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Table 2 Results for Descriptive Statistics
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Table 4 Regression Results (H,)
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Table 5 Regression Results (H,,)
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Table 6 Regression Results (H,,)
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Table 7 Regression Results (H;, H,,, H,)
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Table 9 Analyst Following, Management Shareholding and A4b¢
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Management Tone Manipulation and Investors’ Recognition:
From the Perspective of Inquiry Regulatory

LIU Yingfei', LIU Xuecai’, LIN Wanfa'
1 Economics and Management School, Wuhan University, Wuhan 430072, China
2 Investment Banking Committee, China Merchants Securities Co., LTD., Shenzhen 518000, China

Abstract: With the maturity of the annual report inquiry regulatory policy, listed companies and investors have paid more and
more attention to the inquiry letters and its response letters. Among the problems of information disclosure, earnings manage-
ment behavior has received the most attention. Yet the existing research has rarely analyzed from the perspective of tone ma-
nipulation whether the non-content characteristics contained in the reply to the inquiry letter will have an impact on investors’
behavior. Therefore, whether the management manipulates the tone of the response letters to conceal earnings management be-
havior and whether investors can identify the tone of manipulation behavior from the managements have become the issues that
address the attention to be studied urgently.

Based on the information asymmetry theory and signal theory, this study takes listed companies’ response letters from
2016 to 2019 as the research sample and uses text analysis method to measure the management tone manipulation in the re-
sponse letters. The multiple fixed effect regression model was used to analyze the influence of different methods and degrees of
earnings management on the tone of manipulation behavior shown in the response letters and the differences in the ability of
investors to identify the tone of manipulation behavior under different information environments.

Our results show that listed companies use abnormal positive tone in the response letters to complement their earnings
management behavior. Specifically, when the listed companies have a high level of accrual earnings management or real earn-
ings management, more abnormal positive tone will be used in the response letters. Further research finds that the relationship
is more significant for the listed companies with fewer analyst following and higher institutional shareholding, which indicates
the different tone manipulation behavior of management under different information environments and corporate governance
environments. In addition, investors are not always able to fully identify the management’s tone manipulation. Only when firms
are followed by more analysts can the investors identify the management's tone manipulation to complement their earnings
management, which has produced a significant negative impact on the stock price. Besides, when listed companies’ shares are
more held by institutional investors, management’s tone manipulation will also have a significant negative impact on stock
prices, which may be due to the fact that institutional investors can take advantage of their information advantages to reduce
their holdings in the market in a timely manner.

The conclusions drawn above prove that investors’ recognition of the management’s tone manipulation in the response let-
ter is helpful for them to avoid investment risks, and also prove the role of the annual report inquiry regulatory policy in im-
proving the efficiency of capital market resource allocation, that is, the open and transparent supervision process can produce
regulatory returns.

Keywords: degree of tone manipulation; earnings management; information asymmetry; response to annual report inquiry let-

ters; text analysis
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