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Abstract Applying resource-based theory and signaling theory, we argue that firm

and employee reputations affect consumer adoption of advice offered by profes-

sional service providers, and these effects are contingent on contextual variables.

Our study on brokerage reports in Singapore supports our arguments. We show that

reliance on firm (employee) reputation when adopting advice is higher (lower) if the

evaluation of an entity is an initial rather than a repeated one. Also, reliance on

employee reputation increases with stronger recommendation or when the entity has

a business relationship with the advice-giving firm. These findings have implica-

tions for advice-giving firms and policy makers.

Keywords Professional service � Firm reputation � Employee reputation �
Resource-based theory � Signaling theory

1 Introduction

Many professional service providers offer services to consumers in the form of

evaluating a third party and giving advice about it. The entity can be an individual, a

product, an organization, or a country. For example, expert reviewers write reports

and provide consumers with ratings on various products and services, such as
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smartphones and movies. Analysts examine companies’ financial performance and

provide investors with buy/hold/sell recommendations of securities issued by

companies. Professional advice adoption can benefit the advisor, the advice

recipient, as well as the entity evaluated. For instance, adoption of analyst reports

can bring in business for brokerage firms, generate profit for customers, and increase

the demand for stocks and bonds.

Few studies have examined the adoption of professional advice, and these are

largely confined to healthcare services (Seiders et al. 2015; Spanjol et al. 2015). In

the healthcare context, the advice recipient (the patient) is also the evaluated entity

and the service provider (e.g., the doctor) interacts with the advice recipient (the

patient) before giving advice. Thus, healthcare services are very different from

services in which the evaluated entity is not identical with the recipient and the

provider has no or little interaction with the recipient. Services of the latter kind are

numerous, including expert review, securities rating, accreditation of businesses,

and financial auditing, but these contexts have been largely ignored in current

studies. Hence, our research contributes to the extant literature by extending our

understanding of professional advice adoption into service settings where the

evaluated entity is not identical with the recipient of the advice.

Previous research studies have examined a variety of factors affecting advice

adoption—including characteristics of the advisor, the advice recipients, and the

advice—advisor–recipient interactions, and cues that remind recipients of the

advice (Bonaccio and Dalal 2006; Sniezek et al. 2004). However, these studies have

not investigated reputations of the advice-giving firm and employee as drivers of

professional advice adoption. In making the adoption decision, recipients of

professional advice will assess the reliability or quality of the advice given to them.

Often professional advice does not possess tangible attributes that enable ex-ante

assessment, and therefore advice recipients are likely to refer to firm and employee

reputations, which can serve as quality signals of the advice. As such, the two

reputation constructs are likely to impact the adoption significantly, and we examine

their effects closely in this study.

Firm reputation has received extensive attention in marketing and management

studies (Jeng 2011; Parasuraman et al. 1985; Roberts and Dowling 2002). Firm

reputation is the global evaluation made by external stakeholders on how well the

firm has done in the marketplace (Roberts and Dowling 2002). In parallel with firm

reputation, reputation of employees has also received significant attention among

researchers and managers. Employees play a central role in shaping the corporate

reputation of service firms (Olmedo-Cifuentes et al. 2013). Similar to firm

reputation, employee reputation is shown to contribute to service firms’ perfor-

mance (Clarke et al. 2007). Some studies have estimated both the effects of firm

reputation and employee reputation (Clarke et al. 2007; Fang and Yasuda 2009).

However, these studies are primarily concerned with the effects of employee

reputation, treating firm reputation as a control or auxiliary variable in the data

analysis. Therefore, we know little about how firm reputation differs from employee

reputation as a quality signal. Also, we do not know whether recipients of

professional advice would utilize the two kinds of reputation differently when

evaluating professional advice.
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Our research addresses the aforementioned knowledge gap. Conceptually, we

distinguish the two reputation constructs on the basis of the qualities that they

reflect. Empirically, we demonstrate their different effects on professional advice

adoption, thus attesting to the distinct nature of firm and employee reputations, and

their roles as quality signals in advice adoption. Invoking resource-based theory

(RBT), we posit that firm reputation and employee reputation are based on different

kinds of assets (tangible or intangible) and capabilities of a service firm, and

therefore indicate different qualities of the firm. Furthermore, employing signaling

theory (Connelly et al. 2011), we argue that they can serve as quality signals in

service evaluation but their credibility as quality signals varies with certain

contingencies in the signaling environment. This is because their underlying

qualities can be more, or less, relevant to the evaluation under particular

circumstances. Therefore, they exhibit different effects when a contextual contin-

gency favors the application of one signal over the other in service evaluations.

We test our research hypotheses on recipient adoption of analyst recommenda-

tion found in brokerage reports on publicly listed firms. The stock rating data that

we use for hypotheses testing were collected from brokerage reports of firms listed

in the Singapore Exchange (SGX), a major securities exchange center in Asia. Stock

rating is provided primarily in the form of a report, not requiring direct interactions

between the advice giver and the advice recipient. We focus on stock rating in our

empirical investigation because the lack of direct interactions provides an

appropriate context to examine whether customers rely on firm and employee

reputations as quality signals. Our choice of stock rating as the advice under study

allows us to examine the effects of both reputation constructs simultaneously

because a stock rating report is typically prepared by an analyst working in a

brokerage firm, and the names of the analyst and the firm are disclosed in the report.

Our choice is also justified in view of the significant contribution that the financial

service sector makes to the economy in the intelligence age (Lee et al. 2007).

In the remainder of this article, we first describe RBT and signaling theory as the

theoretical perspectives guiding our hypotheses development. Next, we formulate

our research hypotheses and present our empirical results in the context of stock

ratings. After describing our findings, we discuss the contributions of this paper to

knowledge, management practice and public policy, as well as limitations and

possible extensions of this paper.

2 Theoretical background

2.1 Resource-based theory

Resource-based theory (RBT) emphasizes the role that organizational resources

play when firms seek to gain a sustainable competitive advantage over their rivals

(Barney 1991; Dierickx and Cool 1989). The theory has been applied to customer–

seller dyads and interfirm relationships to explain the effect of exchange-level

resources on exchange performance and the contingent factors that affect this

linkage (Kozlenkova et al. 2014; Palmatier et al. 2013). From the RBT perspective,
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both firm reputation and employee reputation can be conceptualized as organiza-

tional resources.

Firm reputation is an intangible asset with the potential to create sustainable

advantage (Barney 1991; Roberts and Dowling 2002). One determinant of firm

reputation is the synergistic integration of firm resources to produce quality reports

by professional service firms (Boyd et al. 2010). For example, the human capital of

analysts in a brokerage firm is likely to be a key determinant of firm reputation.

Other resources may include a firm’s information/knowledge databases, adminis-

trative staff that handles client-related activities, and the firm’s distribution network

to disseminate reports to service recipients (Clement 1999; Groysberg and Lee

2008; Stickel 1995). How well a service firm integrates various resources to produce

and disseminate quality reports to service recipients on a timely basis creates an

intangible asset. In short, firm reputation is not only an overall evaluation of the firm

by the market but also an indicator of the valuable resources and capabilities

possessed by the firm.

Employee reputation is also a market-based resource as it is derived from the

market’s evaluation of individual employees. While firm reputation is derived from

the synergistic integration of complementary resources within a firm, an employee’s

reputation is largely determined by the human capital of the employee. Human

capital is defined as ‘‘an individual’s cumulative abilities, knowledge, and skills

developed through formal and informal education and experience’’ (Pil and Leana

2009, p. 1103). For example, the human capital of an employee comprises the stock

of knowledge that she (or he) has accumulated about a company under evaluation

and its industry because such knowledge increases the accuracy of earnings

estimates and valuation of the company in a brokerage report (Dierickx and Cool

1989). In other words, employee reputation indicates an employee’s possession of

knowledge that is specific to certain companies or industries.

In sum, firm and employee reputations are intangible market-based resources that

are associated with different assets and capabilities. The assets or resources

underlying firm reputation are generic in that they are applicable to different

entities. In contrast, the cumulative abilities and knowledge underlying employee

reputation are specific to particular entities or sectors that have been covered by

employees. These abilities and knowledge do not lose their value when an employee

moves to another firm. In other words, they are not specific to the firms that hire the

employee.

There is empirical evidence to support RBT’s prediction that the reputations of a

service firm and its employees are valuable resources considered by service

recipients when evaluating a firm’s services. For instance, Parasuraman et al. (1985)

identified firm reputation as a key factor contributing to service recipients’

perceived credibility of a service in question. Firth (1990) showed that when the

works of audit firms are criticized, these firms incur economic losses from damaged

reputations. Furthermore, consistent with RBT’s prediction, there is evidence that

the reputation of employees impacts firm performance positively in various settings

(Zajac and Westphal 1996). Studies that simultaneously examine the impact of

service firm and employee reputations are rarer. In general, these studies found that

service firm and employee reputations do not necessarily have the same impact on
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marketing outcomes (Clarke et al. 2007; Yim et al. 2008). For example, Clarke et al.

(2007) found that analyst reputation and bank reputation have different impact on

the market shares of different services offered to clients.

Although the RBT explains how firm reputation and employee reputation are

conceptually different, its sole application cannot fully explain how these reputation

constructs are related to service evaluation and how this relationship is affected by

contingencies. We therefore apply signaling theory to complete the explanation.

2.2 Signaling theory

Signaling theory recognizes the impact of imperfect information on the behavior of

economic actors and posits that economic actors seek to reduce information

asymmetry in economic transactions (Connelly et al. 2011). The theory has been

adopted in a wide range of disciplines (Calderon-Monge and Huerta-Zavala 2014;

Kang 2008; Riley 2001). It provides a useful lens to explicate how distinct market-

based resources, such as firm reputation and employee reputation, matter for the

exchange outcomes of firms with service or knowledge-based offerings. A

fundamental characteristic of service firms is the intangibility of the offerings

(Berry 1980). According to Zeithaml et al. (1985), ‘‘services are performance, rather

than objects, they cannot be seen, felt, tasted, or touched in the same manner in

which goods can be sensed’’ (p. 138). Under such conditions, the information

asymmetry between buyers and sellers renders ex-ante evaluations of the service

quality ambiguous (Bishop and Megicks 2002). Studies have shown that when

exchange transactions are characterized by high levels of information asymmetry,

buyers rely on signals that provide credible proxies of quality indicators to combat

adverse selection problems, which are about the likelihood of purchasing less

desirable products (Dawar and Parker 1994; Li et al. 2009). In particular, there is

evidence that reputational assets provide credible signals of quality for firms (Dawar

and Parker 1994).

Although recipients of service offerings may rely on reputational assets as signals

of quality, the credibility of these signals is not necessarily invariant. In fact,

signaling theory recognizes that the strength of signals may vary with the signal fit,

which is defined as the extent to which a signal is correlated with, or represents a

valid and reliable measure of, the unobservable quality being signaled (Connelly

et al. 2011). For instance, Schijven and Hitt (2012) found that the fit of acquisition

premiums as a valid and reliable signal of the synergistic potential of an acquisition

is contingent on contextual factors.

The above arguments suggest that in adopting professional advice, recipient

reliance on the signals emanating from firm and employee reputations is determined

by the signal fit, i.e., the extent to which consumers perceive these signals as

reflecting the quality of the advice offered by a service provider. Contingencies

affecting the signal fit may sway consumers to increase or decrease their reliance on

either reputation type. For instance, while high brokerage firm and analyst

reputations may signal high brokerage report quality and increase the confidence

that recipients place on the stock recommendation, the signal fit between these

reputation types and report quality may be weakened or strengthened by
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contingencies in the signaling environment. These contingencies include details of

the evaluation context or content which inform recipients of the service firm’s or the

employee’s intentions or effectiveness in deploying their resources. For example,

conflicts of interest arising from a business relationship between a service firm and

an entity under evaluation may make recipients wonder whether the firm would

faithfully publish unbiased evaluations. Recipients may also perceive that an

employee giving strong advice on an evaluated entity may possess substantive and

credible knowledge of the entity in support of the advice.

For our research, we choose the following contingencies: (1) the business

relationship that exists between the service firm and the entity covered in the report;

(2) the strength of professional advice contained in the evaluation report; and (3)

whether the report is the initial evaluation of the entity in question (e.g., the first-

time assessment of the entity) or a repeated evaluation. These choices are made on

the basis of the following considerations. First, we want to cover both types of

contingencies that affect service recipients’ reliance on firm reputation and

employee reputation, respectively. Second, these contingencies have practical

significance and draw recipients’ attention. Conflicts of interest are cited as the most

frequent violations of professional conduct (Gillis and Earp 1979), and business

relationship is a common cause giving rise to conflicts of interest. Business

relationship became a serious concern when several corporate scandals involving

conflicts of interest broke out in the U. S. in the first half of this century (e.g., the

Enron Scandal in 2001 and the collapse of Lehman Brothers in 2008). Past studies

have also shown that recipients pay attention to the strength of professional advice

(e.g., a target price for a stock under evaluation) and to whether an evaluation is an

initial or a repeated type (Barber et al. 2001; Irvine 2003). Furthermore, the strength

of professional advice and evaluation type (i.e., initial or repeated) are likely to

capture attention because this information is prominently displayed in an evaluation

report. Third, the choices of these contingencies allow us to reveal the different

characteristics and bases of firm and employee reputations, and hence provide

conceptual insights. For example, resources contributed by service firms to

evaluation services are more generic and portable across the covered entities

whereas the knowledge and experience applied by employees to the services are

more specific to the entities. The implication of this difference becomes apparent

when the signaling environment directs attention to the accumulated knowledge of

employees about a covered entity (e.g., when the evaluation of the entity is a

repeated one). Fourth, the contingencies apply to a variety of professional services.

For example, business relationship is a concern in auditing, stock rating, and

accreditation of businesses. Repeated evaluations of the same entity are also

common for these professional services.

2.3 Firm-entity business relationship

A plausible condition that changes the signal fit between firm (or employee)

reputation and report quality is the presence of a publicly disclosed business

relationship that exists between the service firm providing the advice and the

covered entity. Conflicts of interest arising from business relationships involving
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professional service firms took center stage in the U.S. in the first decade of this

century when the public knew about the relationships. For example, some financial

services firms (e.g., Credit Suisse First Boston, Lehman Brothers) offered both

research and investment banking services, and the stock recommendations offered

by their research departments were tainted by business relationships that their

investment arms had with the companies covered by the recommendations (Siow

2002). Because the process of securities analysis cannot be observed by investors,

opportunities exist for financial services firms to provide biased reports when they

are motivated to do so (Cote and Goodstein 1999; Jennings 2005). The tainted

recommendations in the example helped increase the sales of the stocks

underwritten by the financial services firms. Although giving biased advice could

damage the reputation of these firms, the prospect of substantial commission gain

from the increase in the sales of the stocks overrode this concern. Similarly, private

institutes conducting university rankings were criticized because these institutes

were suspected of targeting universities that had business relationships with them

(Holmes 2006). Generally speaking, service recipients could be aware that in the

presence of a business relationship, the service firms may try to bias the

recommendations—e.g., by exerting pressure on their employees to produce biased

reports. Therefore, they trust the service firms less and rely less on firm reputation

when considering recommendations provided by these firms.

Would service recipients also regard employee reputation as unreliable in the

presence of a business relationship? We argue that recipients’ reliance on employee

reputation would not decrease or may even increase in the presence of the business

relationship. First, recipients are unlikely to perceive that individual employees can

directly benefit from such a relationship. Second, professional service employees

exercise care to protect their reputation. For example, analysts’ compensations and

career prospects are often dependent on their reputations (Baldwin and Rice 1997;

Hong and Kubik 2003). Because investors can cheaply monitor the recommenda-

tions of analysts on their forecast accuracy (Jackson 2005), analysts are motivated to

provide accurate forecasts in order to enhance or maintain their reputation. Third,

employee reputation is not necessarily specific to the firm hiring the employee as an

employee’s skills and knowledge can be transferred across firms without significant

loss in value. For instance, we expect analyst reputation to exhibit low brokerage-

firm-specificity because analyst reputation is related to an analyst’s ability to

produce good quality estimates and forecasts, which are largely derived from her/his

stock of accumulated knowledge on the covered firms (Dierickx and Cool 1989).

Hence, an employee’s reputation is a valuable asset to her, allowing her to move to

and negotiate compensation with other firms. In sum, the foregoing considerations

make a reputable employee unlikely to compromise on the accuracy of her

recommendations (Coff 1999). This is also corroborated by empirical evidence

against allegations that reputable analysts have helped generate investment banking

deal flow by issuing overly positive recommendations (Clarke et al. 2007). By

comparison, an employee with low reputation is more likely to provide biased

advice when she is under pressure from the service firm, because she has little or no

tangible benefit to lose in doing so. Therefore, the difference between a

reputable employee and a less reputable one can increase in the presence of a
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business relationship. This is supported by Fang and Yasuda (2009), which shows

that the gap in forecast accuracy between reputable analysts and less reputable an-

alysts widened in periods of high underwriting volumes (when the potential of

conflicts of interest is high). If advice recipients perceive this widening gap in the

presence of a business relationship, they will rely more on employee reputation in

service evaluation. The foregoing discussion leads us to advance:

H1a The effect of firm reputation on professional advice adoption will decrease

when the covered entity has a publicly disclosed business relationship with the

service firm than when it has not.

H1b The effect of employee reputation on professional advice adoption will

increase when the covered entity has a publicly disclosed business relationship with

the service firm than when it has not.

2.4 Strength of advice

Another plausible factor that reinforces the signal fit between employee reputation

and report quality is the strength of advice. The strength of advice refers to the

extremity of the professional advice given to the recipient. For example, an

extremely high or low rating of a covered entity (e.g., a business, a bond, or a

movie) indicates strong advice. According to RBT, a strong recommendation

suggests that an employee performing the evaluation is able to utilize her

knowledge and ability to differentiate a covered entity from other entities in the

same category, and thereby make a bold statement about the former (Dierickx and

Cool 1989). Additionally, in the case of stock recommendations, strong advice

sends a signal that an analyst is privy to important information or knowledge of a

covered firm that has yet to be incorporated into the stock price. Evidence from

securities data analysis also supports the claim that analysts’ forecasts contain

valuable private information about the covered firm (Dimson and Marsh 1984).

Hence, bolder estimates of target prices that differ significantly from current prices

are likely to engender a stronger reliance on analyst reputation as a signal for quality

reports.

By comparison, we posit that strong advice weakens the signal fit between

service firm reputation and advice quality. Recall that RBT regards firm reputation

as generic, being determined by the overall experience of its customers, and having

less to do with the human capital of a particular employee. Since strong advice is

primarily based on an employee’s human capital, advice recipients are more likely

to relate the strength of advice to the employee than to the service firm.

Furthermore, research in human decision-making suggests that the amount of

attention which people pay to a particular decision criterion affects the impact of

this criterion on a focal decision (Busemeyer and Townsend 1993; Roe et al. 2001).

Related arguments and evidence about the attention-impact connection can be found

in the literature that discusses price as an extrinsic quality cue (i.e., a quality signal)

for product evaluation. Researchers propose that additional extrinsic cues (e.g., store

name and brand name) may make consumers rely less on price information for
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product quality judgments (Dodds et al. 1991; Monroe and Dodds 1991). Dodds

et al. (1991) provide corroborative evidence that the price-quality relationship is

diminished in the presence of a brand name or a store name. In other words, the

relationship is stronger in the absence of other quality cues. The finding that

consumers pay greater attention to a quality cue in the absence of other cues

supports the argument that greater attention to a cue can enhance the impact of the

cue on quality judgments. The argument is also consistent with the findings of other

scholars who study the effect of signals generated through organizational affiliations

with other entities (Khoury et al. 2013; Ozmel et al. 2012). When recipients

perceive employee reputation as a stronger quality signal, they may pay greater

attention to it and devote less attention to other signals. As a result, the impact of

firm reputation on recipient adoption of professional advice could be weakened

when the advice is of the strong type. Therefore, we advance:

H2a The effect of firm reputation on professional advice adoption will decrease

when the advice is strong than when it is not.

H2b The effect of employee reputation on professional advice adoption will

increase when the advice is strong than when it is not.

2.5 Initial evaluation

A third factor which may affect the signal fit between employee reputation and

advice quality concerns whether the evaluation conducted by an employee is an

initial assessment of the covered entity (i.e., a first-time assessment). Some

professionals (e.g., auditors, analysts, and counselors) provide advice recipients with

repeated evaluations on the same entity over time. An employee’s understanding of

the entity’s conditions can grow over repeated evaluations. Earlier, we highlight that

RBT conceptualizes employee reputation as an indicator of knowledge-based assets

accumulated by the employee over time. For example, the ability of an analyst to

produce quality reports is largely dependent on the stock of knowledge assets that is

relevant to a covered firm. From the RBT perspective, the stock of knowledge assets

that an analyst has is largely determined by the amount of investments made to

research a firm and its relative competitive position in the industry (Dierickx and

Cool 1989). Hence, there is a premium to the gradual accumulation of knowledge

over time as the incremental flow of knowledge gained with each additional research

adds to the knowledge stock and improves the ability of an analyst to make more

accurate forecasts about the covered firm (Mikhail et al. 1997). Furthermore, the

RBT literature emphasizes the internal sources of firm heterogeneity. If a covered

firm is indeed a unique ecosystem of resources that are linked by means of path-

dependent organizational routines (Nelson and Winter 1982), knowledge of what

constitutes the firm’s core competencies provides little value in understanding the

core competencies of other covered firms. Therefore, what matters more to recipients

is an employee’s prior experience in evaluating an entity when they consider the

quality signal emanating from the employee’s reputation. In short, these RBT

arguments posit that employee reputation would not be a good predictor of report
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quality in the initial evaluation as knowledge of an entity’s conditions would be

limited at this point. In contrast, recipients would perceive employee reputation as a

stronger signal of report quality for subsequent evaluations.

Unlike employee reputation, firm reputation has a broader relationship with

advice quality, spanning across both initial and subsequent evaluations of an entity.

For instance, brokerage firm reputation is more generic and portable across covered

entities since it is based on the synergistic integration of resources that enables a

firm to produce quality reports. A recipient’s perception of a firm’s services is

therefore likely to be broad and not limited to a specific covered entity. Hence, firm

reputation is largely dependent on the overall experience of its customers with the

quality of its reports as a whole. Furthermore, if recipients discount employee

reputation when reacting to the advice given, they may pay greater attention to firm

reputation as a quality signal (Busemeyer and Townsend 1993; Khoury et al. 2013).

As a result, we expect recipients to compensate for a lower reliance on employee

reputation with a higher reliance on firm reputation when reacting to initial

evaluation. In sum, we put forward:

H3a The effect of firm reputation on professional advice adoption will increase

when the evaluation of the covered entity is initial than when it is not.

H3b The effect of employee reputation on professional advice adoption will

decrease when the evaluation of the covered entity is initial than when it is not.

To sum up, by invoking several theories (most notably, the RBT and signaling

theory), we put forward six hypotheses about the effects of three moderators

(business relationship, strength of advice, and initial evaluation) on the associations

between firm/employee reputations and recipient adoption of professional advice.

3 Method

3.1 Data collection

We test our hypotheses on recipient adoption of professional advice found in

brokerage reports on publicly listed firms. A brokerage report is written by an

analyst from a brokerage firm and offers investment advice on the shares of a listed

firm. The primary advantage of testing our hypotheses in this context is that we can

capture recipients’ adoption of the professional advice in the market and study the

effects of firm reputation and employee reputation simultaneously.

We restrict our sample to brokerage reports published under the SGX-MAS

Research Incentive Scheme on firms listed in Singapore. The results of this study

have important implications because Singapore is not only a major financial center

in Asia (Huat et al. 2004) but its stock market capitalization is also ranked first

among the ten member countries in the Association of Southeast Asian Nations

(ASEAN), followed by Malaysia and Thailand. The SGX, together with the MAS,

launched the SGX-MAS Research Incentive Scheme in 2003 to enhance research

coverage of stocks listed in SGX. Each brokerage report generated under this
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Scheme covers one SGX-listed firm and is available to the public on the SGX

website. Furthermore, the SGX website indicates the publication date of each

brokerage report, and the names of the brokerage firm and analyst are clearly

indicated in each report.

Our sample consists of brokerage reports published from 2004 to 2006. Although

the SGX-MAS Research Incentive Scheme started in 2003, we did not include

reports published in 2003 because Singapore (and other parts of Asia) was

struggling with the Severe Acute Respiratory Syndrome outbreak that year. The

Singapore stock market bottomed out in 2003 albeit with high volatility (the market

index registered a standard deviation of 50.4). Similarly, we excluded reports after

2006 because stock market volatility increased significantly from 2007 onward (the

market index registered standard deviations of 16.7, 23.0, 41.9, 60.5, and 151.4 from

2004 to 2008). This was followed by a steep decline in the market index following

the global financial crisis from the Lehman Brothers debacle in 2008.

We adopted the following five criteria to select brokerage reports into our

sample: (1) reports that made buy or sell recommendations, (2) reports written by a

single analyst, (3) reports published on a day without any announcements by the

covered firms, (4) reports published on a day without reports on the same covered

firms published by other brokerage firms, and (5) the first reports on the covered

firms during the sample period.

The first criterion excludes hold recommendations because we examine the

adoption of advice in brokerage reports, where the strength of recipient reaction is

measured by the abnormal stock returns attributed to the brokerage reports since

larger returns equate to stronger recipient reaction. Hence, by default, the advice in

brokerage reports must recommend recipients to either buy or sell shares in the

equity market, and not hold recommendations which do not require recipients to do

anything. The second criterion eliminates the problem of measuring analyst

reputation (or aggregating individual reputation to group reputation) when reports

are written by a group of analysts with different reputation scores. Focusing on

reports written by a single analyst allows us to better draw conclusions about the

impact of analyst reputation on recipient reactions.

The third criterion is required so that recipient reaction to a brokerage report

could be solely attributed to the publication of the report and not to confounding

announcements by the covered firm (McWilliams and Siegel 1997). Similarly, the

fourth criterion is required so that the reaction may be solely attributed to the

reputations of one analyst and one brokerage firm rather than multiple analysts and

brokerage firms (McWilliams and Siegel 1997). In addition, given that an analyst

might publish more than one brokerage report on a firm over the sample period, we

included the fifth criterion to avoid violating the independence assumption.

Selecting the first brokerage report during the sample period does not imply that

only initiation reports (initial evaluation) are selected since reports that initiated

coverage may have been published prior to the sample period.

The final sample comprises 339 brokerage reports published by 135 analysts

from 13 brokerage firms and consists of 273 reports with buy recommendations and

66 reports with sell recommendations.
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3.2 Dependent variable: recipient adoption of professional advice

Financial-event study methodology has been used to compute abnormal returns

when examining how a firm’s value reflected by its stock price is influenced by

events such as brand acquisition and disposal (Wiles et al. 2012). The same

methodology may also be used to compute abnormal returns (AR) to measure

recipient reaction that reflects recipient adoption of advice given in brokerage

reports. AR unambiguously captures whether recipients respond in a manner that is

consistent with a report’s recommendation. For instance, a buy (or sell)

recommendation suggests that the current stock price is undervalued (or overval-

ued). Recipient adoption of the recommendation will lead to an increase (or

decrease) in stock price, which is captured by a positive (or negative) AR in the

event window. Another benefit is that the magnitude of the AR unequivocally

measures the strength of recipient reaction as larger absolute values of the AR

equate to stronger reactions.

We define the event window as a 2-day period that comprises 1 day prior to and

the day of publishing the brokerage reports. The 2 days are used because financial-

event studies assume that efficient markets will quickly incorporate financially

relevant information into stock prices (Wiles et al. 2012). The day prior to the

publication is included to account for leakage of information before the event

(McWilliams and Siegel 1997). We did not extend the event window to include 1 day

after publication as the market would have priced in the recommendations on the day

of publication, given that these reports are typically published at the beginning of or

during the trading day. Furthermore, we found that the AR estimated 1 day after

publication was not significant for sell recommendations. A review by Dimson and

Marsh (1984) also highlights the absence of systematic abnormal returns 1 day after

stock recommendations. The computation of AR is described in ‘‘Appendix.’’

We derive the ARs for each day in the event window and then sum the ARs to

arrive at the cumulative abnormal returns (CAR), which we use as a measure of

recipient reaction to the report. To test our hypotheses, we multiply the CARs for

reports with sell recommendations by -1 so that positive values now represent

consistent recipient reaction to sell recommendations while negative values

represent otherwise. There is no need to transform the CARs for reports with buy

recommendations since positive (negative) values already represent consistent

(inconsistent) recipient reaction to buy recommendations.

3.3 Independent variables of interest

Our study has five independent variables of interest, including firm and employee

reputations, and three moderator variables, namely, business relationship, strength

of advice, and initial evaluation. First, firm (brokerage) reputation is measured using

two approaches. The first approach adopts the StarMine rankings of Singapore

brokerage firms. StarMine, a Thomson Reuters firm, provides objective equity

research performance ratings that help investors make better decisions. StarMine

ranks the top ten Singapore brokerage firms, with the top (first) spot going to the

firm whose buy/sell recommendations result in the highest returns and have the most
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accurate earnings estimates. These rankings are published in The Business Times, a

premier business newspaper in Singapore. For hypothesis testing, we reverse coded

the ranks such that firms ranked at the top have a higher reputation score while those

at the bottom have a lower score. For instance, after the coding, the first (top)

brokerage firm has a reputation score of ten while the tenth (bottom) firm has a score

of one. Brokerage firms not in the top ten rankings are assigned a score of zero.

The second approach measures firm reputation by surveying an expert panel of

ten finance professionals (Goes and Park 1997). Through the lead author’s contacts,

we identified and spoke to a senior manager of a foreign financial services firm in

the securities industry with a local office in Singapore. We briefed the manager on

the objectives of the research project and obtained his support to survey his staff in

exchange for a summary report of our study results. A total of ten finance

professionals, holding appointments such as fund managers and investment

advisors, were hand-picked to participate in the survey. These experts were chosen

because they handle brokerage reports on a regular basis and lack business-related

ties to the brokerage firms included in the survey.

Each survey participant was given a survey form which lists all 13 brokerage

firms that participate in the SGX-MAS Research Incentive Scheme. Firm reputation

is defined in the survey as the perception of a firm’s ability, relative to its

competitors, to create value for investors by providing them with information to

facilitate their investment decisions. Each participant indicated their response to the

following statement on a 5-point Likert scale for each brokerage firm: ‘‘The

brokerage firm produces quality research reports.’’ A score of 5 indicates strong

agreement with the statement while a score of 1 indicates strong disagreement. The

average score for each brokerage firm across all ten surveys was computed to arrive

at a reputation score. We conducted separate analyses using both measures of firm

reputation. Since the results of the hypotheses testing are substantively similar, for

brevity, we only present the results based on the survey measure.

Second, we use the StarMine rankings of analysts covering SGX-listed firms to

measure employee (analyst) reputation. Annual rankings of analysts from third-

party sources, such as the Institutional Investor Survey, have been used as a proxy

for analyst reputation (Clarke et al. 2007). Since the Institutional Investor Survey

does not include analysts covering SGX-listed firms, we obtained ranking data from

StarMine, which uses its equity analyst performance data to rank the top analysts

according to stock recommendation performance and estimation accuracy. These

rankings are also published in The Business Times. Similar to the coding of firm

reputation, we reverse coded the ranks such that analysts ranked at the top will have

a higher reputation score while those at the bottom will have a lower score. Analysts

that are not in the rankings are assigned a reputation score of zero. We also

conducted a robust analysis using a dummy variable since prior studies have used

such a measure (Clarke et al. 2007). Specifically, the dummy variable is coded as

one if an analyst is listed in the StarMine rankings, and zero otherwise.

Third, business relationship is a two-level categorical moderator variable. A

brokerage firm has a business relationship with a covered firm if it previously

participated or is part of a larger entity, such as a financial institution, that

participated in the covered firm’s public equity offerings since listing. This
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information is extracted from the SDC database by Thomson Reuters, which

compiles publicly available information on financial transactions in equity capital

markets. We followed the recommendation of Irwin and McClelland (2001) and

adopted contrast coding whereby the presence and absence of a business

relationship is coded as 1 and -1, respectively. The advantage of using contrast

coding is that the reported coefficients for firm and employee reputations in our

statistical analysis represent their main effects averaged over the levels of business

relationship in the sample because the mean contrast code is zero. If dummy codes

were used, i.e., the absence of a business relationship is coded as 0 instead of -1,

the reported coefficients for firm and employee reputations are less meaningful since

they represent the effect of these reputations only in the absence of a business

relationship.

Fourth, strength of advice, another moderator variable, is measured by computing

the absolute percentage difference between the target stock price and the current

stock price as stated in each brokerage report. A larger absolute percentage

difference suggests that the firm is more undervalued (for buy recommendations) or

overvalued (for sell recommendations) and is likely to provoke stronger recipient

reaction to brokerage report recommendations.

Finally, initial evaluation is also a two-level categorical moderator variable. As in

the case of business relationship, we applied contrast coding to this variable and

assigned a value of 1 if an analyst wrote an initiation report (i.e., first-time

assessment) on the covered firm, and a value of -1 otherwise. An initiation report is

clearly identified in the report’s contents. We also verified that the analyst who

wrote the initiation report in the current brokerage firm did not have prior

experience covering the SGX-listed firm if she or he was previously employed by

another brokerage firm.

3.4 Control variables

We included a number of control variables that may affect recipient adoption of

professional advice in the empirical model. Some of them capture the characteristics

of the covered firms, brokerage reports, analysts, and brokerage firms, whereas

others are about information symmetry that recipients may experience, and the

report publication years. The data for these variables were extracted from the SGX

website, the annual reports of the covered firms, the brokerage reports, or the

OSIRIS database by Bureau Van Dijk, which provides financial and non-financial

data for listed firms.

Regarding the characteristics of the covered firms, we included firm size (total

assets) and performance (return on equity) as control variables (Kumar 2010;

Stickel 1995). Several firms in our sample are also family firms listed in the SGX.

Hence, we included a dummy variable to control for family effects. This dummy

variable was coded as one for family firms, and zero otherwise. We also controlled

for founder effects by including a second dummy variable coded as one if the

founder is a board member, and zero otherwise. Regarding the characteristics of the

brokerage reports, we controlled for variation in recipient reactions to buy or sell
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brokerage recommendations (Diefenbach 1972) by including a dummy variable

which was coded as one for buy recommendations and zero otherwise.

We controlled for the extent of information asymmetry that recipients of

brokerage reports may experience with regard to firm valuation. Since brokerage

firms and analysts strive to reduce information disadvantages for traders (Asquith

et al. 2005), recipients who are less informed, i.e., those who experience higher

information asymmetry, are likely to react more strongly to the recommendations in

brokerage reports as they adjust their price expectations to new information in these

reports. Information asymmetry is reduced when a brokerage report contains more

information or if a firm is covered by more brokerage firms, listed for a greater

number of years, protected by good governance, or located in an environment with

low dynamism. Therefore, we used the following variables as proxies for the extent

of information asymmetry. First, we controlled for the length of a brokerage report

to account for the quantity of information in the report. Some brokerage reports also

specify the valuation method used to estimate the fair value of the covered firm,

while others do not. Hence, we included a dummy variable coded as one if the

valuation method is stated, and zero otherwise. Second, we included the number of

brokerage firms that provide stock coverage for the SGX-listed firm and the number

of years that the covered firm has been listed. We controlled for years listed instead

of firm age because as equity investors, the advice recipients have access to more

information on firms with a longer listing tenure, all else equal. Therefore, years

listed serve as a better control for uncertainty. Third, we included several measures

of governance quality. They are the proportion of independent directors, the

presence of an independent board chair (a dummy variable coded as one if the board

chair is independent and zero otherwise), and the proportion of equity ownership

held by all directors. Finally, we controlled for environmental dynamism, which is

the level of environmental uncertainty that a covered firm is experiencing. The

environmental dynamism for each covered firm is measured based on the firm’s

primary industry. We regressed a variable for each year on a variable for net

industry sales using the following basic regression model, yt = b0 ? b1t ? et,
where yt is the natural log of the annual net industry sales in a firm’s primary

industry, t is the year, and et is the residual. Five years of data were used for the

regression model—for example, net industry sales from 2000 to 2004 were used to

predict environmental dynamism for a firm in 2005. Each firm’s primary industry

and the net industry sales of all firms in a firm’s primary industry were extracted

from the OSIRIS database. Environmental dynamism is operationally defined as the

antilog of the standard error of the regression slope coefficient (b1) from the basic

regression model, where larger values indicate greater environmental dynamism

(Kang 2008).

We also controlled for certain characteristics of the analysts and brokerage firms.

Data on analysts and brokerage firms are harder to code as most of the brokerage

firms are private entities and analyst profiles are not common. Nonetheless, we were

able to control for gender effects (Bosquet et al. 2014) by observing the photos and/

or names of analysts in the brokerage reports. We identified whether brokerage firms

have local or foreign origins and whether they are listed in the SGX. We also

controlled for regulatory actions since studies have shown that illegal acts tarnish
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firm and individual reputations (Efendi et al. 2013; Karpoff and Lott 2005). We

searched the Monetary Authority of Singapore website for enforcement actions and

news articles for disciplinary actions against brokerage firms and analysts. Our

search strategy revealed some regulatory judgments on brokerage firms but did not

find any for analysts. Hence, a dummy variable was included to control for

regulatory judgments on brokerage firms.

Finally, we included time dummy variables to control for the years that the

reports were published, and industry dummy variables to control for potential

idiosyncratic industry effects of the covered firms.

3.5 Statistical analyses

We employed the multilevel technique described in Rabe-Hesketh and Skrondal

(2008) to empirically test our hypotheses. Standard ordinary least squares regression

is not suitable since the assumption of independence is violated with a nested (or

hierarchical) data structure. Our data have a nested structure because the brokerage

reports are grouped into analysts, where each analyst published brokerage reports

for more than one SGX-listed firm during the sample period. By comparison,

analysts are not grouped into brokerage firms because some analysts left a brokerage

firm to join another brokerage firm over the sample period. Therefore, the structure

of our dataset is similar to what Rabe-Hesketh and Skrondal (2008) refers to as a

cross-classified structure in which the lower-level units (i.e., brokerage reports) are

cross-classified by two higher-level units (i.e., analysts and brokerage firms). For

instance, an analyst may have written a total of five brokerage reports over the

sample period, but three of these reports were written while employed by a

brokerage firm, and the other two were written while employed by another

brokerage firm. Hence, brokerage reports (the micro units) are nested in analyst-

brokerage pairs (the macro units).

4 Results

Table 1 shows the correlation matrix and descriptive statistics of the variables used

in the study, whereas Table 2 shows the results of the cross-classified model using

Stata’s xtmixed function with maximum likelihood estimation for model fitting as

described in Rabe-Hesketh and Skrondal (2008).

Table 2 contains the results of three alternative models, models 1, 2, and 3.

Model 1 includes the control variables only. Model 2 includes these variables plus

the independent variables of interest. Model 3 expands Model 2 by incorporating the

interactions between the independent variables. All continuous independent

variables are centered prior to creating the interaction terms. The significant

change in the deviance statistic (v2 = 24.33, p\ 0.001) after including the

independent variables suggests that model 2 offers a better fit than model 1.

Likewise, the inclusion of the interactions in model 3 results in a significant change

in the deviance statistic (v2 = 18.46, p\ 0.01), suggesting that model 3 performs

better than model 2. We use model 3 to test our hypotheses.
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Table 2 Results of cross-classified multilevel model predicting consumer adoption of professional

advice

Variable Model 1 Model 2 Model 3

b SE b SE b SE

Intercept 4.65 3.36 5.14 3.29 6.86 3.23*

Control variables

Firm size 0.02 0.08 0.02 0.08 0.04 0.08

Firm performance 0.00 0.01 0.01 0.01 0.01 0.01

Family firm -0.28 0.46 -0.31 0.45 -0.26 0.44

Presence of founder-director 0.96 0.48* 0.94 0.46* 0.78 0.46�

Buy recommendation -0.26 0.58 -0.16 0.57 -0.24 0.56

Length of brokerage report 0.00 0.04 0.01 0.05 -0.03 0.05

Valuation method stated -2.41 0.93** -2.46 0.90** -2.57 0.88**

Number of brokerage firm coverage -0.04 0.07 -0.02 0.07 -0.06 0.07

Years listed -0.02 0.05 -0.01 0.05 0.00 0.05

Proportion of outside directors 0.34 1.47 0.68 1.43 0.89 1.40

Independent chair 0.82 0.59 0.48 0.58 0.44 0.58

Ownership of directors -0.65 0.46 -0.72 0.44 -0.77 0.44�

Environmental dynamism -0.46 2.50 -0.73 2.42 -1.81 2.37

Male analyst 0.32 0.52 0.01 0.52 0.04 0.50

Regulatory judgments–brokerage firm 0.88 0.60 -0.46 0.69 -0.09 0.68

Local brokerage firm 0.02 0.52 0.85 0.55 0.47 0.55

SGX-listed brokerage firm -0.04 0.55 -0.14 0.54 0.10 0.54

Independent variables

Firm reputation 1.28 0.43** 1.79 0.70**

Employee reputation 0.29 1.03 2.40 1.86�

Business relationship -0.46 0.32� -0.65 0.37*

Strength of advice 0.04 0.01*** 0.04 0.01***

Initial evaluation -0.10 0.29 0.05 0.29

Interaction terms

Business relationship 9 firm reputation 0.50 0.68

Business relationship 9 employee reputation 3.71 1.79*

Strength of advice 9 firm reputation 0.01 0.02

Strength of advice 9 employee reputation 0.12 0.06*

Initial evaluation 9 firm reputation 0.90 0.33**

Initial evaluation 9 employee reputation -2.33 1.04*

Year and industry fixed effects Yes Yes Yes

Wald v2 37.25 65.24* 87.86***

R2 0.099 0.161 0.206

Deviance 1809.56 1785.23 1766.77

DDeviance 24.33*** 18.46**

The study sample consists of 339 brokerage reports from 13 brokerage firms written by 135 analysts.

t tests are two-tailed for the control variables and one-tailed otherwise

SE = standard error
� , *, **, and *** denote significance at the 10 %, 5 %, 1 % and 0.1 %, respectively

Contingent effects of firm and employee reputations on… 363

123



Examining the results of model 3, we notice that the coefficient estimate of firm

reputation, which represents the main effect of firm reputation on recipient adoption

of professional advice, is positive and significant (b = 1.79, p\ 0.01). Similarly,

the coefficient estimate of employee reputation is positive and marginally significant

(b = 2.40, p\ 0.1). Next, we direct our attention to the coefficient estimates of the

interaction terms pertaining to our hypotheses. Hypothesis 1a, which suggests that

recipients rely less on reputation of the firm providing advice when the covered

entity has a business relationship with the firm, is not supported as the interaction

between business relationship and firm reputation is not significant (b = 0.50,

p[ 0.1). In contrast, we find support for Hypothesis 1b, which posits that recipients

rely more on employee reputation when the covered entity has a business

relationship with the firm providing advice. Specifically, Hypothesis 1b is supported

by a significant positive interaction term between business relationship and

employee reputation (b = 3.71, p\ 0.05).

Hypothesis 2a, which posits that recipients rely less on firm reputation when the

evaluation report offers stronger buy (or sell) recommendation, is not supported

given an insignificant positive interaction term between strength of advice and firm

reputation (b = 0.01, p[ 0.1). By comparison, Hypothesis 2b, which advances that

recipients rely more on employee reputation when the report offers stronger buy (or

sell) recommendation, is corroborated by a significant positive interaction term

between strength of advice and analyst reputation (b = 0.12, p\ 0.05).

We also find support for Hypothesis 3a, which suggests that recipients rely more

on firm reputation when the report is an initial evaluation of the covered entity.

Specifically, Hypothesis 3a is corroborated by a significant positive interaction term

between initial evaluation and firm reputation (b = 0.90, p\ 0.01). Likewise, we

find support for Hypothesis 3b, which postulates that recipients rely less on

employee reputation when the report is an initial evaluation, as indicated by a

significant negative interaction term between initial evaluation and employee

reputation (b = -2.33, p\ 0.05).

We follow the procedures suggested by Aiken and West (1991) and provide

graphs of the four significant interaction terms in Figs. 1 and 2. Although the

various graphs illustrate relationships that are consistent with the supported

hypotheses, we conduct an additional test to better understand Fig. 1a, which shows

that the association between employee reputation and recipient adoption of

professional advice is marginally negative in the absence of a business relationship

between the covered entity and the firm providing advice. We conduct a separate

test to verify if the negative slope in Fig. 1a is statistically significant. To conduct

this test, we change the coding for business relationship from contrast coding to

dummy coding so that the coefficient of employee reputation represents its effect in

the absence of a business relationship. We reran the empirical model (the full results

are available upon request) and note that the coefficient is negative but insignificant.

Hence, the test result suggests that employee reputation has no significant effect on

recipient adoption of professional advice in the absence of a business relationship.

By comparison, in the presence of a business relationship, employee reputation has

a significant positive influence on whether recipients adopt the professional advice.
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We use the same approach and find that the positive association between firm

reputation and recipient adoption of professional advice for repeat evaluations in

Fig. 2a is statistically insignificant. In contrast, the positive association between

employee reputation and recipient adoption of professional advice for repeat

1 Low and high employee reputa�on is defined as one standard devia�on below 
and above the mean of the variable.

1 Low and high strength of advice and employee reputa�on are defined as 
one standard devia�on below and above the means of the respec�ve 
variables.
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Fig. 1 a Plot of the relationship between employee reputation and recipient adoption of professional
advice for business relationship as the moderating variable. b Plot of the relationship between employee
reputation and recipient adoption of professional advice for strength of advice as the moderating variable

1 Low and high firm reputa�on is defined as one standard devia�on below and 
above the mean of the variable.

1 Low and high employee reputa�on is defined as one standard devia�on 
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Fig. 2 a Plot of the relationship between firm reputation and recipient adoption of professional advice
for initial evaluation as the moderating variable. b Plot of the relationship between employee reputation
and recipient adoption of professional advice for initial evaluation as the moderating variable
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evaluations in Fig. 2b is statistically significant. These results are consistent with

our expectation that when recipients increase their reliance on employee reputation,

they will decrease their reliance on firm reputation when reacting to repeat

evaluations (Busemeyer and Townsend 1993; Khoury et al. 2013).

We also perform robust analyses to check whether the results in model 3 remain

substantively similar with different measures of employee and firm reputations. We

arrived at similar conclusions when employee reputation is measured using a

dummy variable approach or when firm reputation is measured using the StarMine

rankings.

In sum, we find evidence that several contextual factors influence the reliance

that recipients place on firm and employee reputations when reacting to evaluation

reports produced by professional service firms. Specifically, recipient reliance on

firm (employee) reputation appears to be higher (lower) when the evaluation of an

entity is an initial one rather than a repeated one. In contrast, recipient reliance on

employee reputation increases with stronger recommendation or when the entity

covered by the report has a business relationship with the firm producing the report.

Overall, the effect of firm reputation on advice adoption is mostly positive and

significant under the contingencies examined, whereas the effect of employee

reputation exhibits more variation across the contingency conditions.

5 Discussion

Overall, our findings show that service recipients consider firm and employee

reputations in deciding whether to adopt professional advice from a service

provider. These results are consistent with past studies that highlight the importance

of reputational assets (Dawar and Parker 1994; Parasuraman et al. 1985; Zajac and

Westphal 1996). However, our findings contribute to past studies by providing

empirical evidence that recipients distinguish between employee and firm reputa-

tions in the adoption decision. The results of this paper clearly highlight the pitfalls

of past studies that erroneously use one reputation construct as a measure for the

other (Clarke et al. 2007). Furthermore, the results indicate that the effect of

employee reputation on advice adoption is more susceptible to contextual

contingencies than is the effect of firm reputation, a finding that is not highlighted

in current studies. To the best of our knowledge, our study is the first to report these

empirical results about the contextual contingencies.

5.1 Theoretical contributions

We successfully apply and integrate RBT and signaling theory to explain the effects

of firm and employee reputations on professional advice adoption, and the

contingencies affecting the effects. First, RBT provides the conceptual tools to

theorize the resources that potentially create firm- and employee-level reputations

(Barney 1991; Dierickx and Cool 1989). The application of RBT in the context of

professional advice adoption helps to tease out the high covered firm-specificity and
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low hiring-firm-specificity nature of employee reputation in comparison to firm

reputation (Mikhail et al. 1997).

Second, our reasoning about the importance of quality signals to advice

recipients in professional advice adoption adds to our understanding about the

determinants of advice adoption, as extant research has not examined the role of

quality signals in advice adoption. We argue that professional services are

intangible and therefore, recipients look for quality signals when assessing the

reliability of professional advice (Connelly et al. 2011). Our finding that advice

adoption is influenced by firm and employee reputations supports this reasoning.

Third, while RBT enhances our understanding of the fundamental differences

between firm and employee reputations, it does not provide a strong conceptual

foundation to predict the contingencies under which recipients will rely on these

reputations more, or less, when adopting the professional advice. To develop

hypotheses about the contingencies, we supplement the insights of RBT with those

of signaling theory. In particular, building upon the recommendations of Connelly

et al. (2011), we incorporate the context of the signaling environment and the

concept of signal fit to predict how recipient reliance on either reputation type is

contingent on the type of report, the strength of the advice, and the presence of a

business relationship between the service firm and the covered entity.

Fourth, drawing from the literature on the relationship between attention given to a

decision criterion and usage of the criterion in decision-making (Roe et al. 2001), we

argue that recipients who devote more attention to a quality signal place less emphasis

on other signals in their quality judgment. Our examination of initial evaluation as a

moderator supports this argument. We find that when the evaluation report on a

covered entity is an initial rather than a repeated one, recipients rely less on employee

reputation but more on firm reputation when adopting the advice of the report. This

shift in emphasis suggests that when recipients perceive that some signals do not

correlate well with the quality being signaled, recipients shift their attention to other

signals, and subsequently pay greater emphasis on these signals in quality judgment.

Therefore, this finding corroborates our premise about the relationship between

attention received by a quality signal and its role in quality judgment.

5.2 Managerial and policy implications

Our study was conducted in the context of brokerage firms offering investment

advice on the stocks of a listed firm. Such investment advice shares key similarities

with other securities rating services. For example, similar to stock analysts, bond

analysts examine the business prospects and financial well-being of the covered

firms, and bond credit ratings agencies may also encounter potential conflicts of

interest under certain circumstances. Therefore, our findings on stock recommen-

dations can be relevant to providers and recipients of these rating services as well.

Furthermore, to some extent, the findings may be applicable to other kinds of

evaluation services that are provided primarily in the form of a report and do not

require direct interactions between the professional and the advice recipient.

Examples include auditing of financial statements, credit rating of countries and

individuals, and accreditation of businesses.
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Our findings imply that the upper echelons of professional service firms ought to be

aware that firm and employee reputations are two distinct constructs that may hold

different significance for certain stakeholders. The effect of firm reputation on advice

adoption is positive and significant regardless of the contingencies, except when the

brokerage report is a repeated evaluation. Therefore, generally speaking, it is

advantageous for brokerage firms to highlight their reputation in brokerage reports

and when communicating with investors (e.g., their Web sites and newsletters). For

example, they can show their performance ranking derived from surveys with investors

or a third-party rating system (e.g., TipRanks). In contrast, while it is possible for

professional service firms to ‘‘rent’’ the reputations of individual(s) to enhance their

standing (Deutsch andRoss 2003), top executives of such firms should be cognizant that

‘‘rented’’ individual reputations may not matter much to specific stakeholder groups

under certain circumstances. Understandingwhen employee reputationmatters more to

certain stakeholder groups contributes to better stakeholder management practices that

may in turn generate higher profits for these firms. For instance, when the covered firms

have business relationships with the brokerage firms, top executives of the brokerage

firms should assign reputable analysts to the covered firms, given that recipients react

more strongly to and in a manner consistent with the stock recommendations of these

analysts. Such assignments may be justified by the economic value created by higher

revenues from trading commissions for the brokerage firm when the recommendations

favor the stocks in question. Furthermore, in the presence of business relationships, the

names and profiles of reputable analysts should be shown prominently in the brokerage

reports so as to fully exploit the reputation effect on recipients.

While rankings in investor/customer surveys provide a reputation measure, there

are also other reputation measures that service firms and employees can tap into. For

example, many analysts showcase their written analysis and expert opinions in a

variety of social media platforms, including Twitter and popular financial blogs

(Egger 2014). Readers can comment on, ‘‘like’’ or share the analysts’ posts. They

can also ‘‘follow’’ individual analysts for their posts through email alert, news feed,

etc. The numbers of comments, ‘‘likes’’ and ‘‘followers’’ that analysts garner

effectively indicate their popularity or online reputation. Furthermore, some

financial blogs rank analyst contributors based on the popularity of their posts. For

example, Seeking Alpha, a financial blogging site with approximately 8.4 million

monthly unique visits, has a section highlighting ‘‘the most read authors by topic in

the last 90 days’’ (Egger 2014). Such rankings can serve as another reputation

measure. To promote investors’ awareness of their reputation, analysts can highlight

their performance along these measures in their profiles (e.g., LinkedIn profiles) or

personal Web pages. Brokerage firms can also help promote awareness of analyst

reputation by hyperlinking their corporate sites to these social media platforms.

Aside from service firms and employees, policy makers may also benefit from

this study. Given that information on firm and employee reputations helps recipients

separate credible recommendations from less reliable ones, policy makers may

consider facilitating access to this information. For example, government or

professional bodies may hyperlink their Web sites to sites that publish rankings of

analysts and brokerage firms (e.g., the Institutional Investor and the TipRanks sites).

Our findings also suggest that contextual factors (e.g., potential conflicts of interest,
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initial vs. repeated evaluation) affect recipients’ usage of the reputation. Therefore,

consistent with the practice and legislation in some countries, government or

professional bodies should require analysts and brokerage firms to highlight in

brokerage reports contextual details that affect investors’ judgment. The need to

disclose such details also applies to the auditing business in which potential conflicts

of interest can bias professional judgment.

5.3 Limitations and future research

Our studywas carried out in one sector (financial service) and one country (Singapore)

only, thus limiting the generalizability of our findings. Future studiesmay examine the

generalizability in other institutional settings or services (e.g., non-financial services

or services involving interaction between employees and service recipients), and

investigate other potential moderators as well. For instance, according to the GLOBE

survey, Singapore’s society is ranked fourth out of 61 countries with a score of 4.9 in

societal institutional collectivism. In contrast, theU.S., wheremost studies on firm and

individual reputations are conducted, is ranked in a lower band at the thirty-second

position. Different scores in societal institutional collectivism may influence the

relative importance that stakeholders place on individual and firm reputations, the

latter of which is inherently collective in nature. Thus, future research may test the

generalizability of our results by collecting cross-cultural samples. Such study also

permits the examination of potential institutional effects on the value that stakeholders

place on firm and individual reputations.

Another limitation is that we could not examine the cognitive rationale behind a

recipient’s choice to relymore or less on employee and firm reputations since our study

uses archival data to test the hypotheses. For instance, it is not clear whywe found that

the presence of a business relationship and the strength of advice moderated the

association between recipient adoption of professional advice and employee

reputation, but did not moderate the association between the adoption and firm

reputation. A better understanding of how contextual factors affect recipient reliance

on firm and employee reputations as quality signals could be achieved by collecting

recipients’ verbal reports (Patton 1990). For example, by interviewing recipients in

depth or asking them to list the thoughts that run through their heads, researchers can

collect data that capture the cognitive processes and responses during recipient

decision-making. Furthermore, experimental design can be employed in future

research to establish the causality of the focal relationships involving firm and

employee reputations. The experimental method allows manipulation of independent

variables of interest (e.g., the two types of reputations and the contextual factors) and

thus helps establish the internal validity of research findings.

6 Conclusion

In conclusion, this research identifies firm and employee reputations as two key

factors affecting professional advice adoption. This paper distinguishes between

service firm and employee reputations by their underlying qualities and applies the
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distinction to predict how service recipients utilize the two kinds of reputation

differently when evaluating professional advice. Supporting the distinction, our

empirical investigation shows that recipients’ usage of employee reputation is more

sensitive to contextual contingencies than is their usage of firm reputation. Our

findings thus challenge the conventional wisdom that reputations bring enduring

benefits for both firms and employees, and point to a need of separating firm

reputation and employee reputation in studying reputation effects on professional

advice adoption. Our findings also have implications for service providers with

regard to promoting awareness of firm and employee reputations, and deploying

reputable employees to cover particular entities. To policy makers, our research

provides implications concerning initiatives aiming to enhance research coverage of

stocks, facilitating public access to reputation information, and regulating service

firms and employees to provide relevant contextual details in their recommenda-

tions. As our investigation is carried out in the financial sector of Singapore, we

hope more research can be conducted on how the reputation effects take place for

different services and contexts. Future research may also look into the cognitive

rationale underlying recipients’ reliance on a particular kind of reputation and the

longer-term effects of reputations on recipients.
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Appendix: Computation of abnormal returns (AR) to measure
consumer adoption of advice in brokerage reports

Bloomberg data was used to compute the AR in the financial-event study.

Operationally, the AR is defined as the actual ex-post-return on the share price of a

firm minus the normal return on day t, i.e., ARit = Rit - E(Rit), where ARit is the

abnormal return on the share price for firm i on event date t, Rit is the actual ex-post-

return on the share price for firm i on event date t, and E(Rit) is the normal return on

the share price for firm i on event date t. The normal return, E(Rit), is defined as the

expected return if the event of interest (i.e., the publication of a brokerage report)

had not taken place, and is computed using a market model of the normal share

price behavior. The market model is a statistical model that relates the return of any

given share to the return of a specified market portfolio, i.e., Rit = ai ? biRmt ? eit,
where ai is the intercept term, bi is the systematic risk of firm i, Rmt is the rate of

return on the Singapore All-Sing Equities Index, which tracks the returns of all

SGX-listed equities, on date t, and eit is the error term.

The normal return around the event of interest was computed as follows. First,

following McWilliams and Siegel (1997), we estimated the market model on a

window that was prior to and did not overlap with the event window in which we

expect the abnormal returns attributed to the target event to be observable. We set

the estimation window at 200 trading days ending 10 days prior to the event

window and defined the event window as a 2-day period that comprises 1 day prior

to and the day of publishing the brokerage reports. After we had estimated the
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market model, we used the model parameter estimates to predict the normal returns

for the 2 days in the event window. From these predicted values, we derived the

ARs for the 2 days and summed the ARs up to arrive at the cumulative abnormal

returns (CAR) over the event window.
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