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Abstract


This study explores the effects of interactions among key stakeholders, i.e., auditors, underwriters, and firm owners on IPOs’ first-day returns in selected OECD nations. It also examines the alteration effects of legal origin (Common law and Civil law) on the relationship between the interacted key stakeholders and IPOs’ first-day returns. A total of four thousand one hundred and sixty-four IPOs from twenty-eight OECD nations are included in this study. Since it is cross-sectional data, a two-stage least square regression is applied. The empirical outcomes indicate that, in general, the interacted reputable underwriters and auditors have a positive impact on IPOs’ first-day return. The relationship is modified between common law and civil law nations, whereby in civil law nations, no significance is demonstrated except for the interaction between the reputable auditors and underwriters. In the common law nation, interactions between reputable auditors and ownership retention have an impact on IPOs’ first-day return. The research findings provide outlooks into an IPO framework for issuers, investors, and regulators. Issuers may want to weigh carefully the costs and benefits of hiring credible auditors and underwriters when going public as they act as signaling agents. As for the investors, they should take into consideration the involvement of reputable underwriters and auditors and the degree to which the IPO firms retain ownership, as the interactive effects give clear signals on firm valuation and IPOs’ first-day returns. Regulators may find the findings informative concerning the creation of a more organized regulatory and financial system that could lead to a deeper and more open financial market.
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1. Introduction


It is contended that auditors and underwriters are prominent players in the business world, and they are among the main stakeholders in an initial public offering (hereinafter IPO) setting. Due to information asymmetry, the roles of these stakeholders are further augmented as it signals the credibility of the firms going public. In that context, this study investigates the influence of interactions among these key stakeholders on the IPO’s initial returns in a multinational setting, i.e., OECD nations. Though these signaling variables have been extensively examined, the implications of an interplay between them on IPOs’ first-day returns are lacking in credible evidence, thus establishing the prime motive for this study. Correspondingly, since the study is conducted in a multi-national context, the occurrence of any variability to the above-mentioned relationship between civil law and common law nations is also explored.



A study on the interactive effects could give further insight and an enriched implication of the consolidated reputation capital of these stakeholders and their reciprocal influence, mainly in terms of investors’ perceptions of the IPO firm’s credibility. Likewise, the interactions between firm owners-auditors and firm owners-underwriters may affect the signals sent to potential investors in terms of IPO pricing, IPO firm reputation, and its financial reports and accountability, and subsequently, mitigate perceived risks from private information. Having said that, different legal backgrounds, with different legal frameworks and levels of regulatory execution could alter the relationship between these stakeholders and the IPOs’ first-day returns. Thus, the occurrence of any variations to the established relationship will be an added value from a regulatory perspective. To this end, cross-sectional data is used which includes 4164 IPOs from 26 OECD nations. Testing of hypotheses is carried out using the two-stage least square regression.



The findings of this study suggest a positive association amid the interacted signaling variables (auditors’ and underwriters’ reputation) and IPOs’ first-day returns. The findings indicate that these signaling variables influence each other reciprocally and give indications to prospective stockholders on the future value of firms. This will eventually impact the IPOs’ first-day returns. As for further analysis, it is noted that the civil law nation has a greater association between the interacted auditors and underwriters, compared to the common law nation. On the other hand, interacted auditors’ reputation and ownership retention have an impact on IPOs’ first-day return in the common law nations.



The research findings offer insights to issuers, investors, and regulators. Issuers may want to be mindful when hiring credible auditors and underwriters when going public as it has a significant impact on the pricing and initial returns. Investors, on the other hand, should consider the involvement of reputable underwriters and auditors and the ownership retention, as the interactive effects give clear signals on firm valuation and IPOs’ first-day returns. The results may have also given some insights to regulators on the importance of an organized regulatory and financial system in ensuring long-term stability.



The paper proceeds as follows. Section 2 discusses the key theories and hypotheses. Section 3 discusses the development of the hypotheses, Section 4 outlines the methodology and deliberates on the measures of all variables to be tested. Section 5 and Section 6 addresses the scientific observations and discussion, while Section 7 concludes.




2. Literature Review


This study uses signaling theory as the underpinning theory [1,2,3]. Signaling theory predominantly refers to the presence of asymmetric information between firm owners and stockholders [4] and the signals sent to these prospective stockholders by IPO firms regarding the quality of a firm [5,6,7].



2.1. Auditors’ Reputation


Before getting a firm listed in the secondary market, an external auditor would have to be appointed to perform a due diligence audit and report the results. This allows prospective investors to analyze the prospects of the said firm. The financial statement appearing in those companies’ prospectus minimizes information asymmetry between issuers and stockholders. Therefore, the auditors’ financial statement is vital in maintaining a well-functioning capital market and the auditor’s role is critical in maintaining that the evidence contained in the prospectus is accurate and is presented truly and fairly. The investor pool entrusts prestigious auditors (especially the big-4) in providing a high standard of integrity and audit quality.



Studies on the reputations of auditors and IPOs by DeAngelo [8] and Shapiro [9] show that prestigious auditors are more likely to take on quality jobs with higher audit fees. Therefore, the reputation of auditors acts as an indicator of firm quality [10] which consistently assists in minimizing the asymmetric information between firm owners and all stakeholders. Audited results play a crucial role in addressing the information asymmetry between firms (private to public company information) and stockholders. In line with the notion that credible auditors reduce confusion surrounding the IPO environment and help resolve the information asymmetry, there is usually a negative correlation between the auditors’ reputation and initial returns [11]. Titman and Trueman’s [12] study on the credibility of auditors and IPO initial returns predicts that riskier companies prefer auditors of lower quality. Besides, Titman and Trueman [12] note that reliable auditors offer faster and precise information but charge comparatively higher audit fees. This is useful for businesses that have positive details to report and are willing to pay the higher fee paid by qualified auditors. Thus, Titman and Trueman [12] conjecture that the superiority of a firm’s engaged auditor principally depends on the nature of the private information provided by the issuer.



Contrary to the aforementioned observations, the results of Titman and Trueman [12] are not entirely confirmed by Datar, Felthan and Hughes [13]. The writers argued that the auditors’ report would not include conclusive information on a company’s prospects and instead treated the audit as mere testimony. These authors believe that most auditors are giving a ‘good opinion’ to all public-going firms, arising from post-negotiations between issuers and auditors. The hiring of prestigious auditors only minimizes the likelihood of the prospectus being significantly falsified. Datar, Felthan and Hughes [13] (similar to Hughes [14]), emphasizes that the residual ambiguity is determined by the level of control held in the operation of the IPO by the original owners.



Datar’s model argues that the audited reports and the retention of ownership jointly signify the private information provided by the issuer. Ownership retention serves as a platform to address the uncertainty of an investor over private information not addressed by audited accounts. Simunic and Stein [15] and Beatty [16] provide credible evidence to support Titman and Trueman’s [12] predictions. It is argued that prestigious auditors who are interested in their reputation capital tend to reveal material misstatements or fraud in the financial statements. Otherwise, if any catastrophic accounting default is detected, it would greatly jeopardize the auditors’ reputation. Thus, the details reported by prestigious auditors in the financial statements will represent an accurate and fair view of the business performance, with lower ex-ante uncertainty and higher firm value for potential investors.




2.2. Underwriters’ Reputation


Similar to the reputation of auditors, prestigious investment banks are believed to be prolific underwriters, and they have extensive experience in having a business listed in stock exchanges. Due to their active participation in providing essential services in an IPO course such as legal issues, compliance, and validation, book-building, and valuing of an IPO [17,18,19], they have an impact on the IPOs’ first-day returns. The credibility of these underwriters appointed by a firm is a gauge of the firm’s prospects and value to prospective investors.



By contrast, since underwriting is a repeated business with relatively small competitors, their credibility significantly affects the longevity of an underwriter and future earnings potential. This reputation is deeply influenced by the secondary market post-issue price and the overall performance of their underwritings [18,20,21]. Underwriters could encounter obstacles in marketing potential IPO issues if investors in their prior IPO investments felt deceived by an underwriter. Financial reporting inaccuracy, misrepresentation, and manipulation make both issuers and underwriters susceptible to SEC enforcement policy and shareholder lawsuits. In reality, early studies have also documented that the magnitude of underpricing on the first day is due to the underwriters, i.e., their credibility, pricing strategies, and their association with the analyst [22,23,24,25].



Studies examining the association between the reputation of the underwriters and IPOs’ first-day returns have mixed results. Initial studies by Beatty & Ritter [26], Johnson & Miller [27], Carter & Manaster [28], Carter, Dark, & Singh, [29], Aggarwal [30], Kirkulak-Uludag and Davis [31] have shown that prestigious underwriters reflect firm competence and thus contribute to low first-day returns in the secondary markets. Recent studies by Widarjo et al. [32], Angelia and Basana [33], Albada, Low and Yong [18], Rumokoy et al. [17], and Ong, Mohd-Rashid, and Taufil-Mohd [19], using Malaysian and Indonesian data respectively, further supports the inverse relationship between underwriters reputation and first-day initial returns.



Contrary to the above, studies by Beatty and Welch [34]; Cooney et al. [35]; Bates and Dunbar, [36]; Loughran & Ritter, [37] document a positive relationship, whereby while respectable underwriters still reflect firm efficiency, investors see it as an incentive to raise their demand for IPOs in the secondary market, prompting prices to surge upwards and thus a higher returns on these IPOs. It is noteworthy to highlight at this point a conflict of interest arising between underwriters and firm owners. As stated earlier, underwriting is a repeated business and its credibility significantly affects the future earnings potential. Underwriters prefer a lower offer price as they gain from ‘leaving money on the table’ due to favoring the buy-side clients and this to a certain extent, protects their reputation capital, whilst issuing firms desire a higher offer price. Nevertheless, in many IPO situations, issuers will sum the wealth loss from leaving money on the table with the much larger wealth gain from the first-day returns and seasoned equity offerings (SEOs). Underwriters then, take advantage of this correlation of the amount of money left on the table and the unanticipated wealth changes.




2.3. Firm Owners’ Retention


Another signaling variable evaluated in this analysis is the stockholding by firm owners. In general, high retention of ownership is anticipated to accelerate the firm’s value [38,39], thus signaling the prospects of the company going public to prospective buyers [6,7,40]. The firm owners’ readiness to hold more shares in the company that is going public will send a strong message to prospective buyers about a company’s future worth. This is because retained equity strengthens the firm owners’ trust in the company’s prospects and can help reduce information asymmetry concerns between firm owners and potential stockholders. This signal is supposed to cause investors on the first day of listing to raise demand for the shares, allowing the stock price to move upwards at the same time. The signaling hypothesis also illustrates the willingness of owners of high-quality firms to under-price their shares with the hope of recovering the “money left on the table” during seasoned equity bids. This contributes to a high closing price on the first day of the secondary market transaction and the potential for higher IPOs’ first-day returns.



Similarly, the signaling models of Allen and Faulhaber [6], Grinblatt and Hwang [40], and Welch [7] claim that prestigious firm owners indicate the superiority of their firms by maintaining high proportion ownership, whilst lowering the price of the bid (or similarly greater insider ownership and higher underpricing), while at the same time separating themselves from low-quality firms. Nonetheless, Hughes’—[14] bivariate signaling model argued against the above results and suggested a replacement effect between retention of ownership and underpricing and is subject to the relative marginal costs and benefits. High retention of ownership, according to the author, reduces the information asymmetry and lowers an IPO’s underpricing. The author also suggested that the quality of the bid would be higher, and that underpricing would be lower if the company maintains greater control of insiders. Jegadeesh, Weinsten, and Welch, [41], Krinsky and Rotenberg [42], and Darmadi & Gunawan [43] further defended this approach. In conclusion, past literature documents that high retention of ownership signals firm quality but differing in its impact on IPOs’ first-day returns.





3. Hypothesis Development


All of the above studies explored the impact of the signaling parameters, i.e., underwriters, auditors, and firm retention on IPOs’ first-day returns independently but did not recognize the interaction amongst these signaling variables and their effect on IPOs’ first-day returns. The credence of audited financial statements and disclosures by prestigious auditors, as stated earlier, acts as a quality assurance to minimize information asymmetry between firms and prospective stockholders. On the other hand, prestigious underwriters also prefer high-quality auditors to attest, verify, and fully integrate financial information into the IPO issuance process.



The relationship is further strengthened with the business owners’ high retention of equity, as it sends signals on the company’s future worth and outlook to potential investors. High retention of ownership signals increased certainty on the company prospects as they have private insider information. As suggested by Datar, Felthan and Hughes [13], the audited reports and firm owners retention jointly signal the private information of the issuer as firm owners’ retention serves as a platform to solve the confusion of the investor over the private information not solved by audited reports. Also, three IPO underpricing signaling models that have gained the utmost attention [6,7,40] reveal that the first day’s positive returns are used as a device of firms’ superior quality. This reflects the opinion of the mainstream press that underpriced IPOs have a certain aura of success.



Thus, in this research, we conjecture that the association amongst ‘underwriters and auditors,’ ‘underwriters, and firm owners’ retention’ and ‘auditors and firm owners’ retention’ would have a direct impact on the IPOs’ first-day returns. Over and above the positive signals generated separately by credible auditors, underwriters, and firm owners, investors perceive such partnerships as an “extra-layer of assurance for high quality” [44]. Investors should take this chance to intensify the demand for the IPOs, effectively improving the initial returns. The combined effect of these partnerships, especially in terms of financial reporting, IPO pricing, and insider knowledge minimization, would eventually signal the reputation of the IPOs to prospective investors and thus the risks associated with IPO firms.



The combination of certification by credible auditors and underwriters and the existence of high retention of ownership would minimize the ex-ante uncertainty of investors and increase the demand for the bid, resulting in high first-day returns. If such a coalition does not exist, the desired effect may not be achieved. As Beatty and Welch [34], Cooney et al. [35], Bates and Dunbar [36], Loughran & Ritter [37], Liu & Ritter [45], Angelia and Basana [33], Albada, Low and Yong [18], and Ong, Mohd-Rashid, and Taufil-Mohd [19], have reported, investors view the above as a prospect to raise their demand for these secondary-market IPOs, pushing the value of the shares up and eventually leading to higher first-day returns.



As this analysis uses a multi-national dataset of different legal regimes, we further examine how the legal framework of each country (common and civil law) influences the relationship related to the interaction amongst ‘underwriters and auditors,’ ‘underwriters and firm owner retention’, and ‘auditors and firm owner retention’ on first-day returns of IPOs. Common law nation’s legal structure reduces investors’ expected IPO vulnerability due to uncertainty, compared to the weaker civil law system which has greater ex-ante volatility.



In the context of this analysis, we anticipate a larger association between the interacted signaling variables and first-day return on IPO, in civil law nations compared with common law nations. Prestigious underwriters and auditors play a critical role in promoting firm value in a nation with a weaker legal structure and poorer implementation of rules and regulations. Common law nation has more mature capital markets, stronger legal structures and protection for investors, more stringent regulation and compliance, and less government interference. In a civil law nation, those qualities may not be fully present. Thereby, in a civil law nation, the interplay between prestigious underwriters and auditors may raise the investors’ confidence in the firm quality and ultimately increased IPO transactions on the secondary market. The increased demand for IPOs causes the IPO prices and consequently to a stronger relationship. Increasing investor sentiment will generate added investment for civil law nations and further boost secondary market IPO purchases, thus increasing the demand for these IPOs. This upsurge in the request will indeed force the price of the IPO, and thus the first-day IPO returns. Furthermore, firms in common law nations may also choose to underprice to lessen the occurrence of litigation in a nation where the legal consequences are relatively context-dependent and therefore costly and complicated.



As for the interaction of the reputable auditors and underwriters with the ownership retention, it is anticipated that the presence of both underwriters and auditors in a high-ownership retention context may not mitigate uncertainty in the civil nation. This is mainly due to the fact civil law nation have a comparatively weaker legal system, investor protection, and enforcement of rules and regulations [46]. Thus, when the retention of ownership is strong, the involvement of reputable auditors and underwriters may not have a major effect on the relationship. Investors may also be skeptical about rent-seeking practices and profit-expropriation possibilities in high-ownership firms [47]. This may have added to the insignificance. Combining the arguments presented above, we arrive at the following testable hypotheses:



Hypothesis 1 (H1).

IPOs’ first-day returns are directly affected by the interaction between prestigious underwriters and auditors.





Hypothesis 2 (H2).

IPOs’ first-day returns are directly affected by the interaction between prestigious underwriters and firm owners’ retention.





Hypothesis 3 (H3).

IPOs’ first-day returns are directly affected by the interaction between prestigious auditors and firm owners’ retention.





Hypothesis 4 (H4).

Interacted underwriters and auditors have a greater association with IPOs’ first-day returns in the civil law nation.





Hypothesis 5 (H5).

Interacted underwriters and firm owner retention have a greater association with IPOs’ first-day returns in the common law nation.





Hypothesis 6 (H6).

Interacted auditors and firm owner retention have a greater association with IPOs’ first-day returns in the common law nation.






4. Methodology


Bloomberg, and DataStream are used for data collection. Firms with incomplete data, delisted firms, and all trust funds and REITs were removed. This contributed to a final dataset of 4164 firms. The first-day returns calculation is based on the studies of Ibbotson and Jaffe [48] and Ibbotson, Sindelar, and Ritter [49].


IRi = (PCi − POi)/POi








where:



PCi = first-day ending price



POi = firmi’s offer price



IRi = first-day returns for firm i.



The initial returns of the IPO have not been adjusted for market return movements, as it is widely acknowledged that the daily market returns have no major effect on these initial returns [50]. As for the reputation of the underwriters, this study uses the technique of Megginson and Weiss [51] as information on Carter-Manaster’s [28] tombstone rating system is not accessible in many nations outside the U.S. Therefore, yearly market capitalization by the underwriters is used to calculate underwriters’ reputation. The approach used to classify the credibility of auditors is based on Titman and Trueman’s [12] and Beatty and Ritter’s [26] seminal studies, i.e., the big-4 audit firms versus the non-big-4 firms. For the reputation of auditors (AR), a dummy variable of 0 and 1 is generated; 1 for big-4 and 0 for non-big-4. The final signaling parameter is firm owners’ retention; Downes and Heinkel’s [52] method is used. As for the control variables, the age of the firm is obtained by subtracting the IPO date from the incorporation date. The firm size is based on the number of IPOs issued and the offer price. Concerning market conditions, it is premised on the stock market’s daily closing index in the respective nation. A binary variable is used for industry; 0 indicates non-IT firms, while 1 indicates IT firms. This analysis also uses two other proxies; financial leverage (represented by the ratio of debt to equity) and equity return (ROE). The ratio is determined using: Net after-tax profit/Common Equity. Both variables are collected from either of the websites of Bloomberg, OSIRIS, DataStream, or the companies.



Before hypotheses testing, a correlation test is carried out to ensure the data has no multicollinearity issues. The Breusch-Pagan Godfrey (BPG) is used to check for the existence of heteroscedasticity and is corrected using White’s method. The interacted variables are then regressed against IPOs’ first-day returns. The approach of Aiken and West [53] is adopted for the bidirectional interactions between the independent variables described above. A Two-Stage Least square regression is applied to the following regression,


      ( F i r s t - d a y   r e t u r n )   =        β 0   +   β 1  ( u n d e r w r i t e r ’ s   r e p u t a t i o n )  +   β 2  ( o w n e r s h i p   r e t e n t i o n )        +   β 3  ( a u d i t o r ’ s   r e p u t a t i o n )  +   β 4  ( u n d e r w r i t e r ’ s   r e p u t a t i o n   x   a u d i t o r ’ s   r e p u t a t i o n )        +   β 5  ( u n d e r w r i t e r ’ s   r e p u t a t i o n   x   o w n e r s h i p   r e t e n t i o n )        +   β 6  ( a u d i t o r ’ s   r e p u t a t i o n   x   o w n e r s h i p   r e t e n t i o n )  +   β 7  ( m a r k e t   c o n d i t i o n )           +   β 8  ( f i r m   s i z e )  +   β 9  ( f i r m   a g e )  +   β 10  ( c o r r u p t i o n   i n d e x )  +  ε       











Instrumental variables (underwriter’s reputation x corruption perception index) and (auditor’s reputation x underwriter’s reputation x ownership retention) are applied to (underwriter’s reputation) and (ownership retention) to test for endogeneity.




5. Results/Findings


5.1. Descriptive Statistics


Table 1 (a,b) displays the descriptive statistics for both the common law and civil law countries respectively. After adjusting for outliers, the initial returns range between −50% to 100%, suggesting dissimilarity in the IPOs’ first-day returns. The predictor variables, i.e., the reputation of underwriters and retention of ownership also show a fairly wide variation; 0.01% to 35% for the reputation of underwriters, and 0.01% to 97.37% for retention of ownership. As for the reputation of the underwriters, Goldman Sachs, JP Morgan, Morgan Stanley, Citi Bank, Credit Suisse, Bank of America and Deutsche Bank have high market shares in terms of underwriting services (throughout the study period). Smaller investment banks hold less than 5% of the overall market shares. The two tables below show the descriptive statistics of variables used in the regression.




5.2. Correlation Analysis


The correlation values between the variables are determined before continuing with the regression analysis to ensure no multicollinearity issues. The correlation values between the variables are given in Table 2 (a,b). Overall, the correlation levels are below 0.70. Since the multicollinearity issue does not exist, the two-stage least square regression is applied. Heteroscedasticity is checked to ensure BLUE (Best Linear Unbiased Estimators) estimates are used.




5.3. Regression Results: Interacted Signaling Variables and IPOs’ First-Day Returns


Table 3 shows the empirical results of hypotheses 1–3 respectively. The results indicate significance for the relationship between the interacted ‘reputable auditors and underwriters’ and IPOs’ first-day returns, thus H1 is supported, while H2 and H3 are not supported.




5.4. Further Test: Interacted Signaling Variables and IPOs’ First-Day Returns in the Common Law and Civil Law Nation


As a further step, the dataset is divided into two categories; civil law and common law. Table 4 (a) demonstrates the empirical evidence for the interacted signaling variables and IPOs’ first-day returns for civil law countries. The results for the ‘interacted reputable auditors and underwriters’ and IPOs’ first-day returns indicate a positive association, thus supporting H4.



As for the common law countries, the results differ. There is a positive association between the interacted ‘reputable auditors and ownership retention’ and IPOs’ first-day returns. Thus, H6 is supported.





6. Discussion


As reported by Allen and Faulhaber [6], Grinblatt and Hwang [40], Welch [7], and Arora and Singh [10], the interaction between the auditors and the underwriters supports the IPO firm’s standing and signifies firm credence. The interaction outcomes are expressed by the higher initial returns due to a rise in the secondary market demand for IPOs. The reputation of auditors indicates firm value through quality and transparent reporting, while the reputation of underwriters is regarded by stockholders as an affirmation of the firm’s credence and the IPO pricing resulting from professional isomorphism. The studies strongly support the work of Beatty and Ritter [26], Kirkulak-Uludag and Davis [31], and Chua [54].



As for the alteration to the abovementioned relationships between the interacted signaling variables on IPOs’ first-day returns in the common law and civil law nation, the results imply that prestigious underwriters and auditors play a critical role in promoting firm value in the nation with a weaker legal structure and poorer implementation of rules and regulations. Common law nation has more mature capital markets, stronger legal structures and protection for investors, more stringent regulation and compliance, and less government interference. In a civil law nation, those qualities may not be fully present. Thereby, in a civil law nation, the interplay between prestigious underwriters and auditors has risen the investors’ confidence in the firm quality and ultimately increased IPO transactions on the secondary market. The increased demand for IPOs causes an increase in IPO prices in the secondary market on the first day of trading and consequently contributes to a stronger relationship in these markets.



Nevertheless, in the common law countries, the relationship between the interacted ‘auditors reputation and firm owners’ retention’ and IPOs’ first-day returns suggest a significant positive relationship, though, in the civil law nation, no significance is noted. In a mature capital market with robust legal structures and investor protections, high ownership further solidifies the collaborations as it reduces insider information, thereby boosting investor confidence in firm credibility. The relationship eventually induces a rise in demand for IPOs in the secondary market, thus leading to favorable first-day returns as reported by Allen and Faulhaber [6], Grinblatt and Hwang [40], Welch [7], Datar, Felthan and Hughes [13], Titman and Trueman [12], Loughran & Ritter [37], Rumokoy et al. [17], Albada, Low and Yong [18] and Ong, Mohd-Rashid and Taufil-Mohd [19]. As noted earlier, the civil law nation has a comparatively weaker legal system, investor protection, and enforcement of rules and regulations. Thus, when the retention of ownership is strong, the involvement of prestigious auditors and underwriters does not have a major effect on the relationship. Investors may also be skeptical about rent-seeking practices and profit-expropriation possibilities in high-ownership firms. This may have added to the insignificance. The results are consistent with the works by Shleifer and Vishny [46] and Sundarasen, Goel and Zulaini [47] who indicated that civil law nations have an increased concentration of ownership but low protection for investors.




7. Conclusions


This study aims to investigate the relationship between the interacted signaling variables and IPOs’ first-day returns in the OECD nations. As postulated, a positive association is reported for the relationship between interacted ‘underwriters’ and auditors’ reputation’ and IPOs’ first-day returns on the full sample. The alliance between prestigious auditors and underwriters is signaling the coalition to the marketplace; reducing uncertainty, asymmetric information, and firm risk [10,32,33] whilst effectively boosting firm value. As a result, the alliance creates an upsurge for the IPOs in the secondary market and consequently increases the IPOs’ first-day returns. A distinction between civil law and common law nation shows that in civil law nation, the relationship involving auditors and underwriters has an impact on the IPOs’ first-day returns. In the common law nations, a positive correlation is reported for the interacted ‘auditors and ownership retention and IPOs first-day returns.



The research findings provide perspectives into an IPO framework for issuers, investors, and regulators. The competence of auditors and underwriters eliminates ambiguity, information asymmetry, and indicates the firm value [55]. Thus, issuers may want to weigh carefully the costs and benefits of hiring credible auditors and underwriters when going public. In their selection of auditors and underwriters, issuers ought to be aware that the signaling agents (exclusively or mutually) tend to have a positive effect in the IPO setting. As suggested by Chua [54], Kirkulak-Uludag and Davis [31] and Welch [7] issuers might need to collaborate with highly respected auditors and underwriters to set a price that signals firm value, thus distinguishing themselves from low-quality firms. As for the investors, they should take into consideration the involvement of prestigious underwriters and auditors and the degree to which the IPO firms retain ownership, as the interactive effects give clear signals on firm valuation and IPOs’ first-day returns. Regulators may find the findings informative concerning the creation of a more organized regulatory and financial system that could lead to a deeper and more open financial market which may ultimately draw global listings. Regulations regarding shareholdings and apportionment of shares could add further credibility and transparency to the IPO environment, particularly in civil law nations. This is crucial for the long-term stability and sustainability of firms and the economy of a country.



In conclusion, auditors and underwriters play various roles as mediators, inspectors, and providers of insurance. The results indicate that prestigious auditors, underwriters, and firm owners have integral roles, and their distinct endorsement and certification positions and their involvement in an IPO set are crucial. Likewise, legal origin as an institutional element is crucial in maintaining the existence of investor protection, openness, and a deep and sustainable financial market.




8. Limitation and Study Forward


This research can be expanded from several different viewpoints. The research may be applied from a behavioral point of view, analyzing market sentiment from an empirical perspective. Further study can be undertaken by looking into both the pre and post-listing market effects. This study was unable to separate the secondary market from the primary market effects, due to data constraints. Thus, the study used the final offer price and not the pre-price adjustments. As suggested by Guo, Lev and Zhou [56], Hanley and Hoberg [57], and Mazzoli and Cardi [58], the offer price with a higher premarket information content may have relatively minor changes in the final offer price compared to the filing price. If the initial offer price had been used in the underpricing calculations, the outcomes may have been different, subject to the extent of information expended during the premarket. The amount of information disseminated during the premarket may affect the final offer price and ultimately influence absolute underpricing. The interaction effect can also be analyzed in terms of the IPO’s long-term performance. Another area of interest would be to replicate this study across diverse geographical boundaries, i.e., emerging markets and the MENA region, and address the potential, cultural, and institutional impact on the relationship tested.
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Table 1. (a) Descriptive statistics of variables for Common-Law nation. (b) Descriptive statistics of variables for Civil Law nation.






Table 1. (a) Descriptive statistics of variables for Common-Law nation. (b) Descriptive statistics of variables for Civil Law nation.





	
(a)




	
Variables

	
Mean

	
Median

	
Max.

	
Min.

	
Std. Dev.




	
Initial Returns (IR)

	
7.57

	
0.28

	
100.00

	
−50.00

	
20.24




	
Underwriters’ Reputation (UWR)

	
2.69

	
0.01

	
35.00

	
0.01

	
4.14




	
Ownership Retention (Ortn)

	
11.10

	
4.13

	
97.37

	
−0.64

	
16.57




	
Auditors’ Reputation (AudR)

	
0.58

	
1.00

	
1.00

	
0.00

	
0.49




	
Market Condition (MCon)

	
0.05

	
−0.04

	
22.88

	
−11.68

	
0.93




	
Firm Size (FS)

	
19.93

	
19.75

	
27.75

	
6.56

	
2.40




	
Firm Age (FA)

	
6.74

	
3.00

	
49.00

	
1.00

	
8.28




	
Corruption Perception Index (CPI)

	
8.13

	
8.50

	
9.60

	
5.90

	
0.64




	
(b)




	
Variables

	
Mean

	
Median

	
Max.

	
Min.

	
Std. Dev.




	
Variables

	
11.94

	
2.13

	
100.00

	
−50.00

	
30.36




	
Initial Returns (IR)

	
3.45

	
0.01

	
32.00

	
0.01

	
5.88




	
Underwriters’ Reputation (UWR)

	
16.04

	
7.15

	
92.41

	
0.00

	
19.24




	
Ownership Retention (Ortn)

	
0.53

	
1.00

	
1.00

	
0.00

	
0.50




	
Auditors’ Reputation (AudR)

	
0.20

	
−0.01

	
25.29

	
−9.77

	
1.77




	
Market Condition (MCon)

	
18.73

	
18.59

	
30.48

	
2.61

	
2.62




	
Firm Size (FS)

	
13.50

	
10.00

	
49.00

	
1.00

	
11.02




	
Firm Age (FA)

	
6.42

	
7.00

	
9.70

	
3.10

	
1.49











 





Table 2. (a) Correlation Matrix—Common Law Nation. (b) Correlation Matrix—Civil Law Nation.






Table 2. (a) Correlation Matrix—Common Law Nation. (b) Correlation Matrix—Civil Law Nation.





	
(a)




	

	
IR

	
UWR

	
ORTN

	
AUDR

	
MCON

	
FS

	
FA

	
CPI




	
IR

	
1.00

	
0.03

	
0.03

	
0.01

	
0.03

	
−0.06

	
0.03

	
−0.05




	
UWR

	
0.03

	
1.00

	
−0.19

	
0.31

	
0.00

	
0.10

	
0.19

	
−0.39




	
ORTN

	
0.03

	
−0.19

	
1.00

	
−0.19

	
−0.01

	
0.07

	
−0.03

	
0.20




	
AUDR

	
0.01

	
0.31

	
−0.19

	
1.00

	
0.03

	
0.13

	
0.15

	
−0.21




	
MCON

	
0.03

	
0.00

	
−0.01

	
0.03

	
1.00

	
−0.02

	
0.07

	
−0.05




	
FS

	
−0.06

	
0.10

	
0.07

	
0.13

	
−0.02

	
1.00

	
−0.02

	
−0.03




	
FA

	
0.03

	
0.19

	
−0.03

	
0.15

	
0.07

	
−0.02

	
1.00

	
−0.30




	
CPI

	
−0.05

	
−0.39

	
0.20

	
−0.21

	
−0.05

	
−0.03

	
−0.30

	
1.00




	
(b)




	

	
IR

	
UWR

	
ORTN

	
AUDR

	
MCON

	
FS

	
FA

	
CPI




	
IR

	
1.00

	
0.04

	
0.04

	
0.06

	
−0.03

	
0.16

	
0.07

	
0.06




	
UWR

	
0.04

	
1.00

	
0.03

	
0.26

	
−0.01

	
0.13

	
0.15

	
0.28




	
ORTN

	
0.04

	
0.03

	
1.00

	
−0.16

	
−0.03

	
−0.19

	
0.09

	
−0.14




	
AUDR

	
0.06

	
0.26

	
−0.16

	
1.00

	
0.06

	
0.29

	
0.14

	
0.44




	
MCON

	
−0.03

	
−0.01

	
−0.03

	
0.06

	
1.00

	
−0.12

	
0.01

	
−0.05




	
FS

	
0.16

	
0.13

	
−0.19

	
0.29

	
−0.12

	
1.00

	
−0.01

	
0.26




	
FA

	
0.07

	
0.15

	
0.09

	
0.14

	
0.01

	
−0.01

	
1.00

	
0.16




	
CPI

	
0.06

	
0.28

	
−0.14

	
0.44

	
−0.05

	
0.26

	
0.16

	
1.00











 





Table 3. Relationship between interacted signaling variables and first-day IPO initial returns.
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IR

	
Coef.

	
Std. Err.

	
z

	
p > z

	
[95% Conf. Interval]






	
Underwriters’ Reputation (UWR)

	
3.1278

	
3.0225

	
1.03

	
0.3010

	
−2.7962

	
9.0517




	
Ownership Retention (Ortn)

	
−0.4761

	
0.3780

	
−1.26

	
0.2080

	
−1.2171

	
0.2648




	
Auditors’ Reputation (AudR)

	
−20.2571

	
5.8323

	
−3.47

	
0.0010

	
−31.6882

	
−8.8260




	
UWRxAUD

	
1.1045

	
0.4224

	
2.61

	
0.0090

	
0.2766

	
1.9324




	
UWRxORetn

	
0.0343

	
0.0236

	
1.45

	
0.1460

	
−0.0119

	
0.0805




	
AudxORetn

	
−3.9542

	
3.0483

	
−1.3

	
0.1950

	
−9.9287

	
2.0203




	
Market Condition (MCon)

	
−2.8295

	
1.4681

	
−1.93

	
0.0540

	
−5.7069

	
0.0479




	
Firm Size (FS)

	
3.4835

	
0.7838

	
4.44

	
0.0000

	
1.9473

	
5.0196




	
Firm Age (FA)

	
−0.0250

	
0.0165

	
−1.51

	
0.1310

	
−0.0573

	
0.0074




	
Corruption Perception Index (CPI)

	
4.4666

	
1.4977

	
2.98

	
0.0030

	
1.5312

	
7.4019




	
_cons

	
−48.7194

	
20.2008

	
−2.41

	
0.0160

	
−88.3121

	
−9.1266








Tests of endogeneity. Ho: variables are exogenous. Durbin (score) chi2(2) = 3.93821 (p = 0.1396). Wu-Hausman F(2,5570) = 1.96591 (p = 0.1401).













 





Table 4. (a) 2SLS regression on first-day return for the Civil Law nation. (b) 2SLS regression on first-day return for Common-Law nation.






Table 4. (a) 2SLS regression on first-day return for the Civil Law nation. (b) 2SLS regression on first-day return for Common-Law nation.





	
(a)




	
Variables

	
Coef.

	
Std. Err.

	
z

	
p > z

	
[95% Conf. Interval]




	
Underwriters’ Reputation (UWR)

	
−16.5188

	
6.1816

	
−2.67

	
0.0080

	
−28.6345

	
−4.4031




	
Ownership Retention (Ortn)

	
−0.4001

	
0.4189

	
−0.95

	
0.3400

	
−1.2212

	
0.4210




	
Auditors’ Reputation (AudR)

	
24.8022

	
13.1103

	
1.89

	
0.0590

	
−0.8935

	
50.4978




	
UWRxAUD

	
14.4126

	
6.0734

	
2.37

	
0.0180

	
2.5089

	
26.3162




	
UWRxORetn

	
−0.0667

	
0.0732

	
−0.91

	
0.3620

	
−0.2102

	
0.0768




	
AudxORetn

	
0.4884

	
0.4402

	
1.11

	
0.2670

	
−0.3743

	
1.3511




	
Market Condition (MCon)

	
−1.0821

	
1.8918

	
−0.57

	
0.5670

	
−4.7899

	
2.6257




	
Firm Size (FS)

	
−0.0969

	
1.1388

	
−0.09

	
0.9320

	
−2.3289

	
2.1350




	
Firm Age (FA)

	
−0.0152

	
0.0256

	
−0.59

	
0.5530

	
−0.0654

	
0.0350




	
Corruption Perception Index (CPI)

	
22.8986

	
5.6720

	
4.04

	
0.0000

	
11.7816

	
34.0155




	
_cons

	
−119.88

	
53.1969

	
−2.25

	
0.0240

	
−224.1520

	
−15.6239




	
(b)




	
Variables

	
Coef.

	
Std. Err.

	
z

	
p > z

	
[95% Conf. Interval]




	
Underwriters’ Reputation (UWR)

	
−0.0759

	
1.9691

	
−0.04

	
0.9690

	
−3.9353

	
3.7834




	
Ownership Retention (Ortn)

	
−1.4309

	
0.8343

	
−1.72

	
0.0860

	
−3.0660

	
0.2042




	
Auditors’ Reputation (AudR)

	
−29.3795

	
6.3122

	
−4.65

	
0.0000

	
−41.7513

	
−17.0078




	
UWRxAUD

	
−0.0688

	
2.0161

	
−0.03

	
0.9730

	
−4.0203

	
3.8828




	
UWRxORetn

	
0.0158

	
0.0242

	
0.65

	
0.5140

	
−0.0316

	
0.0631




	
AudxORetn

	
2.3237

	
0.8803

	
2.64

	
0.0080

	
0.5984

	
4.0491




	
Market Condition (MCon)

	
5.1373

	
2.0871

	
2.46

	
0.0140

	
1.0466

	
9.2280




	
Firm Size (FS)

	
10.6470

	
1.1774

	
9.04

	
0.0000

	
8.3394

	
12.9547




	
Firm Age (FA)

	
−0.0415

	
0.0185

	
−2.24

	
0.0250

	
−0.0778

	
−0.0052




	
Corruption Perception Index (CPI)

	
1.0400

	
1.9459

	
0.53

	
0.5930

	
−2.7739

	
4.8539




	
_cons

	
−127.5281

	
35.8469

	
−3.56

	
0.0000

	
−197.7867

	
−57.2696








(a) Standard errors are adjusted for heteroskedasticity, using the White’s test. Tests of endogeneity. Ho: variables are exogenous. Durbin (score) chi2(2) = 5.74751 (p = 0.0565). Wu-Hausman F(2,3112) = 2.86707 (p = 0.0570). (b) Standard errors are adjusted for heteroskedasticity, using the White’s test. Tests of endogeneity for UWR and Ortn. Ho: variables are exogenous. Durbin (score) chi2(2) = 2.6495 (p = 0.2659). Wu-Hausman F(2,2459) = 1.3192 (p = 0.2675).
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