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WA [E A AR 55 PUE TR R - B ESGE W] REAR Dy — i 2 2 AL
i > B B PIE D E X B Z R R R o IR R E Dy - ASCREL - b
T AR T AL IS AN ] 22 82 M) WA AT LAG RO SGE T B > PR3 BT AT RE A AL 4
IR AE R E AL o dE— 2 AT R > AL B A e T HRIE I T
FERBS AT FELA Il AR 31 A A0 31 B4R o Bk BB 04T - 153 TR
SRR o AR SO B AR Y 28 5% [ S TR AT ARG A I 4R 3 T — B A

Fukae WA EAE - POk NE AT ER M
TES>KES FO~ F8 - F23

VR SCZ T RRAS I H O R S AR B A SO IR AR 2 e RATRAS R
P WA AR T S PTE J BE SRR O WG T) o (R BTG R A T AR e Y ] A T
TR EEUE (Benchmark) A0 EHL » X2 EE MY HERNY o AR ERHATEE M P E > Hrlfe
A SCWR T R R ) T o LE AN 2002 4F LART - b T4 R A i 22 3400 1 g
FANT] BEAR GE ) AR R ARG B A% o A0 SR RBAE VIR S ) e AL T A RS R AR L - 2
g%ﬁﬁ%ﬁ%‘ﬁﬁ > AT RE S ME— A A SO R B SO BB S X R RRAT SR

2 RSO F AL A B 5 4 I (08CT Y009) FE R [ SR BF 2435 4 I8 (70602011) BB 58 R
TR R R E bRt S A AT TAPHD) "M SR > B F g4 K 2 i 5 W0 550 T
Bt ~ B LKA ARG I 5 R RS 0 A TR K A R B RIEGT 985 KISR0 E B
T ANA T - 2 T AR 2 AR A B B > IR 2010 47 op E 2 5 0 5 0 R BRAE T 2
5ot B M E o B IR B B~ N0 ~ BT - AR BRIEEL - ATfhig - AR - MkERE - 2
A~ ZEBESE - SLARME RN AT TR A I R M R > O B AR S G Y S R A
SR > BXTHEE A -
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—5lF

EAVEEINN > AR SR ) AL TR RAHAS R (La Porta et
al., 1997, 1998, 1999, 2000, 2002 > Beck et al., 2005) » HE—25HIWF I NIHS X #%
FEFERI LIRS > A3 30GEF <8 Johnson er al., 2000) ° Pistor et al.(2000) A
KRR > WAENER MR RN EEZRREMERRRT - EHREK - 7
PR R OB L ST 3 T B FL9PR B X © Bhattacharya ef al. (2009)# ) > 15 REH
BT RIZEIE AR WA EE - WREEARMOE AR TTETT K o SRR R Y 58
e FPIE RO M B R I 3R AT A — BTk > FERTS AL R BT E K > P9 = A L
T T RE 2 Hm PR e i R A SE B 3 o BRI S S0 B R
M4 BEAREESS > MV EBUINE I L ERKR > HHATRBEBFARARG THES
M5 (Glaeser et al., 2001) ° Coase (1988) HLIAN » “FEFLCIHEIE R » UM il i 55
AR B AT RORT o FENFIS MBI LW — 5 P ESVBG T R&
U RIS TR AT SRR B R M AT L > MEBUGERE T EZN
f# o4 Chen et al.2011) 2t » TEAL TR [E - BUNE S 2847 - HE >
T B BRAT o 32 B IR 6 R R S > AE GRS T R BN BRI RRE > R R
Do XA R E HIHAT I AR P E AR EE -

B T AAAT 1Y RU 3 52 B IR R 3K 52 I — B P AR AR TERY R AL o PRA4E4E (2008)
BT UEME 2 FE T R AR BL S IR R HIEHE © Jiang et al.(2009) RAHE BAX
O B N o BT TR SSA BUR AT RCR R I > RIS E BA B
N> BURFEHIR BT ILRE S B0 » B T AR B ~ 5 EMAEFE AR KM 250 &
Wil B SR T ARMF GRS W2 B0 6l AT 3 o U0 — L2 3 A
SNETWA AT THRERE > R ER - G5 (MK EE 5 48 50 4 5HA B BUR
EBE B 3K EL T O B A RIAT N ER 2 = A2 (Li and Zhou, 2005 5 Jones and
Olken, 2005 5 Ramanna and Roychowdhury, 2010) ° A8 2 » B HIHLAI T 288 (S
EFART) A2 5 k25 11 47 e A BUR A R £ e 2 A8 T B AR KR R RO HL
E BRI B > H T AT BGR B 2R R SEHLE I FIREENRLE - &
AN A S AL E AR - FATGIVERAT - Wik k% > T
FREE R SR B T VRS o PRSI P0UAT Y o7 B0 3R B BRI E BUR MY i
SR AIRCE VA R GE AR R AR B - AR 2 B HIHLAY B0 ) R B 232 35
Wi 23X A SCEO) T AT HOR 256 43 BT Y ] 8 o

DA e L E M2 X R b Tl BB ST AT AR N AR AR A > AR SOMER - S A I
AL T ARG AN ] i 0 R 2 R AR ST A PAT IR O o BARHL > AR TRl 2
2002 % 2009 4F AL $T 24 A 5 L b T2 W] 128 R T T UCHE 9 1994 £ 2001 4F
HMAF] 85 % o A W EE LT HRIEFF T E R (P EER2) TR o

O E B EE AL G R AT BORN S ST > A R TUE > IESR R AL B B O g
2002 4 LLHT > b1 ) MR AR A2 2450 00 /0 L 2 O ) BB AR B W YA IR AR AR AT RS
B2 o B 2002 4F 1 7 15 H i N BRI Be & A YO T 52 BIE S5 1137 (R RE AR ik 5| K ) R SRR A2
Gy RAPA R ATE A ) > DL 20024E 12 H 26 H > Fem AR Bl i< T4 BLIE 2 115
RE MR BRI 5] R B RS A2 AR A T HUE ) > P EIE SR R WA A5 T — e gk (S
T BLIF AT o 1L 2007 4 11 7 > RIEAHL (AR Mk ) 52 2] e R 7 B A B 22 020 SR AL
iy I BCERAE AR TR /N R RO BT A RN 24 K -
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CPRGE D BE TR MR RGBT R R A R AR L o FRATTARYE L 2 X LA R A
TR LASE SC o SR AR DT i R R — AR B m A IS AR A
OrRAR T E > R LA MU (A 4B T S A AR BN LA R o SR Bk Al AN
ASEE S BATMSIEL KB - 15 BT A RIEM ™ B R GE I R
R i > T AUAR BE BT o RIS R 5 R MR AR A I 2 S BRI
B ik A A RE AL TR R AR BB fRJE > ML EA R
W T $RE S BE > AR RS AL BT o B A il T e Ah 77 PRy A 5 B A o

ARSCHITTRRAE T - A B AT B AR W E B sl TR Tk R o
BB A W 555 T X A AR T [ 5 > SR RIS K IH N B B = > ARSI Oy 2 $ 43 T
BRI R UESE o BN SCILA B HRAR BUR {00 XS 2858 K R R > L 48 4
S D M PREE X285 K P R AR I T Y s O T A PR

= XE - Bt SHE
21 BRNEHNESY

R B AT DASE I 4 il ~ BT T A 2 W BOR R M T A 22 5F > SOR] AE SIOW & 38 Al
il ZE XU ORI JC AR ARTE o T 9RAD T 47 Bk e 25 8 T 2 7 B Sk Y BUR 4 1
e A7 AL TIERE K MTERT SRR E K > BUR £S5 0 B R R B A5 4L 2 X B
I A & L BT o Shleifer(2005) #2 i T V&S HE” (Enforcement Theory) » %
PRV I N BUR & il & 5 T 412 2P (Disorder) B FIBUR 3 (Dictatorship) A< —
FREUAS o BUM Tl B 238 A 8GR 6 0 7 1k 205 > Qg il SERUR G R S - 1
HE5BEMEL > IR FEHERIEIE © Pistor and Xu(2002) AN > EHlE A LIHER
AT > AT T2 AP 7 LAk B 4L 2 H AR - WNAE IR 25 11 47 02 S AT BUR 48 4
Zingales(2009) #& 4 - T2 2 A TRANFI 2R 40 XU A 458 1 75 22 e UM St 1 © IR
RIEHLZ JG X B 75 K BTERG I > JCIR 1933 FF LU fEALIA & 2002 4F 2244 ~ il H.
IS 5 2008 A4 R 1Y 4 R WR BE N 2 T B I SN o BeAh > BHDA W] AR 47 fR 4
ANEGA T (Unsophisticated Investors) > Aghion e al.(2008) #5 E B 7T f./x - Hidg#HY
FERGAETREBUNE S - NI RES T A 8% & W EAE > BRI A LBt
HIIEZRE ] o

456 h [E 4L B IR 2 00 R I L PR IE DLE - W gk s Ak BUR & 2 220
B2 T i R ORI e ) S R IS [ R o T 7 K ) A T A B A A (PR
21 > 2004) ° Ab T A UHEL IR b E A Tk R — BURE AR - A
A S AR B S AU o SRR A 2 SR R R B N E A U B R A
LA S B AR 2 — (i BRI A BUR YA I ERBE (E4E 5 2004) © —
SRR SCUEAR IS T A AR o SRR (2006) AN > I FIESR REIRIAMN R BEXMELL—
BRIMAE » W AT B T A Rl AR > CEER T BRI 2
THE BT S5 = I IE TR o X1 (2009) M5 34 T w7 3l 55 58 45087 (9 TR UL
il > BETUWERSUTE R - A AT AL FEAR B "R AR ST AL - X
RN T BUN B ERRRAER o 9% > WAEHRARRCEEMIES o L BEREFMARFW
(2010) A 2003 4F i 4 Rl A& 28 B9 - AR5 T BORF S B9 9 ) 1 ) B2 AR 2 15 AT DA
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FRAT Ml B9 S A T WA Dy T QAT AR 20 B > B8 A 2R B it o) P 94 ) 2 8 X A 6 0 A 36
2| T HHRCR -

2.2 EEMEHRE R R

ANFEEROERAFEARKRZE S - HIE S0 AN 2 R A (540 R A9 34
ERMELAAER o PRI R 2 T ik A RS AT RER T PR AN LR > SE SRR IE T
TEBLSCAETE thIF AN LA SR MR ATPE o 2043 il 3 A 1T 2 18 i ) 2 i 3 AR I
I P ) AT RE O — RO IE 5 o JEFEIEAE ] 0 A e TR 2 B R > LAFRIE
WEZR T B N AU LR - — ~ TR IR AR - 25 H.
fFe) AN SR IN A A A o A RILA X b T 28 W T AL A A B AR IR B A A - i B
FREK o AEBQAMAE 2R S R AT BE2 IR HGE T » 412001 4F 2 FE AKAER A
HEME 2 PGEIS - RSB 2 R AL 3T WY 2w 4% - ASREA B A F] - SR IE
WK TRIEM A AR S B - 5 By Kea Mg > REXE 2 BUaRGE ™ E %
M) 8532 35 A R AR 2 A A - A8 AR A A R Y B R B B BRI T BE o R[Nt -
MR m e ~ BN > B E IS T8 B hak (BEE 5 - 2006) © -
MR S FEES - fF BRI & LR 5298 (AU MEAR 2 1 A% AR 5 52 31 45 Bl A
s SR PR ERSE I o A S 947 3 A2 ) T IR - SV i R i 4R
o WOORES A 45 5 AR o AR A B A T M [ 22N AR R oK B B T AR B
TR B DL C B > AT REAE B0 b T I Bk AT O BE AR 55 (£ > 2007) = =~ i
FVRBEA BRI Z D TR R MR « R IA A B8R
FRIRAM AR > GX R HAR N EAL 2 EARTCIETEBRAY > A DR S 77 S 6 1l LA e 7 i B
J L AR B8 IS A A ) B S R o T IR BRI R AR SUAR
WA AT RE 2 A PR EAT A T o Hn > B RAEBA OB ARSI T B RIIF R T
ETRIE > XTI R B E AR > ARSI EAAE - AL > BUFHEZN
] A Fll B 0 3 2 1 SCEAARAP B B 2 LURFFIE SR T I AT 8 R 8 > B ALY
FEWXES > A RE IR AT A Al AT HAL  DURE R 7

) B L R SR AT T RE 2 9 B 28 B BTSSR AR A G > A AL A A T I <
AR B S B AR I > R AT R B R E AR N > RIE AT S
AT DA PR S8 IBUAR A2 5T B AR (BRIG5> 2006) o fEFLBNZ BTN > Gk PR A 1l

S20014F > A AKHE B2 HANNEF R AL A ARG s - BT A R R b i
JRCE 25 S X () U F R R — RN A RS W BRIE MR SR IS G S iR AR
S IR MBI ATFIIALET

6 el GRS A LT E R BT TR VSRR A - R AR ARG A AE > e AR SR
P o LREAONES - 58— B0 90T HOAD  RPBEMAMGENG -

7o LIRS 20 Rk E AR R A N RERN [ IE S50 55 — A L = RHE - CRAT A &
A ) B AR B e 55 ARG BRALE B (5 S s BTl i (5 A RIS 4% - e Sk
MRk s BRI » ST RUE  a TS - LI =TT Sk BN TT SRR B X E
AT A DAL B SR A DU TR SR I=77 el E =T e U3k o K
AT~ BT Rl s oAb 5 BB 355 AR BROMLE S0 A ORI > sl Rk i e A
B R E MR ECE ORI - STOMIE - T EL > IR A= ATT S BT BT R
PR o AT AT T8 N SR HAL B ST A VR T8 SRR =TT bl E =407 B R
AR o RIEAR 3] (] 8 B i LN W] - GiE M2 7 B S It A7 B £ - 4 Oy R 1 B
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FIRERH A > HAFTEAE N LA 55 10 A 8 AR B4 — 2 B FE% » Sugarman (2009) A
H o EBERY ~ FETOS A E Tl (Performance-based Regulation)ﬁfUﬁﬁl@%{ﬁﬁ:\ﬂﬁz

DRI A AR B S A B LE (AN~ RIAR S5 ) > X B IR TR 2
3R o Cory and Rahman(2009) & » 7ERAT L POKIEZRIN > HIEH 27518 E KAk
@~ NG T A AR JE AL X 2T AR AR IE > AR B PE AT

(Discrimination) ©

23 HESBEESR

KRENFHT RSN R BRELTT T =AM B B—BUE 1992 4F LIRS » %A
Gi— ~ BIIUESS T BEA0] > UEZR T4 O AH OG0l b N RARA TR > et
LA S Lk~ A HUE PRSI B2 19924F 10 1 £ 1998 4F E2E4E » 1y
[ 55 B ik 75 Z2 b [ E i 2 St iE 2R T 4 00 H H B 0 1992 4F 10 H [F 55 B #sE b
EANRBATIESR TS E M ANE > O T ESSBEuE 22 52 EE 2 B %
R SRS - RS A RBUR » X — W Be3k [EHIE F5 09 W 8 44 6 B 431k
M 5 5 =B BOE M 1998 4F 8 T4 » Bl 55 Be ks s [ 55 Bl 55 25 G 2 »
A B el v [ 25 B R B R - IR L E 2 MR B Y 2 b i
BT EATEEMS > NMER THEP S — SRR (BET > 2005 ; FHEA >
2007)

SRR L T IR > FRE W E 25 WA AL SRAFAE AR D nl il > Fe 4 i 48
NUHERROE 2 ~ B Bz B (JEAEA > 2007) o X 2en]#l 2 dhogi & ik g ik
BVEBAT o ELA > Chen er al.(2011) RELUE MR S AEAL T A RN - FEA L fr 24t
¥ R m Az -

2.4 BROMEHRRIE

R R R [R] R S 00 3 B ME AT 23 0 4 Bl T 3 7= A EE R ) - ELE B 0UAT
B R B RO XN A TR 5 I EIA D A5 B 22 R B ORTE © Hodn » AR
B (H i ) 2 75 2 X PO T B A S > AR B o [ R R A T s N () i
ARG > AT B N ATAEAR A N & A R 2 s SRR AR I NS R B2 X
FIALFRSE o A BUN R IFR Z £ R e M ERZH > NBGREIAERRE
BHLIX [ Z55 4T N (Maskin et al., 2000 5 Blanchard and Shleifer, 2001) > QML X 47 S
NI TS R BGA T T b S8 1 8 0 55 BT R R > BIFAT R B O BOR ) AR
Jih o7 2 2 O b B bR 2 b S R T3S B U (AR 4SS > 2005) © Li and
Zhou(2005) WFR KM » B RIF AT AT RetE 5 HA TSR EA S » 1 HAEH N
PP S BUBE R TAREE LS > BURE 5L BUA A JEBUIN T 24 2 e KA R %
MR o BbAbh > B RS NE T X EAR TS MA TR K 450 o Santa-Clara
and Valkanov(2003) % %% T 19274F £ 1998 4F: 1] 3 [E] [ =5 1 TL R S PR i) 1 15 52 i
W RRBUR I B BB 18] ) R A0 0 o de K T RS - 1% 45 A2 1 A
PEER G5 FE3E B > R ISR 0T XURG  AM » X R B BRI IS i A — 2 /Y
$200 © Jones and Olken(2005) 3T 1945 F 1990 4E 7] 130 E F B X AR T IR B 2L T
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[l RS N R e A DT RIL - O A0S A\ AL S REAE 1. 35 3 50 I 31 28 35¢
PR BRI S A DR KB - T HLE RS N RORIAE i 2 AT 29 R 51
DHK o

A SCHR E AR IR A E RS ARSI > ELE A O A RIS BORI 38 4t 1
WEZR TS5 W SCERAR D > —J7 T AT RE R BOR U B R > 55— O R TR RS
IR ERIR o o [k WS 2 5 R RO B D FRAT MR B3t T — > R AP BE ML - A RIE
2 R GBI ) AT A AT S A A2 w1 A DR A5 A7 AE R 25 S A
AT SR )= UK REFRA 1 E 25 8 r AR B L DR B IE B © Croley(1998) I » Bl
A7 BRI AN RE N A WAL A D s R A 0 SR PR A S ERARE > WIRA A i B
TR AR 7 B vl RE 2 FE R LR

FEMEFEWIATN > eZIE S5 73 M AE A T P8O BRI o X T IR L SR T
9 A  — R B E RS T > AR R BOR B VS A T U - W PRUE 2R T 4
R PR o T YRR > AR R R AR > MR A AEAL AR [R] i
W IERAT RNt > BN AR BF— B o SRIMTIE AR UAE SEBRAAAT T BE I I AR £ 5
T AR ] % B2 ) 00 R A A ] ey Ak 2L S8 T e 246 1) 32 SRR EE AR TR > it A o
B EPIE S BEAE AN R IS AT REAFAE 22 53 o RSO > RS R Z Sl g5 LT R
VIR

HAE s NTREEMS - RN T Bk B AR E R TN EE N
DA BT A R IEAT N IE R BAR R Z — o dlid EARRIAT 8™ M i
TR A > S T R SR IR 2 AT N 2 R LAY H Y o AR A
9 40 511 SR TT A 1 7 4 A3 T A BGE AR T > R R T TE RSB URAS - 0 b
RN A R AAT O o A S B AR Z BT R A SRR T B AT TR
MIARSEM > MAE R T —AEWE & 0 AW > BT RERCE ™ M AL 5T -

S5 ANIRIZRAY A R BAR T (AR R d AT A AL ) %o M A8 A AR T REIFAS —
Ko ZFRETT > XTF EWA RIS R > R R E R RE R A
BPEANE o AL T E > SRR 2E AT BEROR - XTI A B AR A g R T
RERAAIAY - Pt sz 2 EAL 1Y b T2 7] A] BT ARC & M8 4 i A A o XTI
o ARUAREFRENG LR alAEAERELT 8 1P R 0 R o 100 AR B A AL T 2
AR AT > SR AR AT TSR =] - A T 94 O T AR W] AR o I
AR E AL B4 L T 2w ARUME TR 5 3 i A M A R A A T A T e e AL
i o UM AT - M3 Al RE S 1) T M AL BT A LB 2 =] > T FEEAR
B 9 BA AR

F= o AR S EAE R EE  NIREE RS A GG KR T BE2 R B4R AE
BEIPIE L b - BESTSE H ORI E RGO > I BB A B TAT
AR 2 HAE WA 3 AR T RE AR AL S A A o AR SO > FiAE S 8 3 A J P B
THE R o - PRICHTE WA 2 w] RESF B LA AL ST R L

fefE o RS ARG B AL R B 24w > Hod LAY T Ben] e S O Bk > 1E
T AN > XK T W AR B I ] fE L 20483 K 9t
U o MSA WA 9 A > A LA R AT RERE LA 3T DIRE - BT Bk il - 42
HASCHI BT AR 1 ©
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Rig1: RHEMEBMEE  ETARERTHINRENHLZREEENR
ENE o

#— 1 > Chen er al.(2011) R > WEMATERLTTE ML A RN - FIE T AW 2
HRAEARER > FEFENT > EA T2 o 0 E A 4k AL T AT 6E
Sl K 3 77 BORF WA A 2 A% SR o HR AR TR SR BR » E 2R T — T B LR T O [ A 4
bt B A B 3 2R AR R DIRE - B U A RO SR BUR Y F b o AR DN R Y
il ~ 2 R Al A A5 2 0 A ol A BOR A IR - X PP RARC R 2y
X IE M 2 B S AR U5 A E RO TR FEL AT ol ot ML AR — 5 2 B N AR o
IXFHHE AR T s I RGE S A R o — 7 > AE P E A2 ZE AR
CABRRAGATEIN R ES T - WE TS E SR ST W REA R B
CEYREALET T N ARG o SRR AR I R 2R X E R AE R AR - T
BB A AR S B R SR R TR o 0 AT B T A W S AL B A R T R
SE W2 A 20 B THT R h BB T M R i AR B 1 2 L o JEURIAE T LA Al
553075 BUR B B RBUR 2 18] I AFE B R IR > BBl ~ stk > S35 A
THE(Li and Zhou, 2005) © WX T Ik E A » W E &AL HBUE LIRT D » BHE
BSIHLERHZ T R E 75 —J7m - EA LA 3T s B B E 2 @R
B S A R AR 3T Ab > AT RE IR A AE S T A R~ SRR B S T A xR
A Al - A AR T LR ME— IR AR o R ME — IR AR PRI R i 52 > A8 2 0
FEENIX — 155 B9 H A AR [ A Ao lloKs ] RETE 2 o i M - 5x T BB AR IIE 122 BT I8 (Chen
et al., 2011) » BLX A E - W H MR E A REE AR EA M - 5 Eing > Bl
KE ST T A B AL LA Il A AR A A s R 2 DO B - A Al 32 B 9 A0 1 AT A
B o BT R AT o SRIA ST B2

Ri%2  BFHEAKBES A ARANAERERSEWEEENHENE

= KK %

3.1 B - BIERER ST

AR SCHFFRABEAR EER A o EE S B B 52 (DL AARSIE IR 2 7) i A5
BTN AT ERE R T DI 5 2009 0% > 31t 213 RIFE MM Z0E b
SRS BT R AR SCRIBE A A o FEABLEE IE R 22 2002 % 2009 4E 4 5T A
AL ST R BT AR 128 K > I b TF TR 1994 £ 2001 FHEMA A 85K o A
SCEBEAERN TP ERESRM) ~ CEBIERHROS - HAR Kk A A 75 8 2 (CCER)
AR BRI (Wind) o 1995 4% A LA FIF SR IER 2405 > BiER 1R
F7R o 7% 3 B A AR AR B R AL T 5 EE AR BEOIAUT 90 B2 w1 AAT D R TR AG P
BN o B AT BB AT 5y AR 1528 ¢ 1= A SRR 2R 5 2= B A A
3= RSG5 4=18 H BB T8 IR 5 5= eI ER 4R 5 6= MEMRIRIE 5 7= R IEM
8=F RN 5 9= KIRAR G A B A% ™ 5 10= UM 5 1= Bl 5 12=0658
FAOR 5 13= B MAPAE 5 14= R RN A R F R0 5 15= HoAth (B L S Fil 45 SR R
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R4 ¥ fakl 22 B

HET BN B IS RN ARAREE AT HAR IR T35 ) » M MBI 1~ 5~ 15 —Fa L4 G
N ARSOE OS5 BN E o A FTEAL S NA TR - 1= TP 5 2=
PNIHFIBTT 5 3=ATBAL T 5 4= R IAE 5 5= 5 6= AT K 5 7= BUHIE S L 5517
A 8= HA » MALTIAA 1~ 2 3~ 5 g —RE A G AT &
WAL AL S o sTRE R I TTME N AT Y i B R R 2 — 245 C G 184F » X
184 WAE T 5 A HE s 2> FRE A R AL > BARANTT « X1 4% (1992.10-1995.02) 5 JHiE
i (1995.03-1997.06) 5 JEIIEJK (1997.07-2000.02) 5 J& /M1 (2000.03-2002.12) 5 1 48 Ak
(2003.01-2011.10) ©

R TR Hi
4/ Ah 1 2 3 4 5 6 7 8 9 10 11 12 Aif

1994 1 3 4
1996 21 2 5
1997 1 1 8 10
1998 1 1 2 1 2 7
1999 1 3 3 4 2 13
2000 11 1 2 2 3001 V)
2001 12 2 5 1 5 1 2 3 3l
2002 73 2 11 1 15
2003 13 L1 2 s 1115
2004 3 2 2 502 5 2 41 2
2005 2 303 13 VIR
2006 2 41 23 12 5 20
2007 3 2 1 s 1 4 2 2 20
2008 1 1111 2 1 19
2009 112 1 111 12 V)
&it 28 3% 18 15 18 17 14 21 2 2 16 213

TS THFR AR AR o A0 sl BEHA N SN H (BP9 S B AR A i =4
ARG =AH) » #1iR > EE RS 0m I i1 > B0 A "I 1 (%
1A BRAR S RN R BT B0 O Ak 15 8 A 51 28 RIREAR) > AN 11 RAERU T o U 0
$ o BARAY > ERESTIREAR S 040 > R IR E RIS A 244N A > T4 A
05T 0.46 K (11/24) > FEHABHREIBE » L3 134F 156N H > P8 AT H N 1.29%
(202/156) » HCEEAT LA IR > W ATLAG) A6 Jok I 109 S0 il P Ak 71 3 gzt 2D A A s ) B
A R S U A I B A TS I B AR TR E A - SR
RRFRR I > AR EICE M > 7RI N AL 2 B D AL ST A R S
b AT R BT 11 R B EA R

SRS B MR TR S R E PN A > AT MR E AT R E S R URIUT
B> AT o B ANAL SR T A Ry > A TFAE PR 3 TR AR AL SR I AR Y > X P
T BOHRE (E AT B )L > AR e R — 2 B9 IE 24 1 (validity) ©



WEHREESHIENE
w2 WTTREARR A MR

RTE S (%) ATE S (%) At T Prob>|T]|
Panel A : PERRERE
A A 36 66.7 18 33.3 54 643 0,000
B E 36 22.9 123 77.1 159
Panel B : 79 SEH
o N 45 40.2 67 59.8 112 209 0,037
i 27 26.8 74 73.2 101
Panel C : P EABRENFASEH
(T J:i%ﬂ% 30 71.4 12 28.6 42 032 0747
B E 15 21.4 55 78.6 70
(R %i%)”ﬁé 6 50.0 6 50.0 12 129 0216
HE 21 23.6 68 76.4 89
Panel D : AU HRAASEH
A 25 75.8 8 24.2 33
i M E 29 32.6 60 67.4 89 366 0.000
S J}ﬁﬂ% 11 524 10 47.6 21 17 0.091
A 7 10.0 63 90.0 70
Panel E : S EAEE U HRAASEH
(1) fE 84
o HE 19 79.2 5 20.8 24
HE 12 30.8 27 69.2 39 13 0.259
A A 11 61.1 7 38.9 18
HE 3 9.7 28 90.3 31
() L1
o M 6 66.7 3 333 9
B E 17 34.0 33 66.0 50 239 0.019
A HE 3 429 4 57.1 7
M E 0 0.0 35 100.0 35

21 Panel AZIZR 1AL B RS AR BEAS [Rl BEAR £ 1 20 Af o sl LR AL T ~
B AEAL S BT 5 IR > 0108 66.7%F177.1% > EE AL $T B0 R E Sl M
JEE VIR BB W 2 E T AU TR B B B > SEHR R AE 0.01
KV £SR3 o Panel BAiR T IEM A AR FUTIIBAE ST 09 704 o & LA AL 31 172
Al —&T AR A > BEE AL AR5 59.8% » MAEAFRISSAEIN - 1A 73.29% B2 7
FEAL - A R AT AT R AR A R A A AT REE AL - SEHAR S AE 0.05 /K P £

-

# o
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#2119 Panel CZERHIR TAREAT AR UFE BE OAEA > A - 45 1l 2 7 AL 14T 10
HE AL > A BB A H B 500 > AL STAE NIEALES > AL ECR A Fl
T LB 28.6% o AT HA R LB R AN A AL I LU T K > (HGE THAR I A0 A i 3
(T{HE91.29) ° Panel CIRII /R » 0 R 20wl (4 4 5 76 A 199 oA R0 BA I Y BL A5 22
FEARK > 535100 78.6% F176.4% > Gt RS AR 22 (T{E N 0.32) ° K2 ) Panel DR
H TSR B ml i AL 51 0 0 A o e E - FIEEMER - BA b
TA R Z N EST & 24.2% » FEEA LA 72220 ET Y B RIE47.6% - & E
HEMAF20ZANESMN > SHREFE01/KT EEE  FEEMEE - Bf LW
AN ZENETT R Y 67.4% > JEEA 1T 7 32 20 5 H 0S5 90.0% - St it
B AE0.01 K F EEE o iXEMW > EAMLMLIEEA S LZR T REEER -
FK2M Panel ELEA TETIZATL ~ A o b MR BE SR T AL AR B oA - 78
WAL 5T (AR o> BRI AR RIS R eSOE R E > ZFE 0 N T
JE A Al o A A A FE A Al A AT 3 Bl A Y B 43 N 50.89% (32/63) Al
71.4% (35/49) » [E A AL == 5 19 el T 3R E A Nk > (B RR AR B3 (TE
N 1.13) o TEE AL T A > A A A 3R A A Ikl A 1 F R 23591 61% (36/59)
193% (39/42) » SRS AE 0.05 KF W3 > XKW > FEEBLTIH > EAETRA
AT By B A Ml 3 3 AR 32 ST A AR o

KIIUR TALERERIRAITE - R4NEBIHETES T -

®3:  AERMNEX

TEENR TEFST TEEN

Wi E  PUNISH — BRVER > Y4 EHA " S M2 SR ERE > BN
EEHALL 10 CROSS FEPVAE R > Y b A m RS AL SN L - A 0
HMFEE  OFFEND VR E > Y EHAREM™EST > SR

ArERT  SOE RERVAS B > Y BT RN EAT L > 0N o

TP FFE  PROTECT AR > 4 B ARE T2 Rl E > " &l o
T EE  SOAR RERIVAS B > Y b T R R A SR AT » 20
AR SIZE T R R AR T R — A B R B AR

X REGION MRV & > X i AR TARIBA S HL XL » A0 0

O AEFAFAIHT T 12FEAS > R BT iR AL AR AR A v B T RESZ B E T (ELAIOh 50%) i
T A B UEME 2R ST TR B > WA DX R TR AR A A [ R RS LA R o DAGE R
DAL NG > T 2003 4 EATRS > BRI LR A BRZ = (FIAREE IR AR I TR R REAE
2002 4F 8 J1 31 H T4 H 2002 4F F WS "4 AE LAST K3 T 787 » A K 57 T B
A PR (AR AT L T7) IR R AE AE 2006 4F 4 H 30 B Z BT TF R 2005 4248 FE #4571
7o AL W IR K A R ML A 3T B o

0 BT ¢ BT O W RN AL SR AE ] — USRI I ROBAR TS R S i A AR T ML Y W AL
.

RGP - Z YA ESEE T - (D) ~ A1l (B03) A1 L (C41) ~ THIBUA I Toll (K) ~ Bz
(BO1) ~ FBHIZHIL (FO1) ~ ALzl (F09) » AT IARI S % b i3 /AT o A6 5] -
12 MR PR I 22 (heep://biz.cn.yahoo.com/special /xggl/) BT 7 4F-21- RE [l ] 43



WEEREEHIENE
x4 AAEMRAIEST

TEH HEXE SAKE &M WE  PuB fREE
PUNISH 213 1.00 0.00 0.66 1.00 0.47
CROSS 213 1.00 0.00 0.47 0.00 0.50
OFFEND 213 1.00 0.00 0.75 1.00 0.44
SOE 213 1.00 0.00 0.57 1.00 0.50
PROTECT 213 1.00 0.00 0.06 0.00 0.24
SOAR 213 1.00 0.00 0.43 0.00 0.50
SIZE 213 22.61 15.77 20.35 20.34 1.03
REGION 213 1.00 0.00 0.48 0.00 0.50

2 BERERABEN RS EDERR

AR S A BN RO A R AR A LA A B R A o B Al i A 5T
BE o mUHAMT Z 0T > B SRR B AR B AT A O AT LERS o RS TF = A
N Pearson FHC R BERE > b =N Spearman M X REEFF o K5 WK - PUNISHS
OFFEND IEARZS > RIS BUBCEE AL ST B s 5 PUNISH S CROSS1EAR % » Bl s HAKL 57 o
o X SGARCHIE M5 o AN > PUNISHS SOESARSE » B EIAT £l Ak 571 544 o

®S 1 RERMMCIERE

PUNISH CROSS OFFEND SOE PROTECT  SOAR SIZE REGION

PUNISH 1.0000  0.1419  0.4048 -0.2560  0.0163  0.0353  0.1143  0.0293
0.0385 <0001  0.0002  0.8125  0.6082  0.0960  0.6698

CROSS 0.1419  1.0000  0.2940  0.0218  -0.0064 -0.2689  0.01950  -0.1574
0.0385 <0001 07511 09254 <0001 07773  0.0215

OFFEND 0.4048  0.2940  1.0000 -0.0451  0.0133  -0.0857  0.1276  -0.1542
<0001  <.0001 0.5120  0.8466  0.2127  0.0630  0.0243

SOE -0.2560  0.0218  -0.0451 1.0000  0.1012  -0.1558  0.1426  0.0109
0.0002  0.7511  0.5120 0.1408  0.0229  0.0375  0.8735

PROTECT 0.0163  -0.0064  0.0133  0.1012 10000  0.0573  0.1192  -0.0481
0.8125 09254  0.8466  0.1408 0.4052  0.0824  0.4850

SOAR 0.0353  -0.2689  -0.0857  -0.1558  0.0573  1.0000  -0.0858  0.0460
0.6082 <0001 02127  0.0229  0.4052 0.2122  0.5041

SIZE 0.0721 ~ -0.0390  0.0727  0.1563  0.0996  -0.0291 1.0000  0.0548
0.2949 05710 02909  0.0225  0.1472  0.6723 0.4256

REGION 0.0293  -0.1574  -0.1542  0.0109  -0.0481  0.0460  0.0604  1.0000

0.6698  0.0215  0.0243  0.8735 04850  0.5041  0.3798

T : 26T ffl Pearson MR BB - 45 E A0 Spearman A R AL -
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ASHG A SCHF AR » 357 Logistic [HIH AR - 12

PUNISH = o, + a,CROSS + a,SOE + a,OFFEND + a,CROSS*SOE
+ a PROTECT+ a ,SOAR + a.SIZE + a ,REGION
+ a, STENURE + o, SYEAR + ¢ (1)

51K 6 2 SR WL 6 o 7 B4R SR AE IS RER I+ B S 6t (CROSS) 4
BENTE 5% F W I ST IRT R A BRSO (L9 1) 5 MU %
WIE 23 A AR B O A FT R T - o A ML 25 5 2 T (0L
B113) o K6IAGIA  FERSBIEMAS RN T » 255 AT I P 2 24 ) 0
B R AT R AL A AT AR ETE S o I AEAL S O AT N B AL R
VET AR - O IRT R ARG 2 R B R S A BB
ST © 3% SCHE T ACSCIIF B 1 - 45 6 91 2 Ko G » 76 R BIAF 25 o A 0 2
BT o A (LA A A A 2 B TR SOEAS AR 0.05 K P E .35 W9 o
P SEAL R A R SE ARG - K 6915 738 XA REAE 0.05 K- B BB W o 5%
KU 5 SEN A AE T LA R AR AL RTINS > 00T AR R BTAT ol 2 X e
B R A A L3 AT 0% 3 T 19 T REPE R /D - AR 45 I T BT 1

%2 e

3.3 RN
3.3.1 % HZEMiE

ARSCHEAT T 25 18 5 07 Z MR EAR K o 2R 7 il M &5 B A | 3CHE T A ey oF
FAREE - £7501 8o > AEESHFEGALRAEIAA BRI T > CROSSAERTE0.017K
P ERE S FI48R > TERSHIHANAS BRI T o 3 RAT 00 b B 2 5 i e A R
MIPETER T » CROSSTE 0.1 KV B3 > WAV AELST TAERART SR - %7
G5 FBH > B AR 0 R R > B AU T2 R A I BORMERR > S AR B
(CROSS*SOE) 1£.0.1 /KT 1 .35 > W /8 38 76 A BRAT BA R A 28w ik DXl 0 A5 1 [ 4
AR IEE A Ak EA A2 5 R SR o

332G HMEENS —MEE

T EARE > AR5 — R AR EB T E R RN (LOSS) KAl & - %
FHEMK > A LA A FEAGBRFE R BULE « HA L BRFBRNHHA
PARELE - —FURFAERONIE > W T w2 A0 5 AT A R RS
WARRL - X R 7 RS B > EARERIR IR E R REE L 5 55— R RE R

B RN > NSRRI (1994-2009 5 HIFE1995 > 3L154F) > f:34E N —H] > dhifsH] - H
1 Y1(1994-1997) » ¥2(1998-2000) » Y3(2001-2003) » Y4(2004-2006) » Y5(2007-2009) ° [AlH} » 2% &
FIUEWE 245 i 1 AT 00K S DA B TS AL T | w] g R HAT RS R > TERSR R A TN T
TENUREZZ & > 75 b 28 Rl RlAb 55 sk fe) 72 3E W 2 S5 ¢ AT N R 1 > 0 0 ©

o FRAE R o1 B Y3 H T EERAS M TENURE ~ YEAREBVE & - FRAE 13I8 %] T 40%
% o R - FEMARREGE 1L H TENUREF YEARGIEN > YEARGIEME K - X ol A KB
RS (GRS ST) 7R —E TR



WEHREESHIENE

KARZE > WHENEWAREMAT NI EBIA 51X — K& O KN > Xy ik
o fl R R K > HR > BB E T B RAE Bt e LR D o N T REAE T A Hh )
] b TA R AT R AR E HOR IR > A SCGERR R R RIERIT AR R H
Rl 2 ) L 2 B o TR T AR D M B RE R FNRRTIT S R GE R I Y
TR AR RS ER R0 (BRAAESE > 2008)  FEREWL (LOSS) AT -
(AR, =3EALEY LT A FAE ¢ H B ERR - ¢ BB R > T = BT A FEMAT WIT
G HEIE R SR—A) -

LOSS, =(-1)CAR, =-X"_ AR (2)
®6 SRR 25 R
5B PUNISH
1 2 3 4 5
INTERCEPT -1.099 -0.179 -1.099 -6.889 -6.527
(-0.95) (-0.15) (-0.95) (-1.37) (-1.28)
CROSS 1.323%* 1.074* 2.494***
(2.76) (1.86) (2.68)
SOE -0.920** -1.515% -0.513
(-2.22) (-2.99) (-0.74)
OFFEND 2.032%** 2.199*** 2,173+
(3.84) (3.59) (3.52)
CROSS*SOE -2.128**
(-2.02)
PROTECT 0.120 0.109
0.12) (0.11)
SOAR -0.207 -0.337
(-0.34) (-0.54)
SIZE 0.360 0.293
(1.45) (1.15)
REGION 0.652 0.887*
(1.34) (1.73)
TENURE YES YES YES YES YES
YEAR YES YES YES YES YES
No. of observations 213 213 213 213 213
Pseudo R-Sq 0.411 0.400 0.443 0.502 0.519

F o AR PUNISHNIE AT IR > Z ST E I > 0280 5 CROSSFREE AL
B AWML R > N0 3 OFFEND R MR » A MUEER 1 > B0 ;
SOE NPT > ZNEAA L > G0N0 s PROTECT RATIENT » 24 r )@ P4
PEATA ST EL L > N0 5 SOAR NI ST » 2T Prkb ATt L > wWR o 5 SIZE
AR > b ST RT—4E RS A RRNBEE R - REGIONFRHLIX > M A R T 75
LK BT > N 0 5 TENURE N EFFATIAMEAS & 3 YEAR WA A & » $55 NN Z
(B >+~ o F0 oo 2 HIFRRTE 0.1~ 0.05F10.01 KF T 8.3 -
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x)7 et 1
oy PUNISH
1 2 3 4 5
INTERCEPT -1.099 -0.179 -1.099 -6.889 -6.527
(-0.95) (-0.15) (-0.95) (-1.10) (-1.03)
CROSS 1.323%*+* 1.074* 2.494**
(2.68) (1.80) (2.64)
SOE -0.920** -1.515%* -0.513
(-2.22) (-2.96) (-0.81)
OFFEND 2.032%** 2.199*** 2.173%*
(3.86) (3.56) 3.79)
CROSS*SOE -2.128*
(-1.90)
PROTECT 0.120 0.109
(0.18) (0.16)
SOAR -0.207 -0.337
(-0.32) (-0.51)
SIZE 0.360 0.293
(1.14) (0.92)
REGION 0.652 0.887*
(1.38) (1.79)
TENURE YES YES YES YES YES
YEAR YES YES YES YES YES
No. of observations 213 213 213 213 213
Pseudo R-Sq 0.411 0.400 0.443 0.502 0.519

0 ABE PUNISH OIEN A0S0 T BE > A S I L » 00 0 5 CROSS Fn s b3 »
S WAL IR 1 > NN 0 5 OFFEND Fmib AR » i UACERR 1 > B0NN0 : SOE
R R EAASEEG > FWN0 5 PROTECTRAT MR » 4 BT RS ATk
BT > B0 5 SOAR NTTEARAEE » AL BT AR 2F T ISTEC L » BN 0 5 SIZE Ji 4k
R > AL ST —4E R B RN B R 3 REGIONF R HIX > 24t A4S 7 H 2R X
W1 > B0 5 TENUREN EREAEIIMAS & 5 YEAR NF WA & o 355N NZ(H » *
o oo S B R AE 0.1 ~ 0.05 F10.01 KF 3 o
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F8H 1 WoR > A MR R Bk & > LOSSAE & AE0.05 K F | i
o N T TE R BE ™ I T2 A ST AR o 51 2 K s fEES I HAb AR B o I
R ST TATIART A > BOEMEEZ 2500 - &8s 3 al A » &8 XAB
& (CROSS*SOE) 75 0.05 7KV 1 .3 > AT BUE £ %6F M A LA I BT T A = 2 5
Wi > BOAEAEBSHAAL ST o > VA MRS A R R MR 5 -

xR8:  RafarEML 2

5B PUNISH
1 2 3
INTERCEPT -1.099 -6.293 -6.317
(-0.95) (-1.31) (-1.29)
CROSS 1.039* 2.484***
(1.83) (2.75)
SOE -1.377%** -0.388
(-2.90) (-0.60)
LOSS 0.424** 0.369* 0.384*
(2.26) (1.82) (1.80)
CROSS*SOE -2.208**
(-2.15)
PROTECT 0.222 0.141
(0.26) (0.16)
SOAR -0.640 -0.737
(-1.14) (-1.28)
SIZE 0.322 0.276
(1.37) (1.16)
REGION 0.385 0.555
(0.84) (1.16)
TENURE YES YES YES
YEAR YES YES YES
No. of observations 213 213 213
Pseudo R-Sq 0.401 0.460 0.479

F o AR PUNISH NI 2T TR > Z ST E IS > 0280 5 CROSSF RS
B AP WIALFEE 1 > NN 0 5 OFFEND FniB AR » 25 MR L > HNRO 3
SOE NN PSR » 2 REARSECL > TN s PROTECT RATIHESR » 4 Br)E i
PEATALISER 1 TN 0 5 SOAR NidaR e » A4S Frab 4 di it i L - FWho s SIZE
AR > A ST — AR R A AR BEE R 5 REGIONFE /RHLIX > MIEA R H T4
WX 1> TN 0 5 TENURE N EFFATIAWAS & 3 YEAR WAENIAS & » $55 NN Z
(B >+~ = F0 o 2 HIFIRTE 0.1~ 0.05A010.01 KF T 8.3 -
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M- LRS5SMRER

TR I (1 52 5 RN BUE T 35RO 8 R R I B S AR 5 aX —
MNAERIBE RO ZHRAE o R T RSB AWE R E - IR
MBI — Bt - XA HENEIL > s~ SREC SR R Rk
IREE T ZAT 0 B R o ARSI I AR o I A A B AR
BEAEMAIER » XS E FIPATRER ROy — DR EER > 2R
B A ]

A3CLA 1994 2009 4 (A IE S 23 /b 5T R AL BT A FORAEA - TFR TiElR & £
JAE 80 et X TR PIAT B R ) o o 3 A AT LAS BAA T 2R 0 S I R R AT TR R R
iR > AR AR AR A 2 5 P ) B > $E A A AT e A E AL STAT 0 A
RAMEI o R BRI EALE S > WE—ERE LA
JIBE o ARSONM RO R SUAR AL TR N ~ B RALE uEfE -t Sc o] g
R ) AR TR XU R I R I B AR PR T —E MK e

ARIGEFAELA R AR Z AL 5 » NP R E - 45740 300 &I 2w S KLk o
AL B RN AL S R R AR SO B AR > SR BT AR R AR B D > B4k
FAEW ST > A SCH TR 07 R AT BEAEAE — 0 E M > I B R RS Y
E SO RN KRS - X A RE— SRR E AN 4510 IR 5 R > A SO A RERR
JE A GRS AE 2 A [a) 8 o IR T AR SO AT 5 T 20 X A AU ) BE A2 B S > T AS
RSO RR R (IR T ET) ZRRREN ;B WA E NEL ST RTIE M
&5 AR 08 i HAT N A B 2 T mdE A s AL S R ) BT AR 55 ?
DA RBGEA S L AEARSCHR AR LA S » fefm o ARSCRIREAR R RN » A
SCHLARAT I Wi 45 TE 400 e o U A S i &k ¥ s o R D A B T AR SRR R
PFRALZFRA TR BB R 7 1]

ZEXE

PRAAE ~ TEEAE - 280 > 2008 » “IEEHIR - BUNE WS RIERY — kg RE LT
o8 F L B LI IR R (TR ) (3) ¢ 60-72 e

HIRH > 2006 > “RIHEEPIEAUAS ~ MR E IR B EHUECATIRER ) (9) ¢ 94-102 °

FAEET 5 2005 0 “FREUEF 0 AT SRR BT (AT (5) ¢ 118-
121 ©

VAL > 2004 > FEE BURN B AR B0 K5 m " CRE Rt AL 2B %) (11) © 36-41 »

PRI, ~ BIRHE > 2011 » “UEMR X Z G E IR IR E A RS MR b
HHHYI2H2H -

TR > 2007 > “GEBREHIEDF R R REFR A 2D (3) ¢ 86-94 °

FAE > 2004 0 “FE R 5 50 A B 2 8] — 18 T N 3 A ORI B AR R B
GLIE2F) (3) © 105-111 ©

SIHME > 2011 > SR AR A A BBOE TGS I 4R ) 11 H 30 H o

SZ > 2006 0 “BAHE AR S BEAL ARSI ¢ DL AP EIE SR T B ST A R T A 08
JERBCRE 25 W) 4) © 95-115 °
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1 IESESX R LSTEHRLTTRE

ISR 20114 11 H 30 H IR T Ol 5 LLmr 9 SRR A% BB Y 33 > S0
B T HE S 20 S L R TPO B B R AR AR ST DR E o SHGERE T ¢

B RTER WS L SR AT DA —40™ i S 2 B A5 o 11 H 29 H > R EE
2 T ARG A HLAS R R A OG- [ REFHLAG -2 0E 25 R R bR IRV %
WEZ5 M S LT i H W 48 R IF R EF AR NS o N AN L50 87 > 5 HTIEL
DUAREE > GF M2 OO A9 ST S8 i b i - s bR RS -
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HEMHHES » RAE TAERTE > MR ISR - R SR AE R R
43 > T ARTFAILA P22 5 R B R R I HE e ) MORE ~ JRI T = RBURU IR T2 AR
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NFEREOL > AR ST > AnRiEYE B -

201144 H 6 B > Hp[EE MG 2 & O TS0 19 5 ek 5% LLeT A= W BHB IO A R
Al AT RAT AT B AT W O 5E ) » R E VTN > B 5 1L o] 76 38 Bt A 45 o
R LB PG R > W afE B S E KB - L EE RS KT R W
Wk > PSR E R R EARARGE -

FU > BEFOL ARSI S T RR MR A Z fE o O R E E SR S A = RS
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Abstract

A sound and strictly enforced legal system can help to promote the development
of securities markets. This paper argues that in transitional countries with weak legal
systems, the selective enforcement of laws may serve as an important alternative
mechanism. Taking China as an example, this paper finds that the occurrence time of
illegalities affects enforcement severity and that a regulator punishes illegalities that
occurred during his predecessor’s tenure more heavily. Further analysis indicates that the
severity of the punishments enforced by the regulatory authorities is lower for SOEs. The
findings of this paper offer a new perspective from which to understand the enforcement

of laws in transitional countries.
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l. Introduction

According to the economics of law, legal systems play pivotal roles in financial
markets and overall economic development (La Porta et al. 1997, 1998, 2000, 2002; La
Porta et al. 1999; Demirgiic-Kunt and Levine, 2005). Further studies have suggested that
effective enforcement is more critical to emerging and transition economies (Johnson
et al. 2000). Pistor et al. (2000) point out that the ineffectiveness of law enforcement
is the bottleneck to the development of financial markets in transition countries. Thus,
it is more practical for transition countries to improve the quality of law enforcement
than to perfect laws and rules. Bhattacharya and Daouk (2009) argue, both theoretically
and empirically, that sometimes having no securities law may be better than having a
good securities law that is not enforced. However, a sound legal system and efficient
law enforcement cannot be achieved without trial and error. In emerging and transition
economies, regulation plays an important role as an alternative means of law enforcement
because of the imperfections and weak foundations of the law. Thus, more academic
attention should be paid to the quality of regulatory execution (Glaeser and Shleifer,
2001). Coase (1988) also believes that government regulation can indeed improve
economic efficiency under certain circumstances. China is a key member of the group
of emerging and transition economies, and its economy grew from a planned economy
system. Still strongly influenced by its origins, and with a weak legal system, China’s
economy relies heavily on government regulation.* Chen ef al. (2011) suggest that
government regulation is widespread in China, which is going through a transition period,
but we know little about the factors influencing the quality of enforcement and their
characteristics in the real economy. This makes the efficiency of regulation enforcement
in China a very important issue to study.

The factors influencing the execution efficiency of regulation have been the focus
of academic research. Chen et al. (2008) find evidence proving that the China Securities
Regulatory Commission (CSRC) allocates resources based on hidden contracts. Jiang et
al. (2009) use the split share structure reform to investigate the influence of information
costs on the efficiency of government regulation and find that the enforcement of
government regulations can be effective when information costs are low. Apart from
public goals, information costs, and other constraints, any differences between the
regulators’ own interests and those of the public will also affect the way regulations

are enforced. In recent years, some scholars have explored the effects of change of

4 The Chinese legal system usually pays more attention to administrative and criminal cases than to
civil ones. The construction of the civil compensation system in the securities area has been slow.
Before 2002, individual investors who were harmed by the regulation violations of listed companies
could not ask for compensation via the judicial system. Since the Supreme Court issued the Notice on
Accepting Cases of Torts and Disputes because of False Statements in the Securities Market on 15
January 2002 and the Provisions on Trials of Civil Compensation Cases Caused by False Statements in
the Securities Market on 26 December 2002, there has been some progress in the construction of the
civil compensation system dealing with the Chinese securities markets. However, its implementation is
still not ideal. By the end of November 2007, only 24 listed companies had been sued by individual
investors and received penalties from the CSRC and its affiliated agencies or the Ministry of Finance.



Regulator Change and Enforcement Severity

office. Studies show that changes of leaders, both at regional and national level, affect
economic policies, the growth of an economy, and even the behaviour of companies in
terms of microeconomics (Li and Zhou, 2005; Jones and Olken, 2005; Ramanna and
Roychowdhury, 2010). Will a power shift in regulatory agencies (or regulator change)
affect the regulatory policies of the securities market? Although the regulatory authorities
control a lot of resources and govern the allocation of resources, they cannot efficiently
deter listed companies from violating regulations due to administrative affiliations and a
lack of accountability and effective inspection mechanisms. This leads to rampant fraud
in the capital market and hinders the market from fulfilling its duties, let alone sustainable
development, and this is why the quality of regulation enforcement is an important
theoretical issue to study. What we try to answer in this paper, both theoretically and
empirically, is whether enforcement severity is affected by changes in the continuity and
stability of regulatory policies due to a change in regulator.

Taking the punitive measures taken by the CSRC against listed companies that
violate regulations as a research sample, this paper observes, analyses, and examines,
at different time periods, the enforcement of penalties against companies that breach
regulations. Specifically, we focus on 128 listed companies punished by the CSRC during
the period 2002 to 2009, as stated in the penalty announcements, and manually collect
data on 85 infringing companies between 1994 and 2001. “Regulator change” is defined
as a change in the chairman of the market’s regulatory authorities, which, in this paper,
means the CSRC. “Enforcement severity” means the severity of the punishments imposed
by the regulatory authorities; we define this according to the types of penalties imposed
by the CSRC. We define the severity of violations in two ways: by the types of violations
and by the amount of investors’ loss during the violation period. Our empirical results
are as follows: First, the severity of the violations by listed companies is an important
explanatory variable in relation to the severity of law enforcement: The more severe the
violation, the more serious the punishment a company will receive. Second, the time
when a company violates the regulations will affect the enforcement severity. Regulators
tend to punish companies that violated regulations before their own incumbencies more
heavily. Finally, the nature of the company also affects the enforcement severity. In
the case of deferred adjudications, state-owned enterprises (SOEs) receive less severe
penalties.

Our study makes several contributions to the literature. The implementation and
efficiency of regulation is a very important issue, especially for emerging and transition
countries with relatively weak legal protection. But, studies on this issue are relatively
rare. This paper provides direct empirical evidence for this area of research. In addition,
this study also helps us to understand the impact of a change of government on
economic development; for example, strict law enforcement in the early period of a new

government may have a positive or negative effect on economic development.
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Il. Literature, Theories, and Institutions

2.1 The Importance of Regulation

Government regulation exists de facto everywhere. A government can affect both the
market economy via macroeconomic policies, such as fiscal and monetary policies, and
enterprises at the microeconomic level by drawing up the rules of the game. Regulations
aimed at addressing market failures are very common in countries under the rule of law.
In emerging and transition countries, communities rely more on regulations because the
mode of reform is led by the government. Shleifer (2005) proposes the Enforcement
Theory, which specifically recognises a basic trade-off between the social costs of two
institutions: disorder and dictatorship. Government regulation has a number of advantages
in terms of controlling disorder; for example, public regulators can be experts and
motivated to pursue social objectives in specific areas, and they are more difficult to
bribe than judges. Pistor and Xu (2002) argue that specialists can undertake the role of
regulators. These specialists are motivated to enhance social welfare in certain areas (e.g.
securities markets). Zingales (2009) argues that ex ante regulation is needed to correct
market failures and control systematic risks. There is always a much greater need for
regulation after major crises — from the Great Depression in the 1930s to the Enron and
WorldCom frauds in 2002, not to mention the 2008 financial tsunami. What is more,
regulation can better protect unsophisticated investors. The cross-national study carried
out by Aghion et al. (2008) suggests that regulation is needed because of a loss of trust
in the market. In order to build up investors’ trust, new securities regulations should be
implemented.

In the case of China, an economy in transition, it might be necessary to strengthen
government regulation, but over-regulation, insufficient regulation, and a reluctance
to transfer to a market mode of regulation are still some of the issues that need to be
resolved (Sun, 2004). China has to pay the price of market failures and then reinforce
its regulations, after which a government regulatory system in the modern sense can
be established. In the future, China’s policy makers should focus on establishing
an institution in which government regulation forms an essential part of the public
administrative system so as to strengthen the regulatory function of government (Wang,
2004). Some empirical studies have examined the effect of regulation. Wu (2006)
believes that the effectiveness of regulation is of great importance to the Chinese
securities markets because the securities civil litigation system in China cannot mature in
a short period of time. His test shows the positive effect of regulation in improving the
quality of accounting information. Zhao (2009) focuses on the mechanism of the audit
business scale effect in China. He inspects the economic consequences of regulation,
for instance, the disqualification penalty for practitioners. His findings prove the positive

effect of government regulation. On the other hand, there is also some evidence that
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shows the ineffectiveness of regulation. Taking the reform of the Chinese financial
system in 2003 as an example, Xue and Zhu (2010) study whether institutional changes
imposed by the government can act as an effective restraint on the collective corruption
of the banking system. Their results show that the mandatory changes imposed in 2003

did not work out as expected in the short term.

2.2 The Causes and Influences of Selective Enforcement

Legal systems in different countries vary greatly. The same quality of law
enforcement cannot be ensured because of the complexity and diversity in each country.
Law makers cannot design a perfect set of rules; this is not feasible in real life. Selective
enforcement might become a second-best choice when a legal system changes too slowly
or the cost of change is too high. There are several causes of selective enforcement. In
the case of China’s securities markets, the causes may be as follows:

1. The demand for regulation. With the development of securities markets, trading
scandals and frauds occur. If the punishment does not meet the public’s expectation, then
the regulatory body may enhance enforcement as a result of political and social pressure.
In 2001, during an inspection of the duties of the CSRC, the National People’s Congress
(NPC) found that the punishments imposed on infringing companies were too lenient
to deter companies from violating regulations. The CSRC subsequently stepped up its
investigations against infringing companies.’ If a violation case affects the stability of
the financial system, which means that the case may greatly influence social and political
stability, or simply if the number of victims is very large, the authorities may impose
heavier punishments. That is why so-called “crackdown movements” occur occasionally
depending on the degree of prevalence and the severity of particular cases (Dai, 2006).

2. Puppets of interest groups. It is easy for the regulatory body to give in to
different interest groups because of the information asymmetry and imperfect contracts
that exist in China. The regulatory body’s actions are constrained by these powerful and
highly organised interest groups that own a lot of resources. If regulators do not answer
the call to protect social interests and cannot achieve the optimal allocation of social
resources, they might actually cause selective enforcement to become a fait accompli
(Wang, 2007).

3. Regulatory resources and the cost of regulation. The breadth and depth of
regulation depend on the resources controlled by the regulatory body. As a social subject

itself, the regulatory agency inevitably has its own special interests. It must strike a

3 In 2001, according to the report given by the Securities Law Enforcement Inspection Team sent by
the NPC, quite a number of companies provided false information when they were listed, but the
securities regulatory authorities did not take any public punitive measures against them but rather
accepted the listings of these companies as an established fact. This gave a very bad impression to
the public.
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balance between cost and benefit when deciding the breadth and depth of regulation.
When the regulatory resources are restricted and the cost is too high, the regulators
may enforce regulations selectively. Taking the petition system under the existing legal
system as an example,® the regulatory authorities pay special attention to cases that
have severe impact on the public. What is more, the government not only needs to help
SOEs’ financing but also has to protect investors in order to maintain the sustainable
development of the securities market. Faced with such a dilemma, the regulatory
authorities may choose to take more severe actions against some of the infringing
companies as a warning to other companies.’

Selective enforcement may boost the economy and help it to grow. In the face of
dramatic changes in the economic and financial environment, regulatory authorities can
achieve their political and economic goals by conducting flexible law enforcement within
its legal discretion (Dai, 2006). Selective enforcement may become very common during
a period of transition; to some extent, this might be reasonable improvement on legal
weakness. Sugarman (2009) suggests that selective and performance-based regulation
can reduce the supply of goods harmful to public health, such as cigarettes, alcohol, and
guns. These sorts of regulation also restrain individual demand for these goods. Cory and
Rahman (2009) find that authorities will take ethnicity and income into consideration and
that disparate-impact discrimination exists in the process of implementing and enforcing
the new Safe Drinking Water Act in the United States because minority and low-income

communities are at disproportionate risk of environmental harm.

2.3 The Chinese Institutional Background

The development of the securities market supervisory system in China has gone
through three phases. The first phase was the period before 1992. During this phase,
there was no unified, specialised department for monitoring the securities markets. The

People’s Bank of China was in charge of the affairs of the securities markets, and the

For example, the CSRC and the local securities regulatory bureaus have established petition offices,
hotlines, and postal mail boxes for receiving reports of irregularities. They have provided that reported
cases should be judged according to the facts and relevant laws by the related responsible units at
different levels of authority and that the legitimate interests of informants should be protected.
According to Article 193 of the Securities Law of the People’s Republic of China, an important legal
basis for CSRC, “Where the issuer of securities listed upon verification pursuant to this Law fails
to disclose information in accordance with relevant regulations or the information disclosed contains
a falsehood, misleading statement or major omission, the securities regulatory authority shall order
the issuer to take remedial measures and impose on it a fine of not less than 300,000 yuan but not
more than 600,000 yuan. The persons directly in charge and the other persons directly responsible
shall be given a disciplinary warning and also be fined not less than 30,000 yuan but not more than
300,000 yuan. If the offense constitutes a crime, criminal liability shall be pursued according to law.
If the issuer mentioned in the preceding paragraph fails to announce its listing documents or submit
the relevant reports on schedule, the securities regulatory authority shall order it to take remedial
measures and impose on it a fine of not less than 50,000 yuan but not more than 100,000 yuan.”
Even when considering punishments for companies committing the same illegal behaviour, the CSRC
may impose different punitive measures between companies. For example, both Guangdong Kelon
Electrical Holdings and Anhui Gujing Distillery failed to “submit the relevant reports on schedule’:
the former was ordered “to take remedial measures” but a fine was imposed on the latter.
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management of these markets was dispersed. The second phase began in October 1992
and ended in mid-1998, when the daily management of the securities markets was
taken on by the State Council Securities Committee and the CSRC. In October 1992,
the State Council abolished the Securities Market Administration Office of the People’s
Bank of China and established the State Council Securities Committee and the CSRC
to coordinate policies related to the stock and bond markets. During this period, the
securities regulatory system was transformed into a centralised system. The third phase
began in August 1998. The State Council decided to abolish the State Council Securities
Committee, whose duties were then passed on to the CSRC, and appointed the CSRC
as the direct leader of local securities supervisory bureaus, thus forming a collective and
centralised regulatory system (Gao, 2005; Zhou, 2007).

Despite the fact that it has been through several reforms, there are still a number
of problems with the regulatory system of the Chinese securities markets, such as the
excess authority of the regulatory institutions and a lack of self-supervision (Zhou, 2007).
Selective enforcement is another of these problems; for example, Chen et al. (2011)

suggest that SOEs systematically receive less severe punishments from the CSRC.

2.4 Theoretical Analysis and Hypotheses

The relation between the effectiveness of law enforcement and regulator change
or its own characteristics has received less attention in prior studies than the relation
between selective enforcement and the securities market. Taking China as the example, it
would be interesting to know whether when a new CSRC chairman takes office, violation
cases that occurred during the preceding chairman’s term of office and those that occur
during the new chairman’s term of office are treated differently. Existing research on
change of government focuses mainly on the local and national levels and officials’
local economic behaviour from a political incentive perspective (Maskin et al., 2000;
Blanchard and Shleifer, 2001). For example, local leaders may place more emphasis on
the development of local economies because of political promotion incentives. Research
shows that local governments’ political incentives do motivate local officials to develop
local economies (Zhou et al., 2005). Li and Zhou (2005) find that the likelihood of
provincial leaders being promoted increases in line with local economic performance.
They also find that the turnover of provincial leaders is more sensitive to their average
performance over their tenure than to their annual performance. The political incentives
of government officials play an important role in promoting local economic growth.
Moreover, a change of national leaders also affects the capital market and the growth of
an economy. Santa-Clara and Valkanov (2003) examine US stock market performance
under Democratic and Republican presidencies from 1927 to 1998. They find that the
excess return in the stock market is significantly higher under Democratic presidencies

than under Republican presidencies. The difference in return is explained neither by
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business-cycle variables nor by a difference in the riskiness of the stock market across
presidencies that could justify a risk premium. These results prove that political circles
have some effect on stock markets. Using samples from 130 countries and regions
between 1945 and 1990, Jones and Olken (2005) conduct the first empirical test on
the relation between national leader change and the performance of the economy. They
find that countries experience persistent changes in growth rates across these leadership
transitions, suggesting that leaders have a large causative influence on the economic
outcomes of their nations. Also, the effect of leaders is much stronger in autocratic
settings than in the presence of democratic institutions.

The existing literature recognises the effect of national leaders quantitatively, but
very few studies have examined the influence of regulator change on the securities market
in China. This might be because there is a high level of political sensitivity associated
with this issue and also a lack of experimental environments in which to conduct research.
However, chairman changes at the CSRC provide us with a great research opportunity.
Exploring whether there is a systematic bias in handling violation cases that occurred
before and during a chairman’s term of office can help us to better explain selective
enforcement by the regulatory authorities at a higher level. Croley (1998) points out that
the existing theories cannot provide a satisfactory explanation for regulatory decision
making or a reliable means of predicting regulatory outcomes. He also sheds light on
how theories of regulation might be reconstructed by incorporating the administrative
process more explicitly and comprehensively.

The utility function must be analysed before studying regulators’ behaviour. The
mission of the CSRC, the regulator of securities markets in China, is to prevent and
reduce market risks and ensure an orderly and steady development of the securities
markets. To better protect the CSRC’s reputation and to maintain deference for the
law, the regulator should be consistent in dealing with violations at different times.
However, because of all kinds of restraints in real life, the same degree of violation
can be treated differently at different times; in other words, the severity of enforcement
may be inconsistent at different times. We believe that the severity of enforcement is
possibly related to the following factors.

First, for the regulator, guaranteeing a prosperous market during his tenure is an
important part of his duties, and reducing violations by listed companies during his
tenure is one of the means to achieve this goal. Enforcing stricter penalties during the
early period of his tenure may reduce the cost of achieving this goal while sending a
signal to the market that the law is to be strictly enforced, thus raising the potential
costs of violation and reducing the likelihood of companies breaching regulations during
his tenure. If companies violated the laws during the former chairman’s tenure and the
execution of their punishment has not yet been completed, they might receive more

severe punishment during the early stage of the current chairman’s tenure.
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Second, the penalties imposed on different types of companies (violating regulations
during and before the current tenure) may have different costs to the regulator. Being
punished is certainly a negative event for a listed company, whose management may
show its discontent about the regulator’s action. The more severe the punishment, the
more discontent there will be. This may have a negative impact on the regulator’s work
and career because the severely punished companies are likely to be reluctant to comply
with the regulator’s routine work. The regulator does not want to have fierce conflicts
with companies. Compared with severely punishing companies who violate regulations
during his tenure, imposing heavy penalties on those who committed violations during
the previous tenure may have lower negative costs for the regulator because it would
be difficult for these companies to identify whether it was the current or the previous
regulator who had made the decision on the final punishment. Therefore, regulators prefer
to severely punish companies who violated regulations during their predecessor’s term
of office in order to reduce their costs and risks.

Third, the new position of the former regulator and whether he is the superior of
the current regulator are likely to affect enforcement severity. Violation cases from the
previous tenure might be extenuated if the former regulator is promoted to a higher
position, one to which the new regulator has to report. In our study, the former regulators
were not promoted to higher positions, and so their successors may not have been
motivated to adopt this approach.

Finally, listed companies that violated the rules without being penalised during
the former regulator’s term of office may have used more covert ways of cheating, and
conducting investigations into such violations is likely be very costly for the regulatory
authorities in terms of resources. From the cost effectiveness point of view, it is very
likely that the authorities will impose heavy punishments on such companies to serve

as a deterrent to others. Based on the analysis above, we hypothesise as follows:

H1: The time when a listed company conducts illegal behaviour will affect the

severity of law enforcement by regulators, ceteris paribus.

Furthermore, Chen ef al. (2011) find that the CSRC takes into account whether the
companies violating the rules have a state-owned background and the strength of this
background when investigating and punishing infringing companies. SOEs are punished
less severely than private companies. Imposing heavy penalties on SOEs might harm
those with vested interests in these enterprises. In fact, one of the functions of the
securities market in China is to create conditions for SOE reform; this means that one
of the government’s priorities is to help SOEs’ financing. As these enterprises are owned
by the government and the people, this “natural relationship” between SOEs and the

government poses a great obstacle to the CSRC in carrying out its investigations and has
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a crowding-out effect on the CSRC’s regulations. So, if SOEs violate the regulations, they
may not be punished as they should be. This crowding-out effect also affects the severity
of cross-tenure enforcement. In a society with a complex social hierarchy and hidden
rules for building interpersonal relationship capital, the Chinese regulatory authorities
tend to administer punishment at their “discretion” or on the basis of “leniency”. The
process of law enforcement in Chinese securities markets is a sort of “relocation of
interests” rather than a mere legal operation. The CSRC has to deal with the troubles
caused by harming local governments’ interests as a result of imposing heavy penalties on
SOEs or delisting them, because SOEs are linked closely to local and central governments
in terms of taxation, employment, and even the promotion of government officials (Li
and Zhou, 2005). When it comes to private enterprises, the regulator obviously has fewer
concerns in relation to punishing them and thus has no motivation to reduce penalties.
Moreover, the CSRC may choose internal warnings or manager replacement rather than
punishment when an SOE breaches a regulation. However, when breaches are committed
by non-SOEs, punishment may be the only option. If this single option is only executed
selectively and leniently, then other non-SOEs that observe this signal may disobey the
rules and laws much more (Chen ef al., 2011). As a result, regulators may punish non-
SOEs severely. In summary, regulators will selectively punish companies who committed
violations during the preceding chairman’s tenure and SOEs may receive less severe

penalties. Thus, we propose our second hypothesis:

H2: The nature of ownership will affect the severity of law enforcement, ceteris

paribus.

lll. Empirical Test

3.1 Sample, Data, and Descriptive Statistics

The sample mainly consists of penalty announcements by the CSRC, augmented
by a manual search for cases of violations. Our sample consists of a total of 213 listed
companies penalised by the CSRC by the end of 2009, of which 128 were announced by
the CSRC between 2002 and 2009, and 85 were violation cases between 1994 and 2001
that we collected manually. The supporting materials are mainly the China Securities
Journal and Shanghai Securities News. Our data are taken from two databases: CCER
and Wind. Since no companies were punished by the CSRC in 1995, we neglect this
year in Table 2. The paper primarily studies the violations of punished companies and
the law enforcement of the regulatory agencies from two perspectives: the severity of
the violations and the severity of the punishments. As shown in Table 1, we divide the
violations of the listed companies into 15 types and the CSRC’s punitive measures into

7 types.
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If the violation is of type 1, 5, or 15 or a combination of any of these types, we

define it as a minor violation; otherwise, a violation is defined as a serious violation. If

the final punitive measure is one of types 1, 2, 3, 5, or 8 or a combination of any of these

types, it is defined as a light punishment; otherwise, it is defined as a heavy punishment.’

The stock markets in China, one of the most important achievements of capital market

reform to date, have been established for 18 years; during this time, there have been five
CSRC chairmen: Hongru Liu (October 1992 — February 1995), Daojiong Zhou (March
1995 — June 1997), Zhengqing Zhou (July 1997 — February 2000), Xiaochuan Zhou
(March 2000 — December 2002), and Fulin Shang (January 2003 — October 2011).

Table 1 Types of Violation and Punishment

Type of |Definition Type of Definition
violation Punishment
1 Illegal stock purchase 1 Public criticism
2 Inflated profits 2 Reprimand
3 Inflated assets 3 Administrative penalties
4 Changed the assigned use of funds 4 Official investigation
5 Delayed disclosure of annual reports 5 Warning
6 False statement 6 Fine
7 Illegal capital contributions 7 Revocation of securities
business licence
8 Major omissions 8 Others
9 Major shareholders occupy listed
companies’ assets
10 Manipulated stock prices
11 Fraudulent listing
12 Illegal guarantee
13 Illegal speculation
14 Delayed disclosure of major events
15 Others (including inaccurate and

untimely prediction of performance
and reluctance in fulfilling other

responsibilities)

8 For the variables “severity of violation” and “severity of punishment”, we believe that the level
of severity is just a comparative concept. For example, regarding the definitions of severity of
punishment, public criticism and reprimand are both light punishments. Although the comparison is
less precise, this definition of the variables is valid.
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Table 2 Annual Distribution of Punishments

Year/Month 1 2 3 4 5 6 7 8 9 10 11 12 Total

1994 1 3 4
1996 2 1 2 5
1997 1 1 8 10
1998 1 1 2 1 2 7
1999 1 3 3 4 2 13
2000 1 1 1 2 2 3 1 112
2001 12 2 5 1 5 1 2 3031
2002 7 3 2 1 1 1 15
2003 1 3 1 1 2 5 1 15
2004 3 2 2 5 2 5 2 4 1 26
2005 2 3 3 1 3 2 14
2006 2 4 1 2 3 1 2 5 20
2007 3 2 1 5 1 4 2 2 20
2008 1 1 1 1 1 2 1 1 9
2009 1 1 2 1 1 1 1 1 2 112
Total 12 § 32 18 15 B8 17 14 21 22 20 16 213

Table 2 shows the annual distribution of punishments. If the transitional period of
regulator change is 6 months, from 3 months before a leader leaves to 3 months after the
leader has left, Table 2 shows that only a minority of the infringing companies, a total
of 11 (numbers underlined in bold in Table 2), are penalised during transitional periods.
More specifically, if the sample obeys a uniform distribution, during the total length of
the transitional periods covering four changes in regulator (i.e. 24 months), the monthly
average number of punishments is 0.46 (11/24) while in the other periods, which total
13 years or 156 months, the monthly average is 1.29 (202/156). From these analyses, we
can draw the conclusion that the number of punishments executed in transitional periods
is far less than the number in other periods. In transitional periods, people working in
the regulatory agency are accommodating each other and the organisational structure is
being reconstructed. During such periods, the regulatory agency is not inclined to execute
a punishment unless the violation is very serious in order to achieve a stable transition
of authorities. In fact, we find that the 11 punished companies all committed serious

violations of the regulations.
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Table 3 Sample Scattering

Severity of punishment

Proportion Proportion Total T Prob>(T|
Light (%)  Heavy (%)
Panel A: Severity of violation
Light 36 66.7 18 333 54
Severity of violation ) 6.43 0.000
Serious 36 22.9 123 77.1 159
Panel B: Term of office
During 45 40.2 67 59.8 112
Term of office 2.09 0.037
Before 27 26.8 74 73.2 101

Panel C: Severity of violation and term of office

Light 30 714 12 28.6 42

During i 0.32 0.747
Serious 15 214 55 78.6 70
Light 6 50.0 6 50.0 12

Before ) 1.29 0.216
Serious 21 23.6 68 76.4 89

Panel D: Nature of company and term of office

Light 25 75.8 8 24.2 33

SOEs ) 3.66 0.000
Serious 29 32.6 60 67.4 89
Light 11 52.4 10 47.6 21

Non-SOEs i 1.73 0.091
Serious 7 10.0 63 90.0 70

Panel E: Severity of violation, nature of company, and term of office

(1) During
Light 19 79.2 5 20.8 24
SOEs ,
Serious 12 30.8 27 09.2 39
1.13 0.259
Light 11 61.1 7 38.9 18
Non-SOEs )
Serious 3 9.7 28 90.3 31
(2) Before
Light 6 06.7 3 333 9
SOEs )
Serious 17 34.0 33 66.0 50
2.39 0.019
Light 3 429 4 57.1 7
Non-SOEs .
Serious 0 0.0 35 100.0 35

Panel A in Table 3 lists the punishment distribution of companies according to the
severity of the violations. It presents a high proportion of companies that were punished
severely for serious violations and lightly for minor violations (66.7 per cent and 77.1
per cent, respectively). The severity of the punishments imposed by the CSRC is closely
related to the severity of the violations: the more serious the violation, the more severe

the penalties, and vice versa. This result is statistically significant at the 1 per cent level.
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Panel B describes the punishment distributions according to the regulators’ terms of
office. If the violation occurs and the punishment is executed during the same tenure,
the proportion of severely punished companies is 59.8 per cent; the corresponding figure
when the occurrence of the violation and the execution of the punishment are scattered
over different tenures is 73.2 per cent. Regulators are more likely to impose heavy
punishments on those companies that violated the rules during the incumbency of their
predecessor. This result is statistically significant at the 5 per cent level.

Panel C lists the distribution of punishments according to the term of office and the
severity of the violations. The proportion of companies committing minor violations but
being punished severely is 50 per cent if they committed these violations prior to the
incumbency of the current regulator, but the corresponding figure is just 28.6 per cent
if they commit violations during the current regulator’s tenure.’ It is more likely that
companies committing minor violations prior to the current regulator’s incumbency are
punished severely, but the results are not significant (the T-value is 1.29). Meanwhile,
Panel C suggests that there is not much difference between the proportion of companies
committing serious violations and being punished heavily during (a) the tenure of
preceding regulator and (b) the current regulator’s tenure (78.6 per cent and 76.4 per
cent, respectively). The result is also not significant (the T-value is 0.32). Panel D
reports the punishment distribution of listed companies according to the nature of the
companies. At the 0.1 level of significance, the proportion of SOEs punished heavily is
24.2 per cent, about 20 per cent lower than the proportion of non-SOEs (47.6 per cent).
If both SOEs and non-SOEs commit serious violations, only 67.4 per cent of SOEs
are punished heavily while the corresponding figure for non-SOEs reaches 90.0 per
cent. The result is significant at the level of 0.01. This means that compared with non-
SOEs, SOEs tend to receive less severe punishments. Panel E shows the distribution of
the severity of punishments according to regulator tenure, the nature of the companies,
and the severity of the violations. With regard to cross-tenure enforcement, SOEs are
punished less severely than non-SOEs in the case of both minor and serious violations.
In terms of current regulator tenure, the proportion of SOEs punished heavily is 50.8 per
cent (32/63), which is much lower than the corresponding figure for non-SOEs, which
is 71.4 per cent (35/49), but the result is not significant (T-value is 1.13). In the case of
cross-tenure enforcement, the proportion of SOEs heavily penalised is 61 per cent (36/59)
and that of non-SOEs is 93 per cent (39/42); both are significant at the level of 0.05.

The authors have conducted a comprehensive analysis of these 12 samples and find that it is more
likely for companies committing minor violations to be punished severely (the probability is 50
per cent). From the announcements of penalties issued by the CSRC, we find that for companies
committing the same type of violation but during different terms of office, the regulators treated these
companies differently when imposing punishments on them. For example, former CSRC chairman
Fulin Shang took the office in 2003. During his term of office, a fine of 30,000 renminbi was imposed
on Chongqing Dongyuan Steel because it did not publish its interim report of 2002 before 31 August
2002 but Shijiazhuang Baoshi Electronic Glass was only warned because it did not publish its annual
report of 2005 before 30 April 2006 . This suggests that regulators tend to impose more severe
penalties on companies who committed violations during the former chairman’s term of office than
on companies who commit the same types of violations during the current chairman’s term of office.
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These results suggest that for cross-tenure enforcement, a state ownership background
will significantly reduce the probability of receiving heavy punishments.
Table 4 lists the definitions of the main variables in this paper, and Table 5 presents

the descriptive statistics of the main variables.

Table 4 Definitions of Variables

Variable Symbol Definition

Severity of punishment PUNISH Dummy variable: equals 1 if the listed
company is severely punished for an

infringement and 0 otherwise.

Cross-tenure enforcement' CROSS Dummy variable: equals 1 if the
listed company is not penalised during
the regulator’s tenure in which the
violation occurs and 0 otherwise

Degree of infringement OFFEND Dummy variable: equals 1 if the listed
company seriously violates the law
and 0 otherwise.

Nature of the enterprise SOE Dummy variable: equals 1 if the
listed company is state owned and 0
otherwise.

Industry features PROTECT Dummy variable: equals 1 if the

listed company operates in a protected
industry'' and 0 otherwise.

Market environment SOAR Dummy variable: equals 1 if the listed
company punished for infringement is
in a bull market'? and 0 otherwise.

Enterprise size SIZE Equals the natural logarithm of
the total assets reported by the
listed company a year before being
punished.

Region REGION Dummy variable: equals 1 if the listed
company is situated in Eastern China

and 0 otherwise.

Cross-tenure enforcement: The infringement and punishment of the listed company does not occur in
the tenure of the same regulator, meaning that the current regulator takes punitive measures against
companies that violated regulations during the tenure of his predecessor.

" Protected industries include the military industry, electricity (D), petroleum (B03) and petrochemicals
(C41), the municipal utility industry (K), coal (BO1), railway transport (FO1), and air transport (F09).
The industry codes in brackets are in accordance with the Guidelines on Industry Classification of
Listed Companies.

12 According to the calendar of bull and bear markets by Yahoo Finance (http:/biz.cn.yahoo.com/special/

xggl/).
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Table 5 Descriptive Statistics of Variables

Standard
Variable N Maximum  Minimum Mean Medium deviation
PUNISH 213 1.00 0.00 0.66 1.00 0.47
CROSS 213 1.00 0.00 0.47 0.00 0.50
OFFEND 213 1.00 0.00 0.75 1.00 0.44
SOE 213 1.00 0.00 0.57 1.00 0.50
PROTECT 213 1.00 0.00 0.06 0.00 0.24
SOAR 213 1.00 0.00 0.43 0.00 0.50
SIZE 213 22.61 15.77 20.35 20.34 1.03
REGION 213 1.00 0.00 0.48 0.00 0.50

3.2 The Empirical Test of the Influence of Regulator Change and
Nature of Companies on Enforcement Severity

This paper studies the enforcement of regulations by the regulatory institution
against companies violating rules before the current regulator’s tenure in terms of the
severity of the punishments imposed. First, it is necessary to conduct a correlation
analysis between the variables. Table 6 provides the correlation matrix of the main
variables comprising Pearson correlation coefficients in the lower triangular matrix and
Spearmen correlation coefficients in the upper triangular matrix. The results presented in
Table 6 prove that PUNISH positively relates to OFFEND; thus, the more seriously a
company violates the rules, the severer the punishment it receives. PUNISH is positively
related to CROSS, which means that the penalty will be heavier if its execution is delayed
to the following tenure. These results confirm the theoretical analysis in the previous
sections. Furthermore, PUNISH correlates negatively to SOE, which means that SOEs

are punished less severely than non-SOEs.
To test the hypothesis, we establish a logistic regression model as follows:'

PUNISH = a, + a,CROSS + a,SOE + a,0FFEND + a,CROSS*SOE
+a,PROTECT + a,SOAR + a,SIZE + a,REGION
+ a,STENURE + a,,SYEAR + ¢ (1)

The regression results are shown in Table 7. Controlling for the effects of years and
the tenure of regulators, the coefficient of CROSS is significantly positive. This shows

that regulators tend to give heavier punishments for violations that occurred before their

3 To fix the time effect (from 1994 to 2009, excluding 1995, a total of 15 years) due to the small
sample, we divide the total time into five periods, 3 years in each. Thus Y1 stands for the period
from 1994 to 1997, Y2 for 1998 to 2000, Y3 for 2001 to 2003, Y4 for 2004 to 2006, and Y5 for
2007 to 2009. Considering the tenure lengths of CSRC chairmen and that cross-tenure enforcement
may be the characteristic of a certain chairman, we add a dummy variable TENURE into the model;
this variable equals 1 when the listed company is punished during the tenure of chairman i and 0
otherwise.
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tenure than for violations that occur during their own term of office (see Column 1).
The severity of violations is also significantly and positively correlated with enforcement
severity. The severity of punishment is significantly influenced by the severity of
violation: the more severe the violation, the more serious the punishment (see Column 3).
Column 4 suggests that the succeeding chairman is more likely to impose heavy penalties
on infringing companies that were not punished during his predecessor’s incumbency.
Regulators do their best to impose the punishments that violators deserve during their
own tenure, but with regard to companies that violated regulations prior to their tenure,
they seem to take less care and tend to impose more severe punishments. These results
support Hypothesis 1. Column 2 shows that, after controlling for the effects of year
and tenure, SOEs suffer less severe punishments than non-SOEs. The coefficient of
SOE is significantly negative at the 5 per cent level. When other control variables and
interaction items are added, the coefficients of CROSS and SOE are significantly negative
at the 5 per cent level (see Column 5). This indicates that the CSRC treats companies
differently according to the company’s nature. In other words, SOEs are less likely to
suffer heavy punishment than non-SOEs in the case of cross-tenure enforcement, which

supports Hypothesis 2.

Table 6 Correlations

PUNISH  CROSS OFFEND SOE PROTECT SOAR SIZE  REGION

PUNISH 1.0000 0.1419 04048 -0.2560 0.0163 0.0353 0.1143 0.0293
0.0385 <0001 0.0002 0.8125 0.6082 0.0960 0.6698

CROSS 0.1419 1.0000 0.2940 00218  -0.0064 02689  0.01950  -0.1574
0.0385 <0001 0.7511 0.9254 <0001 0.7773 0.0215

OFFEND 0.4048 0.2940 1.0000 00451 0.0133  -0.0857 0.1276  -0.1542
<.0001 <0001 0.5120 0.8466 0.2127 0.0630 0.0243

SOE -0.2560 0.0218  -0.0451 1.0000 0.1012  -0.1558 0.1426 0.0109
0.0002 0.7511 0.5120 0.1408 0.0229 0.0375 0.8735

PROTECT 0.0163  -0.0064 0.0133 0.1012 1.0000 0.0573 0.1192  -0.0481
0.8125 0.9254 0.8466 0.1408 0.4052 0.0824 0.4850

SOAR 00353 02689  -0.0857  -0.1558 0.0573 1.0000  -0.0858 0.0460
0.6082 <0001 02127 0.0229 0.4052 02122 0.5041

SIZE 00721 -0.03%0 0.0727 0.1563 0.099%  -0.0291 1.0000 0.0548
0.2949 0.5710 0.2909 0.0225 0.1472 0.6723 04256

REGION 00293 01574 01542 0.0109  -0.0481 0.0460 0.0604 1.0000

0.6698 0.0215 0.0243 0.8735 0.4850 0.5041 03798

Notes: This table provides the correlation matrix of the main variables comprising Pearson

correlation coefficients in the lower triangular matrix and Spearmen correlation coefficients

in the upper triangular matrix.

4 In each regression model from Columns 1 to 3 in Table 7, we control for the main explanatory
variables and dummies YEAR and TENURE. The Pseudo R-Sq reaches about 40 per cent. After further
checks, we find that this explanatory influence is due to TENURE and YEAR. The influence of YEAR
is greater. This indicates that an accumulative effect of punishment is imposed on violations.

147
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Table 7 Empirical Results

Variable PUNISH
1 2 3 4 5
INTERCEPT -1.099 -0.179 -1.099 —-6.889 —6.527
(-0.95) (-0.15) (-0.95) (-1.37) (-1.28)
CROSS 1.323%%* 1.074* 2.494%**
(2.76) (1.86) (2.68)
SOE —0.920%* —1.515%*%* -0.513
(-2.22) (-2.99) (-0.74)
OFFEND 2.032%%* 2.199%#* 2.173%%*
(3.84) (3.59) (3.52)
CROSS*SOE —2.128%*
(-2.02)
PROTECT 0.120 0.109
(0.12) (0.11)
SOAR -0.207 —-0.337
(-0.34) (-0.54)
SIZE 0.360 0.293
(1.45) (1.15)
REGION 0.652 0.887*
(1.34) (1.73)
TENURE YES YES YES YES YES
YEAR YES YES YES YES YES
No. of observations 213 213 213 213 213
Pseudo R-Sq 0.411 0.400 0.443 0.502 0.519

Notes: The dependent variable PUNISH stands for the severity of the punishments imposed by
the CSRC; it equals 1 if the penalty is serious and 0 otherwise. CROSS equals 1 if the
case is a cross-tenure enforcement and 0 otherwise. OFFEND stands for the severity
of violations; it equals 1 if the violation is serious and 0 otherwise. SOE stands for the
nature of a company; it equals 1 when the company is state owned and 0 otherwise.
PROTECT indicates whether the industry of a company is protected; it equals 1 if the
industry is protected and 0 otherwise. SOAR indicates the prosperity of the market when
the punishment is imposed; it equals 1 if it is a bull market and 0 otherwise. SIZE stands
for the scale of the company; it equals the natural logarithm of total assets reported by
the listed company a year before being punished. REGION indicates where the company
is located; it equals 1 when the company is located in the more developed Eastern China
region and 0 otherwise. We define TENURE as a dummy variable for the chairman’s tenure
and YEAR as a dummy variable for years. The numbers in brackets are z values. *, **,

and *** denote significance at the levels of 0.1, 0.05, and 0.01, respectively.

3.3 Robustness Tests
3.3.1 Heteroskedasticity test

Considering the heteroskedasticity of the sample, we conduct a robustness test.
The results presented in Table 8 generally support the two hypotheses. Column 1 shows

that after controlling for the variables YEAR and TENURE, the coefficient of CROSS is

significant at the 1 per cent level. Column 4 suggests that, after controlling for the effects
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of other variables, the time when punishments are imposed influences the accuracy of law
enforcement. The coefficient of CROSS is significant at the 1 per cent level. Regulators
tend to give heavier punishments to companies that violated regulations before their
tenure. Column 5 shows that, after controlling for other variables, the nature of companies
affects the severity of punishments. The coefficient of CROSS*SOE is significant at
the 1 per cent level, suggesting that SOEs and non-SOEs are treated differently when
the regulators deal with companies that violated regulations before their tenure. SOEs

consistently receive less severe penalties.

3.3.2 Another measurement of the severity of violations

We use the loss ratio of investors (LOSS) caused by violations as an alternative
measurement of the severity of the violations. Basically, there are two ways of calculating
the loss ratio of investors. One is the event method, which involves calculating investors’
losses caused by market reactions during a short time window around the time when
punishments are announced. Calculations made using this method have fewer noises but
may lose a large amount of information. The other way is the cause-consequence method,
which involves calculating the market reaction during a long time window from the
start of the violation behaviour to the time of the punishment. Calculations made using
this approach have more noises but suffer less loss of information. To better describe
the impact of violations by listed companies on investors, we adopt the second method
to calculate investor losses. In order to minimise the noises, we manage to exclude
market factors (Chen et al., 2008). Investor loss (LOSS) is calculated as follows: (AR,

= infringing company i’s return on day ¢ — the market return on day #; ' = the day the

1

violation begins to the day immediately before the company is punished).
LOSS, = (-1)CAR,,= -3, , AR, @)

Column 1 of Table 9 shows that the coefficient of LOSS is positively significant
at the 5 per cent level. The more serious the violation is, the heavier the penalty the
violator will receive. Column 2 suggests that, after controlling for other influence factors,
regulators are likely to impose more serious punishments on companies that violated
regulations before their tenure, and this affects the appropriateness of law enforcement.
The coefficients of CROSS and SOE are significant at the 5 per cent level (see Column
3). This suggests that the nature of companies affects the severity of the punishment
imposed by regulators. SOEs consistently receive less severe punishments in cross-tenure

enforcements.
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Variable PUNISH
1 2 3 4 5
INTERCEPT -1.099 -0.179 -1.099 —-6.889 —6.527
(-0.95) (-0.15) (-0.95) (-1.10) (-1.03)
CROSS 1.323%** 1.074* 2.494%%%*
(2.68) (1.80) (2.64)
SOE —0.920%* —1.515%** -0.513
(-2.22) (-2.96) (-0.81)
OFFEND 2.032%*%* 2.199%** 2.173%**
(3.86) (3.56) (3.79)
CROSS*SOE —2.128*
(-1.90)
PROTECT 0.120 0.109
(0.18) (0.16)
SOAR -0.207 -0.337
(-0.32) (-0.51)
SIZE 0.360 0.293
(1.14) (0.92)
REGION 0.652 0.887*
(1.38) (1.79)
TENURE YES YES YES YES YES
YEAR YES YES YES YES YES
No. of observations 213 213 213 213 213
Pseudo R-Sq 0.411 0.400 0.443 0.502 0.519

Notes: The dependent variable PUNISH stands for the severity of punishments imposed by the

CSRC; it equals 1 if the penalty is serious and 0 otherwise. CROSS equals 1 if the case is a
cross-tenure enforcement and 0 otherwise. OFFEND stands for the severity of violations; it
equals 1 if the violation is serious and 0 otherwise. SOE stands for the nature of a company;
it equals 1 when the company is state owned and 0 otherwise. PROTECT indicates whether
the industry of a company is protected; it equals 1 if the industry is protected and 0
otherwise. SOAR indicates the prosperity of the market when the punishment is imposed; it
equals 1 if it is a bull market and 0 otherwise. SIZE stands for the scale of the company;
it equals the natural logarithm of the total assets reported by the listed company a year
before being punished. REGION indicates where the company is located; it equals 1 when
the company is located in more developed Eastern China region and 0 otherwise. We define
TENURE as a dummy variable for the chairman’s tenure and YEAR as a dummy variable
for years. The numbers in brackets are z values. *, ** and *** denote significance at the

levels of 0.1, 0.05, and 0.01, respectively.
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Table 9 Robustness Test 2

Variable PUNISH
1 2 3
INTERCEPT —1.099 —6.293 -6.317
(-0.95) (-1.31) (-1.29)
CROSS 1.039* 2.484%%*
(1.83) (2.75)
SOE —1.377%%* —0.388
(-2.90) (-0.60)
LOSS 0.424%%* 0.369* 0.384*
(2.26) (1.82) (1.80)
CROSS*SOE —2.208%**
(-2.15)
PROTECT 0.222 0.141
(0.26) (0.16)
SOAR —0.640 -0.737
(-1.14) (-1.28)
SIZE 0.322 0.276
(1.37) (1.16)
REGION 0.385 0.555
(0.84) (1.16)
TENURE YES YES YES
YEAR YES YES YES
No. of observations 213 213 213
Pseudo R-Sq 0.401 0.460 0.479

IV. Conclusions and Limitations

As has been proven by the experiences of developed countries, improvement of the
legal system and execution efficiency are the keys to boosting an economy and finance.
However, this cannot be done overnight in emerging and transition economies for many
reasons, including historical, religious, and cultural reasons and the expensive cost of
legal system reform. When the legal system is weak, regulation may take up part of the
functions of the legal system, and thus studies on the execution efficiency of regulations
have great theoretical and practical importance.

Taking companies punished by the CSRC from 1994 to 2009 as our sample, this
paper conducts a preliminary study into the factors that influence the execution efficiency
of China’s regulatory authorities by studying the effect of change of CSRC chairman on
regulation enforcement. The results suggest that regulation enforcement is affected by the

time in which companies violate regulations; regulators are more likely to give severe
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punishments to companies who violated the regulations during their predecessor’s tenure.
The further study shows that the severity of enforcement on companies with a state-
owned background has decreased to some extent. The paper also provides exploratory
and direct empirical evidence in related research areas, which may help us to understand
the effect of regulator change on economic development.

This study has several limitations. First, the classifications of severity of violation
and severity of punishment are a little rough. The severity of the violation and the
severity of the punishment are very important measurements in this study. However,
due to the fact that relatively few studies have been conducted in this area and to
difficulties in finding proper references, the current definitions of these measurements
may be subjective. Moreover, inaccurate ways of defining the dummy variables may
affect the robustness of our conclusions. Second, the study does not solve the problem of
whether the violations deserve the punishments. In other words, this study only measures
the impact on absolute enforcement severity rather than that on the precise degree of
the punishments (“insufficient” or “excessive”). Third, some related questions need to
be tested empirically: Will excessive penalties on companies that infringed regulations
during the previous chairman’s tenure deter companies from committing infringements
in the current tenure? Will companies become less inclined to violate regulations due
to severe enforcement? Other questions related to the efficiency of enforcement also
need to be examined. The last limitation is that this paper does not study the effect
of punishments imposed during the transition period between changes of office in the
regulatory authorities. These limitations should be addressed and resolved in future

research.
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Appendix

1. Punishments imposed by CSRC on Shenjingshanhe Co.

On 30 November 2011, Securities Times, one of the main newspapers in the area of
securities in China, reported the decision of the CSRC to punish Shengjingshanhe Co. for
its fraudulent listing in an article titled “Qualifications of Two Sponsor Representatives
of Shenjingshanhe IPO Banned”.!> The report is summarised below.

The Shengjingshanhe Co. event finally ended with the imposition of a severe
punishment. The CSRC issued warnings to the underwriter Ping An Securities and
revoked the qualifications of the two sponsor representatives responsible for the initial
public offering (IPO) of Shenjingshanhe Co. Experts pointed out that this punishment
exceeded market expectation when compared to similar cases before and was the most
severe punishment imposed to date.

According to the latest CSRC Administrative Sanction Decision, Ping An Securities
was warned because of its dereliction of duty in investigating the company and its
insufficient verifications of the company’s dealers and affiliated parties before the IPO.
As the sponsor representatives in charge of the IPO, Hui Lin and Linyun Zhou were
removed from the list of qualified sponsor representatives. Ping An Securities and other
related agencies formally confirmed that they had been notified of the punishment from
the CSRC on 29 November.

Shengjingshanhe’s IPO application was approved by the Public Offering Review
Committee of the CSRC on 27 October 2007. But on the eve of the company being
listed on the Shenzhen Stock Exchange, some media reported that the company might
have inflated its revenues and conducted other illegal behaviour in the prospectus. The
IPO was then immediately suspended.

On 6 April 2011, the CSRC issued Decisions on Withdrawing the Administrative
Approval of the IPO Applied for by Hunan Shengjingshanhe Bio-Technology Co., Ltd.,
which stated that the company did not disclose information on affiliated parities and
customers as required, constituting a major omission in terms of information disclosure.
The Public Offering Review Committee rejected Shengjingshanhe’s IPO application after
a second vote.

Thus, Shengjingshanhe Co. became the third company in the history of the Chinese
securities market, following Suzhou Goldengreen Technologies Ltd. and Ningbo QL
Electronics Co., Ltd, to have its IPO application rejected having already raised the funds.
Accepted in 2008, QL Electronics’ IPO application was revoked, but the CSRC did not
punish any intermediary agencies. In the case of Goldengreen Technologies Ltd., the
company’s IPO application was passed in 2010, but the CSRC issued warnings to the

15 Website: http://www.pSw.net/today/201111/t3961102.htm. The author of the article is Qinghua Wu.
Other than this report, First Financial Daily, Nandu Daily, and many other media also reported the
incident. First Financial Daily published a report titled “Most severe punishment ever in history:
CSRC bans two sponsor representatives in Shengjingshanhe IPO”. The article can be found at http://
dycj.ynet.com/3.1/1111/30/6547343.html. Nandu Daily reported the incident in a report with the title
“Most severe punishment ever in history: Two red cards for sponsor representatives; Shuqing Guo
beats the dog before the lion”. Website: http://epaper.oeeee.com/D/html/2011-12/01/node_526.htm.
The full name of Shengjingshanhe Co. is Hunan Shengjingshanhe Bio-Technology Co., Ltd.
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sponsor and announced that it would not accept any recommendations from the two
sponsor representatives in charge of the Goldengreen case for 12 months.

Here is a summary of the stages of the Shengjingshanhe incident: company’s IPO
application approved at the first ballot on 27 October 2010; shares issued online on 6
December 2010; company suspected of providing false statements and this was reported
by the media on 16 December 2010; emergency stop to the company’s IPO announced
on 17 December 2010; IPO application rejected at the second ballot on 6 April 2011;
and CSRC announced punishment imposed on the persons in charge on 29 November
2011.

It is worth noting that the day the CSRC made the final decision to punish the
company was just one month after the former chairman of the CSRC, Fulin Shang, had

retired from office and thus one month after his successor, Shuqing Guo, came to office.

2. Punishments Imposed by CSRC on its M&A Committee
Members

Almost at the same time as the Shenjingshanhe Co. incident, the CSRC punished its
own committee members heavily. Beijing Daily, a local newspaper, reported the incident
in an article on 2 December 2011 titled “CSRC Fires its Own Committee for the First
Time”,'® which is summarised below:

The China Securities Regulatory Commission announced its decision to dismiss
Jianmin Wu, a member of the third M&A Committee and the director of Pan-China
Assets Appraisal Co., Ltd. This was the first time ever that the CSRC had dismissed one
of its Main Board, ChiNext Market, and M&A Committee staff. Wu had participated in
the M&A program of Heilongjiang SunField Science and Technology Co., Ltd. while
holding the company’s shares using another person’s account. This violated Article
13 of the Codes of the M&A Committee, which forbids its members from holding
shares of listed companies whose applications are being examined by the committee. It
was reported that Jianmin Wu was recommended by the China Appraisal Society and
appointed as a member of M&A Committee on 25 December 2007 after a series of public
announcement procedures, internal verifications, and deliberations by the nominating
committee of the M&A Committee. He kept this position until the current chairman’s
term of office due to the collective reappointment of committee members procedure.

An officer of CSRC made the following statement: “This incident sounds an alarm
to every committee member. The CSRC will take the next step and increase regular
inspections of members’ compliance with and execution of related rules and working
disciplines and establish this as an important part of the annual assessment. Recently, the
CSRC has been comprehensively amending its work codes, especially drafting stricter
rules and requirements for committee members trading stocks of listed companies. The

new codes forbid members to trade the shares of listed companies directly or using fake

16 Website: http://www.abbao.cn/ViewPage.aspx?issueld=3b502902-362¢-48f1-b078-
220622565ea5&order=10. The authors of the article are Junjie Tao and Xiaohui Zhao.
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names or in the name of another person. Once a member has accepted appointment as
a committee member, he or she must declare and register the shares of listed companies
held by him or her immediately and sell these shares out within a certain period of

time”.

3. CSRC’s Concerns about and Punishments of other
Violations

On 16 December 2011, the CSRC initiated an investigation into a former analyst of
Citic Securities, Zhishan Yang, who was suspected of involvement in insider trading. It
announced five violation cases in the securities market in just one day on 23 December
2011.

China Securities Journal reported the incident in an article titled “New Fortune
Analyst Investigated by CSRC” on 16 December 2011."7 Below is a summary of part
of the report:

The Shanxi Zhangze Electric Power Co. announcement rubs salt into the wounds of
analysts holding independent director positions in listed companies. The announcement
states that Zhishan Yang, one of the company’s independent directors, received a notice
from the CSRC informing him that he was being investigated because of his suspected
involvement in illegal stock trading. The CSRC is cracking down on violations of
securities laws and regulations, especially insider trading. In fact, Yang is not the only
one to catch the attention of watchdogs recently. Zhixian Li, who resigned as independent
director of Sunvim Group Co., has also received a public notice of criticism from the
Shenzhen Stock Exchange.

21cbh.com published a report with the title “Five Cases in One Day; Former
Southwest Securities Officials Suspected in Rat Trading”.!® Here is a summary of the
article:

The CSRC’s no tolerance policy towards insider trading and other violations in the
securities market has generated a violent storm. Officials of related departments in the
CSRC have announced five cases, including the first criminal prosecution of securities
company employees involved in rat trading and the first scalping case involving a
sunshine private fund. What is more, the CSRC explained the arrest of Xuan Qin, a
sponsor representative of Northwest Securities, for insider trading. While acting as
the independent financial consultant for the reconstructing project of the company, he
deliberately leaked inside information before publication and purchased stocks of PKU
International Healthcare Group Southwest Pharmaceutical Co. through another person’s
account. The CSRC also announced the cases of Dafu Investment and Xinsilu Investment
(suspected of stock market manipulation) and Huishun Decoration Co. (suspected of

trading stocks through other persons’ accounts).

17" Website: http://epaper.cs.com.cn/dnis/ by Yangdan Li.
8 Website: http://www.21cbh.com/HTML/2011-12-23/3NMzIzXzM5MDc3Ng.html by Yinghua Yang.
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