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Analyst Following Ownership Property and Financing Constraints
GONG YiHei' GUO Lan’
(1. College of Economics and Management of Southwest University Chongqing 400715 China;
2. School of Business & Economics of Wilfrid Laurier University Ontario Canada)

Abstract: Learned from the Western literature the securities analyst is the very important force of the mature
capital market and the sellside analysts who serve as information intermediary link with investors and listed com—
panies and are very important disseminators of company information. However as we all know China stock market
is different from the U. S. mature stock markets and is still in the emerging and transitional stage. As we all know
the capital market of China is different from the U. S. capital markets. And now it is still in the emerging and tran—
sitional stage. At the present time the domestic research about the market function of analyst following is still in its
infancy because of its short history and scarce data resources. Existing studies have been scattered and lacked of
systematic analysis. Among these studies most scholars have centered on the issue of information content of analyst
forecasts and accuracy of analyst forecasts relative to the prediction of the statistical model and management fore—
casts and only few studies centered on the issue of analyst following So we should as quickly as possible carry out
the research on the market efficiency of analyst following.

The very important question has come into our notice. When more and more companies are keen to the man—
agement of investor relations in particular attracting of analysts following ( or concerns) then we have to ask why
the listed companies do that. Or to put it another way what’ s the impact of analyst following on corporate finan—
cing? For that we examine the market function of analysts following under the environment of the emerging and
transitional capital market.

In this paper We adopt archival research to analyze the role of securities analysts as information intermediaries
involved in the process of stock pricing and explain the unique function of securities analyst in the realization of fi—
nancing efficiency of the stock market. We treat analyst following which is an important indicator variable as the
breakthrough point and study the function of analyst following in the promoting the effectiveness of market informa-
tion. If the securities analyst can improve the efficiency of information transmission then the question we face is
that what role the securities analysts play in promoting the efficiency of resources allocation. In the following discus—
sion we examine the impact of analyst following on the financing efficiency such as financing cost. As to the study
of financing cost I haven’t directly test the relationship between the analyst following and financing cost but in—
ferred from one side by using the investment model of Euler equation. The reason is that the company’s investment
cash flow sensitivity is closely related to the cost of external financing in this model furthermore this model make
the investment and financing of the company closely together which well reveal the financing efficiency.

Specifically We use the panel data of A —share listed company in 2005 —2010 and add the variable of ana—
lyst following to the Euler equation investment model. Then we observe the changes of investment — cash flow sensi—
tivity to verify whether or not securities analyst has alleviated the external financing constraint . The result has
showed that analyst following can significantly reduce the high investment — cash flow sensitivity of the state — owned
enterprises of less government intervention and effectively alleviate the situation of the company’s financing con—
straint  so the main hypothesis is confirmed. Simultaneously We find securities analysts can not effectively reduce
high investment — cash flow sensitivity of state — owned enterprises of serious government intervention and private
enterprises. And we infer that securities analyst can’t reduce agency costs. This is different from the conclusion of
the mature capital market. The result of this paper has also provided empirical evidence for the manager of listed
company actively implementing the investor relations management.
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