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Common Stock Return: Some Implications for
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This paper examines the relationship between common stock return and corporate cultural behaviour of
twenty listed firms from Shanghai Stock Exchange. The particular research questions of this study include:
whether corporate cultural behaviour impacts common stock returns and under what conditions it impacts
shareholder expectations and corporate governance.
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Straipsnyje nagrinéjama bendrosios akcijy grazos ir jimoniy kultiirinio elgesio sasaja, pasireiskianti dvidesimtyje
Sanchajaus akcijy birzos jmoniy. Tyrime analizuojami klausimai: ar jmoniy kultarinis elgesys daro jtakg ben-
drajai akcijy grazai ir kokiomis salygomis daroma jtaka akcininky likes¢iams ir jimoniy valdymui.

Raktiniai Zodziai: jmoniy kultarinis elgesys, nuotaikos buklé, akcijy graza, akcininky turtas, klimatas.

ganization is governed by a set of values
of the organization. A quantitative assess-
ment and consideration of business val-

Introduction

The principle financial objective of a firm
is to maximize the wealth of its common
stockholders. In this exercise, allocation
of organizational resources among busi-

ues (business cultural values) on financial
objectives is extremely important. On the
other hand, the value system of a business

ness functions (e.g., marketing, opera-
tions) is a critical decision as it affects the
business strategy of the firm. In order to
maximize the wealth of common stock-
holders, managers must ensure that the
organizational resources are allocated
efficiently and effectively among busi-
ness functions as overall rate of return to
ordinary shareholders is determined by
the aggregate sum of earnings generated
by the business. Each function of an or-

has an impact on the business strategy
and ultimately the performance of the
organization.

D. Ravasi and M. Schultz (2006)
identify organizational culture as a set
of shared mental assumptions that guide
interpretation and action in organiza-
tions by defining appropriate behaviour
for various situations. It is a unique be-
haviour of members accepted within the
organization in achieving the corporate
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strategy. It is therefore apparent from con-
temporary thoughts that the corporate
culture is about how the members of the
organization influence the business strat-
egy and the value system governing the
conduct of business towards achieving
the business (corporate) strategy. The be-
haviour of members within the organiza-
tion is therefore a deterministic element
of the value (or strategic corporate worth)
of business. The literature recognizes the
behaviour of organizational members as
a salient feature of the corporate culture
(see e.g., Kotter 1992; Kotter and James,
1992; Shrafritz and Ott, 1992; Deal and
Kennedy, 2000; Charles and Gareth, 2001;
Schrodt, 2002; Serensen, 2002; Nelson
and Quick, 2011; Schein, 2011; Kotter,
2012; Lunenburg, 2012) whereas Charles
and Gareth (2001) define organizational
culture as ‘the specific collection of values
and norms that are shared by people and
groups in an organization and that control
the way they interact with each other and
with stakeholders outside the organization’.

Corporate culture plays an impor-
tant role in financial management. Abdul
Rashid et al. (2003) examine the influence
of corporate culture and organizational
commitment on financial performance
in Malaysian firms and find that the cor-
porate culture is significantly related to
the organizational commitment and cor-
porate performance. They also find that

the organizational commitment has an
influence on the financial performance.
K. Kant (2017) carries out a survey on the
relationship between corporate strategy
and profitability of 96 firms from various
sectors with different sizes. The respond-
ents of the firms in the sample consist
of top management executives such as
chief executive officers, managing direc-
tors, directors. The study finds that the
firms whose culture aligned with busi-
ness (corporate strategy) strategy tend
to report higher profitability than that of
firms whose culture is not aligned with
corporate strategy which report lower
profitability. He also emphasizes that
“The organizational culture affects the way
employees interact with each other, with
customers and other stakeholders, besides
their perception of the organization. This,
in turn, impacts other stakeholders’ percep-
tion about the company, adds Bhinge'.
National culture differs from or-
ganizational culture (Denison, 1990)
although ‘people’ factor is involved in
bother cultures and the culture can be
viewed as a behaviour of ‘people’ involved
in an organization. M. O. Agwu (2014)
finds a significant relationship between
organizational culture, and increased
employee commitment and productivity
in National Agency for Food and Drugs
Administration and Control in Nigeria.
The following chart (Figure 1) illustrates
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Fig. 1. Corporate culture and corporate value
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the linkage between ‘people’ and corpo-
rate value in brief.

As figured above, the values of individ-
ual agents drive the behaviour and these
values are assumed to be homogeneous
and aligned with the corporate strategy.
It is however assumed that these values
are not aligned with agents’ own objec-
tives and there is no agency problem (i.e.
conflict of interest between agents and the
equity holders) in the firms under consid-
eration. Behaviour of agents collectively
determines the results of the organization.
The line two views the process from finan-
cial management perspective whereas line
one views such from general management
perspective.

The profitability determines the ulti-
mate value of the firm as retained earn-
ings are carried forward in reserves for
equity holders. Eventually, the profitabil-
ity determines the ultimate value of the
stake of common stocks and the profit-
ability is achieved through the direct ac-
tions of members of the organization
which reflect the perceived behaviour.
On the other hand, the theories of mar-
ket efficiency suggest that the human be-
haviour is not a deterministic function of
shareholder wealth (See e.g., Fama, 1965).
E. de Jong and R. Semenov (2002) dem-
onstrate that cultural elements such as
uncertainty avoidance and higher levels
of masculinity have an impact on equity
market development whereas C. W. Sena-
rathne et al. (2017) examine the relation-
ship between national cultural dimension,
collectivism-individualism and the stock
market return of ten well established stock
exchanges of the world and find no sufhi-
cient evidence to generalize the existence
of such relationship in the stock markets.
The linkage between stock return and cor-

porate culture when human behaviour is
governed by a firm-specific value system
is not broadly documented in the litera-
ture. However, a number of scholars such
as R. Comment and G. W. Schwert (1995),
D. Yermack (2006), D. Kadyrzhanova and
M. Rhodes-Kropf (2011), V. Cunat et al.
(2012) and J. Asker et al. (2014) discuss
about the effect of shareholder govern-
ance on firm value. A recent work of
Popadak (2015) finds that the corporate
culture is an important element through
which the shareholder governance affects
the firm value because shareholder gov-
ernance is associated corporate culture.
It is therefore plausible to surmise that
corporate cultural behaviour may influ-
ence the shareholder return when firms
do not align their culture with corporate
financial objectives. Note that the priority
is given to strategies that are directly re-
lated to shareholder wealth maximization
principle.

The objective of this paper is to ex-
amine the relationship between com-
mon stock return and corporate cultural
behaviour of randomly selected twenty
listed firms from the Shanghai Stock Ex-
change. The particular research questions
of this study include; whether the corpo-
rate cultural behaviour impacts common
stock returns and under what conditions
it impacts shareholder expectations and
corporate governance. The tasks and
research methods include computing
the value of variable , which reflects the
corporate cultural behaviour, according
to the conceptual framework and apply-
ing Ordinary Least Square (OLS) regres-
sion technique to determine the impact of
corporate cultural behaviour on common
stock return. Further, Binary Logistic Re-
gression technique is used to understand
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the reasonableness of the role of tempera-
ture in the computations and final regres-
sions. The results show that the corporate
actions derived from corporate cultural be-
haviour do not impact stock return when
firms do not align their operations with
direct interest of shareholders and com-
mon stockholders tend to claim a premium
when their expectations are not met by the
firms in the course of business operation.
Section two provides the methodologi-
cal framework for the study and section
three discusses the findings, along with
sample selection and descriptions of data.
Section four provides concluding remarks.

Methodological framework

In order to identify the relationship be-
tween return of equity holders and corpo-
rate culture, one must assign a numerical
measure for corporate cultural behaviour.
A number of scholars in the finance lit-
erature consider weather variables such
as temperature, rain, sunshine as quanti-
tative measures of mood (see e.g., Saun-
ders 1993; Hirshleifer and Shumway 2003;
Keef and Roush, 2007) and the relation-
ship between weather and human behav-
iour as mediated by human mood is well
established in social psychology (see e.g.,
Bell and Baron, 1976; Cunningham, 1979;
Howarth and Hoffman, 1984). Saunders
(1993). The relationship between weather
and human behaviour is clearly negative
because the influence of bad weather (e.g.
high temperature) results in poor mood
state that leads to deviation in the normal
behaviour of human, for example, aggres-
sion, anger. Trading (trading decisions)
under the condition of affected behaviour
is therefore not optimal. Hence, it im-

pacts the price change process negatively.
D. Hirshleifer and T. Shumway (2003) and
many others demonstrate that the human
behaviour influences stock price changes.
Each operational event of a firm re-
sults in change in wealth of equity hold-
ers which will theoretically be the change
in the market price (cum dividend) of
the firm. Assume that the book value per
share of firm 7 at time ¢ (V) is equal to
the market value (price) P, of firm i at
time ¢ because the firm’s stock is trading
in a market which largely converges to a
Tobin’s (1984) or Roll’s (1988) version of
efficiency. Each operational event is asso-
ciated with human behaviour of ‘people’
within the firm which is observed by the
operational time of the market (i.e. the
trading event) such that a new equilib-
rium market price is determined. The re-
turn r, attributable to equity of firm i at
time ¢ becomes r, =(P,-P,_)/P,,.In
the sense of Black (1972), return of com-
mon stock holders can be forecasted in an
efficient equity market in such way that;
’}t:ﬂo-l—ﬂmrmt—‘rgt’ (1)
where 7, is the return on market
portfolio at time ¢ and ¢, is payoffs at-
tributable (stochastic noise) to equity
holders on firm-specific information
events (i.e. human operation) observed
at each operational time ¢ in the market
and B, +B,r,, isthe mean (let it also be
denoted as u ) of return conditional on
information set / available to investors
at time ¢ (note that payoffs ¢, is under
direct control of the individual firms).
On the assumption of classical Ordinary
Least Square (OLS) regression for ho-
moscedasticity of residuals, E(¢,|r,,)=0 .
Since the market is assumed to be
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efficient, E(g,|n,)>0 where n, is the op-
eration n at time ¢. Also, at each opera-
tion directed by observation » at time ¢,
&g |n, ~ N(O,oznt) (see Clark, 1973;
Lamoureux and Lastrapes, 1990; Senar-
athne and Jianguo, 2017; Senarathne and
Jayasinghe, 2017; Senarathne and Long,
2018 for a complete exposition). The mar-
ket is assumed to be efficient so that the
expectation of price changes conditional
on firm-specific information events or
corporate actions n observed at each op-
erational time, E(r|n)20. E(yn,)=0
because the equity holders receive noth-
ing from the market expectation (stock
price changes are assumed to be com-
pletely random and determined only by
the number of firm-specific new informa-
tion arrival at the market on every corpo-
rate action) as price increments P, — P,
are subordinated to &, and an increasing
function of ¢ (see Clark, 1973, p. 139).
Temperature is used as the numeri-
cal proxy for mood state that acts as a
mediator between human behaviour and
weather on the assumption that the or-
ganizational culture is influenced by the
mood state of human resources or ‘people’
of the organization. On the other hand,
scholars demonstrate that the national
culture influences employee behaviour in
a work setting (see Schneider, 1988; Smith
et al., 1996; Lok and Crawford, 2004) and
their individual behaviour in general (see
especially Schuler and Rogovsky, 1998). It
is however assumed that individual dif-
ferences of ‘people’ within the organiza-
tion do not affect the corporate culture.
The general behaviour of ‘people’ induced
by mood states becomes a corporate cul-
tural behaviour when ‘people; as human
resource, are attached to a particular
organizational setting surrounded by a

value system unique to the particular or-
ganization. When ‘people’ become human
resource of an organization, a unique be-
haviour is formed within the organiza-
tion that distinguishes from the general
behaviour of ‘people’ (when they are out-
side the organization). A good example to
explain behavioural change with respect
to this phenomenon is that, consider an
unconstrained and constrained mind
when a person before and after seeing
the notice of ‘CCTV camera in operation’
in the circumstances. Organizations de-
velop their own values and culture within
the particular work setting (see Hofstede,
1985; 1994; 2001). In some sense, people’
suppress their real behaviour when they
are attached to a particular work setting,
governed by a unique value system. J. M.
George and G. R. Jones (1996) specifi-
cally argue that the mood of employee is
a critical determinant of behaviour. Mood
fluctuates over time and the changes in
mood state determine the particular cul-
ture at work. This is further testified by
the work of Rest (1986) who suggests that
mood may cause organization-wide con-
sequences at the individuals’ anticipation
and business decision making process.
Human behaviour is part and parcel of
the business operation, leading to achiev-
ing the ultimate objective of maximizing
the value of business. Therefore, the em-
ployee behaviour is a determinant of the
ultimate outcome of business process (i.e.,
value of firm). Corporate culture could
ultimately be formed by the value attrib-
utable to corporate behaviour as a whole.
Each operational event of an organization
is driven by a particular behaviour of its
‘people’ which is observed by each trade
of the firm’s equity at the market and each
trade results in a new equilibrium price
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determined in the market. Let C, be
the corporate cultural behavior of firm
i and b denotes the general behavior
(when ‘people’ are not constrained by an
organizational specific value system) me-
diated by mood state. At each operational
event of the firm associated with corpo-
rate cultural behaviour (firm-specific) is
observed by n number of observations
(note that the firm-specific information
is available to equity holders at each ob-
servation of corporate cultural behaviour)
at operational time ¢ which results in ¢,
amount of payoffs attributable to equity
holders.

C,=b e
Jj=1

Such that & = Z?Ll i where 6j is
the jth intraday price increment at time
t which is summed up over a monthly
data horizon (see Lamoureux and Las-
trapes (1990) p. 222 for a similar prepo-
sition). With time subscript (operation-
al time), equation 2 can be written as
Ciy = Z?Ll b;|&.| (a similar preposition is
adopted in Ajzen, 1991). The logic of ob-
taining fitted residuals from the equation
regressing return on market return rather
than regressing market price on index val-
ue is that the price change, for example,
from B, | to P, is associated with or due
to corporate actions. Temperature is taken
as a proxy for b in line with the existing
literature (see especially Cao and Wei,
2005). Then, the relationship between
corporate cultural behaviour and the
common stock return could be examined
by the following equation in the sense of
D. Hirshleifer and T. Shumway (2003).

(2)

1, =0,+BC +BTEMF + BRAIN, +v,, (3)

where v, is assumed to be well be-
haved. Under null hypothesis of corporate
cultural behaviour influences stockholder
return B, should be statistically significant
and negative. Specifically, poor mood state
affected by bad weather should result in
lower return and, vice versa. TEMP and
RAIN are the control variables namely
the temperature and rain at respective
operational time. When this behaviour is
standardized with respect to n, amount
of firm-specific or corporate specific op-
erational events or behavioural actions
accruing &, amount of payofts (firm-spe-
cific payofts) to their equity holders, poor
corporate (cultural) behaviour (corporate
cultural behaviour will be poor when C,
is high) should result in lower return and,
vice versa. The corporate actions are in-
duced by a particular behaviour within
the corporation. Note that, not only inves-
tors who trade in stocks but also the mood
of ‘people’ within the firms are affected
by bad weather. Sign of the coefficient is
more important in order to establish the
expected relationship and the significance
is dependent upon, to what extent the cor-
porate culture is aligned with shareholder
value maximizing principle (i.e., meeting
the expectations of shareholders).

The coefficient estimates may however
be subject to significant variation in met-
rological phenomenon of cities. Although
the temperature is a medically testified
proxy variable for mood state (see espe-
cially Keller et al., 2005), one must estab-
lish the fact that the sign of the coefficients
truly represents the relationship between
human behaviour and stock return. Con-
sider the following specification,

(4)

it

P(r, >0)=a, + B,TEMP +v,
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where g, is the estimate from the logit
regression and v, is the error term which
is assumed to be well behaved. The corre-
sponding probability (p) of the estimate
at unity (a variable) is given by,
ol ASTEMP)
0> 0) =y ©)

In order to ensure that the equation
(3) is specified in this respect, the follow-
ing logit regression model is employed
where the parameters are estimated by
Maximum Likelihood (ML) method.

M(L
I-p

For logit regression,
Y =a, + S, TEMP +v, where Dummy var-
iable Y takes the value 1 for all positive
return observations and the coefficient
B, should be negative and statistically
significant if equation (3) is specified as
per the conceptual model (see Table 2 for
estimated probabilities).

]:al+,86TEMP+v, (6)

Data and findings
Data

Twenty listed firms are selected from the
firms listed in the Shanghai Stock Ex-
change on a random sampling basis. Type
A shares (where only local counterparts
are allowed to trade) are given high pri-
ority in the sample selection (the sample
includes type A-shares) in order to ensure
the reflection of country specific human
behavioural factors in line with the con-
ceptual framework. Returns are generated
for a sampling period of 19 years from 31*
January 1997 (including January 1997) to
31 December 2015. Data are available on

webpage of the Shanghai Stock Exchange
and Yahoo Finance webpage https://
finance.yahoo.com/. Month end clos-
ing prices are adjusted for dividend and
stock splits. Dividend data for each firm
are available at Yahoo Finance webpage.
Monthly temperature data are obtained
from Climate Change Knowledge Portal
(CCKP) webpage of World Bank Group.
Some descriptive statistics of the sample
data are given in Table 1.

Empirical findings

Except for firm 9, 17 and 20 whose uncon-
ditional returns are normally distributed,
unconditional distributions of return and
the variable computed for corporate cul-
tural behavior (C) are clearly nonnor-
mal as JB test statistic exceeds its critical
value of 5.99 at 5% statistical significance
level. Statistical properties such as skew-
ness and kurtosis of return and C exist for
firms violating normality assumption. The
minimum value of C is less than zero and
maximum value is positive for all firms,
justifying sufficient variations in weather
conditions under four seasons namely
summer, winter, spring and autumn. China
provides a good support for the conceptual
framework given the significant variation
in the weather (i.e., temperature) over the
four seasons (see Zhang et al,, 2017). Ex-
cept for firm 8, the null hypothesis for re-
turn and C having unit root under ADF
test is rejected for all firms as the test sta-
tistic falls below the critical value of -2.87
at 5% significance level. However, variable
C of firm 8 is subject to a unit root as the
test statistic remains at -1.919. Regres-
sion for each firm covers a good number
of observations to invoke the law of large
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Table 1. Descriptive statistics of sample

No Firm V.ble (Obs| JB | ADF | Mean |Median| Max | Min ls)ti’ Skew | Kurt
1 Kunwu Jiuding In- r 224 | 1743 | -12.62 | 0.007 | 0.000 | 1.235 | -0.419 | 0.164 | 1.780 | 16.19
vestment Holdings c 224 | 184 | -8.842 | 0.766 | 0.269 | 7.674 | -2.430 | 1.593 | 1.614 | 6.061
. . r 222 | 152 | -12.66 | 0.003 | -0.002 | 0.680 | -0.541 | 0.133 | 0.077 | 7.063
2 Citic Guoan Wine
c 222 | 232 | -9.535| 0.495 | 0.250 | 4.596 | -1.734 | 1.016 | 1.570 | 6.914
. 224 | 7.0 |-14.72 | 0.010 | 0.005 | 0.397 | -0.441 | 0.124 | -0.021 | 3.863
3 China Meheco
r 224 | 169 | -2.958 | 0.558 | 0.238 | 4.668 | -0.968 | 0.941 | 1.603 | 5.797
4 China Resources c 224 | 313 | -5.258 | 0.006 | 0.013 | 0.342 | -0.697 | 0.122 | -1.224 | 8.251
Double-Crane r 224 | 1414 | -8.665 | 0.663 | 0.281 | 8.544 | -1.840 | 1.323 | 2.717 | 14.04
5 | Shanghai Maling c | 222 896 | -14.84 | 0.009 | 0.006 | 1.009 | -0.552 | 0.152 | 1.186 | 12.55
Aquarius r 222 | 656 | -9.402 | 0.703 | 0.306 | 7.629 | -4.986 | 1.445 | 1.960 | 10.45
Lo . c 223 | 150 | -15.29 | 0.004 | 0.004 | 0.579 | -0.709 | 0.146 | -0.511 | 6.892
6 | Xinjiang Tianye Co.
r 223 | 9643 | -8.322 | 0.677 | 0.288 | 14.03 | -1.819 | 1.481 | 4.292 | 34.05
” China Cyts Tours c 217 | 83.5 | -13.21 | 0.010 | 0.006 | 0.499 | -0.531 | 0.125 | -0.086 | 6.034
Holding r 217 | 787 | -9.068 | 0.575 | 0.226 | 8.073 | -2.145 | 1.133 | 1.946 | 11.48
3 Hubei Xingfa c 199 | 212 | -14.24 | 0.003 | 0.007 | 0.542 | -0.649 | 0.134 | -0.678 | 7.880
Chemicals r 199 | 1435 | -1.919 | 0.599 | 0.215 | 8.677 | -1.937 | 1.220 | 2.719 | 14.97
9 Sundy Land ¢ |224| 1.7 |-14.09 | 0.003 | -0.002 | 0.366 | -0.480 | 0.146 | -0.168 | 3.267
Investment r 224 | 86.3 | -10.24 | 0.680 | 0.341 | 5.436 | -2.260 | 1.201 | 1.183 | 4.909
10 Eastern Gold Jade c 223 | 291 | -16.32 | 0.009 | 0.009 | 0.950 | -0.875 | 0.185 | 0.121 | 8.596
Company r 223 | 7580 | -8.287 | 0.936 | 0.297 | 18.72 | -1.551 | 2.140 | 4.342 | 30.21
1 Easysight Supply c 223 | 10.0 | -13.60 | 0.005 | -0.002 | 0.392 | -0.441 | 0.134 | -0.033 | 4.037
Chain Management r 223 | 505 | -9.867 | 0.553 | 0.203 | 6.804 | -2.900 | 1.169 | 1.775 | 9.465
| | Guangzhou Devel- | ¢ | 222|609 | -15.17 | 0.005 | 0.001 | 0483 | -0.425 | 0.118 | 0353 | 5467
opment Group r 222 | 69.7 | -8.877 | 0.387 | 0.216 | 3.333 | -2.559 | 0.788 | 0.787 | 5.249
13 Sichuan Mingxing c 223 | 544 | -14.70 | 0.001 | 0.005 | 0.370 | -0.478 | 0.115 | -0.434 | 5.258
Electric Power Co r 223 | 338 | -4.667 | 0.425 | 0.228 | 4.562 | -1.859 | 0.866 | 1.611 | 8.109
14 Jiangsu Etern Co., c 220 | 39.0 | -13.37 | 0.008 | -0.001 | 0.573 | -0.544 | 0.139 | -0.060 | 5.059
Ltd. r 220 | 673 | -9.121 | 0.548 | 0.229 | 7.106 | -1.634 | 1.133 | 2.162 | 10.39
15 Zhe Jiang Dong Ri c 219 | 1232 | -13.96 | 0.006 | 0.002 | 0.970 | -0.456 | 0.138 | 1.404 | 14.28
Co., Ltd r 219 | 484 | -9.365 | 0.523 | 0.214 | 5.894 | -1.317 | 1.052 | 2.026 | 9.056
16 Jinyu Bio-Technolo- c 204 | 3033 | -18.23 | 0.017 | 0.020 | 1.304 | -0.944 | 0.172 | 1.121 | 21.75
gy Co., Ltd r 204 | 2308 | -8.728 | 0.435 | 0.193 | 4.446 | -8.716 | 1.280 | -1.664 | 19.14
17 Chongging Three c 221 | 0.1 |-15.40 | 0.007 | 0.007 | 0.376 | -0.301 | 0.122 | -0.042 | 3.026
Gorges Water r 221 | 58.1 | -10.31 | 0.511 | 0.312 | 4.094 | -2.344 | 0.942 | 0.895 | 4.763
18 Jiangsu Hongtu c 213 | 41.6 | -12.57 | 0.005 | 0.003 | 0.476 | -0.520 | 0.134 | 0.148 | 5.144
High Technology r 213 | 1181 | -8.543 | 0.588 | 0.278 | 7.843 | -1.686 | 1.234 | 2.666 | 13.22
Lo | Shanxi Lanhua ¢ |205]| 102 | -13.05 | 0.011 | 0.004 | 0.630 | -0.470 | 0.138 | 0.536 | 6.293
Sci-Tech Venture r | 205| 317 | -8.557 | 0.495 | 0.229 | 5.375 | -2.710 | 1.020 | 1.653 | 8.124
20 China Railway c 212 | 49 |-13.69 | 0.007 | 0.001 | 0.374 | -0.367 | 0.118 | -0.011 | 3.743
Tielong Container r 212 | 44 |-9.878 | 0.529 | 0.256 | 3.405 | -1.418 | 0.941 | 1.042 | 3.835
. T |221] 199 | -3.14 | 7.144 | 8.356 | 20.60 | -10.82 | 9.747 |-0.186 | 1.598
Control variables*
R 221 | 23.1 | -3.167 | 47.45 | 36.96 | 128.9 | 4.073 | 34.85 | 0.627 | 2.030
Notes:

1.JB - Jarque-Bera test statistic for normality. Under null hypothesis for normality, critical value of X2 (2) distribution at 5%
significance level is 5.99
2. ADF- Augmented Dickey-Fuller test statistic for stationarity of returns for maximum 15 lags. Under null hypothesis for
residuals having unit root, the critical value at 5% significance level is -2.87.

3. T stands for TEMP and R stands for RAIN.
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Table 2. Empirical test results

No Firm B., B, B, B, Bs p
1 | Kunwu Jiuding Investment Holdings ((1).}52) ;(_)10%;; 203(];:;1))5 _({095(;2;1 -(01'%2975*; 49%
(| oo | oo | e o
| o[t o T o | e oo
4 China Resources Double-Crane ?6?994:) (_—020942283 (02(2)(21243 _({(3175(;2;1 ;(_)10;;;; 62%
| g | 35 | oo sk oo
| e | oo T | o
|| oot nanng | o Ttk | e o
8 Hubei Xingfa Chemicals (06919;:) (_-0109?;98; ((1)(1)81) iozg(;gf (:gg;;l) 54%
| s | S 000 | e e | o
10 Eastern Gold Jade Company (0691626;) (82313;) (:ggg;) 108::;7);1 (gggf) 52%
11 | Easysight Supply Chain Management ((211::) (gggi) _?_?%21:; _(?_’13]13;;;1 (_—02(;35363 53%
12 | Guangzhou Development Group (12013;) (:8?2;) _(?06;(5)? %Ooil;g‘)l (:(1)341;21) 52%
13 | Sichuan Mingxing Electric Power Co ((1)19322) (:82?2) _(?03222;1 1015;2‘)1 _?—?26?1:)* 56%
| e | o[ o T e | |y
5| e | 00| ot T oo e | o
16 Jinyu Bio-Technology Co., Ltd (07941563 (:ggjg) (2(1)(5)2) t()ofigé)l (:(1)3(1)3) 62%
7| cron s | o T s | e
18 | Jiangsu Hongtu High Technology ?798467;) (:?gég) _(?04]65;2? 104::;;‘)1 (:(1)(1);;) 54%
19 Shanxi Lanhua Sci-Tech Venture (IIIIZZ;) (:8222) 7(?0459(2);1 7(?025(;(5 (:(1)(2)(1)2) 56%
20 | China Railway Tielong Container (()996(?313 ZOSOEég? _(902;(2)? _(%OO(I:E?E); (:(1)(1);3) 53%
Notes:

1. Asymptotic t-statistics appear in parenthesis.
2. Newey and West (1987) procedures for the estimate of regression coefficients on the robust standard errors for consistent
heteroskedasticity and autocorrelation have been used.

3. *Statistically significant at 5% significance level.

4. ** Statistically significant at 10% significance level.
5. *** Statistically significant at 15% significance level.
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numbers (i.e., central limit theorem). The
distributions of temperature and rain data
are highly nonnormal and shown to have
unit roots as null hypothesis of ADF is ac-
cepted at 5% significance level.

As Table 2 outlines, beta coefficients of
19 firms are highly statistically significant
at 5% significance level. Coeflicient p,
that measures the magnitude of changes
in stock return in response to corporate
cultural behavior becomes negative and
statistically significant for 4 firms (2 firms
at 5% significance level and 2 firm at 10%
significance level) rejecting the null hy-
pothesis of the study. More importantly,
the coeflicient S is negative for 15 firms
in the sample which establishes the ex-
pected relationship between corporate
cultural behavior and common stock re-
turn. The significance depends on the ex-
tent to which the firms align their corpo-
rate actions (or cultural behaviour) with
the expectations of shareholders. As Table
4 shows, the total and the average Stand-
ardized Dividend Yield (SDY) (reflects the
basic idea of Treynor (1965)) of 3 firms
whose coefficient f, becomes significant-
ly negative are substantially higher than
the total and the average SDY of 15 firms
whose S is not statistically significant
and negative. These results imply that the
corporate cultural behavior impacts stock
returns only when the corporate actions
are directed towards shareholder wealth
maximization. When corporate actions
do not lead to compensate its sharehold-
ers (or the corporate culture is not aligned
with shareholder wealth maximization
principle), the attention of equity inves-
tors (traders) is not drawn to firm-specific
operational events/segments and, as such,
the corporate cultural behaviour does not
impact stock returns of such firms. The

coeflicient of temperature ( £, ) is negative
and statistically significant for only one
firm and none of the coeflicients of rain
(f,) is negative and statistically signifi-
cant in the model specification (03).

Alignment of corporate culture (cor-
porate actions) with shareholder wealth
maximization principle could be meas-
ured, for instance, by the extent to which
the firm compensates its equity holders
in the form of dividends. The number of
times or the average divided distribution
during the sampling period does not in-
dicate the true equity compensation be-
cause the equity investors are exposed to
market risk at different degrees of opera-
tions of each firm which is beyond their
direct control. Firms managers need to
pay attention to this aspect in order to
manage shareholder risk as a practice of
good governance. The firms’ operations
critically impact the extent to which the
equity holders could reduce their expo-
sures to systemic risk by appropriately
diversifying the stock portfolios. As such,
the equity compensation should be esti-
mated with reference to systematic risk of
the security (or firm) in question.

Shareholders are more concerned about
their stake and whether the firm aligns the
corporate culture (corporate actions) with
shareholder wealth maximization princi-
ple, for example, adequately diversifying
the business portfolio in order to eliminate
the excessive risk and provides a decent re-
turn to stock holders, commensurate with
the market risk. As such, these firms do
not provide sufficient amount of payofts
for equity holders by taking appropriate
corporate actions in managing the funds
invested in the firms’ equity capital.

The coefficient S, under logit regres-
sion is negative for 19 firms in the sample.
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Table 3. Details of equity compensation

Avg.
. Total Avg. Dividend | , . Avg. | Systematic
No Firm Dividend | Dividend | Yield | "™ | price | Risk(sR) | DY/SR
(DY)
p | Kunwujiuding Invest- 1.035 0.148 0022 | 7.000 | 6780 0.000 | 8932%
ment Holdings
2 Citic Guoan Wine 0.025 0.025 0.004 | 1.000 | 5.640 0.808 | 0.55%
3 China Meheco 3371 0211 0.042 | 16.000 | 5.050 1.391 3.00%
4 China Resources 2753 0.184 0017 | 15.000 | 10.860 |  0.189 8.96%
Double-Crane
5 Shanghai Maling 0.685 0.114 0.031 | 6.000 | 3.640 0.698 | 4.49%
Aquarius
6 Xinjiang Tianye Co. 0.505 0.063 0012 | 8000 | 5210 0.893 1.36%
7 China Cyts Tours 2.550 0.142 0.019 | 18.000 | 7.480 0720 | 2.63%
Holding
8 | Hubei Xingfa Chemicals | 2.345 0.130 0013 | 18.000 | 9.770 0.976 1.37%
9 Sundy Land Investment 0.218 0.036 0.009 6.000 3.890 1.475 0.63%
10 Eastern Gold Jade 0.389 0.078 0019 | 5.000 | 4.030 0.871 2.22%
Company
11 | FasysightSupply Chain | 0.102 0017 | 4.000 | 5900 0.448 3.85%
Management
1o | Guangzhou Development |, ) o0 0.183 0.035 | 18.000 | 5.240 1.074 3.25%
Group
13 | Sichuan Mingxing Elec- |, ;g 0.083 0.010 | 14.000 | 8.450 0.849 1.15%
tric Power Co
14 | Jiangsu Etern Co., Ltd. 1.457 0.104 0.038 | 14.000 | 2.740 1480 | 2.57%
15 | Zheliang 3 zng Ri Co., 0917 0.083 0.018 | 11.000 | 4.720 0.832 2.12%
16 | JinyuBio-Technology 3.182 0212 0.051 | 15.000 | 4.150 0.832 6.15%
Co., Ltd
17 | Chongaing Three Gorges |, )\ 0.095 0.040 | 13.000 | 2.360 0.636 6.36%
Water
1g | Jiangsu Hongtu High 0.476 0.053 0.009 | 9.000 | 5.660 0.804 1.16%
Technology
Jg | ShamxlLanhuaSci-Tech |, - 0.279 0.036 | 15.000 | 7.780 1.893 1.89%
Venture
z0 | ChinaRailway Tielong 1, o, 0.070 0.015 | 13.000 | 4.830 0.671 | 217%
Container

Note: Systematic Risk (SR) is computed as J:” ﬂ 2

m
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This confirms that the temperature nega-
tively impacts the likelihood of occur-
rence of positive returns. Coeficient S,
of 10 firms is statistically significant at
varying significance levels (4 firms at 5%
significance level, 4 firms at 10% signifi-
cance level and 2 firms at 15% significance
level). The corresponding estimated prob-
abilities of observing positive return un-
der the specification (4) or (6) are report-
ed in Table 2. The recorded probability is
55% on average (20 firms).

As compensation details provided in
Table 4, stocks of firms whose 3, becomes
negative and statistically significant do not
demand a greater premium for systematic
risk (0.63) when compared with the stock-
holders of other firms whose £, is not sta-
tistically significant (0.95). Note that the
risk premium claimed on financial leverage
is assumed to be zero. Meeting shareholder
expectations in terms of firms-specific
(corporate) actions (for example, invest-
ment in a positive net present value invest-
ment project in order to increase Return
on Equity (ROE)) is expected to be weaker
in these firms as shareholder returns are
determined largely by the information seg-
ments or events that are beyond the direct

control of individual firms (e.g. economic
and political factors). As such, trading on
these information variables, without suf-
ficient payoffs accruing from individual
firm-specific events or corporate actions,
requires shareholders to demand an addi-
tional risk premium (see the comparison
made in Table 4).

Conclusion

E. M. Saunders (1993) and many others
have shown that the human behaviour de-
termines the magnitude of price changes.
Primarily, this proposition has been de-
fended in the literature considering mood
state of individual investors altered by
weather variables, although it is soundly
rejected in some instances (see especially
Kriamer and Runde, 1997). When ‘people’
are attached to a particular work setting,
a specific behaviour is formed which dis-
tinguishes from the behaviour of ‘people’
when they are not constrained by a cor-
porate specific value system. As such, it
is highly likely that the corporate specific
behaviour may impact the return of eq-
uity holders.

Table 4. Summary of equity compensation and regression results

B, is statistically significant and negative f, is not statistically significant
Element (3 firms*) (15 firms)
Total Average Total Average
Total Dividend 7.65 2.55 19.05 1.27
Dividend Yield (DY) 4.92% 1.64% 34.54% 2.30%
No. of times** 51.00 17.00 152.00 10.13
Systematic Risk (SR) 1.88 0.63 14.26 0.95
SDY=DY/SR 12.96% 4.32% 39.92% 2.66%
Notes:

L. * Firm 1 has been eliminated from the comparison due to substantially lower coefficient 5 reported.

2. **Paid during the sample period.
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The regression of common stock re-
turns on the numerical variable com-
puted for corporate cultural behaviour
produces statistically significant negative
coefficients for only three firms whose
corporate actions, derived from corpo-
rate specific behaviour, are directed to-
wards shareholder wealth maximization.
As such, the corporate cultural behav-
iour does not impact stock returns when
firms do not align their operations with
the interest of shareholders. The results
also reveal that, when the firms pay less
attention (by way of equity compensa-
tion) to its shareholders in the course of
operation, the corporate culture does not
impact the return required by the ordi-
nary shareholders as their trading is not
justified by operational information seg-
ments or events under direct control of
the organizations. Rather, the equities are
traded largely on the information seg-
ments or events that are beyond the direct
control of individual firms (e.g., economic
and political factors).

The appropriateness of temperature as
a proxy variable for mood state of individ-
ual investors has been testified by the sign
of logit regression coefficients. The results
also reveal that the mood proxied by tem-
perature has a negative impact on the like-
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IMONIY KULTURINIO ELGESIO |TAKA BENDRAJAI AKCIJY GRAZAI: KELETAS |MONIY

VALDYMO PADARINIY
Santrauka

Kiekviena verslo organizacija siekia pelno, o tai ga-
liausiai lemia pagrindiniy akcininky turts. Verslo
veiklos metu organizaciniy iStekliy paskirstymas
tarp verslo funkcijy (pavyzdziui, rinkodara, opera-
cijos) yra kritiSkai svarbiis sprendimai, turintys jta-
kos jmonés verslo strategijai. Siekiant maksimaliai
panaudoti pagrindiniy akcininky turta, vadovai turi
uztikrinti, kad organizaciniai istekliai baty veiks-
mingai ir efektyviai paskirstyti tarp verslo funkcijy,
nes bendroji pelno norma eiliniams akcininkams
yra nustatoma pagal bendra verslo pajamy suma.
Kiekvieng organizacijos funkcija reglamentuoja
organizacijos vertybiy rinkinys. Siekiant finansiniy
tiksly ypac svarbu kiekybiskai jvertinti ir apsvarstyti
verslo vertybes (verslo kultaros vertybes). Kita ver-
tus, verslo vertybiy sistema turi jtakos verslo strate-
gijai ir organizacijos veiklai.

Sio straipsnio tikslas - i$nagrinéti santykj
tarp bendrosios akcijy graZzos ir jmoniy kultarinio
elgesio dvidesimtyje atsitiktinai atrinkty Sanchajaus
akciju birzos jmoniy. Konkretds $io tyrimo
klausimai: ar jmoniy kultirinis elgesys daro jtaka
bendrajai akcijy grazai ir kokiomis salygomis $i jtaka
daroma akcininky lakes¢iams ir jmoniy valdymui.
Tyrimo uZduotys ir metodai apima kintamojo
C verte, atspindincig jmoniy kultarinj elgesj pagal
konceptualyjj pagrinda ir taikant jprasta maziausiy
kvadraty (angl. Ordinary Least Square, OLS) regre-
sijos metoda, siekiant nustatyti jmoniy kultarinio
elgesio poveikj bendrajai akcijy grazai. Be to, dveje-
tainés logistinés regresijos modelis naudojamas sie-
kiant suprasti temperattiros vaidmens pagristuma
skai¢iavimuose ir galutinése regresijose.

Bendrosios akcijy grazos mazéjimas skaiciuo-
jant skaitinj kintamajj, kuris susijes su jmoniy

kultariniu elgesiu, rastas statistiSkai reik§mingas
neigiamas koeficientas tik trijose jmonése, kuriy
korporaciniai veiksmai, kylantys dél jmoniy speci-
finio elgesio, yra nukreipti j akcininky turto didi-
nima. Taigi, imoniy kultarinis elgesys neturi jtakos
bendrajai akcijy grazai, kai jmonés nesuderina savo
veiklos su akcininky interesais. Rezultatai taip pat
atskleidzia, kad tuomet, kai jmonés savo veikloje
skiria maziau démesio savo eiliniams akcininkams
(nuosavybés kompensavimo budu), jimonés kultara
nedaro jtakos paprasty akcininky reikalaujamoms
pajamoms, nes su jais susijusi prekyba néra pagrijsta
veiklos informacijos segmentais ar jvykiais, kuriuos
tiesiogiai kontroliuoja organizacijos. Siuo atveju
akcijomis prekiaujama daugiausia informacijos se-
gmentuose ar jvykiuose, kurie nepriklauso nuo tie-
sioginés atskiry jmoniy kontrolés (pavyzdziui, daug
lemia ekonominiai ir politiniai veiksniai).

Temperattros poky¢iy kaip individualiy in-
vestuotoju nuotaikos busenos kintamojo tinkamu-
ma liudija logistinés regresijos koeficienty zymuo.
Rezultatai taip pat atskleidzia, kad temperatara is-
reiksta nuotaika neigiamai veikia teigiamos grazos
tikimybe, o apskaiciuotos tikimybés yra didesnés uz
vidurkj. Priemoka uz rinkos rizikg, apskai¢iuota pa-
gal atskiry jmoniy sistemine rizika, i§ esmés yra di-
delé, kai jmonés nemoka kompensacijy (pagal SDY
vertinimg) akcininkams, atitinkantiems rinkos rizi-
ka. Sie faktai rodo, kad organizaciné kultiira vaidina
pagrindinj vaidmenj jmonés valdyme, susijusiame
su akcininky rizikos vadyba. Todél vadovai turéty
isiklausyti i rinka ir stengtis suprasti bendrujy akci-
ju kainy poky¢iy procesa kaip labai svarby jmonés
valdymui.



	Chamil W. SENARATHNE
	The Impact of Corporate Cultural Behaviour on Common Stock Return: Some Implications for Corporate G


