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Table 3 Descriptive Statistics Resutls for Main Variables
5% 25% 50% 75% 95%
Cra,, 0. 081 0.273 0 0 0 0 1. 000
Nsk;, , —0.245 0.576 -1.221 - 0.595 -0.230 0.110 0. 695
Lig; ,_, -0.198 0.292 —0.838 -0.238 - 0. 069 -0.029 - 0.009
Sig; ., 0.042 0.014 0.021 0. 031 0. 041 0. 052 0. 069
Ret; ,_, - 0.099 0. 065 -0.233 -0.132 -0.083 - 0.049 -0.022
Dtu; ,_, 2.235 31.901 - 56. 281 - 11.577 1. 699 18.783 57.353
Siz; 22. 115 1. 111 20. 480 21.295 21.995 22.788 24. 181
MB, ,_, 3.012 2.317 0.905 1.522 2.297 3.651 7.735
Lev; ,_, 0. 088 0. 108 0. 003 0.043 0. 137 0.322
Roa; ,_, 0.034 0.047 -0.038 0.011 0.030 0. 055 0.115
Acc; 0.059 0.041 0.014 0.030 0.048 0.076 0.145
14 670,
03
02 F Cra; - - = - Nsk - = =Ligm
01  _ _
0r s N Sy e i
0.1 F AN PR R
‘ \ Len Tl e
-03 Yl AN )/ “~o. , \
04 f ! NS Teel -t '
-. o 'I v \
05 F T~ . 7
0.6 IR
) 2003 I 2004 I 2005 I 2006 I 2007 I 2008 I 2009 I 2010 I 2011 I 2012 I 2013 ' 2014 I 2015 I 2016 I
e
1
Figure 1 Trend Chart of Means by Year for Key Variables
4 4
Table 4 Means by Year for Key Variables 4.1
Cra, Nak, Lig,_, 3 s o
2003 920 0.189 0.067 -0.450 Nk, Lig, 1%
2004 964 0.187 0.045 -0.492 /=3 195
2005 1010 0. 140 -0.024 -0.544 i
2006 1036 0.025 -0.305 -0.622 (0.292)
2007 1009 0.016 -0.185 ~0.194 0.023. 5 3
2008 1015 0.049  -0.152  -0.066 Cra,, Lig. ,_,
2009 1031 0.024 —0.445 -0.186 1% z=2.877
2010 1043 0.112 -0.193 -0.042 °
2011 1048 0.071  -0.290  -0.033 Lig; ... Cra;, 0.034
2012 1071 0.085 -0.360  —0.053 (0.292) 0.010
2013 1124 0.072  -0.430 -0.083 ‘
2014 1 166 0.075 -0.392 -0.054 > ]2Vski . .
2015 1125 0.072 -0.160 -0.040
2016 1108 0.039  -0.489  -0.035 ) )
14 670 0.081  -0.245  —0.198 )




134

( Journal of Management Science)

2019 9

5

Table 5 Stock Liquidity and Stock Price Crash Risk
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Table 9 Stock Liquidity and Probability
of Unexpected Bad News Releases by Market
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Liquidity and Crash Risk:
Evidence from the Chinese A-share Stock Market

CHEN Rong' WU Yuxiang’
1 School of Management Xiamen University Xiamen 361005 China
2 School of Management and Economics The Chinese University of Hong Kong Shenzhen Shenzhen 518000 China

Abstract: In recent years stock liquidity is regarded as one of the factors that can cause instability in the capital markets. How—
ever whether high stock liquidity increases or decreases stock price crash risk in Chinese A-share stock market is uncertain until
now. Prior research on stock liquidity has offered two relevant theories on crash risk. Governance theory predicts that higher stock
liquidity encourages informed trading and enhances large shareholders” incentives and capability to monitor firms which can
weaken the extent of bad news hoarding and reduce stock price crash risk. However if large shareholders decide to sell off their
shares or exit by right of low trading costs then stock price crash risk will be exacerbated. Short-termism predicts that higher
stock liquidity attracts transient investors and induces managers to engage in short-termist behavior which can result in bad news
hoarding and increase stock price crash risk.

Based on governance theory and short-termism we use a large sample of 1 411 firms listed on Chinese A-share Main Board
for 20032016 and we adopt crash dummy and negative skewness to measure the stock price crash risk and use adjusted liquidity
indicator which is derived from the Amihud stock illiquidity indicator to measure stock liquidity. Then we verify whether stock
liquidity mitigates or exacerbates crash risk by multiple regressions analysis. Based on the results we have obtained we adopt un—
expected surplus dummy to measure the probability of unexpected bad news releases and examine the relationship between them
in order to find out which channel is more important in driving the stock liquidity-erash risk relation.

The results suggest that: (DThe regression results show that the coefficient of the predictor variable the stock liquidity indi-
cator is positive and significant at 1%  which means that in Chinese A-share stock market stock liquidity increases stock price
crash risk significantly. @)The relationship between the probability of unexpected bad news releases and stock liquidity is positive
and significant which is consistent with the short-termism. Therefore the mechanism underlying this effect is that liquidity in—
duces managers to withhold bad news fearing that its disclosure will lead to selling by transient investors. Eventually accumula—
ted bad news is released all immediately causing a crash.

The research makes several contributions that: (DWe verify from firmdevel that stock liquidity can cause instability in the
capital markets which contributes to the domestic research that examines the determinants of stock price crash risk. @We exam—
ine the effect of short-term investors” behaviors on crash risk and then strengthen the understanding of the potential mechanisms
which is propitious to reduce financial risks in China’s capital market and promote stable and healthy development of Chinese A—
share stock market.

Keywords: liquidity; crash risk; bad news hoarding; short-termism; negative skewness
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