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Effect of Non-tradable Share Stock on
Stock Market and Listed Company

WALLACE JUNFENG WEI
Cathay Fortune Corporation

Abstract The evolution of Chinese stock market is closely connected with the reform of Chi-
nese state-owned enterprise SOE  which makes the stock market have two characters firstly
state hold share dominates all other shares secondly the rate of tradable shares is very small. By
constructing a stock market equilibrium model the paper analyzes the effects of two characters on
the Chinese stock market and listed companies. Theoretically we find out that exist of non-trad-
able shares which makes the partition of tradable share market and non-tradable share market
distorts the discovering stock market prices mechanism. Therefore the stock prices could not be
the good information of disclosing the performance of listed companies and the volatility of stock
prices has close relationship with rate of tradable share. On the basis of our empirical analysis we
also find out that the higher rate of non-tradable share would lead to higher volatility of stock
price the exist of non-tradable share would affects the incentive and expected income of listed
company executives.
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