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Nonparametric sieve estimation of generalized additive model

Songnian Chen* Nianqing Liu+ Jian Zhang; Yahong Zhous
Presented at Chung Hsing University

Abstract

This paper proposes a nonparametric approach to identify and estimate (with sieves) the
generalized additive model with arbitrary grouping and discrete variable(s) whenthe link function is
unknown. Our approach allowing arbitrary grouping provides the foundation to design a
data-driven inference procedure which finds the best grouping specification among all possible
groupings, and allowing discrete variables is mainly motivated by concerns from applied research.
We effectively transform the generalized addtive model with unknown link function into a problem
which is much easier to estimate by sieve approach. Our estimator for link function is shown to
converge at a rate of one covariate, and estimators for component functions within the link can
attain nonparametric rates of their own covariates. By simulation, we show that such a method has

good performance in finite samples.

*HKUST

+SUFE

tUniversity of Wisconsin, Madison
§SUFE
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Influence of International Trade Disputes on the World Industrial Economic
System Based on Inoperability Input-Output Model
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Abstract

Since January 2018, the U.S. government has announced steep tariffs on a range of imports from
China who then retaliated, thus triggering trade disputes. How much economic losses have the
international trade disputes brought to the related parties? Which countries and industries are highly
sensitive to the trade disputes? These are all important questions that have undoubtedly aroused
mass concern of all circles. However, few scholars have carried out related empirical research on
this issue, with little dynamic quantitative evaluation results on industry and country level obtained.
Based on the static and dynamic inoperability input-output models and on the premise of several
assumptions, the industrial economic system’s indirect economic losses resulting from the trade
disputes between China and the United States are evaluated according to the EU input-output table
(WIOD2016) from January Ist to April 4th, 2018. The results show that the trade disputes severely
affected the trading among China, the United States, and other countries (regions) in the world and
brought about greater economic loss. Meanwhile, the countries and industries highly sensitive to
the disputes are picked out. This paper provides an empirical reference for governments, industry
management departments and related companies concerned with international trade disputes in

assessing losses of similar events.

Key words: International trade disputes; Industrial economic system; Inoperability input-output

model; Indirect economic loss evaluation
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Information Heterogeneity in the Morning and the Afternoon
Cumulative Intra-day Returns of SSE 50 Index

Zhi-fang Su Yi-Zheng Fu
College of Economics and Finance = College of Economics and Finance
Huagqiao University Huagiao University

Mei-Yuan Chen
Department of Finance
National Chung Hsing University

March 19, 2019

Abstract

The information contained in the intra-day prices of fnancial assets is getting more and more
emphasized in finance and big data analysis science. The daily 4-hour trading time of Shanghai
stock market in China is separated into morning trading from 09:30 to 11:30 and afternoon trading
from 13:00 to 15:00. Financial data often take the form of a collection of curves observed
sequentially over time. An example of which includes intra-day stock price curves and intra-day
volatility curves. These curves can be viewed as a time series of functions observed at an equally
spaced and dense grid. The nature of high-dimensional data poses challenges from a statistical
aspect due to the so-called curse of dimensionality, but it also poses opportunities to analyse a rich
source of information for better understanding dynamic changes at a short time interval. In this
paper, we study the whole-day 1-minute cumulative intra-day returns (CIDR) should be considered
as a function or two functions of the morning and the afternoon trading time. This is an indirect
evidence of the information heterogeneity in SSE 50 if two functions should be considered. To
have robust results, the stationarity of CIDRs is checked for the whole-day, morning, and afternoon
trading time with the test suggested by Horv ath, et al. (2014) first. Given the confirmation of
stationarity for CIDRs of three trading time, we detect the equality of functional distributions of the
morning and afternoon CIDRs with the test suggested by Pomann, et al. (2015). Our empirical
results suggest that the CIDRs of SSE 50 should be considered as two functions since the equality
of functional distributions is rejected statistically. We conclude that there exists the information

heterogeneity between the morning and the afternoon trading time of SSE 50.

Key words: Functional data analysis, cumulative intra-day returns, SSE 50 index,
JEL Classification: C12; C13; C14

Correspondence: Mei-Yuan Chen, Department of Finance, 145 Xingda Rd., South Dist.,
Taichung City 40227, Taiwan, Tel: +886-4-22853323, Fax: +886-4-22856015,
E-MAIL: mei yuan@dragon.nchu.edu.tw
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Estimation of a Binary Dependent Variable Sample Selection Model with
Endogeneity under a Nonparametric Selection Mechanism

Yuanyuan Ji*, Hanghui Zhang” and Yahong Zhou*

*Research Center of Econometrics, Shanghai Academy of Social Sciences, Shanghai, China
®School of Economics, Shanghai University of Finance and Economics, Shanghai, China
b“K ey Laboratory of Mathematical Economics (SUFE), Ministry of Education , Shanghai, China

Abstract

In this paper, we consider an estimation of a sample selection model with a binary dependent
variable and possible endogenous regressors. Under semiparametric framework, we neither impose
the parametric specification of the error distribution nor the functional form of the selection
equation, which largely reduces the risk of model misspecification. Throughout this paper, we
present the identification conditions and propose a two-step semiparametric maximum likelihood
estimator with the first step being a nonparametric regression for the selection variable. Similar to
Rothe (2009), a control function approach is used to control for the possible endogeneity. The
proposed estimator is shown to be consistent and asymptotically normal. In the simulation studies,
we compare the finite sample properties of our estimator with those of existing alternatives,
demonstrating the significant advantages of our approach especially in robustness to the model
misspecification. Finally, an economic application on labor economics is carried out to illustrate the

usefulness of our estimator.
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The Impact of Corporate Social Responsibility on Product Market Power

Chong-Chuo Chang
Professor, Department of Banking and Finance,
National Chi Nan University
aaron@ncnu.edu.tw

Kun Zhan Hsu
Master Student, Department of Banking and Finance,
National Chi Nan University
s104214048(@maill.ncnu.edu.tw

Abstract

Previous studies have seldom examined the relationship between corporate social responsibility
(CSR) and product market power. We conduct an empirical analysis of the relationship between
award of CSR and product market power. In this study, we use the listed firms of Taiwan Stock
Exchange and Taipei Exchange as the samples of research, then apply stock trading information
and financial statements of sample enterprises obtained from the Taiwan Economic Journal (TEJ)
for the period of 2005-2017. We find the positive relationship between award of CSR and excess
price-cost margin (market share), supporting that firms value at activities about CSR can strengthen

the competitive advantage of product in the market.

Key Words: Corporate Social Responsibility, Product Market Power, Excess Price-Cost Margin,
Market Share
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CFOs versus CEOs: Pay duration and financial reporting quality

Hunghua Pan* Taychang Wang
Department of Quantitative Finance, = Department of Accounting,
National Tsing Hua University National Taiwan University
Center for Research in Econometric Center for Research in Econometric
Theory and Applications, Theory and Applications,
National Taiwan University National Taiwan University
hhpan@nthu.edu.tw tewang@ntu.edu.tw

Abstract

Prior literature has documented that rewarding executives with incentive compensation may
motivate them to engage in earnings management. Recently, researchers have argued that
lengthening the time horizons in the incentive compensation packages of executives, i.e., executive
pay duration, would be an effective way to curb this short-termism. Since chief financial officers
(CFO) are primarily responsible for the preparation of the financial report, this study examines the
association between CFO pay duration and financial reporting quality. We find CFO pay duration
is positively associated with earnings-decreasing accrual management and negatively associated
with the likelihood of beating analyst forecasts. Because CFOs have a significant influence on the
internal controls over financial reporting, we find that the likelthood of disclosure of
accounting-related internal control deficiencies is more sensitive to CFO pay duration than to those
of the chief executive officers. Our results imply CFOs with longer pay duration tend to do cookie
jar accounting and disclose internal control deficiencies in the concurrent period for the future
earnings’ sake. Overall, our results imply that firms should deemphasize CFO incentive

compensation to mitigate misreporting practices.

* Corresponding author.

This work was financially supported by the Center for Research in Econometric Theory and
Applications (Grant no. 108L.900202) from The Featured Areas Research Center Program within
the framework of the Higher Education Sprout Project by the Ministry of Education (MOE) in
Taiwan. The authors acknowledge financial support from MOST 107-3017-F-002-004.
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The Information Content of the Order Imbalance Volatility: Evidence from
Trading Accounts of Various Investor Types

Ming Hung Wu
Beijing Normal University

Hong-Gia Huang
National Sun Yat-sen University

Wei-Che Tsai
National Sun Yat-sen University

Pei-Shih Weng* (Presenter)
National Dong Hwa University, Taiwan
psweng@gms.ndhu.edu.tw

Abstract

Exploiting the advantage of a unique account-level transaction data from the Taiwan futures market,
we utilize the newly-developed “order imbalance volatility” measure (Chordia, Hu, Subrahmanyam,
and Tong, 2017) to capture the informed trading activities across various trader groups. Our results
show that the order imbalance volatility of foreign institutional traders significantly predicts
next-day market returns, and the predictive ability is more pronounced when the market is more
illiquid or has higher economic uncertainty. In addition, we find that subsequent purchase
transactions in the stock market increase as the order imbalance volatility of foreign institutional
investors increases—evidence of an information spillover effect from the futures market to its spot
market. All findings provide support for the validity of order imbalance volatility as a proxy for

costs of information asymmetry.

Keywords: Emerging market; Order imbalance volatility; Information asymmetry; Foreign
investors
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Forecasting Value-at-Risk using QGARCH model and machine learning
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Abstract

This paper addresses problem of measuring the Value-at-Risk for four stock markets of Standard
and Poor’s 500 Composite Index(S&P500), Hong Kong Hang Seng Index (HSI), Shanghai
Composite Index(SSEC) and Shenzhen Composite Index(SZSC). Based on the QGARCH models
and GARCH family models, we found that the GARCH family model obviously undervalues the
risk value under VaR, while the QGARCH model is more accurate. This means that the QGARCH
model can provide a good protection against risk in extreme cases. Then we compare four
prediction models, Support Vector Machine (SVM), Random forest, Radial basis function network
and Xgboost. Using machine learning techniques to forecast VaR on the basis of QGARCH models,
the result of RMSRB shows using the machine learning techniques make the model more stable.
Finally, QGARCH models with normal and student-t errors are out-performed all across the four

series at each risk level, especially at 1% level.
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Modeling Dependence Structure of Housing Price and Risk Analysis for Home
Equity Conversion Mortgage Portfolio

Jr-Wei Huangi Sharon S. Yang

Abstract

The U.S. Home Equity Conversion Mortgage (HECM) program uses mortgage insurance to
manage the lender’s inherent risk. Such program is on a national-wide basis and pools the risk
across different cities. To evaluate the HECM portfolio, risk analysis framework that accounts for
the dependence structure of the housing price dynamics is essential. Extending the existing
literature, we then propose a multi-city housing price model based on the dynamic copula approach
and the dependence structure is investigated empirically. Our result strongly indicates that the
lenders could underestimate the risk of HECM program significantly if they ignore the dependence
structure of housing prices across cities, especially when measuring tail risk with value at risk and
conditional tail expectations. In addition, among all dependence structures, the time-varying T

dependence structure has the most significant effect on the risk for HECM program.

Keywords: Copula, Dependence structure, No-recourse provision
JEL classification: C51, C58

1Jr-Wei Huang, E-mail: jrwei.huang@icloud.com, Associate Professor of Department of Insurance,
Hubei University of Economics, No. 8, Yangqiaohu Rd., Jiangxia Dist., Wuhan County, Hubei
Province 430205, China, TEL: (86) 155-2715-6007.

2 Corresponding author: Sharon S. Yang, Professor of Department of Finance at National Central
University. E-mail: syang@ncu.edu.tw. TEL: (+886 3) 422-7151#66254.
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“One person’s decision” or “Voting mechanism”: Evidence of Collective
Overconfidence in Chinese Listed Companies

Chao Liang
School of Economics and Management,
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*Corresponding author
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Abstract

This study explores the voting mechanism of Chinese listed companies by examining whether
overconfidence of the chair of the board could affect the relationship between overconfidence and
investment—cash flow sensitivity by the board of directors. On average, board of directors’
overconfidence leads to increased investment—cash flow sensitivity. However, this influence is
driven by state-controlled listed companies—but only when the chair is overconfident. The results
suggest that the chair’s overconfidence may impact the relationship between board of directors’
overconfidence and investment—cash flow sensitivity. Furthermore, the investment distortion due to
the board’s overconfidence behavior may be alleviated by supervising the chair.

Keywords: board of directors, overconfidence, chair, investment—cash flow sensitivity,

decision-making mechanism

JEL classification : G41 G15 G30 D81
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The Effect of Nighttime Trading in Taiwan Futures Market

Te-Chien Lo* (Presenter)
Department of Finance,
National Dong Hwa University, Hualien, Taiwan
tokulo@gms.ndhu.edu.tw

Xuan-Yu Wang,
Department of Finance,
National Dong Hwa University, Hualien, Taiwan

Abstract

The article investigates the impact of nighttime trading in Taiwan futures market, and explores the
interactions between trading activities (trading volume or open interest) and volatility. The
preliminary empirical results are consistent with the relevant literature on other markets: trading
volume is positively correlated with volatility, and open interest is either insignificantly correlated
or negatively correlated with volatility. In addition, there is no further evidence indicating that
nighttime trading in Taiwan futures market improves the efficiency of futures markets, which may
result from the limitation of data horizons, or most market participants being involved in daytime

trading of Taiwan futures market.

Key words: Futures nighttime trading, Trading volume, Open interest
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The implied arbitrage mechanism in Financial markets
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Abstract

The no-arbitrage condition is a cornerstone concept in financial market research.However, the
arbitrage mechanism that is inherent in the trading process for related securities, is not readily
observable.We develop a generalized smooth-transition VECM,or GST-VECM, to estimate the
arbitrage mechanism from financial market data. The GST-VECM can i) back out the implied
no-arbitrage band, ii) estimate arbitrage intensity for upper and lower bound violation, and iii)
accommodate convergence risk for statistical arbitrage. Using the introduction of CSI300 ETF
trading in China as a natural experiment, we estimate the GST-VECM to reveal some insight into
how a microstructural policy, by altering the index arbitrage mechanism, aects the pricing link

between spot and futures markets.
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Monitoring role of institutional investors:
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Abstract

This paper examines the monitoring role of institutional investors by investigating the market
reactions, and long-run stock and operating performance of acquirers in the UK stock markets. We
find positive announcement returns, and poor long-run stock and operating performance for the
acquiring firms. To explore the monitoring role of institutional investors on mergers and
acquisitions, we conduct multivariate analysis of acquirers’ abnormal returns on institutional
ownership. After controlling for other factors, the variation of aggregate institutional ownership is
not able to explain the market reaction but is positively correlated with long-run stock performance.
The positive associations are revealed for passive, independent, and domestic institutional
ownership, respectively, and are more profound after the adoption of the Stewardship Code. Finally,
our empirical results show that acquirers with higher passive, independent, or domestic institutional
ownership suffer less impairments of goodwill after acquisition, suggesting those firms have better
investment-decision quality. Overall, our results are consistent with the view that passive,
independent and domestic institutional investors in the UK markets are more likely to engage in
monitoring firm managers and yield a better post-acquisition performance.

JEL Classification: G12, G14, G20.
Keywords: Institutional investors; monitoring; corporate governance; United Kingdom; mergers
and acquisitions.
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Abstract

The return and risk of Dollar-Cost Averaging (DCA) and Self-Annuitization (SA)
investments are compared with the underlying in this paper. The underlying return which is
assumed to normally distribute is generated by Monte Carlo simulations under four market
scenarios across several investment horizons. Because the multiple cash flows of DCA and
SA, the annual internal rate of return is used to measure the DCA and SA returns. The results
show that the mean return of DCA 1is slightly higher than the underlying, while the SA is
lower, particularly under short investment horizons. They produce higher return volatility and
riskiness than the underlying. The SA has the highest negative skewness and kurtosis,
followed by the DCA. Furthermore, by using the economic performance measure, which can
consider the high moments of distribution, the underlying is the best, and the SA is the worst.

This evidence become even more clear and convincing as the investment horizon increases.
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Earnings Persistence and Investment Efficiency
Chia-Chung Chan', Bing-Huei Lin* Yufen Fu’ and Pei-Ying Chen®

Abstract

Earnings persistence indicates the sustainability of a firm’s earnings, and thus conveys
important information for management decisions. The aim of this paper is to examine the
effect of earnings persistence on the efficiency of a firm’s investment decisions. We use 1,467
U.S. listed firms as the research sample, with the sample period from 1992-2015 to
investigate the target issues and test relevant hypotheses. The empirical evidence shows that
earnings persistence is positively associated with a firm’s investment efficiency, with the
results being robust even after considering the influence of earnings manipulation by
management. The evidence also suggests that for firms that confront substantial financial
constraints, earnings persistence significantly mitigates their investment inefficiency as they
would tend to under-invest in the situation of a lack of capital inflow. Furthermore, when we
address concerns about risks that affect investment decisions through the volatility of
operating cash flow and idiosyncratic risks of the firm, it shows that the effect of earnings
persistence is critical for a firm’s investment efficiency as it faces higher risks. This study
contributes to the literature on the determinants of investment efficiency, and on the role of

earnings persistence in investment decisions.

Keywords: Earnings persistence, Investment efficiency, Financial constraints, Cash flow
volatility, Idiosyncratic risks
JEL classification G31
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Turnover premia in China's stock markets

Bing Zhang, Wei Chen and Chung-Ying Yeh
This version: March 15, 2019

Abstract

The paper explores turnover premia in China's stock markets. There is a negative
cross-sectional relation between turnover and average realized returns. Turnover premia,
which is the return on buying low turnover stocks and shorting high turnover stocks, can
reach 34% per annum. In effect, turnover in China's stock markets can be explained by both
liquidity risk and firm-specific uncertainty. Turnover premia is more pronounced for firms
with option-like equity and this regularity becomes stronger when firms have greater

cash-flow risk.

Keywords: China's stock markets; low-nominal-price return premium; cash-flow beta;
discount-rate beta; analyst forecasts; price informativeness.
JEL classification code: G12, G14.

*Yeh is with Department of Finance, National Chung Hsing University. 145, Xingda Road,
Taichung, Taiwan. Email: cyyehl@dragon.nchu.edu.tw. Zhang and Zhen are with
Department of Finance and insurance, Business School, Nanjing University, China. 210093;
Telephone: +86025-83621102. Email: zhang-bing@nju.edu.cn.
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of nonparametric endogeneity
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Abstract

Motivated by the necessity to consistently and accurately estimate the effect of interested
regressors on the response variable, we propose a partially linear fixed effects panel data
model, which allows flexible functional form of the regressors of interest with endogeneity. In
the paper, we will establish the estimates of the model. The difficulties lie in dealing with
both endogenous regressors in the nonparametric function and the fixed effects when the
available time series on individuals are typically quite short. We solve them by the control
function and dummy variable methods. Asymptotic distributions for the proposed estimators
are derived. Monte Carlo simulations show good performance in finite samples. Empirical
analysis of impact of family income on child achievement suggests that income effect is

greater among low income families in the United States.
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Identification and estimation in a correlated random coefficients
transformation model
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Abstract

In this paper we study identification and estimation in a correlated random coefficients model
with an unknown transformation of the dependent variable, namely A (Y ) = BO + XB, where
A(+) 1s an unknown, one-to-one monotone function and the random coefficients (B0,B) are
allowed to be correlated with one or several components of X. Under a generalized
conditional median restriction, we show that the mean of B is identified up to scale. However,
E(B) merely reflects the average effect of a given regressor in X on Y (relative to other
regressors) after transformation, thus is of limited interest in practice. Then we show that a
more readily interpretable parameter, namely the average partial effect (APE) of X on the
conditional median of Y is identified. The latter APE parameter has several advantages
relative to E(B). First, it generalizes the usual average treatment effect in a linear correlated
random coefficients model and coincides with E(B) when A is equal to the identity function.
Second, it is invariant to both location and scale normalization on the coefficients. We
develop estimators for the identified parameters and analyze their large sample properties. We

provide an empirical example using the U.K. Family Expenditure Survey.
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Prediction with the FOMC Minutes

Yu-Lieh Huang
Department of Quantitative Finance

National Tsing-Hua University

Chung-Ming Kuanf
Department of Finance & CRETA

National Taiwan University

Abstract

In this paper we apply text mining techniques to extract information from the FOMC (Federal
Open Market Committee) meeting minutes and examine whether such information may help
predict economic variables. This paper differs from existing text mining studies in economics
in the following respects. First, we identify compound words and terminology commonly
used in the FOMC minutes and economics literature. Second, based on these compound
words, we are able to apply an adaptive Bayesian method to classify the sentences in the
minutes in accordance with the mandates of the Fed. This allows us to compute the sentiment
indicator for each mandate. Our empirical results show that some resulting mandate-based

indicators provide useful information for predicting daily and monthly economic variables.

JEL classification: C11, C49
Keywords: compound words, FOMC minutes, MAP-PLSA model, sentiment indicator, text

mining 2
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Composite Index Construction with Expert Opinion

Rong Chen, Yuanyuan Ji, Guolin Jiang, Ruoqing Xie, Pingfang Zhu

Abstract

Composite index is widely used in Economics, Finance, Policy Evaluation and so on. The
construction of composite index has been studied extensively. The most widely used approach
is the Principal Component Analysis approach. In this paper, we proposed a penalized
optimization approach to incorporate expert opinions into the PCA approach for determine the
weight in composite index. The index weights are obtained by both objective data and
subjective expert opinion. Expert would provide importance score to index, along with a
confidence score which reflects the expert’s confidence in his assessment. There is a balance
between the information provided by the data set and expert opinion. We use a data-driven
approach to find the optimal balance. The theoretical properties of the procedure are
investigated and simulation results are presented. Finally, an economic application on science

and technology is carried out to illustrate the usefulness of our method.

Keywords: Composite index; Expert opinion; Factor model; Principal component analysis.
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Electoral Competition and Vote-Buying: Evidence from a Natural
Experiment in Taiwan

Tzu-Chang Forrest Cheng
tcforrest.cheng@gmail.com
National Central University

Raul Antonio Cristovao Dos Santos
dossant] @illinois.edu

N/A

Chin-En Wu
chinen@gate.sinica.edu.tw
Academia Sinica

Abstract

This paper examines the causality between the odds of winning an election and vote-buying.
In Taiwan in 2010, eight cities and counties accounting for 60\% of the entire population were
merged and upgraded to five '‘special municipalities." Along with the merger event, the
number of district seats was changed, exogenously shifting the winning chances of candidates
in the 2010 municipal elections. This policy intervention allows us to investigate whether a
candidate is incentivized to buy votes when electoral competition escalates and winning odds
deteriorate accordingly. For every additional seat cut in a district, the difference-in-differences
estimate suggests that approximately 4\% additional incumbents seeking re-election decided
to buy votes. This finding, to the best of our knowledge, is among the first evidence on the
vote-buying driven by the electoral competition, which is endogenous in general. Additionally,

it implicitly points to the effectiveness of this practice.

Keywords

Vote-buying, Electoral competition, Natural experiment, Apportionment of seats, Taiwan
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Gender Preference in China: A Utility Based Empirical Study

Lingli Xu'-Chunrong Ai*Jonathan Hamilton’

Abstract

The traditional view is that China is a strong son preference country and some empirical
studies support such view. We argue that demand for children, including sex of children,
family size and birth interval, is the outcome of economic decisions in which social and
economic factors could interact with gender preference. Thus, it is possible that strong social
and economic factors could counteract the strong son preference and lead to daughter
preference. To investigate this possibility and preference for a larger family, we propose a
utility-based approach and apply the approach to a unique Chinese dataset. We find strong
evidence on preference reversal as incomes and child rearing costs rise substantially. Given
that China is now a middle-income country and child rearing costs have skyrocketed during
the last four decades, we find that Chinese parents with one child have little interest in
rushing to have a second child. This does not bode well for the Chinese government’s

programs to improve demographics.

Keywords Gender preference- Indirect utility -Ordered probit -Gender pattern

" School of Economics, Shanghai University, Shanghai, China 200444

Lingli.xu@t.shu.edu.cn
*  Department of Economics, University of Florida, Gainesville, FL 32611, USA
tsinghua@ufl.edu
3 Department of Economics, University of Florida, Gainesville, FL 32611, USA, and Department of
Finance and Public Administration, Hubei University of Economics, Wuhan China 430205

Hamilton@ufl.edu
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Stock Market Reactions for Warrants during the Chinese Share Reform

Dr. Feng-Tse Tsai'
Department of Finance, Asia University, Taiwan
Dr. Ping-Chao Wu

Abstract

This paper investigates the effects of Chinese warrant issuance, termination, share reform
commencement and announcement of implementation of the warrant firms on the underlying
stock abnormal returns. Prior to the Chinese share reform, domestic A-shares were divided
into tradable and non-tradable shares. To make holders of non-tradable shares tradable, they
compensated tradable shareholders in cash, additional shares or warrants. Therefore, the
unique feature of most Chinese warrants is taken as a compensation instrument in the share
reform. We adopt the event study to analyze stock abnormal returns for different warrant
types and issuance targets. Our finding shows significant negative cumulative abnormal
returns (CARs) around the issuance and termination dates of the warrants in full sample.
Additionally, these significantly negative CARs appear on put/covered warrants and the
warrants issued to all shareholders and original tradable shareholders. Since covered warrants
are issued mainly as compensations of non-tradable shareholders to tradable shareholders
during the split share structure reform in China, we further analyze their stock reactions
during the commencement and announcement dates of the reform. We find that stocks react
positively around the commencement dates but have no reaction near the announcement dates
of implementation during the reform. To conclude, shareholders of the firms adopting
warrants as a compensation tool only benefited in the commencement of the reform and

stocks reacted negatively around the warrants’ issuance and termination dates.

Keywords: split share reform, warrant market, abnormal return, tradable share
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Sustainability and Analyst Coverage in Asian-Pacific Countries

Tony Chieh-Tse Hou* (Presenter)
Department of Finance, National Dong Hwa University, Hualien, Taiwan

houc@gms.ndhu.edu.tw

Abstract

Analyst are one of the major players in capital markets who provide equity recommendations
and guide investor behavior by interpreting information about industry trends and company
strategy. This study investigates the relationship between sustainable development,
environmental, social and governance (ESG) and analyst coverage for 1,046 firms in 12
Asian-Pacific countries for the period from 2008 to 2017. The ESG score is an overall
company score based on the self-reported information in the environmental, social and
corporate governance pillars from Thomson Reuters Eikon dataset. The result shows large
firms, growth stocks, and high analysts coverage stocks tends to have higher ESG scores. It
reveals a positive relationship between ESG scores and analyst coverage, indicates analysts
are more interesting in a good social characteristics firms. We further find the differences
between high and low analyst coverage ESG score is higher for large firms with medium and
low book-to-market stocks (growth stocks), and for small and medium size firms with high
book-to-market stocks (value stocks). It indicates large firms and small value firms trends to

act more social responsible in our sample.

Keywords: Corporate Social Responsibility, ESG Score, Analyst Coverage
JEL classification: G11, G12
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The Spinning Revolving Door: Evidence from Earnings Management
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Abstract

We document that about 10% of US public firms hire former employees of financial
regulatory agencies as directors. These firms are associated with higher discretionary accruals,
and the positive relation is stronger in the presence of higher managerial incentive to
manipulate earnings, weak corporate governance, and easy information transmission between
firms and regulating agencies. We find that these firms have higher likelihood to meet
analysts’ consensus but lower likelihood to beat the consensus, and lower likelihood of
financial misstatements. Our findings suggest that the increased earnings management results
from expected regulatory relief brought by these directors formerly serving in the regulatory
agencies. This study sheds light on how current revolving door mechanism can affect

managerial behavior.
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CEO Overconfidence and Bondholder Wealth Effects:
Evidence from Mergers and Acquisitions*

*We thank Robin K. Chou, Chia ~ Keng-Yu Ho

Sheng-Syan Chen Department of Finance
Department of Finance National Taiwan University
National Chengchi University Taipei, Taiwan

Taipei, Taiwan

Po-Hsin Ho** Wei-Ying Nie
Department of Finance Department of International Trade
National Central University Chinese Culture University
Taoyuan City, Taiwan Taipei, Taiwan

Abstract

This study explores the influence of chief executive officer (CEO) overconfidence on
acquirers’bondholder wealth effect during mergers from 1994 to 2014. We find that CEO
overconfidence benefits acquirer bondholders. In addition, overconfident acquirers are more likely
to merge low return correlation targets rather than relative lower risk ones. We further show that
the positive wealth effects are stronger when overconfident acquirers merge targets with lower
correlation. Overall, the coinsurance effect of CEO overconfidence on acquirers’bondholder

wealth dominates the liquidity effect during mergers.

Key Words: CEO overconfidence, Bondholder wealth effect, Coinsurance effect.

*We thank Robin K. Chou, Chia-Wei Huang, Chun chi Wu, and seminar participants at Sun Yat-sen University
Zhuhai Campus, National Yunlin University of Science & Technology, and Chung Yuan Christian University

for helpful comments and suggestions. Chen gratefully acknowledges financial support from the Ministry of
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Market Similarity and Cross-Border Investment Performance

Anchor Y. Lin, and Yueh-Neng Lin:

Abstract

This study investigates whether similarity in national characteristics affects U.S. investors’
investment performance in thirty-seven foreign equity markets. From return consideration,
U.S. investors perform better in markets very different from their home market. From
return-risk consideration, U.S. investors perform better in markets similar to the U.S. market
with following characteristics: European region, Protestant and Catholic, less corruption, and
developed economy. However, the impact of national characteristics on performance
disappears when markets experience extreme movements. The synchronicity test suggests U.S.
investors’ yearly performance in foreign markets is related to their superior ability in

world-wide and regional information analysis.

Keywords: market similarity; investment performance; extreme market movement

JEL Classification: G12, G13, G15, G18

- Corresponding author: Yueh-Neng Lin, Department of Finance, National Chung Hsing University, 145, Xingda

Road, South District, Taichung, Taiwan. Tel: +886 (0) 422857043. E-mail: ynlin@dragon.nchu.edu.tw.
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Corporate Social Responsibility, Tax Aggressiveness and Ownership: The
Perspective of Family Firms

%% & Nai-Hui Su
REREBEFREAER
Professor, Departments of Accounting,

National Chung Hsing University
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Monetary Policy Uncertainty and the Deviation of Law of One Price:
Evidence from Dim Sum Bonds and China’s Domestic Corporate Bonds
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N AT i
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Hsing-I Lin, Shuh-Chyi Doong, and Chung-Ying Yeh"

Abstract

China’s monetary policy aims to manage the value of the RMB (Renminbi) and strengthen the
impact to the economy, albeit subject to a low transparency and great uncertainty. We use the
QVAR model to extract China’s monetary policy uncertainty and analyze its influence on the
yield spread between China’s domestic corporate bonds and dim sum bonds as well as the
influence mechanism. Results show that China’s monetary policy uncertainty can
significantly influence the yield spread between China’s domestic corporate bonds and dim
sum bonds. Monetary policy uncertainty affects the RMB’s exchange rate risk, and when the
RMB is expected to appreciate, foreign investors will buy dim sum bonds; and vice versa.
Consequently, monetary policy uncertainty has a significant negative influence on the yield

spread between the two types of bonds.

Keywords: Monetary policy uncertainty; law of one price; dim sum bonds; QVAR

" Lin, Doong, and Yeh are with Department of Finance, National Chung Hsing University. 250,
Kuo-Kuang Road, Taichung, Taiwan. Email: cyyehl@dragon.nchu.edu.tw. Yeh is the
corresponding author.
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The Impacts of Board Operation and Cronyism on Accounting
Conservatism Policy

FF K2 Yun-Shen Hsu
FEKRKEBEFTRHER

Professor, Departments of Accounting, National Chung Hsing University

EBSE Huang,Sheng-Hua
FRAZBHDHESEAELRBEA
Ph. D. Candidate, Departments of Fiance, National Chung Hsing University

JTEEfE Ya-Ling Jiang
hEAZBEFTREL
MBA, Departments of Accounting, National Chung Hsing University

Abstract

The paper evaluates the impacts of board operation and cronyism on accounting
conservatism of financial statements. It analyses the influence of board operation on the
supervise ability of the board and accounting conservatism. It also considers whether
cronyism affects accounting conservatism, and the effect of board operation on accounting
conservatism.

The empirical results indicate that the independent directors has a positive impact on
accounting conservatism. But the multiple directorships of independent directors may
weaken the positive relationship between the independent directors and accounting
conservatism. The study further finds that cronyism does not directly influence accounting
conservatism, but indirectly, cronyism may weaken the positive relation between the
independent directors and accounting conservatism, and the negative relation between the

multiple directorships of independent directors and accounting conservatism.

Keyword: Board Operation, Cronyism, Accounting Conservatism.
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Can the Pre-IPO Market Improve the Underpricing of Initial Public
Offerings? Evidence from Taiwan’s Emerging Stock Market

Ming-Hui Hsieh*, Chung-Ying Yeh!
December 5, 2018

Abstract

We show that the Taiwan’s emerging and listed stock market may not be as efficient as we think
since the IPO underpricing, in term of the last transaction price before listing, occurs not only on the
first day of listing but also lasts one month. We also find strong evidence pertaining to the relationship
of underpricing and price informativeness (PI) index and document that the IPO underpricing results
from the opaque emerging stock market associated with low liquidity. Finally, we find the decrease in
V(s stake as well as top five underwriters improving the company’s transparency—the increase in the
PI index.

*Hsieh is the founder of Aeon CPA Firm/Aeon Global Consulting Ltd. and used to be the CFO and spokesperson of
Gourmet Master. Email: michelle@twaeon.com. Hsieh is the corresponding author.

"Yehis with the Department of Finance, National Chung Hsing University. 250, Kuo-Kuang Road, Taichung,
Taiwan. Email: cyyehl@dragon.nchu.edu.tw.
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