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The actual controller’s ownership and stock price crash risk

——theory and model based on the corporate governance

Gu Xiaolong, XinYu
(Sun Yat-sen Business School, Sun Yat-sen University, Guangzhou510275, China)

Abstract: This article explains the relationship between the actual controller’s ownership and
stock price crash risk under the framework of corporate governance. We attribute the crash to the
mismatch of residual claim and residual rights of control between different participants in the
enterprise. Through model, we find that: Under a given level of opaqueness, (1) the likelihood of
crash decreases with the increase of its ownership; (2) on the abandonment boundary, the
alignment effects help to avoid stock price crash; (3) propping means greater crash likelihood and
severity if the corporate doesn’t improve the corporate governance. These findings indicate that
corporate governance can affect stock price crash risk to some extent.

Key words: crash, crash likelihood, crash severity, alignment effect
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