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ABSTRACT

The effect of corporate governance on equity price and the distribution of returns is
an important issue in corporate finance. Based on the continuously changing institutional
background of China and the unique ownership structure of Chinese listed firms, this
thesis empirically examine the role of firm — level investor protection mechanism and the
earnings management on the inflow of firm — specific information to capital market, and
consequently the distribution of stock returns. Moreover, I further investigate the eco-
nomic consequences of high moments of the distribution of returns; specifically, I test
the impact of idiosyncratic-volatility and crash risk on the cost of equity capital.

First, using a large sample of Chinese listed firms for the period 1998 —2010, I ex-
amine whether and how ownership structure, specifically government ownership, the lar-
gest — shareholder ownership concentration and foreign ownership, and earnings manage-
ment affect the amount of firm — specific information incorporated into share prices, as
measured by stock price synchronicity, and firm — specific stock price crash risk. Using
the prior three years’ moving sum of the absolute value of discretionary accruals as a
measure of earnings management and combined with exogenous shocks such as new ac-
counting standards reform and split share structure reform in China. The main findings
are as follows .

(1) The magnitude of earnings management is strongly positive associated both
synchronicity and crash risk. These results are consistent with the information manage-
ment interpretation for R? and crash risk (Jin and Myers, 2006 ; Hutton et al. , 2009) .
firms manage earnings to shelter bad information up to a point, but, once some tipping
point is crossed, the information comes out in one fell swoop, which results in a price
crash. However, these relations seem to have dissipated since the New Accounting
Standards Reform in 2007, suggesting that earnings management has decreased or that
managers can hide less information in the new accounting standards environment.

(2) There is only a positive and significant association between earnings manage-
ment Aand synchronicity in the subsample of government controlled firms, and I find no
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evidence that earnings management positively affect synchronicity for non — government
controlled firms. Moreover, compared to non — government controlled firms, the syn-
chronicity and crash risk are significantly higher for government controlled firms, even
after controlling for the magnitude of earnings management. These findings strongly sup-
port the hypothesis that compared to non — government controlled firms, the absence of
practical owners and the significant divergence of voting rights and cash flow rights make
the managers for government controlled firms more incentive and able to manage and
hide more firm — specific ( bad) information flow ( by manipulating earnings) to the
market, to facilitate the extracting of private control benefits, which will result in lower
stock price informativeness and higher crash risk.

(3) I find a concave relation between synchronicity and ownership concentration ;
as concentration increases, synchronicity increase at a decreasing rate up to its maxi-
mum threshold, after which it begins to decreases. And I find only weak evidence that
crash risk is a convex function of ownership concentration.

(4) Both synchronicity and crash risk are significantly lower for firms issuing A + B
or A + H shares than for firms issuing just A shares, suggesting that foreign ownership
enhances firm information environment in emerging markets, thus facilitate the capitali-
zation of firm — specific information into stock price and reduce crash risk.

(5) Both synchronicity and crash risk are decreased after split share reform for all
firms; however, the effect is larger for non — government controlled firm. These results
consistent with the hypothesis that the relax of share transferability rights after the reform
makes the incentives of shareholders with large equity stakes in the company more
aligned with the incentives of minority shareholder, and more prone to disclose high
quality information to reduce agency cost.

Second, I investigate whether and how split share reform and the asymmetric dis-
closure incentive to withhold bad news for managers affect the cost of corporate equity.
Based on the sample of Chinese listed firms from 2002 to 2010, using a new approach
recently developed by Hou et al. (2012) to estimate the cost of capital for Chinese lis-
ted firms and after controlling for factors such as firm size, market beta, book —to —
market and leverage, | find that;

(1) The prohibition on share transferability significantly affects the implied cost of
Chinese listed firms. The cost of capital sharply decreased after the removal of share
transferability prohibition. Idiosyncratic risk is positive associated with the implied cost
of capital ; however, this relation is weakened after the split share reform. These results
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strongly support and complement the insights of Li et al. (2011), suggesting that the
reform enhance the diversification for the previous non — tradable share holders and thus
weaken the pricing effect of idiosyncratic risk. The findings highlight the risk — sharing
gains in the split share reform.

(2) Firm — specific crash risk is positive associated with implied cost of capital ,
even after controlling for the effect of split share reform and idiosyncratic volatility, sug-
gesling that the asymmetric disclosure for bad news and good news if priced by the mar-
ket. Investors require higher expected return for firms with more severe bad news hoard-
ing.

My main results are robust to different measures of key variables, econometric
specifications and sample selection criteria. My study contributes to the theoretical in-
sights and empirical finds of Jin and Myers (2006 ) , indicating that firm — level corpo-
rate governance is important in forming the firm information environment in emerging
markets where country — level investor protection is relatively poor. My findings highlight

the importance transferability rights in property rights arrangement.



BB BB cveeeeeereeri e 1
L R S G TG B S e 1
S PR ABEGEMGEHE e, Fimes puse s prmeey vy o 5
S BRI F B THE e 6
FETE OSTERLEIR oo 12
— . BENNBFAEEE BN RSB T FFR e 12
S I BRI UK G B R,  ereeeer e 17
= HERNIBRERIEL KR GBER v, 23
=T HELEE. BILOMEMIRIZ e 26
e BB E e [T 26
S BB HT G FFRAEGE e 31
FME ENEH. BEEEBERMIESIESE - 42
e B B eeeeeeeenee e 42
L BAER . HAHAENEBNEBRI T 43
= AN, BARS EREGRMEF R T o 61
PG . R Al et 77
EFRE FAENEH. BEEEERMBERE - 80
B B e e e 80
Z BT A AN G RN FEEE R e 81
=. ﬁﬁ’ﬁ*lé’%‘#]\ Hs’i*lh\ﬁfii—‘—iﬂi’:fﬁ%&m% .............................. 101
VT | A vt s 118



ﬁ FFRBREN, TIAZRRABLESBUrITHER

FAE BRUSBENE. AFAHRBRHRNE SRR -ooeeeeeeeeeee 120
-1 T T TP 120
S M ELSRIEAER it 122
2, ARG B PG DA oeveeerrmermanmmnsnenintie st s s e 128
VG . R A LE v 132
B FRARPLIE B s vorsersvmsnsrassmennmsssavsines sansns savams swmsessskET S EomRy S ETEeH T ES 137
f:\ $'§'1J\% ........................................................................... 143
FLE L. BEESNGMHGELEE oo 144
e B e 144
T B A S e 147
Z. BFRH Aot — B R GG T (5] erverreesesrereitanie st tiniiesananesensaasae 147
LB AR 5555 50548 5ukas ige oo dasns b swaad bhasios bissins oom s o 4 SAAVA R SV 5 im0 S S04 ES 149



Bom R

—, RERFLEARENL

(—) EEE=R

AN FERES B AT R 0 G R 4N A B R S Y B WF T DR, Morck 5§
(2000) A&, HAEACAY) CDP HARA R A EH G M E R, HBEEN %K
FFEEME (H R ER) BEHTEAKHAY CDP A A EMERMEE.
Campbell % (2001) %3, FERZENHN R ££ 1960 ~ 1997 4 I EE 0 T
e, Jin f1 Myers (2006) . Fernandes fil Ferreira (2008, 2009) L) A Kim 1 Yi
(2009) FBFFEZRI, B b B 5 0 I i 70 ol B A 6 ) FBe A Ui s ) 26
(R*) kil WL JGRE e 2 Ho A 0 AR, BREBR T IS 0 KO M 4% LA K&
B SRR ik 22 A, FRATTE AT LA S0 A B850 A 1 8 B A AR AE (A
2% IREE . WERESE) SRBFFEA Rl G A w6 BE]E

C A SCHRIE R BEA SR, AR ME BN A THE B AR KA F N
TN S AMEBI T Z M AR b e, PRI B8 OrAP A W B B O 252 i)
2y rl e B EAEE M AN AT R A K 3% [ % (Khanna and Thomas, 2009; Beyer
etal. , 2010), Morck ¢ (2000) #F—HWF7E LM, P AR AT DL BRI A
%5 A ZZ AN D g R A1 22 5, RSO [ 50 25 4 o 7 AL AR B
KT BA 5 B ERE A R, 1550 FBURMN TR A dFF G B
ik, Jin fl Myers (2006) HFNFBAMFEGIRRLAFISHHL, 4 E3 LSRR g R
AR S AN X TR ] 52 me 2 v 4 O JRURS: 76 PO B A RSB 8 3 Z R L &, &
B AN 175 B o8 PN 0 A5 LA BT 1T 3904 3 v o T AN B o U R 4 (il
ANATOL) (R[] s 2T AR 4 A v A 48 2 OB 40 i) KUR: (BRI T 2D
AR ORI AR S S 2 5 16 3l B T el Wi Wi 7 i B < I XU 2 A
FAY, 4 R BB — i A PR 7 Ik ) 4 00 & ok, SR IR Bk

o] s



ﬁ FrABEN, TIZALSKBrITHFHR

Ik, PWERA S T AFAR LR HEAGEA T 351 22 5 R B (e B 0 B BT O e R
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HEHNZE (Fan and Wong, 2002; Lang et al. , 2004; Haw et al. , 2004; Kim and
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