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Ambiguity and asset prices with incompletely informed trading

SHI Li-na ZHANG Shun-ming’
School of Finance Renmin University of China Beijing 100872 China

Abstract: With the introduction of a new type of traders incompletely informed traders the paper develops a
model of rational expectation equilibrium to analyze how regulations affect asset prices and welfare. It is found
that rational expectation equilibrium exists in the financial market and that the corresponding traders’ distribu—
tion equilibrium is not unique. If the discrimination coefficient changes the fraction of both completely in—
formed traders and uninformed traders would change in the same direction with completely informed traders
being the most sensitive to the change. The paper also shows that increasing the switching cost would decrease

the fraction of informed traders but the welfare would decrease. Two interesting results are found: Although
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decreasing the level of ambiguity faced by incompletely informed traders cannot restrain insider trading ex—
treme trading would be decreased sharply; decreasing the level of ambiguity faced by uninformed traders not
only decrease the fraction of completely informed traders but also may improve the level of welfare.

Key words: incompletely informed trading; rational expected equilibrium; equity premium; regulation; mar—

ket transparency
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Does controlling shareholder ’s share pledge affect the firm’s decision on
large stock dividends?

HUANG Deng-shi HUANG Yu-shun ZHOU Jia-nan”

School of Economics and Management Southwest Jiaotong University Chengdu 610031 China

Abstract: The large stock dividends was highly welcomed by the capital market so it was often used by some
listed companies to attract investors as well as to achieve their own interests. In this paper we adopted the
perspective of controlling shareholder” s share pledge to reveal the motivation behind the large stock dividends.

The results show that after controlling the other self-interest motivations of the controlling shareholders listed
companies tend to be more likely to make large stock dividends decisions if the controlling shareholders have
share pledge. Second the more the number of share pledge the controlling shareholders have the more likely
the listed company would to make large stock dividends. Further research indicates that under the same situa—
tion of the equity pledge the company with a falling stock price would more likely to launch large stock divi—
dends. This paper further explains the motivation behind the large stock dividends and provides the empirical
evidence for regulators’ latest decisions which strengthened the supervision and the inquiry of the large stock
dividends.

Key words: large stock dividends; share pledge; dividend payout policy



