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Reputation, Political Connections and
Corporate Vertical Integration

ZHANG Tian-shu's, HUANG Jun?

(1.Accounting School . Shanghai Institute of Foreign Trade .
Shanghai 201620, China; 2. Institute of Accounting and Finance, Shanghai
University of Finance and Economics, Shanghai 200433, China)
Abstract: Under the background of transitional economy, this paper
empirically studies the impacts of reputation and political connections on cor-
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porate vertical integration based on the data of listed companies. The results
indicate that firms with sound reputations are less likely to be vertically inte-
grated because it is easier for them to contract with stakeholders; on the
contrary, politically connected firms have the stronger motive and capability
for grabbing monopolistic profits by entering upstream and downstream in-
dustries, so they are more likely to be vertically integrated. The analysis
based on institutional environment shows that the impacts of reputation and
political connections on corporate vertical integration are more significant in
weak institutional environment. Corporate ownership also affects the im-
pacts of reputation and political connections on corporate vertical integration.
Specifically, private firms with sound reputations are less likely to be verti-
cally integrated and politically connected stated-owned firms have the stron-
ger motive for entering upstream and downstream industries.

Key words: reputation; political connection; corporate vertical integra-

tion; institutional environment; ownership (RiEHRE & W)

(E#5 26 T
Study on the Effectiveness of Reputation
Mechanism in a Transitional Economy .
Evidence from China’s Audit Market

FANG Jun-xiong
(School of Management, Fudan University, Shanghai 200433, China)

Abstract: Reputation mechanism is one of basic mechanisms supporting
the orderly function of market economy. This paper systematically tests the
effectiveness of reputation mechanism in China from the angle of audit mar-
ket. The results show that, after CPAs’ reputations are compromised, they
obviously improve their audit qualities and the audit market responds posi-
tively, that is to say CPAs who improve their audit qualities suffer fewer cli-
ent losses and collect higher audit fees. It reconfirms the constraint of pro-
fessional reputation in China, illustrating the governance value of profes-
sional reputation mechanism of audit independence in emerging markets.

Key words: reputation mechanism; shredded reputation; reputation
restoration; audit quality (WHERE 2 W)
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