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The Power’s ‘Les Fleurs Du Mal’: Rent-seeking, the Alienation of Audit Market, and Capital Market’s Curse

F2 MRS (RS 1,N=851)

A HfH k2 /M 25%00 0 5% KA
APPROVE 0.8202 0.3842 0 1 1 1 1
ACC_CON 0.2256 0.4182 0 0 0 0 1
LAW_CON 0.1669 0.3731 0 0 0 0 1
REPT 0.3784 0.4853 0 0 0 1 1
ACC_BIG10 0.3443 0.4754 0 0 0 1 1
LAW_BIGS5 0.2515 0.4341 0 0 0 1 1
PC_CON 0.6287 0.4834 0 0 1 1 1
INST 9.5568 1.7812 4.2500 8.1000 9.7600 11.0400 11.7100
AVG_ROE 0.2786 0.1127 0.0548 0.2015 0.2613 0.3343 0.9104
AVG_GROWTH 0.3694 0.3572 -0.1743 0.1701 0.2854 0.4683 3.8096
SIZE 20.0756 1.1993 18.0348 19.3134 19.8199 20.4996 25.8190
LEV 0.4893 0.1612 0.0758 0.3808 0.4869 0.6064 0.9313
MSE 0.0182 0.0233 0.0001 0.0051 0.0112 0.0213 0.2216
STATE 0.1892 0.3919 0 0 0 0 1
FIRST 0.5177 0.1956 0.1172 0.3631 0.5100 0.6600 0.9857
BIG2_5 0.3530 0.1544 0.0143 0.2400 0.3524 0.4661 0.6975
INDR 0.3647 0.0486 0.3000 0.3333 0.3333 0.4000 0.5714
DUAL 0.3102 0.4629 0 0 0 1 1
MANSH 0.3353 0.3347 0 0.0000 0.2183 0.6406 1
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The Power’s ‘Les Fleurs Du Mal’: Rent-seeking, the Alienation of Audit Market, and Capital Market’s Curse

x4 FLEE5LITXRERET

Ayt TRAF = EY 0 Wald 75
ACC_CON + 0.4534* 3.11
LAW_CON + 0.5175% 2.94
REPT + 0.2430 1.32
ACC_BIG10 + -0.1616 0.56
LAW_BIGS + 0.1967 0.66
PC_CON ? -0.3135 2.22
INST + 0.0961 2.68
AVG_ROE + -0.0535 0.01
AVG_GROWTH + 0.3422 1.27
SIZE + 0.4165%** 7.80
LEV - -0.8761 1.15
MSE - -3.6673 0.76
STATE + 0.3709 1.47
FIRST + 0.1241 0.03
BIG2 5 - -1.3851%* 2.76
DUAL - -0.4598%* 457

+
INDR 5.0724%+ 4.16

+
MANSH 1.5679%#* 18.76
AR ?

-0.0201 0.01

ATl a4l
R Pl
LA 851
McF R’ 10.04%

ek ek kAR 19659 10 % (KR TECWUR) s T R BUWARER IS 423 T Huber-White i 4.
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The Power’s ‘Les Fleurs Du Mal’: Rent-seeking, the Alienation of Audit Market, and Capital Market’s Curse

F5 HidtEgit
PanelA: FF T 2% (IR P Ge 11 (B8 2, N=725)

A ifE bRt /ME 25%0 . ik 5% fE ENAE
ABLNFEE 0.0321 0.6493 -2.0642 -0.3156 0.0000 0.3498 4.3402
ACC_CON 0.2331 0.4231 0 0 0 0 1
FIRST 0.5254 0.1962 0.1202 0.3680 0.5123 0.6657 1.0000
DUAL 0.2897 0.4539 0 0 0 1 1
SIZE 20.1582 1.1670 18.2627 19.4225 19.9331 20.5753 26.0422
LEV 0.4909 0.1569 0.1281 0.3779 0.4909 0.6042 0.9772
AR_TA 0.1960 0.1186 0.0008 0.1071 0.1837 0.2754 0.5723
INV_TA 0.1848 0.1123 0.0001 0.1040 0.1790 0.2463 0.6918
AVG_ROE 0.2690 0.1026 0.0547 0.1990 0.2579 0.3202 0.8983
CURRTO 1.7518 1.2256 0.1793 1.1097 1.4604 2.0259 11.6991
SUBFIRM 1.9675 1.4615 0.0000 1.0000 1.7321 2.4495 10.9545
ACC_BIG10 0.3490 0.4770 0 0 0 1 1
STATE 0.1945 0.3961 0 0 0 0 1
INST 9.5290 1.7813 4.2500 7.7300 9.7600 11.0400 11.7100
Panel B: HiTHII M ANHATE S (B 3, N=225)

A ifE it /ME 25% 0 ik T5%IAL KA
MKTSH_AUDIT 2.2222 2.1029 0.2506 0.8772 1.4286 2.8571 11.2782
ACC_CON 0.3956 0.4901 0 0 0 1 1
NUMCPA 15.9987 6.4356 6.8557 10.7703 14.1774 19.6469 36.2077
ACC_SUBFIRM 2.1377 1.0666 0.0000 1.4142 2.0000 2.8284 5.2915
ACC_ABILITY 1.5648 2.2955 0.0000 0.0000 0.6536 1.8519 11.5942
ACC_REGION 3.5599 2.9482 0.2500 1.7778 2.1429 4.8750 18.0000
ACC_BIG10 0.2044 0.4042 0 0 0 0 1
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Abstract: This paper focuses on rent-seeking behavior, market segmentation and discipline phenomena during the IPO process
of Chinese listed firms, and examines the power’s ‘Les Fleurs Du Mal’ that resulted from the unconstrained, asymmetric pow-
er relative to the responsibilities. Using the manually collected data of IPO companies on Chinese capital market between the
year 2006 to 2010, this study finds out: (1) the accountant connections which refer to China Securities Regulatory Commission’
s Issuance Examination Committee (IEC) significantly increase the probability of firms’ passing IPO application; (2) accoun-
tant connections of IEC significantly increase the related accounting firms’ audit fees and shares of the IPO auditing market;
and (3) the companies’ cumulative abnormal returns after IPO significantly and negatively correlate to the accountant connec-
tions of IEC. The above findings jointly support the following logic and conclusions: the related accounting firms possess the
‘voting rights” and power that is important to the IPO process by serving as the IEC members, then some companies that plan-
ning to go public hire the related accounting firms for efficient rent seeking from the IEC members, and leads to significantly
higher probability of passing the IPO application. Simultaneously, the related accounting firms obtain abnormal audit fee and
larger shares of the IPO auditing market. However, Chinese capital market will severely punish these companies after their IP-
Os. The findings urge the reform of Chinese issuance system.

Key Words: Issuance Examination Committee; Accountant Connection; Rent-Seeking; Probability of Approving; Audit Fee; Au-

dit Market Share; Cumulative Abnormal Return
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