
ing the period of the lockup expiration. Based on the asymmetry theory and sig-
nal theory, this paper tests that at the IPO lockup expiration, whether negative 
abnormal returns at lockup expiration was a signal for earnings management, 
and explores what role the VCs play. 

The results show that there is a negative market reaction at lockup expirations. 
However, not all firms experience negative abnormal returns. That is, the “good” 
enterprises at the lockup expiration, original shareholders are not eager to sell 
their shares, but for the long-term development of the enterprise they choose 
continue to hold. As a result, the market sees their commitment as a positive 
signal. On the contrary, eager to sell out, the market through this act can judge 
enterprise insiders may conceal some negative information, which might cause 
the stock price abnormal fluctuation appears negative. In addition, the study also 
found that indicate that VCs play a significant detrimental role in earnings 
management. Evidence has been found that VCs are responsible for the negative 
lockup effect, mainly the short-term investment horizon of VCs seeking to 
maximize their wealth. This paper also further researched by classified venture 
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capital institutions, and found that venture capital institutions with state-owned 
background or high reputation weaken negative effect to the relationship be-
tween abnormal returns and earnings management, VCs with state-owned and 
higher reputation play a monitoring a stronger effect, reducing the possibility of 
earnings management. 

The research conclusion of this paper has important theoretical contributions 
and practical implications. First of all, research on the relationship among the 
risk investment mechanism, earnings management and market performance is 
less, so this study is a preliminary attempt, in the future, we can extend to inves-
tigate the companies’ long-term performance when VCs is involved and can 
study deeply on VCs’ influence of the relationship between the earnings man-
agement and market performance; secondly, the conclusion of this paper has 
important implications for government departments and the management of the 
company: in recent years, risk investment institutions become more deeply in-
volved in entrepreneurial development process, this research indicates that dif-
ferent types of VCs’ attitude to earnings management is different. When the 
management of the company introduces long-term strategic investors, they 
should choose reputable venture capital institutions. In addition, negative ab-
normal return, as an important signal of earnings management, can help inves-
tors and regulatory authorities to identify and regulate the accounting adjust-
ment behavior of enterprises, and maintain a good market environment. 

6. Limitations and Future Research Extensions 

This study is not without its limitations. First, although we found that the sup-
port of venture capital significantly improved the possibility of earnings man-
agement, we did not investigate the long-term performance of the firms under 
review. Second, the main motivation for our combination of control variables is 
to exclude other interpretations. However, some of our control variables are not 
significant. Third, we use a small sample of 330 IPO companies. This was helpful 
in preventing distortion from the dot-com bubble period. However, future re-
search may wish to validate our research with larger time windows. Fourth, this 
study focuses on the role of VCs influencing negative stock price reaction at 
lockup expiration. However, it does not directly test either the magnitude of 
such a negative stock price reaction relative to the added value from their in-
volvement in the pre-IPO period or the size of VC cash-outs after the lockup ex-
piration. 

In conclusion, we explained how lockup expiration increases the potential for 
mismatches between incentives for internal and external investors. We found 
that a negative price decline following lockup expiration can be an effective sig-
nal for such a misalignment. We hope that this article will shed light on the 
transition phase of new enterprises into mature enterprises and provide impor-
tant insights that can be used to promote entrepreneurship and improve social 
welfare. 
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