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            This paper uses A-shares non-financial listed companies in Shanghai and Shenzhen Stock 
Exchange over the seven years period from 2012 to 2018 as sample, to investigate how 
audit quality and ownership structure correlate with stock price synchronicity. The results 
show that stock price synchronicity is lower when the company hires international Big Four 
as their auditor which provide good audit quality, while the synchronicity is higher when 
the company’s biggest shareholder is government-related. By hiring the international Big 
Four, the company shows they are willing and confident to disclose credible information 
to the market, thus lower the stock price synchronicity; Being related to the government, 
the biggest shareholder may tend to hide the unfavorable information, and hinder the flow 
of firm-specific information to the market, thus higher the synchronicity.  
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Ⅰ. INTRODUCTION 

According to Roll's (1988) finding, except for the well-known market-wide factors, 

other factors are influencing the stock return. Among many of them, this study aims to 

investigate how corporate governance influences the information transparency of the market 

and thus further influence on the firm's stock price. To be more specific, the researcher 

considering two factors mainly: who does the firm hire for auditing—audit quality and 

whether or not it is controlled by the government—ownership structure. 

The researcher considers this topic interesting and worth studying because of the 

uniqueness of the Chinese market. As shows in the study conducted by Morck &Yeung &Yu 

(2000), the Chinese market has a relatively high stock price synchronicity, ranks the second 

among forty countries they study on. They explain that the protection for minority investors 

is weak in emerging markets like the Chinese market, and that is the reason why the 

synchronicity is high. Other researchers continue to study what hinder the information 

transparency in the market and hence cause the high stock price synchronicity. According 

to Ball (2001), although there are corresponding disclosure regulations for listed companies, 

those regulations are not strictly followed in emerging markets. Besides, ownership 

concentration is more prominent in emerging markets than mature markets. The biggest 

shareholder tends to hind the unfavorable information to the outsiders and thus lower the 

information transparency in the whole market.  

Studies on stock price synchronicity cross countries believe the more reliable firm-

specific information, the lower the synchronicity. As an emerging market with poor 

proception for the minority shareholders, the researchers believe that the stock price 
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synchronicity is relatively high in the Chinese market. However, there is a problem that 

cannot be ignored, firms in different countries have very different environments. Besides, 

different countries have different rules and regulations. The differences in synchronicity 

cannot be assigned to any specific factors easily because it is hard to pull out one single factor 

and study on it.   While there is a lot of research studying on stock price synchronicity among 

different countries, few investigate inside one single country. Gul (2010) and Hasan (2014) 

have done research analyzing the synchronicity in terms of ownership concentration and 

institutional development. The researcher follows their steps to measure stock price 

synchronicity and try to explain in terms of ownership structure and audit quality. 

The researcher first takes audit quality into consideration. The researcher finds out 

that hiring the international Big Four as auditors will bring a lower stock price synchronicity. 

This also supports the idea that international Big Four, is able to provide companies with high 

audit quality, and enables outside minority investors to get the firm-specific information 

more easily. Besides, the researcher also investigates on the ownership structure, especially 

to exam if there is a difference for those companies that the biggest shareholder is under the 

government's control. In the Chinese market, the government is very powerful and many 

are state-owned enterprises. The results show that being as the biggest shareholder, the 

government tends to hinder the flow of firm-specific information into the outside market. 

Thus, state-owned enterprises and other government-related companies tend to have higher 

synchronicity. 

This study contributes to the extent of literature, regulations, and policy-makers in 

several ways. First, this research provides a unique perspective to study stock price 
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synchronicity in the Chinese market. This study helps to understand the flow of firm-specific 

information and information transparency in the emerging market—the Chinese market. It 

also provides information about stock price synchronicity across the firms and industries in 

one country. This paper uses a new perspective, combines it with Chinese market 

characteristics, and proves the correlation between audit quality, ownership structure and 

stock price synchronicity. It provides a useful add for the policy-makers to focus on and 

enforce the credibility of the information, the flow of firm-specific information, and the 

protection of minority outside shareholders. The regulatory authorities should further 

improve the information disclosure requirements regulations and enforce penalties. When 

the violation cost is high, the companies are less likely to break the rules, and the market 

environment is better. In this way, they can execute their functional authority and protect the 

interest of outside investors. 

The remainder of this paper is as follows. In the second section, the researcher shares 

the previous literature that related to auditing, ownership structure, and stock price 

synchronicity and develops own researcher hypotheses. It begins by giving definitions of 

those terminologies first, and then explore their relationships. Opinions vary from 

researcher to researcher. The researcher chooses a research method and makes two 

hypotheses: there is a negative relation between audit quality and stock price synchronicity 

and there is a positive relationship between the nature of the biggest shareholder (whether it 

is government related or not) and synchronicity.  In the third section, the researcher explains 

the research mythology and how to measure the stock price synchronicity. The model is also 
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shown in the third section. In the fourth section, the researcher shows the empirical results 

and analysis of the results. The fifth section sums up the whole paper.   

 

Ⅱ. LITERATURE REVIEW 

Audit Quality 

Audit quality describes the ability that how well does the auditor detects and reports 

the errors and mistakes in the company's financial statements to the outside (Burnett, 2012). 

Listed corporations are required to hire external auditors to guarantee the quality of their 

financial statements. Powerful auditors are able to require the corporation to disclose more 

information, which will help the outside shareholders or investors to make better decisions 

(Dodd & Dopuch &Holthausen & Leftwich, 1984). High-quality auditing has a positive effect 

on reducing the biased accounting information public by the company (Kim & Chung & Firth, 

2003). Thus, the quality of the auditing is crucial.   

Corporations, especially those in the USA, tend to choose the Big Four as their 

external auditor. DeAngelo (1981) explains that is because larger and more famous audit 

firms often represent high audit quality since they will lose almost everything if they cheat—

the lesson drawn from Arthur Andersen. Since the big auditing firms have already built their 

reputations, they tend to report high-quality services to secure their good fame (Francis & 

Wilson, 1988). However, big and famous auditing firms also fail sometimes. Francis and 

Wilson (1988) demonstrate that the overall performances of the big auditing firms are better 

than other unknow auditing firms (Francis, 2004). Despite there are still some different 
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opinions hold that the big firms do not necessarily provide better audit quality, the 

corporation’s choice to hire big firms for auditing indicates that they are willing to announce 

authentic and dependable financial information (Shi, 2013).  

There are many studies focus on audit quality in English speaking countries like 

America, where the Big Four audit most of the listed companies (Habib, A. & Jiang, H. & 

Zhou, D., 2014). Chinese capital market is so different that only one-fifth of listed companies 

hire the Big Four as auditors, and only a few studies consider the quality of those local audit 

firms which take a majority part of the market in China. According to Gul (2003), the 

academic world considers the top ten local auditing firms as authoritative and trustworthy.  

However, Gul did not interpret the relationship between audit quality and stock price, which 

is the aim of my study. 

 

Ownership Structure 

The corporate share ownership can be explained as the priority to manage property 

rights. To be more specific, there are three kinds of property rights: the right to distribute 

corporate assets, the right to control earnings, and the right to adapt shares (Fan, J. P. & Wong, 

T., 2002).  Corporation ownership is highly concentrated in China and there are also many 

state-owned enterprises in the Chinese Market (Gul, 2010). Being as the biggest shareholder, 

the government not only has control over the firms' cash flows but also directly involves in 

decision making through board meetings or even some management appointments directly 

with the actual managers (Lin, 2010). As a result, this kind of ownership structure provides 
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chances for the biggest shareholder to hide firm-specific information and expropriate outside 

minority shareholders (Feng, 2016). Because of this kind of highly concentrated ownership 

structure, companies tend to have lower levels of transparency and the disclosure quality 

also tends to be lower (Fan, J.P.& Wong, T.J., 2002). The unique features that many listed 

companies are state-owned enterprises enable the researcher to evaluate the effect of 

ownership structure in the Chinese market (Gul, 2010). The high degree of ownership 

concentration will trigger agency problems between the inside managers and outside 

investors. Besides, the legal protection for minority investors is not very strong in an 

emerging market like the Chinese Market, which even increases the risks faced by minority 

investors (Kim, J.B. & Yi, C.H., 2006). According to Aharnoi (1986), on the opposite side, 

private firms have better performance in the discourse of information than state-owned 

enterprises. 

 

Stock Price Synchronicity 

Stock price synchronicity is defined as the correlation between changes in the stock 

price of one single company and changes in the market as a whole. In the studies done by 

Roll (1988) and Morck (2000), a company’s stock price is affected by both firm-level and 

market-level information. A high stock price synchronicity means that there are more 

market-level information and less firm-level information which outsiders don not know; 

while a low stock price synchronicity represents less market-level information and more 

firm-level information (Kommunuri, 2013). Roll (1988) also demonstrates a way to evaluate 
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the stock price synchronicity of a company by R-square. The higher the value of R-square, 

the higher the stock price synchronicity.  

Among the forty countries that Morck, Yeung, and Yu (2000) focus on their study of 

the stock price synchronicity of each country, China ranks at the second highest one. They 

point out that emerging markets like the Chinese market have little protection for investors 

so that those markets have a high stock price synchronicity.  For the emerging markets with 

poor property rights and investor protection, the stock price synchronicity tends to be higher 

than that of developed markets (Kim & Shi, 2009). 

Within a country, companies also have different levels of stock price synchronicity 

and opinions vary on the evaluation of cross-firm synchronicity. The first method bases on 

the information hypothesis, which considers synchronicity as the amount of firm-level 

information incorporated into stock prices (Morck & Yeung, 2004 and Kommunuri, 2013). 

The second one believes in the risk or noise basis, where firm-level information’s effect on 

stock price is muted. In this case, the market-level information, which is information open 

to the public, could weaken the effect of risks and noises in the market, hence higher the 

firm’s stock price synchronicity (Lee & Liu, 2011 and Durnev & Morck &Yeung, 2004) 

 

The Relationship Between Audit Quality and Stock Price Synchronicity 

The conclusions drew from difference studies various from each other. Gul, Kim, 

and Qiu (2010) found that the company hire the Big Four as their auditors, tend to associate 

with lower synchronicity. Those big auditing firms with a high level of authority, make firm-
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level information open to the public in a reliable way and thus lower the stock price 

synchronicity of the client company. However, Shi (2013) claims that high audit quality 

provided by big auditing firms tends to associate with higher synchronicity. Shi explains that 

is because high-quality auditing provides more reliable information to the public and reduce 

those rumors about the company, thus lower the fluctuation of the company’s stock price 

and higher its synchronicity. According to the research done by Habib & Jiang & Zhou (2014), 

audit quality has no significant relationship with the client firm's stock price synchronicity. 

They argue that the market does not consider high-quality audits as a factor that contributes 

to the informativeness of earnings components. 

Those studies all focus on different countries and use a different basis for the 

evaluation of cross-firm stock price synchronicity which leads them to have contrary 

conclusions on the relationship between audit quality and client firm's stock price 

synchronicity. This discrepancy leaves space for me to begin my studies on this topic. The 

researcher expects that high-quality audit information will lower the client firm's stock price 

synchronicity.  The researcher thus hypothesizes in the alternative form: 

H1: Stock price synchronicity is lower when firms hire the Big Four auditors which provide 

better audit quality. 

 

The Relationship Between Ownership Structure and Stock Price Synchronicity 

The entrenchment effect caused by highly concentrated ownership structure is likely 

to aggravate the synchronicity of stock price while the alignment effect seems to influence 
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the firm's stock price synchronicity in the opposite direction (Gul, 2010). According to the 

entrenchment effect, once the controlling shareholders became entrenched and powerful 

enough, they are likely to hide unfavorable information thus create more firm-specific 

information instead of exposing that information into the market (Yeuing & Yu, 2000). It cost 

a lot for an outside investor to gain information thus they are less likely to engage in the 

trading.  In this way, the stock price synchronicity becomes higher because of its 

uninformative (Gul,2010). On the other side, according to the alignment effect, this kind of 

highly concentrated ownership structure will align the biggest shareholder with the 

minorities. In this theory, a highly concentrated ownership structure increases the likelihood 

of the biggest shareholder to public better-quality firm-specific information to the outside 

and minority investors. As a result, more information goes to the public and the stock price 

synchronicity is lower (Gul, 2010). Many pieces of evidence that support the alignment effect 

happened in a mature market like the US, while the entrenchment effect always happened in 

an emerging market like the Chinese Market. 

According to Shleifer (1998), state-owned enterprises always be less effective 

comparing to other enterprises, and minority investors are more vulnerable because of the 

lack of protection. Considering the popularity of state-owned enterprises in the Chinese 

Market, the entrenchment effect will be more powerful to influence the stock price 

synchronicity. The researcher thus hypothesizes in the alternative form: 

H2: Stock price synchronicity is higher when it is a state-owned enterprise.  
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Ⅲ. RESEARCH METHODOLOGY 

Models for Hypothesis Testing 

To find out the relationship between audit quality and stock price synchronicity (H1), 

and the relationship between ownership structure and stock price synchronicity (H2), here 

is the simple linear regression model I follow from the study done by Gul (2010): 

SYNCHit = λ0 + λ1 BIG4it + λ2 GOV+it ∑ 𝜆𝜆𝑘𝑘𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝑖𝑖𝑖𝑖𝑘𝑘𝑘𝑘 + (YearDummies) +  

(IndustryDummies) + εit                                                                                                            (5) 

Where SYNCHit , the dependent variable,  is the measure of yearly stock return 

synchronicity for firm i; BIG4 equals the company that hires international Big Four as their 

auditor, and zero otherwise; GOV equals one when the company is a state-owned enterprise, 

and zero otherwise; CONTROL represents groups of control variables; both 

InsudtryDummies and YearDummies are used to control industry and year effects, and εit is 

the unspecific random factors.  

To be more specific about the CONTROL (control variables), they are:  

VOL (Trading Volume): 𝑇𝑇𝑇𝑇𝑖𝑖𝑇𝑇𝑇𝑇 𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑇𝑇𝑜𝑜 𝑠𝑠ℎ𝑇𝑇𝑛𝑛𝑛𝑛𝑠𝑠 𝑖𝑖𝑛𝑛𝑇𝑇𝑡𝑡𝑛𝑛𝑡𝑡
𝑖𝑖𝑇𝑇𝑖𝑖𝑇𝑇𝑇𝑇 𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑇𝑇𝑜𝑜 𝑠𝑠ℎ𝑇𝑇𝑛𝑛𝑛𝑛𝑠𝑠 𝑇𝑇𝑛𝑛𝑖𝑖𝑠𝑠𝑖𝑖𝑇𝑇𝑛𝑛𝑡𝑡𝑖𝑖𝑛𝑛𝑜𝑜  

 

SIZE (Firm Size): 𝑙𝑙𝑙𝑙𝑙𝑙(𝐶𝐶𝑙𝑙𝑇𝑇𝑇𝑇𝑙𝑙 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑇𝑇𝐴𝐴) 

LEV (Leverage): 𝑇𝑇𝑇𝑇𝑖𝑖𝑇𝑇𝑇𝑇 𝐿𝐿𝑖𝑖𝑇𝑇𝑛𝑛𝑖𝑖𝑇𝑇𝑖𝑖𝑖𝑖𝑖𝑖𝑛𝑛𝑠𝑠
𝑇𝑇𝑇𝑇𝑖𝑖𝑇𝑇𝑇𝑇 𝐴𝐴𝑠𝑠𝑠𝑠𝑛𝑛𝑖𝑖𝑠𝑠

 

M/B (Market-to-book Ratio): 𝑇𝑇𝑇𝑇𝑖𝑖𝑇𝑇𝑇𝑇 𝑀𝑀𝑇𝑇𝑛𝑛𝑘𝑘𝑛𝑛𝑖𝑖 𝑉𝑉𝑇𝑇𝑇𝑇𝑛𝑛𝑛𝑛 𝑇𝑇𝑜𝑜 𝐸𝐸𝐸𝐸𝑛𝑛𝑖𝑖𝑖𝑖𝐸𝐸
𝑇𝑇𝑇𝑇𝑖𝑖𝑇𝑇𝑇𝑇 𝑁𝑁𝑛𝑛𝑖𝑖 𝐴𝐴𝑠𝑠𝑠𝑠𝑛𝑛𝑖𝑖𝑠𝑠 
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ROE (Return on equity): 𝑁𝑁𝑛𝑛𝑖𝑖 𝑃𝑃𝑛𝑛𝑇𝑇𝑜𝑜𝑖𝑖𝑖𝑖
𝑇𝑇𝑇𝑇𝑖𝑖𝑇𝑇𝑇𝑇 𝑆𝑆ℎ𝑇𝑇𝑛𝑛𝑛𝑛ℎ𝑇𝑇𝑇𝑇𝑡𝑡𝑛𝑛′𝑠𝑠 𝐸𝐸𝐸𝐸𝑛𝑛𝑖𝑖𝑖𝑖𝐸𝐸

 

CENTRAL(share proportion of the largest shareholder) 

Measurement of Stock Price Synchronicity 

For the measurement of stock price synchronicity, the researcher follows the 

methods used in Hasan (2014) and Gul (2010), using annual market model regressions 

method where the daily stock returns are regressed on the returns of the market index and 

industry index as follows:  

Returnit =α + β1 IndustryReturnt + β2 MarketReturnt + εit                                                          (1) 

Where, for firm i and time t, Returnit denotes the weekly return on A-shares traded 

on either Shanghai or Shenzhen exchange; IndustryReturnt  is the value-weighted stock 

return of all firms in the same industry as the target firm; MarketReturnt  is the value-

weighted stock return for all firms; and εit is the unspecified random factors.  

Eq (1) provides us with the ability to isolate total return variations from market and 

industry factors from those firm-specific factors. However, the Chinese market is special 

that besides A-shares, there are also two types of shares (B-shares for Shanghai or Shenzhen 

stock exchanges and H-shares for Hongkong exchanges) issued to foreign investors. In Eq 

(1) the researcher only takes A-shares into consideration.  

link:share
link:proportion
link:of
link:the
link:largest
link:shareholder
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In Eq (1) the researcher only takes A-shares into consideration. Follow the method 

used by Gul (2010), the researcher takes various kinds of shares into account. For firms that 

only associate with A-shares, the model is modified as shown as follows: 

Returnit = α + β1 IndustryReturnt + β2 MarketReturnt + β3WorldMarketReturnt + εit                (2) 

Where WorldMarketReturnt is the world market return using the MSCI World index 

to calculate.  

For firms engage with A and B-shares, the researcher adds the value-weighted B-

shares market return in the equation and it shows as follows:  

Returnit = α + β1 IndustryReturnt + β2 MarketReturnt + β3 BShareMarketReturnt + β4 

WorldMarketReturnt + εit                                                                                                        (3) 

For firms with A and H-shares, the researcher adds the value-weighted H-shares 

market returns by using the information from Hang Seng index as follows: 

Returnit = α + β1 IndustryReturnt + β2 MarketReturnt + β3 HShareMarketReturnt + β4 

WorldMarketReturnt + εit                                                                                                         (4) 

By using those three equations the researcher can therefore estimate the return for 

firms whether they have B-shares or H-shares.   

Also, follow the definition given by Roll (1998), the  𝐶𝐶𝑖𝑖2 of the market model is used 

to describe stock price synchronicity, where it shows as the ratio of common equivalent to 
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the total return variation.  The higher the value of 𝐶𝐶𝑖𝑖2, the higher the stock price synchronicity 

and the lesser firm-specific variations the firms have. 

Because there is a bound for 𝐶𝐶𝑖𝑖2 where it belongs to [0,1], the logistic transformation 

is able to apply:  

SYNCHi= 𝑙𝑙𝑙𝑙𝑙𝑙 � 𝑅𝑅𝑖𝑖
2

1−𝑅𝑅𝑖𝑖
2�             

Where SYNCHi is the preferred measure of the stock price synchronicity for the target 

firm and R is defined as before. To examine the results, the researcher has two alternative 

ways, the first one is using 𝐶𝐶𝑖𝑖2 from Eq (1) for all A types of shares; the second is using Eq 

(2) to (4) to separate A shares from other shares.  

Measurement of Audit Quality 

In this study, the researcher follows the research done by Burnett (2012), choosing a 

good reputation for the auditing firm as the measure of high audit quality. The researcher 

defines Big Four auditors as joint ventures of international Big Four firms and their domestic 

auditors. In the equation where BIG4 equals the company that hires international Big Four as 

their auditor, and zero otherwise. If the Big Four provide better auditing quality, and as the 

researcher assumed earlier, synchronicity is negatively correlated with the high auditing 

quality (BIG4), then λ1 <0. 
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Measurement of Ownership Structure 

In this study, the researcher mainly wants to investigate the effect of stock price 

synchronicity and the nature of the biggest shareholder as the measurement of ownership 

structure. The researcher defines GOV equals the firms whose biggest shareholder is 

government-related, and zero otherwise. If the entrenchment effect is stronger as the 

researcher hypothesized, there will be more firm-specific information and the stock price 

synchronicity is stronger, then λ2 >0.  

 

Ⅳ. EMPIRICAL RESULTS 

This study uses data from A-share non-financial firms that are listed in China 

Shenzhen Stock Exchange (SSE) or the Shanghai Stock Exchange (SEE) as a research sample. 

In this study, the researcher chooses the sample period starts from 2012 to the end of 2018, 

covering seven years. The time period the researcher selects begins with 2012 because the 

auditor information database in China Stock Market and Accounting Research (CSMAR) 

begins at the year 2012. Auditor information is collected from CSMAR's Audit Institution of 

Listed Firm's database. Individual and market stock trading data, firms' financial data, and 

corporate governance data are all gathered from CSMAR. Follow the approach done by 

Morck (2000), this study excludes the firms with weekly trading data that are lesser than 

thirty observational weeks. 
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Table1 Descriptive Statistics 

Variable  Obs  Mean  Std. Dev.  Min  Max 
R Square 19849 .409 .193 0 .977 
SYN 19849 -.475 1.019 -8.366 3.747 
BIG4 19849 .062 .24 0 1 
GOV 19849 .347 .476 0 1 
VOL 19849 .032 .034 0 .326 
SIZE 19849 22.172 1.493 14.942 30.952 
M/B 19849 2.574 10.784 .007 982.982 
ROE 19849 .053 1.333 -185.92 9.821 
LEV 19849 .443 .453 -.195 46.159 
CENTRAL 19849 .345 .151 .003 .9 
 

 

Table 1 shows the descriptive statistics. This study has 19849 observations. The mean 

of R2 is 0.409, which approximately matches the results from Morck (2000) and Jin & Myers 

(2006). Notice that the SYN has a high standard deviation value as 1.019, the maxima is 3.747 

while the minima is -8.366. It indicates that there is a huge difference in stock price 

synchronicity among those companies.  Considering that all the sample firms are from the 

same country China, the huge difference in synchronicity among these firms suggests the 

transmission and distribution of firm-specific information are uneven throughout the 

Chinese market. According to Piotrocki & Roulstone (2004), who study on the synchronicity 

of American firms, the mean for their SYN is -1.742, which is much lower than the 

corresponding results in this research. This shows that the stock price of Chinese listed firms 

is more likely to co-move, comparing to American listed firms.  Besides, an emerging market 

like China indeed has a relatively high stock price synchronicity, which is consistent with 

previous theories. As for BIG4 (a firm has either 1 or 0 for the measurement of BIG4), the 

mean value is 0.062, which means that only a few firms in the Chinese market hire the 

international big four as their auditor, who has the ability to ensure the good quality of 
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auditing. This number is very similar to 0.073, the BIG4 in Gul 's study (2010). The number 

is very small compared to the corresponding data in America, where listed firms tend to have 

the international Big Four as their auditor. The mean for GOV is 0.347, which shows that 

more than one-third of A-share listed companies in the Chinese Market are government-

related. 

The remainders are the control variables. For VOL, the mean is 0.32 and the standard 

deviation is 0.476, which is relatively small. This shows that in terms of trading volume, 

Chinese listed A-share companies perform more or less the same.  As for SIZE, the table 

shows a mean for 22.172, and a standard deviation of 1.493. The standard deviation is large, 

which shows companies diverse in company size. Most of them are middle to large 

companies. The M/B has a mean of 2.574 and a standard deviation of 10.784. The very huge 

standard deviation shows there are big differences among listed companies in China. For the 

ROE, the mean is 0.53, and the standard error is 1.333. This is close to the data in Shi's (2013) 

research, where the ROE has a mean for 0.75. As for LEV, the mean is 0.443 and the standard 

deviation is 0.453. It is parallel to Shi's (2013) data which has a mean 0.408 for LEV, and 

sample data is evenly distributed in terms of LEV. The last one is CENTRAL, among 19849 

observations, it has a mean for 0.345 and a standard deviation of 0.151. Comparing this data 

to Shi's (2013) data distribution again, which has a mean 0.356 for CENTRAL, the value from 

this research is very close to another research, and it is reasonable.  
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Table 2 Matrix of correlations 

  Variables   (1)   (2)   (3)   (4)   (5)   (6)   (7)   (8)   (9) 
 (1) SYN 1.000 
 (2) BIG4 -

0.046 
1.000 

 (3) GOV 0.142 0.132 1.000 
 (4) VOL -

0.104 
-0.101 -0.221 1.000 

 (5) SIZE 0.173 0.348 0.357 -0.350 1.000 
 (6) MB -

0.034 
-0.029 -0.064 0.080 -0.209 1.000 

 (7) ROE 0.013 0.008 0.001 0.011 0.020 -0.003 1.000 
 (8) LEV -

0.023 
0.044 0.120 -0.109 0.166 0.019 -0.022 1.000 

 (9) CENTRAL 0.031 0.144 0.229 -0.030 0.230 -0.045 0.020 -0.000 1.000 
 

 

Table 2 is the matrix showing correlations between variables. BIG 4, the measurement 

of whether the company has a good auditing quality, is negatively correlated with SYN1, the 

measurement of stock price synchronicity. This negative correlation is consistent with 

hypothesis 1. GOV, the measurement of whether the company’s biggest shareholder is 

government-related, is positively correlated with SYN1. This is in line with hypothesis 2 that 

state-owned enterprises will have a higher stock price synchronicity. Besides these two 

explanatory variables, the control variables are shown below. VOL, the trading volume, is 

negatively correlated with synchronicity; SIZE, ROE, and CENTRAL are positively 

correlated with SYN; while MB, the market to book ratio, and LEV are positively negatively 

correlated with SYN. 
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        Table 3 Regression Results 

 

 (1) (2) (3) 
VARIABLES SYN SYN SYN 
    
BIG4 -0.072**  -0.070** 
 (-2.205)  (-2.167) 
GOV  0.210*** 0.210*** 
  (14.290) (14.283) 
VOL -2.044*** -1.758*** -1.751*** 
 (-8.615) (-7.397) (-7.366) 
SIZE 0.139*** 0.118*** 0.122*** 
 (19.552) (17.096) (16.984) 
MB -0.000 -0.000 -0.000 
 (-0.482) (-0.626) (-0.513) 
ROE 0.008*** 0.008*** 0.008*** 
 (3.232) (2.831) (2.816) 
LEV -0.108* -0.119* -0.119* 
 (-1.821) (-1.837) (-1.832) 
CENTRAL -0.002 -0.104** -0.098** 
 (-0.038) (-2.302) (-2.159) 
Constant -2.813*** -2.334*** -2.425*** 
 (-14.962) (-12.690) (-12.856) 
    
Observations 19,849 19,849 19,849 
R-squared 0.241 0.248 0.248 
Year FE YES YES YES 
Industry FE YES YES YES 
Adj. R-sq 0.239 0.247 0.247 

                                              t-statistics in parentheses 

                                           *** p<0.01, ** p<0.05, * p<0.1 

 

In Table 3, it shows the regression results for this study. In the first column, the BIG4 

coefficient is -0.072 and the T-Value is -2.205, which shows that the BIG4 is significantly 

negative coefficient with SYN at 5 % level. This supports the hypotheses one that good audit 

quality provided by international Big Four helps transmit firm-specific information to 

outside investors in the market, thus lead to a low stock price synchronicity. As the second 
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column shows, the GOV has a positive coefficient of 0.210, and it is significant at 1% level. 

This proves hypotheses two that state-owned companies are less likely to public firm-specific 

information to the outside which will higher the stock price synchronicity. Those two 

columns show the relationship between BIG4 to SYN and GOV to SYN separately. The third 

column is the final regression results that combine the two explanatory variables (BIG4 and 

GOV) together. The coefficient this time was -0.070 with a T value as -2.167 for BIG4, and 

0.210 for GOV.  The BIG4 and GOV coefficients are still significant at 5% and 1% level 

respectively. Besides, the sign of the coefficients also meets this study’s expectation, the 

BIG4 is negatively coefficient with SYN and the GOV is positively coefficient with SYN. 

The control variables begin with the third row. For VOL, the coefficients are 

significantly negative in 1% level, which means the more the trading, the better the 

dissemination of firm-specific information into the market. As for SIZE, the coefficients are 

significantly positive in 1% level, which indicates that larger companies' stock prices are 

more likely to be influenced by their industry and market than those small firms. ROE 

coefficients are significantly positive in 1% level.  The LEV coefficients are significantly 

negative in 1% level. This proves that the higher the debt ratio, the lower the stock price 

synchronicity it has. The high debt rate brings uncertainty for the company's future 

development, and this kind of uncertainty may cause the deviating of the market fluctuations. 

Other coefficient estimates are not significant in this regression model.  
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Ⅴ. SUMMARIES 

Although there is a considerable amount of studies focus on stock price synchronicity, 

many of them are looking at country-level data, relatively small amount of paper has studied 

on synchronicity in terms of firms and industries levels. This study aims to focus on the firm 

level's stock price synchronicity, investigating listed companies in the Chinses market. 

In this study, the researcher focuses on the correlation between stock price 

synchronicity and the firm’s characteristics of its corporate governance in Chinese A-share 

companies. The researcher studies both the inside and outside factors about the company. 

Inside the firm, the researcher investigates on the firm's ownership structure—whether or 

not the biggest shareholder is government-related. Outside the firm, the attention is also paid 

on the firm's auditing quality— whom they hire for their external auditing. Follow the prior 

work, the researcher uses Roll's (1998) method to measure stock price synchronicity. The 

researcher hypothesizes that firms with better audit quality will have a lower stock price 

synchronicity while government-related firms tend to have a higher stock price 

synchronicity. 

The research sample consists of 19849 observations data from CSMAR, covered 

seven years period, starting from 2012 to 2016. The researcher considers a firm has a good 

audit quality when the firm hires the international Gig Four as their auditors. Record as 1 if 

the firm does hire the international Big Four as auditors, and 0 otherwise. For the ownership 

structure, this paper mainly focuses on firms' relationships with the government. The 
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researcher checks whether a firm’s biggest shareholder is government-related, records as 1 

if it is government-relative, otherwise is 0. 

This study mainly has two findings. The first one is that there is a negative correlation 

between audit quality and stock price synchronicity. The high audit quality provided by the 

international Big Four helps transmit more firm-specific information to the market. Besides, 

it also makes the company's financial statement more credible. This kind of useful 

information improves information transparency of the company; lowers the information 

asymmetry in the securities market; protects the outside minority investors; and safeguards 

the fairness and justice of the capital market. Thus, the stock price synchronicity is lower 

when people believe the firm has good audit quality. 

The second is that stock price synchronicity is higher when the firm’s biggest 

shareholder is government-related (state-owned enterprises). Comparing to the non-

government-related biggest shareholder, the government-related biggest shareholders are 

less likely to disclose firm-specific information to the outside because of the great power they 

have which can control the flow of information to the outside. This cause the fact that stock 

prices do not reflect much of firm-specific information, outside investors do not know much 

about the company, and they are taking huge risks. Thus, the stock price synchronicity is 

higher for the company with a government-related biggest shareholder.   

As for limitations, this study is not a comprehensive study for the Chinese Market 

because it only investigates on listed A-shares companies in Shanghai and Shenzhen Stock 

Exchange in the Chinese Market. It is harder and more complex to get information for B- and 
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H-shares. Those three kinds of shares have different disclose rules and obligations. Besides, 

it needs to consider problems engaged with the exchange rate among different currencies. 

Considering this, the researcher only studies on A-share companies and the incomplete 

consideration of the market is one of the limitations. 

 Besides, the audit information is also limited to six years from 2012 to 2018 and the 

measurement of good audit quality is rough. The researcher uses the CSMAR database, 

where it only has audit information starts with the year 2012.  Because of these kinds of 

problems, this study's R-square and adjusted R-square are relatively small compared to other 

similar research. Besides, the researcher only considers the international Big Four as the 

auditors that can provide good audit quality. In fact, only one-third of Chinses listed 

companies hire Big Four as their auditors. Not like American companies, Chinese companies 

prefer local auditors, and only a few hires the international Big Four. The measurement 

adapts in this study does not take the top ten local auditing firms in account, which are also 

able to provide good audit quality. It will be better if there are more factors to distinguish 

audit quality instead of just value them as one or zero. 

These results contribute to the literature on stock price synchronicity by pointing out 

a negative relationship between synchronicity and audit quality; a positive relationship 

between synchronicity and state-owned enterprises. 
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APPENDIX 

R2 :       The R2 of the market model in Eq. (1) or the R2 of the market models in Eqs. (2) to (4) 
for firms with A-shares only 

SYNCH: Logarithmic transformation of R2 for the market model in Eq. (1), computed as 
log[R2/(1-R2)] CENTRAL The percentage of shares held by the largest shareholder at 
beginning of year  

GOV:    An indicator variable on the nature of the largest shareholder. It equals one if the 
firm’s largest shareholder is government-related, and zero if the firm’s largest shareholder 
is non-government-related 

BIG4:     An indicator variable for auditor quality. It equals one if a firm is audited by one of 
the joint ventures of international Big 4 audit firms and domestic audit firms, and zero 
otherwise  

VOL:     Trading volume computed as the total number of shares traded in a year, divided by 
the total number of shares outstanding at the end of the fiscal year  

SIZE:     Firm size computed as the log of total assets at the end of the fiscal year  

LEV:     Leverage computed as total liabilities   divided by total   assets 

ROE:    A measure of financial performance calculated by dividing net income by 
shareholders' equity.  

M/B:     Market-to-book ratio, computed as the total market   value of equity, divided by the 
total net assets at the end of the fiscal year 
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