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Venture Capital Reduction, Trust and Corporate Earnings Management
Xu Hong, Ding Rujin

Abstract; Taking the IPO companies in SME and GEM from 2009 to 2019 as samples to explore
the impact of venture capital reduction and the scale of reduction on corporate earnings
management and the moderating effect of trust between venture capital and start-ups on the above
effects., It is found that the venture capital reduction will significantly intensify the corporate
earnings management behavior, and the larger the scale of reduction, the more serious the
corporate earnings management behavior; the trust between venture capital and start-ups can
effectively alleviate the corporate earnings management behavior during the reduction, that is,
trust has a negative moderating effect on the relationship between them. Further action
mechanism tests show that trust between start-ups and venture capital is to mitigate the impact of
venture capital reduction on corporate earnings management behavior by hiring high-quality
auditors, implementing effective internal control, improving the industrial expertise of the
venture capital, and appointing directors and supervisors to participate in governance. The
research provides empirical evidence that trust mechanism can help to restrain the corporate
earnings management behavior induced by venture capital reduction and provide a feasible solution
to address the negative impact of venture capital reduction.

Keywords: venture capital reduction; reduction scale; earnings management; trust
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