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IPO Growth Management and Corporate M&A:
Evidence from GEM Listed Companies

L1 . . 12 . .3
Zhang Limin~, Jin Qinglu” °, Zhang Peipei
(1. School of Accountancy Shanghai University of Finance and Economics Shanghai 200433 China;

2. Institute of Accounting and Finance Shanghai University of Finance and Economics Shanghai 200433 China;
3. China Financial Futures Exchange Stock Co. Ltd Shanghai 200122 China)

Summary: The GEM Growth Enterprise Market has been positioned to serve innovative and growing
SMEs Small and Medium Enterprises since its establishment in 2009. Although the profitability and cash
flow of these enterprises may be lower than that of mature companies in the main board market, they have
huge potential for growth. However, traditional valuation models, such as the Dividend Discount Model and
the Residual Income Model, do not consider growth as a factor; thus the valuation of GEM companies will be
seriously distorted if we use such traditional valuation models. The Real Option Model Zhang, 2000 en-
dows growth with the same important pricing function as earnings and book value. Since investors highlight
the growth of rapidly expanding companies, managers have incentives to manipulate growth during the IPO

Initial Public Offering  Fedyk, et al., 2017 . However, previous research ignores post-IPO growth and re-
lated economic consequences of growth management during the IPO. We examine whether there is manipula-
tion of growth of China’s GEM companies during the IPO; if so, the growth of listed companies will decline
after the IPO year since the use of discretion over accounting items in particular using discretionary accruals
in the IPO year is usually followed by accruals and performance reversals in post-issue years. We also ask
whether declining growth can be countered through the external expansion strategy of M&A.

This paper selects companies that went public during 2009 and 2017 in the GEM as the main research
sample, and models discretionary sales as the abnormal change in accounts receivable adjusted by PSM

Propensity Score Matching to measure growth management. The results show that: 1 GEM companies ex-
hibit positive and significant growth management in the pre-1PO year, which is not found for non-GEM com-
panies; 2 Growth management of GEM companies is positively associated with the numbers and the amount
of M&A over one year after the IPO Year+1 ; 3 The closer we are to the date of expiration of the lockup
period, the more significant the positive correlation between the IPO growth management and M&A of GEM
companies; 4 M&A helps to support firms’ growth listed on the GEM with pre-IPO growth management.
We also find that the higher the proportion of shares sold off by managers and large shareholders after the
expiration of lockup, the more significant the positive association between the IPO growth management and
future M&A.
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