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Performance , Restructuring and Corporate
'Governance Evidence from Chinese
Distressed Companies

Abstract

This paper examines the stock price behavior, performance, earn-
ings management, restructuring and corporate governance of publicly lis-
ted companies ‘with a Special Treatment ( here after abbreviated as
“ST”). Since 1998, the Chinese stock exchanges (both the Shanghai
Stock. Exchange and the Shenzhen Stock Exchange) began to implement
the “ST” policy to those distressed listed companies. According-to the
rule of publicly listed companies, there are two kinds of cases for
“ST”. One is the company with financial distress while another is with
other type of distress such as pending legal lawsuits. Since the Chinese
stock market is still an emerging market, delisting is still a new experi-
ence for listed ‘companies and investors. - As a matter of fact, there was
no risk of being delisted prior to 2001. Therefore, studying the behavior
of Chinese ST companies is relevant: R

This paper includes seven chapters. Chapter 1 reviews the litera-
tures in financial distress. Chapter 2 discusses descriptive statistics and
the performance of ST companies. In chapter 3, 1 analyze earnings
management of Chinese financial distressed companies. In Chapter 4, I
examine the information content of the ST announcement. Chaptei 5 an-
alyzes the market reaction to the announcement of the removal of “ST”.

In Chapter 6, 1 examine restructuring behaviors of ST companies. The
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relationship between financial distress and corporate governance are dis-
cussed in Chapter 7. Finally, the concluding remarks are followed.

The key. findings of this hook are. summagized as follows;. .. -

1. The performance the valuation of ST compames the compari-
son with thé matched s1mple firms m(ilcate that the stock ] prlces of ST
companies are mainly ‘influénced by many ‘events other than corporate
fundamentals. Earnings, book value, and liquidation value have little
influence on ST companies’ stock prices. The reason is lack of a sound
mechanism or policy for delisting and bankrupt for non-ST companies,
stock prices are also influenced by many events.. However, eaming has
a significant influence on their stock prices.

- 2. In order to remove ST mark as soon as: possible, most ST compa-~
nies took many measures {o turn around. However, these measures only
make these companies profitable temporally. Their' operating. activities
didn’ t make much progress. As a result, the announcement of the re-
moval of “ST” didn’t increase shareholder value significantly.

3. Empirical evidence indicates that mest Chinese ST companies
improve their performance by corporate restructuring. The short-term ’
market reaction and one-year operating performance indicate that restruc-
turing can increase shareholder value to some degree: At the same time,
logistics analysis indicates that leverage, performance, ownership struc-
ture and corporate governance have significant influences on restructuring
model. : : o
4. This book also examines the effeets of intemal control mechanism
on financial distress of public listed Chinese firms using logistic regres-
sion analysis. The following variables related 1o ownership and gevern-
ance of firms are investigated ; the ownership owned by top managers and
the CEO, the number of directors, the percentage of insiders as direc-
tors, the CEO duality, and the ownership concentration. The empirical
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tests indicate that the higher of the ownership of top managers and the
CEO, the lower probability of becoming financial distress. Although oth-
er factors show the expected sign, but are not statistically insignificant.

The book also put forward some suggestions to improve Chinese se-

curity market efficiency.
1. Chinese government must strengthen the research and implemen-

tation of bankrupicy and restructuring law of public listed companies.

2. The Regulatory institution should enhance the standard of remo-

ving ST mark.
3. We should also establish a takeover market to standardize restruc-

turing behavior of listed companies and to improve restructuring efficien-

cy.
4. It is very important to build an effective internal control mecha-

nism so as to improve companies’ performance.

Key words: Distressed Companies Performance Earnings Man-
agement Restructuring Corporate governance
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