MBRH (BF)
ol

2 VANG

UNIVERSITY OF MACAU

FACULTY OF BUSINESS ADMINISTRATION

PRICE DISCOVERY WITH ASYMMETRIC
INFORMATION: IMPLICATION IN ASSET
PRICING AND CORPORATE FINANCE

Zhang Yingchao, Jane
M-A6-5749-0

Thesis presented to the
Faculty of Business Administration
University of Macau
In partial fulfillment for granting the MBA Degree
(Finance)

2009



Contents

ADSEFACE oottt et e besa s et e bR n e one i
ACKNOWIEdZEMENTS .........ccoeeeiiriecieieiinresseineestene e e ssaeesesssneesseeneessssssnesssassasssanss iii
Chapter 1 Is Option Market only Informative Prior to Extreme Informational

Event? Empirical Analysis of Option Volume before Earnings

ANNOUNCEMENT ..........coviieriiiiiiniiiciniin et sas st s s ssnsabans 1

L1 INtrodUCHION .....coeiriiiriiiciitiiitsicseccssese ettt sres st st sassan e sbeanne 1
1.2 Hypothesis Development .........ccoceceeververiiirienrinrenreniensseseessssnesseereessosanseossasaans 5
1.3 Data and Methodology ........cocceercrriemrinieceninirseneesereestesne s svscaessssaessassnes 7
1.4  Empirical RESULLS .....c.ccoivirmieireciiincciretrte st 9
1.4.1. SUMMArY StAtiSTiCS ...cveceerrerereereereeniuesnirersreesiessensessnnessesssnessesssessaesssessesssanns 9

1.4.2. Forecasting Excess returns with abnormal volume during benchmark period
and preannouncement period using option characteristics ........c..cecerueeverrverrenene 10
1.4.3. Forecasting Excess returns with abnormal volume during benchmark period
and preannouncement period using firm characteristics..........ccceeveervrreeverrrerrenne 12
1.5 CONCIUSION .....utirreuiriirerenrestenecrsrnesseseaneeessnessssseesesssssseseessessanaees ey 14

Chapter 2 Price discovery of Cross-listing stocks: Evidences from Chinese A-share

and H-share listing firms........c..c..cccocenivveniniininiecnncrscsee e 26

2.1 INrOQUCHION c..cuviviveriniiiiercctnieetnt ettt e stee st etertssasae e e e sasnssessesernesanens 26
2.2 Market and Data .........cccoueveeiiienineninrinenniinienesrsrennnsenesessesssessessssssssesessssssessens 30
2.2 DALA .ottt ettt b et b e e sre et e snens 31
2.2.2 Sample details ....ccoveeeriieeiiiieciecrreese e 31



2.3 MEthOdOIOZY ....coveetireerieeiriiieneititiesese ettt et st sre b saests e ssesassns e seens 32

2.3.1 Price Series for ANALYSis c....ccocereeccrieerireniernnneenncensninresessssssesseesessessessesaes 32
2.3.2. UnNit ROOE TSt ....cevceveurrierecireerennesenetseinsessessesseeesesnsecsessnssessessessonsassssanes 33
2.3.3. CoINteGration tESt ........ccveveerrevreriereniierientisresessenieessessassessseseessesssessessenssesaane 34
2.3.4. Information Share ..........ccuevmmiviniciicninniencci et e 36

2.4 Discussion ..................................................... 38
2.4.1. Stationary Of Price Seri€s ......ccvvevrverrrernvenrincreerriseenensenseressessessoseesssessenes 38
2.4.2 Cointegration of price Series Pairs .........ccceevereerreerinrurseerrnsenressenseensessesanne 39
2.4.3 Price DiSCOVETY ANALYSIS ....coeetrrenerecererirerneseecnsentestserssessesseseesessessnosasessens 39

2.5 CONCIUSION ..eeevririirieiieniientieeeeereeseetn et e seesaese e seeasaesessessessesessssnssseneasenses 40
REfEIEIICES ...ttt e stese st et e e sbasscsse et s sae st sansanasneaens 48



