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Will the Prying Effect of Equity Investment Deteriorate
the Risk of Stock Price Crash?

LI Qingde LIU Chang LI Jin

( School of Economics and Management Shihezi University = Shihezi Xinjiang 832000 )

Abstract: This article calculates the leverage degree of equity investment in Chinese
listed companies by using the consolidated statements and individual statements of the par—
ent company and studies whether the degree of leverage has increased the risk of the com—
pany’ s stock price collapse and then evaluates the economic consequences of equity in—
vestment of “the small levers the big”. The study found that the company’ s equity in—
vestment leveraging behavior aggravated the parent company’ s controlling shareholder’ s
tunneling behaviors and subsidiary management’ s agency problems making the compa—
ny’ s equity investment leveraging a positive correlation with the company’ s stock price
collapse risk; furthermore the company’ s internal control level equity concentration
degree and increased institutional investors’ shareholding can help curb the risk of stock
price collapse caused by the expansion of corporate equity investment. Therefore we
should strengthen the construction of corporate governance mechanisms and the reform of
accounting standards and provide more useful decision—making information for the benefit
of enterprises stakeholders.

Keywords: Equity Investment; Prying Effect; Stock Price Crash Risk
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