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Market Reaction to Proclamation of Independent Director System

LIANG Qil, 2, YU Feng-yan2, HAO Xiang-chaol
(1. The Research Center of Corporate Governance, Nankai University, Tianjin 300071, China

2. Department of Finance, School of Economics, Nankai University, Tianjin 300071, China)

Abstract: This paper explores the proclamation effects of Establishing Independent Director System in Listed
Company on firm value. From the viewpoint of market reaction, we apply modified event analysis and matching
methods to test three proposed hypotheses derived from theoretical analysis. Empirical results show that the
proclamation has significant negative effects on firm value. Specifically, firms that are more compliant with the
regulations before the proclamation or large firms earn positive abnormal returns while firms that are less
compliant or small firms earn significant negative abnormal returns. Our finding has policy implications for further
reform on corporate governance.

Key Words: Independent Director System; Market Reaction; Four-factor Model; Matching Method
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