Economic Management Journal
December 2024, Volume 13 Issue 4, PP. 205-215

Does Capital Market Liberalization Reduce
Stock Price Crash Risk?

—Evidence from Mainland China—Hong Kong Stock Connect

Hongxu Cao, Jianeng Zhu'
UTS Business School, University of Technology Sydney
TEmail: Jianeng Zhu@outlook.com

Abstract

Taking the Mainland China—Hong Kong Stock Connect as a quasi-natural experiment, this study adopts a difference-in-differences
(DID) approach to analyze the impact of capital market liberalization on stock price crash risk of Chinese listed companies. The
results show that the Stock Connect significantly reduces underlying firms’ stock price crash risk, and plausible underlying
mechanisms include improving corporate governance and increasing the information content of stock price. In addition, the effect is
more pronounced for firms that are not audited by Big 4 accounting firms, with low analyst attention, and of high marketization. The
conclusions remain valid through a series of robustness check. This study enriches literature on the economic consequences of capital
market liberalization and determinants of stock price crash risk. It also provides important insights for policy makers, listed firms,
and investors.
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