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Figure 1 Logical Analysis Framework of Research Hypothesis
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Table 2 Results for Descriptive Statistics of Variables

Ak ME  fEE BKE  BRME
ROA 0. 041 0. 062 0.271 - 0. 460
ROE 0.072 0.177 0.535 - 1.458
ROI 0. 068 0. 080 0. 398 - 0. 646
Pos 0.216 0.412 1 0
Gro_N 2.291 0. 607 3 2
Siz 21.764 1. 130 25.513 18. 552
Lev 0. 486 0. 190 0.953 0. 070
Gro 0. 008 3.729 0.307 - 0.009
Age 2.621 0. 352 3.332 1. 099
Boa 2.263 0. 190 2,773 1.792
In_Boa 0. 360 0. 042 0. 500 0. 250
OwnS 0. 147 0.112 0.591 0.011
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Table 3 Correlation Coefficients
ROA ROE ROI Pos Gro_ N Siz Lev Gro Age Boa In_Boa Own5
ROA 1
ROE 0.883"" 1
ROI 0.960**" 0.881"" 1
Pos -0.019 -0.075" -0.016 1
Gro_ N 0.016 -0.006 0. 062 0.366"" 1
Siz 0.073*  0.163™ 0.129*-0.049 0.087" 1
Lev -0.372*"-0.163"""- 0. 198" 0. 004 0.101"** 0.438*"" 1
Gro  -0.039 0.020 -0.042 0.102** 0.042 -0.077* 0.017 1
Age  -0.027 0.034 0. 024 0.051 -0.005 0.213"° 0.123"" 0.153"" 1
Boa -0.069*° -0.041 -0.047 -0.084"" -0.006 0.265"" 0.193"**-0.172""" 0.088"" 1
In_Boa 0.056 0. 049 0. 034 0.095* - 0.034 -0.158""-0.171""* 0.085" 0.021 -0.452"" 1
Own5  0.100"° 0.123"™" 0.093" 0.036 0.122*** 0.196"" 0.131"" 0.098"-0.263"" 0.012 -0.061 1
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Table 4 Short-term Market Response around Fraud
Regulation for Member Firms in Business Group
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Table 5 Long-term Market Response after Fraud
Regulation for Member Firms in Business Group
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Table 6 Performance Transfer Effect of Fraud Regulation

TRk Ak (S,) ekl (S, +8; +8;)
ROA ROE ROI ROA ROE ROI
5 0.023" 0. 042 0. 029 ~0.014°  -0.066"  -0.020"
05
(0.014) (0. 040) (0.018) (0. 008) (0.026) (0.011)
g 0.198 0. 093
(0. 094) (0.044)
—-—— 0.514 0. 108
(0.126) (0.060)
SO 3 0.205 0.151
(0.100) (0.044)
~0.054 ~0.190 ~0.083 0.023 0.105° 0.038
In( Gro_N)
(0.044) (0.130) (0.058) (0.020) (0. 063) (0.027)
& 0.023 0.090** 0. 030 0. 0005 0.033 - 0.007
LE
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T
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Year 5 il =l £y il il £ il il
Firm =il il £ il syl £y il =
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Table 7 Moderating Effects of Size and Leverage on the Performance Transfer Effect of Fraud Regulation

Ver=H Yoo e
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Table 8 Severity and Frequency of Fraud Regulation,
Terms of the Performance Transfer and Performance Transfer Effect of Fraud Rgulation
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Figure 3 Influence Mechanism for Ownership
Structure of Business Groups’ Controlling Owner and
the Performance Transfer Effect of Fraud Regulation
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Table 9 Empirical Results for Ownership Structure of Business Groups’
Controlling Owner and the Performance Transfer Effect of Fraud Regulation
ROA
[ 5 T AR [ OLS [E15 OLS [15
OLS [&]1H
E“I E2 EI E2 E:} E-I
P ~0.024" 0. 017 ~0.031° 0.019 -0.021 ~0.005 -0.00001 —0.009
” (0.013)  (0.012)  (0.017)  (0.012)  (0.017)  (0.014)  (0.012)  (0.009)
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0. 0003
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e (0.013)
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G 0. 001 0. 001 ** 0. 001 0. 001 0. 001 0. 001"
- (0. 0004) (0.0003)  (0.0004) (0.0004) (0.0004)  (0.0004)
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e (0.002)  (0.002)  (0.001)
S 0. 0002 0. 001 - 0.001
e (0.006)  (0.006) (0.002)
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e (0.013)
o L ~0.008
o (0.008)
g il i il il & il il &l & il
Year ey | il bl il il i =i il
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Ind sl sl F il Pl il ey
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R4 654 654 654 654 654 654 654 654
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Table 10 Paths of the Performance Transfer Effect after the Fraud Regulation
PM ATO Exp Exp_S Exp_M Exp_F Int Deb_M
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Abstract ; Being caught of fraud, company will suffer not only a significant lose in market value, but also a shock on its operating
and governance environment. In terms of a business group, when a member firm is detected of fraud, the group can give support
by resource transfer and coinsurance via the internal capital market. This would benefit the fraud firm in terms of performance
smoothing and thus the fraud firm can meet the regulators’ and investors’ expectations. However, the question yet-to-be explored
is how the resource support behavior affects other group member firms' performance.

Integrating the fraud regulation and business group related theory into one framework and using the sample of non-sate owned
business group from 2003-2015 in Chinese A stock market, this paper conducts empirical tests on the fraud regulation to investi-
gate the information transfer effect. The paper also constructs multivariate regression models to carry out empirical studies on the
information and performance transfer effects of corporate fraud regulation. We then discuss how the ownership structure of control-
ling shareholder affects the performance transfer effect and, further, analyze the possible mechanism of this performance transfer
effect through profit margin( PM) , asset turnover rate( ATO) , expenses and borrowing costs.

The paper finds that when a firm from a business group is punished by CSRC due to corporate fraud, the short-term and
long-term market reactions of unpunished firms within the same business group are both significantly negative. This shows that
corporate fraud enforcement generates information transfer effect within a group. Afterwards, the performance of other firms in the
business group deteriorates significantly, therefore corporate fraud generates performance transfer effect and the performance
transfer effect will be larger for more severe punishments. Further, the cash flow right and the degree of separation between cash
flow right and control right are found to have significant moderating effects on the performance transfer effect. Finally, the study
analyzes the possible mechanism of performance transfer effect and finds an increase in ATO, a decrease in sales expense, and
significant increases in managerial expense rate, financial cost rate and the borrowing costs.

The results in this study contribute to the literature on the economic consequences of fraud regulation and enrich our under-
standing on the information and performance transfer effects within business groups. The results indicate that the fraud detection
has a punishing effect not only to the fraud firms themselves but also to other related firms. Therefore, member firms in business
group are advised to take risk prevention measures to reduce potential negative impacts from corporate fraud regulation.
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