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The Spillover Effect Analysis of the A and H Shares
Cross-listing Firms in China
Chen Guojin, Wang Jing

Abstract Cross-listing has an important spillover effect to the
development of domestic security market and domestic firms. The
spillover effect includes the negative effect, capital diversion, and
the positive effect, risk dispersion. This paper explores an empirical
research on the effect to A-share market and A-share listed firms
from A and H shares cross-listed firms by a sample from 1993 to
20006, that is, the spillover effect of cross-listing in China. First, the
event study shows before the announcement date of cross-listing,
the standard cumulative average return (SCAR) of the A-share firms
in the same industry is significantly negative. We find the empirical
evidence of the negative net effect to A-share market and A-share
listed firms from the A and H cross-listing. Secondly, by regress
analysis we find the negative net effect is from capital diversion
(market expansion). As the pressure of capital funding from the A
and H cross-listed firms increases, the SCAR of A-share listed firms
in the same industry decreases. The investors prefer the A and H
cross-listed firms. The risk diversion effect doesn’t work. The major
reason is the segmentation between the A-share market and B-share
market. And we also find the capital diversion works not only in the
short run but also in the long run. So when the regulators want to
constitute the policy about A and H cross-listing or encourage the
overseas listed firms to list in A-share market they must pay atten-
tion to the capacity expansion of A-share market at least in the short

run.
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Classifying Executive Incentives: Hidden Actions, Effort
Cost and Risk Aversion

Xie Deren

Abstract This paper will provide some explanations for the exist-
ing mixed empirical evidence regarding the relationship between
executive incentives and firm risk from the viewpoint of classifying
executive incentives. The study is based on the standard principal-
agent model with a more actual assumption that executives are able
to influence or control firm idiosyncratic risk, which relaxes and
substitutes the assumption that firm risk is totally independent of
executive actions. Through examining the effects of hidden actions,
effort cost and risk aversion on executive incentives, the authors of
this article clearly classify executive incentives into such two types
as Effort-enhancing Incentive (B, Incentive) and Risk-seeking
Incentive (B, Incentive). In order to provide the B, Incentive, it
is enough that executive compensation is the linear function of firm
performance, which will show the positive relationship between
executive compensation and firm performance, and the negative
relationship between executive incentives and firm risk. However,
to provide the B, incentive, executive compensation should be the
convex function of firm performance, which will show the positive
relationship between executive compensation and firm performance,
and the positive relationship between executive incentives and firm
risk. In detail, the By, incentive is negatively related to both firm
systematic risk and firm idiosyncratic risk, but the B, incentive is
positively related to firm idiosyncratic risk if the executive incen-
tive’s wealth effect is bigger than its risk-aversion effect. The au-
thors believe that their classifying of executive incentives can help
to exploit the general equilibrium relationship between executive
incentives and firm risk, and future researches based on the above

incentive classification will be important improvements in the field.

Key Words Executive Incentives; Hidden Actions; Effort Cost;

Risk Aversion
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