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Abstract

It has been 20 years since the establishment of Chinese stock market;
however, law-breaking events in stock market are still not uncommon. In
this study, we attempt to investigate the cumulative abnormal return and
trading behaviors of individual investors and institutional investors
based on these data.

The sample of this study covers all the law-breaking events of
publicly listed firms over the period of Jan 2000 to July 2010. We use
firm size and firm’ s information disclosure quality as proxies of
information uncertainty to examine its influence on the stock market after
the disclosure of law-breaking event. We attempt to investigate the
trading behaviors of individual investors and institutional investors
after the disclosure of law—breaking event using event—-study method. The
trading information of institutional investors comes from Shanghai Stock
Exchang and firm’ s information disclosure quality is provided by
Shenzhen Stock Exchange.

Based on the empirical results, we found that the stock price slumps
in the event day. In addition, although the excess return of the event
day is negative, information uncertainty is positively associated with
excess return, and this finding is robust for various measures. This means
when the bad news released, information uncertainty increases stock value.
Finally, we found that institutional investors and individual investors
have fundamentally different trading behaviors in the event—
institutional investors adopt negative feedback trading strategy while
individual investors adopt positive feedback trading strategy;
Information asymmetry only affects the buying of the institutional

investors.

Key word: Information Uncertainty, Institutional Investors, Information

Asymmetry.
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