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Abstract

The SEC limits sell-side analysts’ research activities on IPO firms both before and
immediately after going public (the IPO quiet period). However, during the IPO
quiet period, analysts provide regular coverage of IPO peer firms, which is poten-
tially relevant to investors seeking to glean information about the IPO firm itself.
We examine whether, despite the restrictions on analyst research of IPO firms dur-
ing the quiet period, investors uncover information about the IPO firm indirectly
through analyst research of peer firms. We find that, on the IPO date, institutional
investors trade on the information in analysts’ recommendation revisions of peer
firms that were issued earlier in the quiet period. Institutional investors also trade
in the short window around analyst revisions of peer firms that are issued later in
the quiet period (after the IPO date) but before analysts initiate coverage of the IPO
firm. Retail investors, however, are inattentive to the information available in analyst
research of peer firms. Importantly, our findings vary predictably with attributes of
the issuing analyst, which helps rule out firm- and industry-level alternative expla-
nations. Lastly, we find that recommendation revisions analysts issue for peer firms
predict future IPO-firm performance, suggesting that analyst research of peer firms
during the quiet period conveys meaningful information about the IPO firm that
results in an information advantage for institutional investors.
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1 Introduction

Prior literature documents various advantages institutional investors have over retail
investors (Blankespoor et al. 2020). We study institutional investors’ information
advantages in a setting—the IPO quiet period—where the SEC has taken deliberate
action to mitigate these advantages. In particular, the SEC has limited the informa-
tion available about IPO firms outside of the publicly disclosed prospectus. These
limits include restrictions on analysts’ ability to provide reports, earnings estimates,
and stock recommendations about the IPO firm during the quiet period. However,
analysts’ coverage of the IPO firm’s peers continues unrestricted during this period.
We examine the role of analysts’ coverage of peer firms during the IPO quiet period
on institutional investors’ information advantage over retail investors.

To the extent that analyst research of peer firms is relevant to pricing the IPO
firm, it would represent an indirect information channel about the IPO firm. How-
ever, institutional and retail investors may not be uniformly aware of and able to
effectively process the implications of this research for the IPO firm (Blankespoor
et al. 2020). Understanding this issue is important because one motivation for regu-
latory limits on the information that companies disclose and that analysts produce
during the quiet period is that the information may be less accessible or salient to
certain investors (Bushee et al. 2020). In general, regulators seek to create a level
playing field and limit institutional investors’ informational advantage, and we
examine whether one source of indirect and unconventional information—analysts’
research of the IPO firm’s peers—is a source of useful information for institutional
and retail investors.

We first explore how pre-IPO recommendation revisions of peer firms inform
post-IPO trading for both institutional and retail investors.Prior research suggests a
positive association between the performance of the IPO firm’s industry and the per-
formance of the IPO firm itself (Spiegel and Tookes 2020). Therefore, when analysts
upgrade (downgrade) their stock recommendation of the peer firm during the [PO
quiet period, we predict that investors will be more likely to purchase (sell) shares
of the IPO firm on the IPO date.! Consistent with this prediction, we find more buy-
initiated (sell-initiated) trading volume in the IPO firm among institutional investors
when analysts have upgraded (downgraded) the peer firm’s stock during the quiet
period, suggesting that institutional investors consider the information in analyst rec-
ommendations of peer firms when pricing the IPO firm itself. However, while we
find that institutional investors trade based on analysts’ recommendation revisions of
peer firms, we find no such pattern among retail investors. These findings are robust
to a series of controls, including other concurrent sources of information (e.g., press
releases and news articles) during the quiet period that may impact both analyst out-
put and IPO-day trading.

! We focus on analyst recommendation revisions, instead of other analyst research (i.e., quarterly or
annual earnings forecasts), because recommendation revisions are arguably less noisy measures of ana-
lysts” beliefs, given that they are not short-term in nature and are not impacted by the walkdown effect
associated with analysts’ earnings forecasts (Richardson, Teoh, and Wysocki 2004).
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We next show that IPO trading in response to recommendation revisions for peer
firms varies predictably with attributes of the issuing analyst. In particular, we find
that institutional investors are more likely to trade on the recommendation revisions
of peer firms when the analyst has greater industry expertise, in response to rec-
ommendation revisions issued by analysts from the same brokerage that is under-
writing the PO (affiliated analysts), or in response to revisions issued by less busy
analysts. These findings help link the trading behavior we document to the activity
of peer firm analysts during the quiet period (rather than to some confounding event)
because analyst characteristics are unlikely to be associated with confounding firm-
level or industry-level factors that could impact IPO-day trading.

Although our primary findings associate peer firm recommendation changes dur-
ing the pre-IPO period (i.e., the registration period) with investor trading on the [PO
date, we acknowledge that this registration period begins several months prior to
the IPO date, which raises the possibility that other news during this period is driv-
ing both the recommendation revisions for peer firms and the [PO-day trading we
observe. Therefore, although our cross-sectional tests that document predictable var-
iation in IPO trading based on analyst characteristics help rule out concerns about
confounding sources of information, we also replicate our tests using only the rec-
ommendation changes for peer firms issued after the IPO date but before the expi-
ration of the quiet period. This test allows us to measure trading reactions over the
two-day window starting on the announcement date of the recommendation revi-
sion. For an omitted variable to drive our results, it would have to both coincide with
the announcement date of a stock recommendation revision for a peer firm and be
directionally consistent with the analyst’s revision. The results of this test continues
to support the conclusion that institutional investors (but not retail investors) trade
based on the information analysts provide about peer firms during the quiet period.

We also address the concern that IPO-day trading is driven by information con-
veyed to both investors and analysts during the roadshow, which typically occurs in
the two weeks immediately preceding the IPO date. Our results are robust to exclud-
ing peer firm recommendation revisions issued during the two weeks leading up to
the IPO date, suggesting that our findings are not driven by information conveyed to
investors during the roadshow.

While our results suggest that only institutional investors trade on recommenda-
tion revisions of peer firms, it is unclear whether this trading advantages these inves-
tors over retail investors. Therefore, we assess whether analyst research of peer firms
during the quiet period conveys meaningful information about the IPO firm. We find
that stock recommendation changes of peer firms during the IPO quiet period are
positively associated with the future performance of the IPO firm. Specifically, an
upgrade (downgrade) to the stock recommendation of the peer firm in the pre-IPO
period is associated with better (worse) long-term performance of the IPO firm. This
finding helps explain the IPO-day trading that happens in response to these recom-
mendation revisions.

We also consider the extent to which our findings—that institutional investors
gain information about IPO firms from analyst research of peer firms—are unique to
the IPO quiet period, as opposed to being a phenomenon we observe across inves-
tors outside of the quiet period. We find a differential effect across institutional and
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retail investors during the quiet period, but we fail to find a similar effect one year
after the IPO, which suggests our results are particular to the quiet period and there-
fore relevant to regulation intended to level the playing field around IPOs.

Finally, we recognize that analysts could either intentionally or inadvertently con-
vey information about the IPO firm to investors through their research of peer firms.
As a preliminary test of this question, we compare the profitability of analysts’ rec-
ommendation revisions for peer firms issued during the quiet period to those issued
for the same peer firms outside the quiet period. If analysts are intentionally using
research of peer firms to signal information about the IPO firm, then their recom-
mendation revisions during the quiet period would arguably be less informative
about the peer firm than other recommendations they issue about the same peer firm.
Our results are broadly consistent with this idea, although we cannot rule out alter-
native explanations for this finding.

Our study contributes to several streams of research. First, our findings add to the
literature documenting ways in which retail investors are at a disadvantage relative
to institutional investors, both in general and in the context of IPOs. For example,
prior literature suggests retail investors are less likely to trade in response to costly
acquisition of complex information or when they are unfamiliar with the firm (e.g.,
Asthana et al. 2004; Barber and Odean 2008; Miller 2010; Blankespoor et al. 2018).
In the IPO setting, Bushee et al. (2020) document that media coverage during the
IPO quiet period leads to inferior outcomes (i.e., attention-driven trading) for retail
investors. Our study adds to this literature by suggesting retail investors are inatten-
tive to, unable to process, or lack access to analyst recommendation revisions for
peer firms during the quiet period.

Second, we contribute to the nascent literature on PO quiet periods. Prior
research has examined the role of analysts in IPO firms but has mainly focused on
analyst research immediately after the quiet period ends (e.g., Bradley et al. 2003,
2004, 2008; James and Karceski 2006; Highfield et al. 2008; Lach et al. 2012; Dam-
bra et al. 2018; Jin et al. 2024). One exception is Pisciotta (2023), who also examines
analysts’ research of peer firms during the IPO process but who focuses on the attrib-
utes of analyst research of non-IPO portfolio firms. Our study, in contrast, examines
the implications of this research for institutional and retail investors’ trading in the
IPO firm itself.Another notable exception is Bushee et al. (2020), who document
that heightened media coverage of IPO firms during the quiet period results in worse
outcomes for retail investors who engage in attention-driven trading but find no evi-
dence that institutional investors engage in this form of attention-driven trading dur-
ing the quiet period. In contrast, our finding that institutional investors trade on ana-
lyst outputs of peer firms provides an important contrast between the roles served by
different information intermediaries surrounding the IPO. In particular, media cov-
erage of IPO firms during the quiet period is uninformative to institutional investors
and only retail investors trade on this information (Bushee et al. 2020), whereas ana-
lyst research of peer firms during the quiet period is informative about IPO firms’
prospects, and only institutional investors trade on this information.

Lastly, we contribute to the literature highlighting spillovers of analyst research
(Piotroski and Roulstone 2004; Chan and Hameed 2006; Akhigbe et al. 2006; Muslu
et al. 2014). While the prior literature mainly focuses on spillovers in non-IPO setting,
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Shroff et al. (2017) study the information environment of peer firms in the few years
immediately following the IPO. Our work differs by focusing on the differential effect
of information spillovers on different groups of investors, while prior studies provide
evidence of a general information spillover of analyst research without examining
whether spillovers differentially impact institutional and retail investors.

2 Background and prior literature
2.1 The IPO quiet period

The TPO begins when the firm files a preliminary prospectus that must be reviewed
and approved by the SEC before the firm is permitted to commence marketing their
shares (typically through a roadshow) and selling shares to interested investors (often
with the help of an underwriter). The prospectus provides relevant information
regarding various aspects of firm strategy, competitive dynamics, proprietary tech-
nologies, performance history, future plans, and leadership composition, among other
topics. Because the prospectus is intended to be the exclusive direct source of public
information about the IPO firm, the SEC carefully reviews it and often requests that
firms expand disclosure in areas likely helpful to investors (e.g., Lowry et al. 2020).

Once the prospectus is filed, the IPO firm, the underwriters, and any affiliated
analysts—those employed in the research division of the investment bank underwrit-
ing the IPO—are generally prohibited from certain communications with potential
investors.> While unaffiliated analysts are under no restrictions regarding their cov-
erage of an IPO firm, prior research suggests they voluntarily delay the initiation of
coverage until after the quiet period and that their first research report is issued after
that of the affiliated analyst (James and Karceski 2006; Dambra et al. 201 8).3

The purpose of the quiet period is to create a level playing field among inves-
tors by constraining information about the IPO firm to the prospectus, which is filed
with the SEC and closely reviewed by SEC staff (Bradley et al. 2003). While a level
playing field is always an important objective of market regulation, the time leading
up to the IPO is arguably of elevated importance because of highly volatile returns
around the IPO, combined with investor speculation and incomplete information
about the firm. As a result, unsophisticated investors are particularly vulnerable to
harm at this time (Bushee et al. 2020).

While some of the rules governing the quiet period have been relaxed in recent
years, the prevailing practice has been largely unchanged. Specifically, the Jumpstart
Our Business Startups (JOBS) Act of 2012 permitted affiliated analysts to initiate
coverage, soon after the IPO, for the subset of IPO firms designated as Emerging

2 Some communications are permitted during the quiet period, including marketing of shares through
the roadshow and associated private communications with investors, but even these communications are
limited to information disclosed in the prospectus.

3 The SEC previously defined the end of the quiet period as 25 days after the IPO issue date, but with
the Global Settlement it was changed to 40 days after the IPO issue date.
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Growth Companies (EGCs).* Affiliated analysts nonetheless are still prohibited from
issuing reports prior to the IPO date. In practice, few analysts covering EGC firms
changed their behavior, in part because of uncertainty about the new regulation and
its expected enforcement (Latham and Watkins 2014; Dambra et al. 2018). There-
fore, following the JOBS Act, analysts continue to withhold initiating coverage on
EGC IPOs until 25 days following the IPO, on average (Dambra et al. 2018). In
summary, both affiliated and unaffiliated analysts typically do not initiate coverage
of TPO firms until after the expiration of the quiet period, which is 25 days after the
IPO issue date. Figure 1 presents a timeline of the IPO process and restrictions on
analyst reports.

2.2 Information acquisition during the quiet period

Although the prospectus is the primary direct source of information about the IPO
firm, investors have strong incentives to gain any possible information advantage
during the IPO process. Prior literature on indirect public information sources dur-
ing IPOs focuses on the news media, given that news coverage of the IPO firm is
outside the regulatory jurisdiction of the SEC and is therefore unaffected by quiet
period restrictions. For example, Liu et al. (2014) show that the intensity of pre-
IPO media coverage is positively associated with post-IPO long-run liquidity, ana-
lyst coverage, and institutional ownership. More closely related to our study, Bushee
et al. (2020) find that significant media coverage of firms during the IPO process
harms retail investors through an increase in attention-driven trading.

Our approach complements these studies by analyzing a previously unexplored
indirect source of information about the IPO firm during the quiet period, namely,
sell-side analyst research of peer firms. One distinctive feature of our setting is
that, unlike news articles, sell-side research is subject to SEC regulation, which has
a stated objective of maintaining a level playing field among investors during the
quiet period. Furthermore, while Bushee et al. (2020) show that retail investors are
harmed by placing foo much emphasis on news coverage, our study explores another
possible mechanism—sell-side research—through which retail investors may be dis-
advantaged by placing foo little emphasis on valuable information. Our study thus
explores an important contrast between the roles served by these two information
intermediaries (the media and analysts) surrounding the IPO.

While the information environment contains various sources of potentially rel-
evant information about IPO firms during the quiet period (e.g., macro-level infor-
mation or disclosures provided by peer firms), we focus on analysts because of their
role as industry experts who cover multiple firms that compete with the IPO firm
(Kadan et al. 2012). As a result, analysts have a unique perspective that may be use-
ful to investors interested in the TPO firm and in assessing its prospects. Further,

4 Relaxing the quiet period restrictions under the JOBS Act only applies to companies meeting the EGC
designation, which requires firms to be below $1 billion in revenues at the time of the IPO, among other
restrictions. Thus the regulations maintaining the quiet period remain in effect for IPO firms without the
EGC designation, even following the JOBS Act.
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prior literature documents an increase in stock price synchronicity of peers due to
analyst research (e.g., Piotroski and Roulstone 2004; Chan and Hameed 2006; Howe
et al. 2009; Muslu et al. 2014; Hameed et al. 2015; Israelsen 2016), and Akhigbe
et al. (2006) show that analyst recommendation revisions are informative about peer
firms, suggesting that analysts may be a source of indirect information flows in the
IPO setting. Our setting, however, is unique because (a) the IPO process is charac-
terized by limited direct information flows about the IPO firm, (b) regulators have a
keen interest in retail and institutional investors’ relative access to information dur-
ing the quiet period, and (c) investors cannot immediately trade on any information
gleaned about the IPO firm from analyst research of rival firms.

We also note that, while prior the literature has found spillover effects of peer
firm analyst research, we examine the differential effects of information spillovers
on institutional and retail investors. In addition, we study spillovers specifically in
the IPO setting, where analysts have limited experience with the IPO firm and may
not be sufficiently informed to convey relevant information to investors. Impor-
tantly, Pisciotta (2023) finds that affiliated analysts provide less informative research
about non-IPO portfolio firms surrounding a focal firm’s IPO. However, we note
that, while affiliated analysts’ research is less informative about portfolio firms, this
research may still be informative about the IPO firm itself, especially if the reason
affiliated analysts provide less informative research about portfolio firms is because
of their focus on the IPO firm. Thus affiliated analysts’ revisions may be relatively
uninformative about peer firms themselves while still providing informative research
about the IPO firm. Overall it remains an empirical question whether peer firm ana-
lyst research impacts IPO firm outcomes.

2.3 Analyst research on peer firms and trading by institutional and retail
investors

We examine the impact of analyst recommendation revisions of peer firms dur-
ing the quiet period on institutional and retail investors’ trading behavior at the
IPO date. Spiegel and Tookes (2020) argue that IPOs are often driven by common
industry shocks, which predicts a positive association between analysts’ recom-
mendations of peer firms and future IPO firm performance. Thus an IPO signals an
expected change in future performance that is similar for both the newly public firm
and its peers.’ If investors trade appropriately on any relevant information in analyst
research of peer firms, we expect a positive association between purchases of the
IPO firm’s shares on the [PO date and the average recommendation revision analysts
issue for peer firms during the quiet period.

We argue that peer firm analyst outputs are likely to be informative, even for
institutional investors, who may possess private information about the IPO firm.

5 Hsu et al. (2010) suggest the IPO gives the IPO firm a competitive advantage in the industry, which
would predict a negative relationship between the recommendation revision and future IPO performance.
However, Spiegel and Tookes (2020) find that this competitive advantage motivation explains only a
small minority of IPOs.
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*After the JOBS Act, the quiet period effectively ends 25 days after the TPO issue date for EGCs.

Fig. 1 IPO timeline

Analysts’ industry expertise allows them to provide insights potentially incremental
to what is possessed by managers and is therefore very likely to be incrementally
informative relative to information institutional investors acquire privately (Kadan
et al. 2012; Bradley et al. 2017). Analysts are also a valuable source of information
on macroeconomic factors because of resources available at their brokerages that are
often unavailable to managers or investors (Hutton et al. 2012; Hugon et al. 2016).
Thus we contend that analysts help inform sophisticated institutional investors.

In contrast, prior literature documents various limitations that impair retail inves-
tors’ ability to incorporate information into trading decisions. For example, Barber
and Odean (2008), Engelberg and Parsons (2011), and Hirshleifer and Teoh (2003)
show that retail investors face limited attention constraints arising from disclosure
processing costs (Blankespoor et al. 2020). Although information is costly for all
investors to obtain and process, retail investors often lack the resources (i.e., staff,
data access, computing power, analytical capabilities) necessary to limit these costs.

In our setting, these processing costs imply that retail investors may not have
ready access to sell-side research, may be unaware when analysts release new reports
or revise their recommendations, or may be unable to understand the implications
of analyst research of peer firms for IPO firms in the industry. Thus retail inves-
tors may not respond to informative signals about the IPO firm, and prior research
suggests retail investors are less likely to be aware of firm disclosures compared to
institutional investors (Blankespoor et al. 2020). Given that peer firm recommenda-
tion revisions are an even less salient disclosure relative to a focal firm’s disclosures,
retail investors are even less likely to be aware of these signals or know how to use
them. Therefore, conditional on analyst research of peer firms revealing informa-
tion about IPO firms, we examine whether retail investors trade on this information
and whether they are less likely than institutional investors to do so. To the extent
that institutional investors can better trade on information conveyed by research of
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peer firms, it would imply that analyst research of peer firms creates an information
disadvantage for retail investors during the quiet period, despite restrictions on ana-
lysts” direct coverage of IPO firms during this period.®

3 Sample

We collect data on IPOs from Refinitiv’s Securities Data Company (SDC) database.
Our initial sample consists of all U.S. IPOs between January 1, 2010, and December 31,
2021. We begin our sample in 2010 because that is the year in which data to construct
trading measures for retail investors becomes widely available (Boehmer et al. 2021),
and we end our sample in 2021 because the Hoberg-Phillips’ 10-K Text-based Net-
work Industry Classifications (TNIC) database (which we use to identify peer firms) is
available only through 2021.” We limit our sample to offerings on the American, New
York, and NASDAQ stock exchanges. We exclude financial firms, unit issues, blank
check companies, and rights issues. After merging this [PO sample with Compustat and
CRSP, we exclude IPOs with no matches to Compustat or CRSP and those with miss-
ing historical financial and market information necessary to construct our variables.®

We then match each IPO firm with the top three peer firms from the Hoberg-
Phillips TNIC database, which describes multiple peers for each firm based on simi-
larity of product descriptions from 10-K filings.” IPOs with no matches to the TNIC
database are excluded from the sample. We also require stock recommendation data
from the IBES analyst recommendation database. Finally, we restrict our analyses to
IPOs with at least one recommendation revision by an analyst for a peer firm during
the IPO registration period, which yields 632 unique IPOs.'° These IPOs are associ-
ated with 4,174 stock recommendation revisions during the IPO registration period
for 1,083 peer firms. Table 1 summarizes sample selection.

Table 2 compares our main sample of IPO firms to the sample of IPO firms
with no recommendation revisions by peer firms during the IPO firm’s registration

6 Although the information in analyst revisions of peer firms is revealed before the IPO date, there are
several reasons why this information is unlikely to be fully reflected in the IPO offer price. Prior litera-
ture documents that the parties involved in setting the IPO offer price often have incentives for that price
to deviate from the price that would fully reflect all public information about the IPO firm (Benveniste
and Spindt 1989; Loughran and Ritter 2002). For example, the literature documents a positive associa-
tion between the final revisions to the offer price and first-day returns, which is known as the “partial
adjustment” phenomenon (Hanley 1993).

7 We thank Gerard Hoberg and Gordon Phillips for publicly providing the data used in Hoberg and Phil-
lips (2010, 2016) on their website. The data is available at https://hobergphillips.tuck.dartmouth.edu/

8 We thank Jay Ritter for publicly providing the Field-Ritter dataset of company founding dates used by
Field and Karpoff (2002) and Loughran and Ritter (2004), which allows us to include firm age as a con-
trol variable in our analyses. The data is available at https://site.warrington.ufl.edu/ritter/ipo-data/

° We use the IPO firm’s first 10-K filing as a public company to match to peer firms.

10 We impose this restriction because the absence of a recommendation revision during the registration
period could mean the analyst maintains his or her previous recommendation or that the analyst is inat-
tentive to the peer firm. In untabulated robustness tests, we include IPOs with peer firms that have an
analyst stock recommendation revision in the pre-registration period but not during the IPO registration
period and find similar results.
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Table 1 IPO sample selection

Sample Selection Obs
All US IPOs from January 1, 2010, to December 31, 2021 3.336
Exclude: IPOs in nonmajor stock exchanges 477)
Exclude: Financial firms, unit issues, blank check companies, rights issues (1,376)

Exclude: IPOs with no matches to Compustat or CRSP and with missing historical financial and (212)
market information

Exclude: IPOs with no matches to Hoberg-Phillips peer data (34)

Exclude: IPOs with no analyst recommendation revisions of peer firms during the registration (605)
period

Final IPO Sample 632

Number of analyst recommendation revisions of peer firms during the IPO registration period 4,174

Table 1 describes how the IPO sample is constructed

period. Not surprisingly, in Panel A, we show that the IPO firms excluded from our
sample are smaller (Assets, Revenue) and younger (Age) than those included in our
sample. This is consistent with prior literature, which suggests small firms are less
likely to be covered by analysts (e.g., Bhushan 1989; Barth et al. 2001). We also find
that the IPO firms excluded from our sample tend to be riskier (e.g., ROA, BTM). In
Panel B, we compare the distribution of IPO firms across the years in our sample.
Overall these two samples tend to exhibit similar patterns, with an increase in IPO
frequency in 2013 and 2014 after the enactment of the JOBS Act in 2012, along
with another increase towards the end of our sample period. Lastly, in Panel C, we
compare the industry distributions across the two samples. In both samples, a sig-
nificant portion of IPOs are in the business services (Fama—French industry 6) and
pharmaceutical products (Fama—French industry 10) industries.

Table 3 Panel A provides descriptive statistics for our variables and shows that,
in our sample, the average (median) aggregated peer firm recommendation revisions
at the IPO level (Mean_Revision) is -0.01 (0), while the interquartile range is -0.5 to
0.5, suggesting there are similar numbers of upgrades and downgrades in our sam-
ple. Note that Mean_Revision includes all revisions for the IPO firm’s peers during
the quiet period, across multiple analysts and also potentially including multiple revi-
sions from a single analyst.!! The average (median) IPO firm experiences a -4.9%
(-13.3%) return over the year after the IPO date and a -3.8% (-31.8%) return over
the three years after. We observe significant selling activity, on average, on the first
day of trading for institutional investors (NetVol_Institutional) but greater purchasing
activity for retail investors (NetVol_Retail). The average IPO firm is operating at a
loss (ROA), is audited by a Big Four firm (Big4), and is listed on the NASDAQ stock
exchange (Nasdaq). Approximately 45% of the IPOs are backed by venture capital.

Table 3 Panel B provides descriptive statistics for the variables used in our analy-
sis by tercile of average recommendation revision (Mean_Revision). While IPO firms
across the three groups are of similar age, they nonetheless increase in size across the

" The number of distinct analysts per IPO firm-peer pair ranges from one to 11 analysts.
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Analyst information about peer firms during the IPO quiet period

Table 3 Descriptive statistics

Panel A. Descriptive statistics main sample

Variable

Age
Amendments
Analysts_Peer

Assets

AvgUnderpricing_90days

Big4

BTM
Guidance_Peer
Industry_Returns
IPOVol_90days
Mean_Orig_Rec
Mean_Revision
MOB_Peer
Nasdaq
NetVol_Institutional
NetVol_Retail
NetVol_Total
News
Pct_Retained
PressReleases
PriceRevision
Returns_Iyr
Returns_3yr
Returns_90days
Revenue
Revision

ROA

ROA_Peer

R&D

Tech
Underwriter

vC

Panel B. Descriptive statistics by revision type

Age
Amendments
Analysts_Peer

Assets

AvgUnderpricing_90days

Big4
BTM
Guidance_Peer

Industry_Returns

Bottom Tercile
Mean
2.61
1.33
9.83
5.05
0.15
0.79
0.09
0.74
0.02

STD

1.086
0.886
6.053
2.062
0.208
0.425
0.272
1.363
0.266
4.819
0.643
0.861
0.390
0.492
2.771
0.433
3.184
1.629
0.175
1.049
0.202
0.605
0.992
0.337
2.558
1.235
1.726
0.133
0.660
0.361
1.539
0.498

Median
2.49
1.39
9.00
4.82
0.02
1.00
0.06
0.00
0.00

P25
2.079
0.693
6.000
3.889
0.000
1.000
0.003
0.000
-0.096
0.000
2.000
-0.500
0.333
0.000
-1.320
-0.045
-2.410
0.000
0.691
0.000
-0.151
-0.465
-0.689
-0.179
2.947
-1.000
-0.363
-0.038
0.000
0.000
6.750
0.000

Middle Tercile
Mean
2.64
1.34
10.49
5.18
0.15
0.77
0.14
0.84
0.02

Mean
2.627
1.329
10.444
5.168
0.134
0.764
0.121
0.716
0.025
3.339
2.368
-0.010
0.657
0.589
-1.239
0.080
-1.832
1.128
0.739
0.591
-0.023
-0.049
-0.038
0.023
4.435
-0.041
-0.494
-0.026
0.261
0.153
7.104
0.449

Median
2.48
1.39
9.50
5.26
0.07
1.00
0.07
0.00
-0.02

Median P75
2.485 3.091
1.386 2.079
9.500 14.000
5.089 6.732
0.010 0.234
1.000 1.000
0.062 0.203
0.000 0.981
-0.002 0.105
1.000 5.000
2.375 3.000
0.000 0.500
0.667 1.000
1.000 1.000
-0.386 0.007
0.012 0.099
-0.858 -0.064
0.000 2.303
0.784 0.850
0.000 1.099
0.000 0.095
-0.133 0.213
-0.318 0.238
-0.007 0.175
4.728 6.127
0.000 1.000
-0.044 0.029
0.001 0.015
0.067 0.278
0.000 0.000
7.300 8.188
0.000 1.000
Top Tercile

Mean Median
2.64 2.48
1.32 1.39
10.98 10.00
5.29 5.12
0.10 0.00
0.72 1.00
0.13 0.06
0.53 0.00
0.03 0.02
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Table 3 (continued)

IPOVol_90days 3.09 1.00 5.37 2.00 2.87 1.00
Mean_Orig_Rec 1.96 2.00 2.34 2.33 2.83 3.00
Mean_Revision -0.90 -1.00 0.00 0.00 0.93 1.00
MOB_Peer 0.61 0.67 0.64 0.67 0.72 1.00
Nasdaq 0.61 1.00 0.57 1.00 0.58 1.00
NetVol_Institutional -1.23 -0.43 -1.17 -0.37 -1.32 -0.38
NetVol_Retail 0.07 0.02 0.10 0.01 0.06 0.01

NetVol_Total -1.73 -0.96 -1.76 -0.87 -2.01 -0.81
News 1.04 0.00 1.39 0.00 1.04 0.00
Pct_Retained 0.75 0.79 0.74 0.79 0.73 0.78

PressReleases 0.59 0.00 0.70 0.00 0.51 0.00
PriceRevision -0.01 0.00 -0.01 0.00 -0.04 0.00
Returns_Iyr -0.11 -0.18 -0.02 -0.13 -0.01 -0.07
Returns_3yr -0.14 -0.43 0.02 -0.22 0.02 -0.28
Returns_90days 0.00 -0.01 0.02 -0.01 0.05 0.01

Revenue 4.24 4.54 4.44 4.79 4.64 4.89
ROA -0.43 -0.05 -0.49 -0.06 -0.29 -0.03
ROA_Peer -0.02 0.00 -0.02 0.00 -0.02 0.00
R&D 0.22 0.07 0.26 0.08 0.19 0.03

Tech 0.17 0.00 0.14 0.00 0.14 0.00
Underwriter 7.06 7.17 7.08 7.33 7.17 7.38

vc 0.45 0.00 0.46 0.00 0.43 0.00

Table 3 Panel A provides descriptive statistics for all variables used in our analyses. The number of
observations for all variables in Panel A is 632, with the exception of Revision, which is measured at the
analyst recommendation level (N=777). Panel B provides descriptive statistics for all variables split by
tercile of Mean_Revision, our main variable of interest. All variables are defined in the appendix

terciles (Assets, Revenue). Not surprisingly, IPO firms in the top tercile experience
greater average returns over a 90-day (Returns_90days), one-year (Returns_Iyr), and
three-year (Returns_3yr) window. The peer firms in the top tercile also exhibit greater
analyst following (Analysts_Peer) and are more likely to meet or beat analyst fore-
casts (MOB_Peer) relative to peer firms in the bottom tercile. The appendix includes
detailed definitions of all variables included in our analyses.

4 Research design and empirical results

In this section, we examine whether institutional and retail investors trade on any
information conveyed in analysts’ pre-IPO recommendation revisions for peer firms.
We predict that investors will be more likely to buy (sell) shares of the IPO firm
when analysts have upgraded (downgraded) their recommendation of peer firms. We
test this prediction by estimating the following regression:

NetVol; = f, + f;Mean_Revision; + Controls; + ¢;, (D)
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Analyst information about peer firms during the IPO quiet period

The dependent variable, NetVol, is defined as either NetVol_Total, NetVol_Institu-
tional, or NetVol_Retail. NetVol_Total measures the trading volume of buy-initiated
transactions minus sell-initiated transactions for all trades. NetVol_Institutional (NetVol_
Retail) measures the trading volume of buy-initiated transactions minus sell-initiated
transactions for institutional (retail) investors. Equation (1) tests the sensitivity of IPO-
day trading to analyst recommendation revisions for peer firms during the registration
period. We rely on prior research that uses trade sizes greater than $50,000 to identify
institutional investor trades (Lee and Ready 1991; Bushee et al. 2020). Following Barber
et al. (2023), we measure retail trades as those (i) reported in the Trade and Quote Data-
base (TAQ) as exchange code D and (ii) that have received a price improvement (a frac-
tion of a cent) over the existing bid or offer. We identify the sign of the trades by compar-
ing the price of the trade relative to the midpoint of the national best bid and offer.

Mean_Revision is the average recommendation revision of all peer firms associ-
ated with the IPO firm, aggregated across all analysts covering the corresponding peer
firms during the registration period.!? If investors buy (sell) shares of the IPO firm
when analysts have upgraded (downgraded) stock recommendations during the reg-
istration period of peer firms, we expect a positive coefficient on f, (Mean_Revision).

We include a broad set control variables from three categories of factors—IPO
firm characteristics, peer firm characteristics, and the analyst’s prior recommen-
dation—that might explain variation in our dependent variables. The PO firm
characteristics are based on variables shown in prior literature to be associated
with TPO underpricing (Barth et al. 2017). While we do not study underpricing,
we use these same control variables because they are likely to be associated with
investor trading soon after the IPO. The IPO firm control variables are total assets
(Assets), revenue in the year before the IPO (Revenue), firm age (Age), profitability
(ROA), R&D intensity (R&D), an indicator for a Big Four auditor (Big4), growth
opportunities (BTM), high-tech industry membership (Tech), ownership retention
(Pct_Retained), whether the IPO was backed by venture capital investors (VC),
whether the IPO was listed on the NASDAQ (Nasdag), and the reputation of the
IPO’s underwriter (Underwriter). We also control for other sources of informa-
tion that could be correlated with analyst recommendation revisions. Specifically,
we control for concurrent information released by the firm (PressReleases), con-
current news released about the firm by the business press (News), the number
of amendments to the S-1 IPO filing (Amendments), and the change in IPO price
between the initial proposed value in the S-1 filing to the final PO offer price
(PriceRevision)."

In addition to IPO firm characteristics, we include peer and industry char-
acteristics that can simultaneously impact analyst recommendations and PO
first-day trading. Specifically, we control for industry returns (Industry_Returns)

12 Recommendations are measured on a five-point scale: (1) strong buy, (2) buy, (3) hold, (4) sell, and
(5) strong sell. Therefore a recommendation revision can range from 4 to -4.

13 The majority of IPO firms do not issue press releases or are not covered by the media in the 90-day
window before the IPO. Of those that do issue press releases or are covered by the media, only a trivial
amount of press releases or media articles overlap with peer firm analyst recommendation revisions. This
reduces concerns about concurrent information driving our results.

@ Springer



B. Alhusaini et al.

because industry-wide news and trends could be correlated with both analyst
recommendation revisions and investor trading. In addition, we control for the
possibility that analyst recommendations, IPO trading, or both are driven by hot
IPO markets, which could confound our results (Lowry and Schwert 2002; Pas-
tor and Veronesi 2005; Alti 2006; Cao 2011). Specifically, we control for the
number of IPOs in the same industry in the previous 90 days (IPOVol_90days)
to control for the intensity of the IPO market. We also control for the level of
investor demand for IPOs in the industry using the average underpricing of IPOs
in the previous 90 days (AvgUnderpricing_90days). Lastly, we control for peer
firms’ information environments, which may be driving analysts’ recommenda-
tion revisions and may be informative signals about the IPO firm as well. Specif-
ically, we include peer firm profitability (ROA_Peer), the likelihood of meeting
or beating quarterly earnings benchmarks (MOB_Peer), analyst following (Ana-
lysts_Peer), and the number of forecasts management of peer firms voluntarily
disclose (Guidance_Peer). Lastly, we control for analysts’ prior recommenda-
tions by including the average analyst recommendation immediately preceding
the revision (Mean_Orig_Rec). All financial information is measured in the fis-
cal year prior to the IPO year. We include time (IPO year) and industry (Fama
French 12) fixed effects and cluster standard errors by time (IPO year-quarter)
and industry (Fama French 48).

Column 1 of Table 4 reports the results for total trading volume across both
institutional and retail investors. We observe a positive and statistically signifi-
cant coefficient on Mean_Revision (t-stat=3.71). Columns 2 and 3 report the
results for institutional investors and retail investors, respectively. We observe a
positive and statistically significant coefficient on Mean_Revision in Column 2
(t-stat=2.34) but not in Column 3 (t—stat=—0.60).14 More importantly, we find
that the coefficient estimate on Mean_Revision is significantly greater for insti-
tutional investor trading than for retail investor trading (p-value =0.01). These
findings suggest that, on the IPO date, institutional investors trade on analysts’
recommendation revisions of peer firms that were issued during the registration
period and that retail investors do not incorporate this information in their trad-

ing decisions on average.lS,16

4 Prior literature uses underpricing as a proxy for retail investor demand (Ofek and Richardson 2003;
Cook, Kieschnick, and Van Ness 2006; Dorn 2009). In untabulated analysis, we use underpricing as an
alternative proxy for retail investor trading and find no association between IPO underpricing and peer
firm analyst recommendation revisions.

15 The results in Table 4 are qualitatively similar using an alternative definition of peer firms in which
we find the closest three firms within the same four-digit SIC code when propensity score matching on
control variables related to firm fundamentals (Assets, Revenue, ROA, R&D, and BTM).

16 The positive coefficient on ownership retention (Pct_Retained) is consistent with greater manage-
rial ownership providing a positive signal about IPO value (Trueman 1986; Grinblatt and Hwang 1989;
Courteau 1995). Prior research also suggests that firms listed on the NYSE experience greater benefits
than those listed on the Nasdaq (e.g., Kadlec and McConnell 1994), which is consistent with the negative
coefficient we find on Nasdag. We also find a positive coefficient on Industry_Returns, which suggests
that investors are more likely to purchase IPO firm shares when the industry is experiencing positive
returns.
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Table 4 Peer firm recommendation revisions and IPO-day trading

(€Y

@

3

Mean_Revision

Assets

Revenue

Age

ROA

R&D

Big4

BTM

Tech

Pct_Retained

vc

Nasdag

Underwriter

Mean_Orig_Rec

Industry_Returns

IPOVol_90days

AvgUnderpricing_90days

ROA_Peer

MOB_Peer

Analysts_Peer

Guidance_Peer

NetVol_Total
0.318%%*
(3.71)
-0.038
(-0.40)
-0.136
(-1.21)
0.032
0.21)
0.253
(1.55)
0.605
(1.66)
0.268
(1.00)
-1.007
(-1.56)
0.049
(0.13)
4.507%%*
4.12)
-0.265
(-1.17)
-0.747%%*
(-2.21)
-0.006
(-0.13)
-0.292
(-1.66)
0.735%%*
(2.28)
-0.058
(-1.44)
0.808
(0.83)
0.267
(0.45)
-0.326
(-1.34)
-0.009
(-0.39)
-0.076

NetVol_Institutional
0.294%#%*
(2.34)
-0.129
(-1.48)
-0.064
(-0.70)
-0.062
(-0.52)
0.094
0.77)
0.257
(0.91)
0.369
(1.41)
-0.416
(-0.97)
-0.103
(-0.28)
3.554 %%
(3.19)
-0.174
(-0.82)
-0.733%%*
(-2.52)
-0.017
(-0.40)
-0.125
(-0.53)
0.458
(1.55)
-0.045
(-1.29)
0.965
(1.49)
-0.260
(-0.45)
-0.153
(-0.63)
-0.008
(-0.45)
0.004

NetVol_Retail
-0.022
(-0.60)
-0.014
(-0.73)
0.011
(0.93)
-0.004
(-0.22)
-0.011
(-0.57)
-0.009
(-0.15)
-0.076*
(-1.71)
-0.004
(-0.06)
-0.052
(-0.83)
-0.047
(-0.29)
0.030
(0.71)
0.003
(0.08)
-0.004
(-0.39)
0.038
(0.98)
-0.001
(-0.01)
-0.003
(-0.62)
0.152
(1.45)
-0.216
(-0.87)
-0.072%%*
(-2.11)
0.005*
(1.74)
0.008
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Table 4 (continued)

(e)) (@) 3
(-0.72) (0.08) 0.64)
PressReleases -0.035 -0.131 -0.053
(-0.19) (-0.95) (-1.23)
News 0.053 0.075 0.056
(0.35) (0.70) (1.63)
Amendments 0.347* 0.199 -0.005
(1.86) (1.30) (-0.21)
PriceRevision -1.849%%* -2.033%** 0.143
(-2.59) (-3.25) (1.65)
Observations 632 632 632
R-squared 0.168 0.161 0.161
Industry and Time FEs Yes Yes Yes
Industry and Time Clustering Yes Yes Yes

Table 4 reports the results of estimating Eq. 1. Columns 1, 2, and 3 report the results when the depend-
ent variable is NetVol_Total, NetVol_Institutional, and NetVol_Retail, respectively. NetVol_Total is the
total trading volume of buy-initiated transactions minus trading volume of sell-initiated transactions on
the IPO issue date, scaled by shares outstanding. NetVol_Institutional is institutional investors’ trad-
ing volume of buy-initiated transactions minus trading volume of sell-initiated transactions on the IPO
issue date, scaled by shares outstanding. NetVol_Retail is retail investors’ trading volume of buy-initiated
transactions minus trading volume of sell-initiated transactions on the IPO issue date, scaled by shares
outstanding. Our variable of interest, Mean_Revision, is the average recommendation revision issued for
the IPO firm’s peers during the registration period. All other variables are defined in the appendix. *, **,
*##% indicate significance at the 0.10, 0.05, and 0.01 levels

5 Potential confounding effects

Our primary tests include a robust set of control variables, including various
aspects of the TPO firm’s performance, industry-wide stock returns, contem-
poraneous disclosures and media coverage, and IPO characteristics, which are
designed to address possible alternative explanations for our findings. In this
section, we consider further the possibility that confounding events impact our
finding that analysts’ stock recommendation revisions for peer firms are associ-
ated with IPO-day trading.

5.1 Cross-sectional tests

We conduct cross-sectional tests based on characteristics of the issuing analyst.
In particular, we examine variation in investors’ IPO-day trading based on analyst
industry specialization, the analyst’s affiliation with the IPO’s underwriter, and ana-
lyst busyness. These tests speak to our ability to attribute [PO-day trading to the
recommendation revisions of the analysts covering peer firms, rather than to alterna-
tive firm or industry sources of information that do not vary by analyst. For example,
if we document variation in the association between IPO-day trading and analyst
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research of peer firms and if that variation is predictable based on attributes of the
issuing analysts, then it would increase our confidence that analysts’ coverage of
peer firms explains our findings. Therefore, these tests help address concerns that
our results are attributable to other confounds that may be at play during the quiet
period.

5.1.1 Analysts’industry expertise

The first characteristic we examine is the analyst’s industry specialization. We
argue that industry specialization is likely to affect the extent to which inves-
tors rely on the analyst’s recommendation revisions to understand IPO firms.
We identify analysts covering fewer (more) than the sample mean number of
industries as having high (low) industry expertise. In other words, when an ana-
lyst’s coverage portfolio is concentrated in relatively few industries, that analyst
is likely to be more knowledgeable about these industries (Clement 1999; Dunn
and Nathan 2005).!” We then measure the average recommendation revision for
all analysts covering peer firms during the IPO’s registration period, separately
for analysts with high and low industry expertise. We expect the association
between recommendation revisions for peer firms and investors’ IPO-day trad-
ing to strengthen when these recommendations are issued by analysts with high
industry expertise.

Panel A of Table 5 reports the results. Columns 1 and 2 report results when
examining NetVol_Total. Our findings suggest the association between peer firm
recommendation revisions and trading volume is concentrated in the revisions of
analysts with high industry expertise (Column 1) but is not present among analysts
with low industry expertise (Column 2). However, the difference in the coefficient
estimates on Mean_Revision across Columns 1 and 2 is insignificant (Chi-squared
statistic=2.54). In Columns 3 and 4, we examine the effect of industry expertise on
the association between peer firm recommendation revisions and institutional inves-
tor trading (NetVol_Institutional). We find that the association is concentrated in the
revisions of analysts with high industry expertise (Column 3) but not low industry
expertise (Column 4). The difference in coefficient estimates across the two groups
is statistically significant (Chi-squared statistic=2.87). In contrast, we do not find
a significant association between peer firm recommendation revisions and IPO-
day trading among retail investors, regardless of the analysts’ industry expertise.
This finding is consistent with retail investors failing to incorporate analyst indus-
try expertise (and the corresponding information conveyed by their recommenda-
tion revisions) into their trading decisions. While analyst expertise may influence
investors’ reactions to the recommendation revisions they issue, analyst expertise is
unlikely to be associated with new information about the IPO firm that investors
could learn from any other source.

!7 Based on our sample mean, analysts covering four industries or fewer are designated as having high
industry expertise.
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Table 5 This data is mandatory

Panel A: IPO-day trading and analyst industry expertise

(€Y @) 3) “ (5) (6)
NetVol_Total NetVol_Institutional NetVol_Retail
Industry Expertise High Low High Low High Low
Mean_Revision 0.397%* -0.195 0.302°%* -0.142 -0.021 -0.025
(2.07) (-0.70) (2.05) (-0.68) (-0.78) (-0.56)
Difference in coefficients 0.006 0.004* 0.000
Chi-squared 2.54 2.87 0.01
Observations 494 387 494 387 494 387
Controls Included Yes Yes Yes Yes Yes Yes
R-squared 0.186 0.166  0.197 0.169  0.181 0.237
Industry & Time FEs Yes Yes Yes Yes Yes Yes
Industry Clustering Yes Yes Yes Yes Yes Yes
Panel B: IPO-day trading and analyst affiliation
@ @) 3 “ ) 6)
NetVol_Total NetVol_Institutional NetVol_Retail
Affiliated Analyst Yes No Yes No Yes No
Mean_Revision 0.581%*%* 0.268  0.566%** 0.189  0.025 -0.026
(2.84) (148) (2.83) (1.22) (0.54) (-0.72)
Difference in coefficients 0.003 0.004 0.000
Chi-squared 1.15 1.82 0.92
Observations 196 609 196 609 196 609
Controls Included Yes Yes Yes Yes Yes Yes
R-squared 0.263 0.156  0.261 0.154  0.380 0.166
Industry & Times FEs Yes Yes Yes Yes Yes Yes
Industry Clustering Yes Yes Yes Yes Yes Yes
Panel C: IPO-day trading and analyst busyness
@ (@) 3 “ (6)) Q)
NetVol_Total NetVol_Institutional NetVol_Retail
Analyst Busyness Low High Low High Low High
Mean_Revision 0.492%* -0.136  0.466* -0.003 -0.005 -0.017
(1.74) (-0.42) (1.83) (-0.01) (-0.14) (-0.41)
Difference in coefficients 0.006* 0.005* 0.000
Chi-squared 3.49 2.89 0.15
Observations 495 447 495 447 495 447
Controls Included Yes Yes Yes Yes Yes Yes
R-squared 0.152 0.158 0.162 0.164 0.149 0.153
Industry & Times FEs Yes Yes Yes Yes Yes Yes
Industry Clustering Yes Yes Yes Yes Yes Yes

Table 5 Panel A (Panel B) [Panel C] reports results of the effect of recommendation revisions on IPO
day trading after partitioning analysts based on their industry expertise (affiliation) [busyness]. Columns
1 and 2 (Columns 3 and 4) [Columns 5 and 6] report the results when the dependent variable is NetVol_
Total (NetVol_Institutional) [NetVol_Retail]. NetVol_Total is the total trading volume of buy-initiated
transactions minus trading volume of sell-initiated transactions on the IPO issue date, scaled by shares
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Table 5 (continued)

outstanding. NetVol_Institutional is institutional investors’ trading volume of buy-initiated transactions
minus trading volume of sell-initiated transactions on the IPO issue date, scaled by shares outstanding.
NetVol_Retail is retail investors’ trading volume of buy-initiated transactions minus trading volume of
sell-initiated transactions on the IPO issue date, scaled by shares outstanding. Analysts covering fewer
than the sample mean number of industries are classified as having high industry expertise. Analysts
working for the underwriter of the corresponding IPO are classified as affiliated analysts. Analysts cover-
ing more than the sample mean number of firms are classified as busy analysts. Our variable of interest,
Mean_Revision, is the average recommendation revision of all analysts covering peer firms during the
registration period with high (or low) industry expertise. All other variables are defined in the appendix.
* Rk REE indicate significance at the 0.10, 0.05, and 0.01 levels

5.1.2 Analyst affiliation

We next partition the sample based on whether the analyst revising his or her stock
recommendation of a peer firm works for the IPO’s underwriter (i.e., an affiliated
analyst). Affiliated analysts likely have private information about the IPO firm
(Green et al. 2014).'® This information advantage may also help them assess the
implications of the IPO on peer firms. If so, we expect investors to place more
weight on stock recommendation changes of peer firms issued by affiliated analysts.
Note that this test focuses only on investors’ trading in response to research provided
by affiliated and non-affiliated analysts, rather than on the underlying informative-
ness of the research these analysts produce.

We identify affiliated analysts by manually matching the name of the lead under-
writer for the IPO firm (in the SDC database) with the last name and brokerage affili-
ation of the corresponding analyst in the IBES recommendations file. We use data on
conference call transcripts to improve the accuracy of the match because IBES pro-
vides a masked identification field for the name of the brokerage that, in some cases,
is insufficient to definitively identify the brokerage. The conference call data provides
full names for both the analyst and brokerage (and the firm covered by the analyst),
which we use to link participating analysts to the last names and brokerage affiliation
of analysts in IBES. For each IPO firm, we then calculate the average recommendation
revision for peer firm analysts during the registration period, separately for affiliated
and unaffiliated analysts. If investors perceive that affiliated analysts covering peer
firms can better convey information relevant to the [PO firm, we expect the association
between recommendation revisions for peer firms and investors’ IPO-day trading to
strengthen for recommendations revisions issued by affiliated analysts.

Columns 1 and 2 of Panel B of Table 5 report the results of this analysis when
NetVol_Total is the dependent variable. We find a positive association between
peer firm recommendation revisions and IPO-day trading for affiliated analysts
(Column 1) but not for unaffiliated analysts (Column 2). The difference in the
coefficient estimates on Mean_Revision across Columns 1 and 2 is insignificant
(Chi-squared statistic=1.15). Turning to institutional investors, we continue to
find that the association between peer firm recommendation revisions and insti-
tutional investor trading is concentrated in revisions made by affiliated analysts

18 Anecdotal evidence also supports this claim (Jarzemsky and Demos 2013).
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(Column 3) but not unaffiliated analysts (Column 4), although the difference in
these coefficients is not statistically significant (Chi-squared statistic=1.82).
These results suggest that institutional investors believe affiliated analysts have an
information advantage, perhaps due to increased access to management and other
information about the IPO firm. We next examine retail investors’ use of informa-
tion provided by affiliated (Column 5) and unaffiliated (Column 6) analysts. We do
not find a significant association between peer firm recommendation revisions and
retail investor trading, regardless of the analysts’ affiliation. These findings sug-
gest that retail investors are inattentive to peer firm analyst research. '’

5.1.3 Analyst busyness

The final analyst characteristic we examine is analyst busyness. We argue that
busy analysts are less likely to provide timely and accurate research (Clement
1999; Driskill et al. 2020), suggesting that investors are less likely to rely on
busy analysts. We classify analysts covering more (fewer) than the sample mean
number of firms as busy (not busy) analysts. To the extent that investors believe
busy analysts provide less informative research, we expect a weaker association
between recommendation revisions and IPO-day trading for recommendations
issued by busy analysts.

Columns 1 and 2 of Table 5 Panel C report the results when NetVol_Total is the
dependent variable. We find a positive and significant association between recom-
mendation revisions and IPO-day trading for less busy analysts (Column 1) but not
those that are busier (Column 2). The difference in coefficient estimates across the
two columns is statistically significant (Chi-squared=3.49). In Columns 3 and 4, we
examine the impact of analyst busyness on institutional trading. Among institutional
investors, we continue to find that association between recommendation revisions and
trading is stronger for analysts who are less busy (Column 3). The difference in coef-
ficients across Columns 3 and 4 is also statistically significant (Chi-squared =2.89).
Turning to retail investors, we find no significant association between recommenda-
tion revisions and IPO-day trading, regardless of analyst busyness.

In summary, we interpret the findings in Table 5 as evidence that the extent to
which TPO investors trade based on information analysts provide for industry peers
during the quiet period varies based on characteristics of the issuing analyst. These
findings suggest that our primary results are unlikely to be fully driven by other
information sources potentially available during the quiet period. As a result, these
tests alleviate concerns about confounding factors impacting the inferences of our
tests because any alternative explanations would not explain variation in IPO trad-
ing based on these analyst characteristics. Therefore these findings speak to a unique
role for sell-side analysts in informing IPO investors.

19 Pisciotta (2023) finds that affiliated analysts’ research is less informative about other portfolio firms
around the time of an IPO. Note that affiliated analysts’ research may be less informative for peer firms
while still being informative about the IPO firm itself, especially if the affiliated analyst issues less
informative research for portfolio firms because of their focus on the IPO firm.
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5.2 Recommendation revisions and post-IPO trading

In our primary test examining IPO-day trading (Table 4), we examine analyst recom-
mendation changes that are issued for peer firms at any point during the registration
period and associate these revisions—some of which precede the IPO date by a few
weeks—with a single day of trading on the IPO issue date. This raises the possibility that
the IPO-day trading we observe is driven by other news events during the registration
period. In this section, we examine investor trading in response to analyst recommenda-
tion revisions of peer firms issued in the 25-day window after the IPO issue date but
before the expiration of the quiet period. While restricting this analysis to recommenda-
tion revisions in the 25 days after the IPO issue date significantly reduces the number of
recommendations considered in this analysis, it allows us to observe trading reactions in
the short window immediately surrounding the recommendation changes, minimizing
concerns of confounding effects. Specifically, we estimate the following regression:

NetVol;; = fi, + p,Revision;; + p,Controls;; + ¢;, )

NetVol is the volume of buy-initiated trades minus the volume of sell-initiated
trades measured over the two-day window starting on the date of the recommendation
revision. Revision is an individual recommendation revision issued by an analyst for
an IPO firm’s peer.?’ In addition to the previously described variables, we include an
indicator variable equal to one if the revision is announced on the same day as the [PO
firm’s first post-IPO earnings announcement or zero otherwise (FA_Day).

Table 6 reports the results. Column 1 reports results when examining total trading,
and Column 2 (Column 3) reports results when examining the trading of institutional
(retail) investors. We find a positive and statistically significant coefficient on Revision in
Column 1 (t-stat=1.82) and Column 2 (t-stat=1.77) but an insignificant coefficient on
Revision in Column 3 (t-stat=0.02). For industry-wide information unrelated to analyst
recommendations to influence these results, it would have to coincide with the timing
of these revisions.?! In sum, these findings corroborate the conclusions from our main
analysis, suggesting that confounding industry news is unlikely to explain our findings.

Note that the number of recommendation revisions in the 25 days after the IPO issue
date and before the expiration of the quiet period is only 777. In comparison, in our main
tests, we examine 4,174 recommendation revisions that are issued after the IPO filing
date but before the IPO issue date (i.e., the registration period). That is, there are more
than five times as many revisions during the registration period, suggesting that most of
the information analysts communicate about peer firms during the quiet period occurs
before the PO issue date (rather than after the IPO issue date and before the expiration

20 Revision differs from Mean_Revision in that it is estimated at the analyst recommendation level, while
Mean_Revision is aggregated across all peer firms for each IPO firm.

2l We control for whether the peer firm recommendation revision coincides with the IPO firm’s first
earnings announcement, and, in an untabulated analysis, we also control for whether the revision is
issued on the same day as a firm-initiated press release or a media article. This analysis yields similar
results. Given that we control for the largest sources of information during the quiet period, it is unlikely
that our results are driven by correlated omitted variables.
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Table 6 Peer firm recommendation revisions and trading after the IPO issue date

@

@

3

Revision

Assets

Revenue

Age

ROA

R&D

Big4

BTM

Tech

Pct_Retained

vc

Nasdag

Underwriter

Industry_Returns

IPOVol_90days

AvgUnderpricing_90days

ROA_Peer

MOB_Peer

Analysts_Peer

Guidance_Peer

NetVol_Total
(2-day window)
0.042*
(1.82)
-0.024
(-0.68)
-0.012
(-0.32)
0.011
(0.25)
-0.054
(-1.22)
-0.106
(-0.97)
0.169
(1.20)
0.040
(0.20)
-0.004
(-0.05)
0.321
(1.33)
0.040
(0.43)
-0.010
(-0.17)
0.023
(1.03)
-0.322
(-1.21)
-0.000
(-0.04)
-0.574%*
(-1.76)
0.406
(0.54)
-0.101
(-0.96)
-0.002
(-0.30)
-0.037
(-1.11)

NetVol_Institutional
(2-day window)
0.030*
(1.77)
-0.013
(-0.64)
-0.011
(-0.46)
0.006
0.21)
-0.048%*
(-1.77)
-0.076
(-1.30)
0.137*
(1.70)
0.033
(0.25)
-0.034
(-0.68)
0.283*
(1.91)
0.006
(0.11)
0.045
(0.98)
0.008
(0.58)
-0.307
(-1.51)
-0.004
(-0.55)
-0.237
(-1.24)
0.347
(0.75)
-0.028
(-0.42)
-0.005
(-1.33)
-0.017
(-0.85)

NetVol_Retail
(2-day-window)
0.000
(0.02)
0.001
0.41)
-0.003
(-1.03)
-0.003
(-1.04)
0.003
(0.43)
0.002
(0.14)
-0.014
(-1.35)
0.005
(0.39)
-0.002
(-0.24)
0.021
(1.16)
-0.004
(-0.45)
-0.011
(-1.53)
0.004#*
(2.63)
0.060%*
(2.00)
0.002
(1.35)
-0.008
(-0.21)
0.133
(1.16)
-0.014
(-0.99)
-0.000
(-0.04)
0.001
(0.19)
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Table 6 (continued)

()] @) 3)
PressReleases -0.042 -0.014 -0.008
(-0.33) (-0.17) (-1.27)
News -0.020 -0.027 0.011
(-0.31) (-0.60) (1.62)
Amendments 0.042 0.018 0.001
(1.13) (0.63) (0.13)
PriceRevision 0.256 0.189 0.048%*
(0.67) (0.75) (2.05)
EA_Day 0.024 0.068 0.038
0.13) (0.63) (0.76)
Orig_Rec -0.069 -0.058* -0.003
(-1.53) (-1.75) (-0.64)
Observations 771 771 777
R-squared 0.066 0.082 0.104
Industry and Time FEs Yes Yes Yes
Industry and Time Clustering Yes Yes Yes

Table 6 reports the results of estimating Eq. 2. Columns 1, 2, and 3 report the results when the dependent
variable is NetVol_Total, NetVol_Institutional, and NetVol_Retail, respectively. NetVol_Total is the total
trading volume of buy-initiated transactions minus trading volume of sell-initiated transactions on the
IPO issue date, scaled by shares outstanding. NetVol_Institutional is institutional investors’ trading vol-
ume of buy-initiated transactions minus trading volume of sell-initiated transactions over the three days
centered on the recommendation change date, scaled by shares outstanding. NetVol_Retail is retail inves-
tors’ trading volume of buy-initiated transactions minus trading volume of sell-initiated transactions over
the three days centered on the recommendation change date, scaled by shares outstanding. Our variable
of interest, Revision, is the recommendation revision of the IPO firm’s peer analyst, issued after the [PO
issue date but before the end of the quiet period. All other variables are defined in the appendix. *, **,
*#* indicate significance at the 0.10, 0.05, and 0.01 levels

of the quiet period). Nevertheless, we continue to find results consistent with the main
findings

5.3 Information acquisition during the IPO roadshow

Another potential alternative explanation for our findings is that institutional
investors gain an information advantage over retail investors through the IPO
roadshow, rather than through analyst recommendation revisions of peer firms.
Thus information conveyed to both institutional investors and analysts during
the roadshow could confound our analysis (Blankespoor et al. 2023).

To address this concern, we replicate our main analysis after excluding analyst recom-
mendation revisions issued in the final weeks prior to the IPO issue date. Because IPO
roadshows typically happen in the two weeks leading up to the IPO issue date (Blank-
espoor et al. 2023), our focus on stock recommendations revisions for peer firms that
are issued before this window (and before the roadshow) allows us to draw inferences
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Table 7 Potential impact of information acquisition during the IPO roadshow

(€Y

@

3

Mean_Revision

Assets

Revenue

Age

ROA

R&D

Big4

BTM

Tech

Pct_Retained

vc

Nasdag

Underwriter

Mean_Orig_Rec

Industry_Returns

IPOVol_90days

AvgUnderpricing_90days

ROA_Peer

MOB_Peer

Analysts_Peer

Guidance_Peer

NetVol_Total
0.548%%*
(3.01)
-0.065
(-0.51)
-0.123
(-0.87)
-0.054
(-0.28)
0.230
(1.10)
0.499
(1.02)
0.030
(0.09)
-0.701
(-1.01)
0.059
(0.12)
5.393%:#*
(3.62)
-0.173
(-0.66)
-0.948%*
(-2.41)
0.018
(0.33)
-0.319
(-1.04)
0.699
(1.60)
-0.080*
(-1.92)
1.003
(0.67)
0.257
0.27)
-0.489*
(-1.75)
-0.005
(-0.21)
-0.045

NetVol_Institutional
0.404%#%*
(2.40)
-0.146
(-1.28)
-0.067
(-0.61)
-0.100
(-0.75)
0.115
(0.95)
0.235
(0.71)
0.360
(1.09)
-0.260
(-0.59)
-0.112
(-0.26)
4.137%%**
(3.38)
-0.111
(-0.45)
-0.808**
(-2.71)
-0.004
(-0.08)
-0.077
(-0.26)
0.412
(1.19)
-0.048
(-1.33)
1.247
(1.28)
-0.252
(-0.38)
-0.378
(-1.33)
-0.004
(-0.21)
0.021

NetVol_Retail
-0.047
(-1.14)
-0.004
(-0.22)
0.011
(0.69)
-0.014
(-0.62)
-0.015
(-0.60)
0.012
(0.16)
-0.064
(-1.27)
0.013
(0.20)
-0.076
(-1.10)
-0.089
(-0.44)
0.046
(0.96)
0.011
(0.28)
-0.007
(-0.51)
0.074
(1.54)
-0.006
(-0.06)
-0.001
(-0.12)
0.085
(0.70)
-0.207
(-0.78)
-0.081
(-1.65)
0.006*
(1.86)
0.005
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Table 7 (continued)

(e)) (@) 3
(-0.41) (0.35) (0.35)
PressReleases -0.103 -0.213 -0.062
(-0.58) (-1.58) (-1.30)
News 0.068 0.113 0.059
0.42) (0.94) (1.60)
Amendments 0.380 0.188 -0.015
(1.46) (0.96) (-0.54)
PriceRevision -2.063%** -2.143%%* 0.191
(-3.27) (-3.08) (1.57)
Observations 527 527 527
R-squared 0.159 0.156 0.177
Industry and Time FEs Yes Yes Yes
Industry and Time Clustering Yes Yes Yes

Table 7 replicates the results in Eq. 1 after excluding recommendation revisions in the two weeks prior
to the IPO date. Columns 1, 2, and 3 report the results when the dependent variable is NetVol_Total,
NetVol_Institutional, and NetVol_Retail., respectively. NetVol_Total is the total trading volume of buy-
initiated transactions minus trading volume of sell-initiated transactions on the IPO issue date, scaled
by shares outstanding. NetVol_Institutional is institutional investors’ trading volume of buy-initiated
transactions minus trading volume of sell-initiated transactions on the IPO issue date, scaled by shares
outstanding. NetVol_Retail is retail investors’ trading volume of buy-initiated transactions minus trading
volume of sell-initiated transactions on the IPO issue date, scaled by shares outstanding. Our variable of
interest, Mean_Revision, is the average recommendation revision issued for the IPO firm’s peers during
the registration period. All other variables are defined in the appendix. *, **, *** indicate significance at
the 0.10, 0.05, and 0.01 levels

about the association between analyst research of peer firms and IPO-day trading, with-
out the potentially confounding effect of information conveyed during the roadshow.>
Table 7 presents the results of this analysis after excluding recommendation revisions
during the two weeks prior to the IPO issue date. In Column 1, we report the results
when examining total trading volume. In Column 2 (Column 3), we report results when
examining the trading behavior of institutional (retail) investors. Similar to our main
findings, we find a positive and statistically significant coefficient on Mean_Revision in
Columns 1 (t-stat=3.01) and 2 (t-stat=2.40) but an insignificant coefficient in Column 3
(t-stat=-1.14). We interpret these findings as evidence that information conveyed during
the roadshow is not a credible alternative explanation of our results.

5.4 Other confounding variables - ITCV analysis

In the previous sections, we attempt to mitigate concerns related to specific alterna-
tive explanations for our results. We acknowledge that other potential observable

22 Approximately 9% of the recommendation revisions in our sample occur during the two weeks imme-
diately prior to the IPO date, suggesting that the majority of revisions precede the IPO roadshow.
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Table 8 Impact threshold of a confounding variable

NetVol_Institutional

Raw Impact Partial Impact

Assets -0.0085 0.0005
Revenue -0.0133 0.0005
Age -0.0020 0.0006
ROA -0.0092 0.0003
R&D -0.0050 0.0015
Big4 0.0032 -0.0021
BTM -0.0065 -0.0011
Tech -0.0001 0.0000
Pct_Retained -0.0044 0.0056
vC -0.0016 0.0003
Nasdaq -0.0003 0.0030
Underwriter -0.0093 -0.0039
Mean_Orig_Rec -0.0030 0.0183
Industry_Returns 0.0006 0.0035
IPOVol_90days -0.0033 -0.0007
AvgUnderpricing_90days -0.0065 -0.0059
ROA_Peer -0.0056 -0.0021
MOB_Peer -0.0051 -0.0009
Analysts_Peer -0.0057 0.0004
Guidance_Peer 0.0032 0.0017
PressReleases 0.0005 0.0018
News -0.0001 0.0011
Amendments 0.0000 -0.0003
PriceRevision 0.0050 0.0025
ITCV 0.0159 0.0159
Magnitude of ITCV relative to control variable with ~ 3.18 0.87

largest impact

Table 8 reports the impact threshold of a confounding variable for Mean_Revision when NetVol_Institu-
tional is the dependent variable

or unobservable factors could confound our inferences. To further mitigate these
concerns, we use the impact threshold of a confounding variable (ITCV) to quan-
tify the sensitivity of our results to a potentially confounding omitted variable. In
our setting, the ITCV indicates how influential a correlated omitted variable would
need to be to overturn a significant result (Frank 2000). The results of this analy-
sis are tabulated in Table 8. We report both the raw impact and the partial impact
of each control variable. When examining the raw impact, we find that the impact
of an omitted variable on the association between analysts’ revisions of peer firms
and institutional investors’ IPO trading would need to be 3.18 times larger than the
influence of the variable already in the model that has the largest influence on this
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association and 0.87 times larger when examining the partial impact. Considering
that these two variables are PriceRevision, which has been shown to strongly deter-
mine first-day returns in prior literature, and Mean_Orig_Rec, which is the prior
recommendation revision for peer firms, an unidentified confounding variable of
that magnitude seems unlikely.

6 Additional analysis and discussion
6.1 Do peer firm recommendation changes predict future IPO performance?

In our next analysis, we examine whether analysts’ recommendation revisions for peer
firms during the PO registration period predict future performance of the IPO firm.
We estimate the following regression:

Returns_PostIPO; = f, + f;Mean_Revision; + Controls; + €;, 3)

Returns_PostIPO is either Returns_90days, Returns_Iyr, or Returns_3yr.
Returns_90days (Returns_Iyr) [Returns_3yr] is the IPO firm’s buy-and-hold returns,
adjusted for the value-weighted market return, over a 90-day (one-year) [three-year]
window starting the day after the IPO issue date. We use these three windows to
capture short-, medium-, and long-term returns. All other variables are as defined
previously. We include the same control variables that are included in Eq. 1.

We report the results of this analysis in Table 9. We find that the coefficient on Mean_
Revision is positive but insignificant in the first column (t-stat=0.58) and positive and
significant in both the second and third columns (t-stat=1.78 in Column 2; t-stat=2.22
in Column 3).?* These findings are consistent with analyst stock recommendation revi-
sions of peer firms during the registration period conveying information about the
medium- and long-term prospects of the IPO firm.?* In particular, an upgrade (down-
grade) of the peer firm in the pre-IPO period is predictive of stronger (weaker) long-
term IPO performance. This positive association between peer firm recommendation
revisions and post-IPO performance is consistent with recent literature showing that a
significant proportion of IPOs are motivated by anticipated industry trends (Spiegel and
Tookes 2020). More fundamentally, these findings show that analysts provide meaning-
ful information that investors can incorporate into their assessments of the IPO firm.

6.2 Incremental effects during the quiet period

Our evidence suggests that institutional investors (but not retail investors) incor-
porate information in analysts’ recommendation revisions of peer firms into their

23 Results are robust when measuring Returns_90days, Returns_Iyr, and Returns_3yr after adjusting
market returns using Fama—French five-by-five portfolios constructed by size and book-to-market ratio.

24 Qur empirical analysis does not distinguish between (a) information that originates with analysts and
(b) information that originates elsewhere and comes to the market through analysts’ role in integrating
information from other sources (Bradshaw et al. 2017).
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Table9 Peer firm recommendation revisions and future IPO performance

1 ) 3)
Returns_90days Returns_Iyr Returns_3yr
Mean_Revision 0.016 0.076* 0.113%%*
(0.58) (1.78) (2.22)
Assets 0.005 0.018 0.002
(0.38) (1.07) (0.08)
Revenue -0.006 -0.009 0.040
(-0.46) (-0.71) (1.25)
Age 0.003 0.009 -0.007
(0.29) (0.44) (-0.19)
ROA 0.070%** 0.064 0.117%%*
(3.31) (1.19) (2.30)
R&D 0.187%#* 0.203%#%%* 0.423%%%
(2.53) 2.77) (2.94)
Big4 0.103%#* 0.089 0.196*
(2.17) (1.27) (1.74)
BTM 0.033 0.012 -0.162
(0.89) 0.17) (-1.13)
Tech -0.002 -0.020 -0.278%**
(-0.05) (-0.25) (-2.79)
Pct_Retained 0.049 -0.093 -0.465*
(0.51) (-0.87) (-1.69)
vC -0.043 -0.106* 0.041
(-1.33) (-1.86) (0.52)
Nasdagq 0.010 0.031 0.160*
0.31) (0.64) (1.89)
Underwriter 0.009 0.023* 0.025
(1.41) (1.98) (1.37)
Mean_Orig_Rec -0.006 -0.037 -0.029
(-0.18) (-0.85) (-0.31)
IPOVol_90days -0.002 -0.008 -0.006
(-0.61) (-0.72) (-1.21)
AvgUnderpricing_90days -0.069 0.027 -0.087
(-0.95) (0.28) (-0.75)
ROA_Peer 0.097 0.056 -0.018
(1.21) (0.49) (-0.11)
MOB_Peer 0.052* 0.042 0.118
(1.87) (0.36) (1.08)
Analysts_Peer 0.002 -0.009%** -0.007
(0.67) (-2.62) (-1.20)
Guidance_Peer -0.007 -0.006 0.002
(-0.91) (-0.44) (0.10)
PressReleases 0.008 -0.014 -0.018
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Table 9 (continued)

)] @) 3
(0.32) (-0.42) (-0.34)
News -0.007 0.018 0.043
(-0.39) (0.57) (1.14)
Amendments 0.020 -0.034 -0.175%%*
(1.07) (-0.70) (-2.54)
PriceRevision -0.077 0.137 -0.293
(-0.83) (1.20) (-1.36)
Observations 632 632 632
R-squared 0.158 0.146 0.201
Industry & Time FEs Yes Yes Yes
Industry & Time Clustering Yes Yes Yes

Table 9 reports the results of estimating Eq. 3. The dependent variable, Returns_90days (Returns_Iyr)
[Returns_3yr], is the IPO firm’s cumulative abnormal returns over a 90-day (one-year) [three-year] win-
dow starting the day after the IPO date. Our variable of interest, Mean_Revision, is the average recom-
mendation revision issued for the IPO firm’s peers during the registration period. All other variables are
defined in the appendix. *, **, *** indicate significance at the 0.10, 0.05, and 0.01 levels

trading. However, we acknowledge that our findings may reflect a broader phe-
nomenon about information spillovers that exists beyond the IPO quiet period
(e.g., Miller 2010; Blankespoor et al. 2014). We contend that retail investors
are particularly vulnerable to being harmed during the quiet period because of
institutional investors’ superior ability to glean information from unconventional
or indirect sources (i.e., analyst information about peer firms), which may be
less relevant after the IPO quiet period, when direct information about the firm
becomes more readily available.

Therefore, in the following test, we examine whether the associations we find
during the IPO quiet period are incremental to the general phenomenon of retail
investors being disadvantaged relative to institutional investors. Specifically, we
test whether peer firm analyst research is incrementally informative to institutional
investors during the quiet period relative to a placebo period one year after the IPO.
We assign a placebo event date exactly one year following the IPO and collect peer
firm recommendation revisions during the 25 days after this placebo date. We then
compare the trading behavior during this placebo period to the trading we document
with our sample in Table 6.

As reported in Table 10, we find evidence of an incremental effect of analyst rec-
ommendation revisions during the quiet period among institutional investors (Chi-
squared =3.57) but no incremental effect on retail trading (Chi-squared =0.24). Fur-
thermore, while the difference in coefficient estimates between institutional investor
trading (Column 3) and retail investor trading (Column 5) during the quiet period is
significant (p-value =0.09), we fail to find a significant difference between the two
investor groups in the placebo period (i.e., Columns 4 and 6) (p-value=0.58). We
interpret these results as evidence that the spillover effect we document for institu-
tional investors is uniquely strong during the quiet period.
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Table 10 Incremental effect of information spillovers during the quiet period

€8] (@) 3) (C)) 5) (6)
NetVol_Total NetVol_Institutional NetVol_Retail
Quiet Period Yes No Yes No Yes No
Revision 0.042% -0.014 0.030* -0.009 0.000 -0.002
(1.68) (-0.87) (1.67) (-0.68) (0.02) (-0.81)
Assets -0.024 0.010 -0.013 0.008 0.001 0.001
(-0.75) (0.60) (-0.71) (0.60) (0.43) (0.65)
Revenue -0.012 0.011 -0.011 0.007 -0.003 -0.001
(-0.35) (0.83) (-0.49) (0.73) (-0.95) (-1.02)
Age 0.011 0.014 0.006 0.008 -0.003 0.003**
(0.32) (1.25) (0.26) (0.86) (-1.34) (2.01)
ROA -0.054 -0.058 -0.048%* -0.043 0.003 -0.005
(-1.46) (-0.46) (-1.96) (-0.62) (0.46) (-0.69)
R&D -0.106 0.104 -0.076 0.105 0.002 0.003
(-1.07) 052)  (-137) (1.10) (0.15) (0.25)
Big4 0.169 0.019 0.137* 0.002 -0.014 -0.003
(1.35) (0.40) (1.94) 0.11) (-1.62) (-0.75)
BTM 0.040 -0.000 0.033 0.013 0.005 0.002
(0.26) (-0.01) (0.33) (0.84) (0.38) (0.45)
Tech -0.004 -0.024 -0.034 -0.047#*  -0.002 -0.002
(-0.07) (-0.99) (-0.90) (-2.11) (-0.23) (-0.45)
Pct_Retained 0.321 0.115 0.283* 0.086 0.021 -0.021
(1.22) (0.92) (1.79) (0.75) (1.04) (-1.46)
vC 0.040 -0.050*  0.006 -0.042%*  -0.004 -0.003
(0.47) (-1.73) (0.12) (-2.15) (-0.54) (-0.83)
Nasdaq -0.010 -0.006 0.045 0.012 -0.011%#* -0.001
(-0.16) (-0.17) (1.08) (0.38) (-2.08) (-0.44)
Underwriter 0.023 0.005 0.008 0.001 0.004%#3* 0.000
(1.21) (1.51) (0.69) (0.31) (2.80) (0.13)
Industry_Returns -0.322 0.095 -0.307 0.030 0.060%* -0.003
(-1.42) (1.60) (-1.62) (0.58) (2.42) (-0.25)
IPOVol_90days -0.000 -0.001 -0.004 -0.002 0.002 -0.000*
(-0.05) (-0.62) (-0.73) (-1.25) (1.34) (-1.75)
AvgUnderpricing_90days — -0.574* -0.034 -0.237 -0.023 -0.008 0.000
(-1.91) (-0.32) (-1.39) (-0.33) (-0.22) (0.02)
ROA_Peer 0.406 -0.165*%  0.347 -0.057 0.133 0.006
(0.59) (-1.89) (0.81) (-0.79) (1.37) (0.42)
MOB_Peer -0.101 -0.016 -0.028 -0.005 -0.014 -0.005*
(-1.26) (-0.63) (-0.46) (-0.26) (-1.28) (-1.91)
Analysts_Peer -0.002 -0.002 -0.005 -0.001 -0.000 0.001#%*
(-0.35) (-0.75) (-1.55) (-0.71) (-0.04) (2.80)
Guidance_Peer -0.037 0.065* -0.017 0.063**  0.001 -0.008
(-1.17) (1.78) (-0.91) (2.13) (0.23) (-1.48)
PressReleases -0.042 -0.002 -0.014 -0.012 -0.008 -0.002
(-0.37) (-0.08) (-0.20) (-0.54) (-1.47) (-0.82)
News -0.020 -0.004 -0.027 0.004 0.011* 0.002
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Table 10 (continued)

[CY) (@) 3) (C)) 5) (0)
(-0.35) (-0.27) (-0.66) (0.26) (1.73) (0.96)
Amendments 0.042 0.010 0.018 0.020 0.001 0.000
(1.00) (0.52) (0.65) (1.52) (0.13) (0.03)
PriceRevision 0.256 0.250**  0.189 0.103* 0.048%* -0.003
(0.75) (2.28) (0.87) (1.75) (2.39) (-0.32)
EA_Day 0.024 -0.005 0.068 -0.002 0.038 0.000
(0.15) (-0.15) (0.72) (-0.06) (1.06) (0.01)
Orig_Rec -0.069* -0.003 -0.058%** -0.006 -0.003 0.005
(-1.65) (-0.14) (-2.02) (-0.30) (-0.80) (1.44)
Difference in coefficients ~ 0.000* 0.000* 0.000
Chi-squared 3.74 3.57 0.24
Observations 777 471 777 471 777 471
R-squared 0.066 0.098 0.082 0.089 0.105 0.135
Industry and Times FEs Yes Yes Yes Yes Yes Yes
Industry Clustering Yes Yes Yes Yes Yes Yes

Table 10 reports the results of comparing investor trading during the quiet period to a placebo period one
year after the IPO date. Columns 1 and 2 (Columns 3 and 4) [Columns 5 and 6] report the results when
the dependent variable is NetVol_Total (NetVol_Institutional) [NetVol_Retail], for the quiet period and
the placebo period, respectively. NetVol_Total is the total trading volume of buy-initiated transactions
minus trading volume of sell-initiated transactions on the IPO issue date, scaled by shares outstanding.
NetVol_Institutional is institutional investors’ trading volume of buy-initiated transactions minus trading
volume of sell-initiated transactions over the three days centered on the recommendation change date,
scaled by shares outstanding. NetVol_Retail is retail investors’ trading volume of buy-initiated transac-
tions minus trading volume of sell-initiated transactions over the three days centered on the recommen-
dation change date, scaled by shares outstanding. Our variable of interest, Mean_Revision, is the average
recommendation revision issued for the IPO firm’s peers during the registration period. All other vari-
ables are defined in the appendix. *, **, *** indicate significance at the 0.10, 0.05, and 0.01 levels

6.3 Possible role of analyst intent

Given how closely regulators have scrutinized the information available to inves-
tors during the IPO quiet period, the issue of whether analysts intentionally convey
information about IPO firms through their research of peer firms warrants consider-
ation. In particular, analysts may use peer firm research to deliberately signal infor-
mation about the IPO firm. This motivation for our findings seems unlikely, given
that analysts have other (arguably less costly) ways to provide insights on IPO firms,
especially considering that unaffiliated analysts are not technically prohibited from
providing coverage of IPO firms during the quiet period. In contrast, analysts may
simply incorporate information about IPO firms (including news of the IPO itself)
into their research of peer firms as part of their standard coverage of peer firms,
without any deliberate effort to provide information useful to IPO investors.

We mostly leave this issue for future research, given that our main purpose is
not to speak to analyst intent. With that said, in untabulated analysis, we com-
pare the profitability of analysts’ recommendation revisions for peer firms during
the quiet period relative to the profitability of their recommendation revisions
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in an equally long window before the IPO filing date. The intuition for this test
is that, if analysts are intentionally using their research of peer firms to signal
information about the IPO firm, their recommendation revisions for the peer firm
will be less profitable (i.e., less informative about the prospects of the peer firm
itself) because of analysts’ efforts to convey information about the IPO firm. In
untabulated results, we find that peer firm recommendation revisions during the
quiet period are less profitable than their stock recommendation revisions issued
prior to the quiet period, which is broadly consistent with analysts intentionally
signaling information about the IPO firm through their research of peer firms.
We acknowledge that this test is preliminary and that alternative explanations
for this result remain, including the possibility that this finding reflects analysts’
difficulty in anticipating the prospects of peer firms when an industry peer is
pursuing an IPO.

7 Conclusion

We study the indirect information role of sell-side analysts for IPO firms dur-
ing the IPO quiet period. Although analysts are generally prohibited from pro-
viding information directly about the IPO firm during the quiet period, investors
continue to have strong incentives to gain insights about the IPO firm and its
prospects at this time. We find that only institutional investors trade on analysts’
recommendation revisions of peer firms on the IPO issue date, while retail inves-
tors do not. We also find that IPO trading varies predictably with analyst char-
acteristics, mitigating concerns that industry trends are confounding our results.
In addition, these recommendation revisions for peer firms are predictive of the
IPO firm’s future performance. Collectively, our findings suggest analysts pro-
vide informative signals about IPO firms during the quiet period through their
recommendation changes for peer firms and that institutional investors—but not
retail investors—benefit from their research.

Our results contribute to several streams of literature. First, we contribute to
the literature that documents various ways in which retail investors are inattentive
to different sources of information. Second, we contribute to the literature on the
role of analysts during the quiet period. To date, the literature has mainly focused
on analyst research issued after the expiration of the quiet period, whereas we
contribute by showing that analysts also provide informative signals about the
IPO firm during the quiet period. Lastly, we contribute to the literature on the
IPO quiet period by showing that analysts provide an indirect source of infor-
mation during the IPO process and that institutional investors disproportionately
benefit from this information.
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