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Abstract 

    The purpose of this study explores the relationship between the Free Cash Flow 

Hypothesis and the Asymmetric Information Hypothesis to investigate whether top 

managers pursuit their private benefits by using capital investment (hereafter CI) 

increases, and the effect on abnormal stock returns of firms following increases in CI. 

We follow the method of Titman et al. (2004), and use Characteric-Based Adjusted 

Model and Fama-French Three-factor model to test the relationship between CI and 

stock returns of firms. The empirical results show that if CI increases are positive 

effects on stock returns of firms, the argument of Asymmetric Information Hypothesis 

is supported. However, if only considering the sample whose capital investment 

increases are positive, the advocacy of Free Cash Flow Hypothesis is approved. 

 

Key words: Capital Investment, Free Cash Flow, Asymmetric Information,  

Characteric-Based Adjusted Model, Three-factor Model.  
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ú � 1  � � � ! " # $ Í i " * q û : ; -* � L* CI �4 5 6 7*8

9-G| q r ¯ & ' (�) # $ Í i " *� & ( 9 * : ; : 

 

S 3  CI � & LIA ò ó 6 7 � ¸ ¢ � « " ( � � z � ) 

CI 
U � V W  X Y " #  Z [ \  ] Q J Q3 O ^ _  Q1 ] P J 

Panel A. ` a 
S b � (1992.7~2010.6) 

1( ] 5) -0.1148 12.852 158.577 4.9391 -1.1544 -6.6277 -60.1685 
2 -0.1334 11.592 144.055 4.7298 -0.9105 -6.2608 -67.7309 
3 -0.2052 10.811 93.8126 4.7383 -0.8694 -6.0730 -73.1500 
4 0.0530 11.384 164.238 5.1102 -0.6891 -6.1221 -57.2473 
5( ] /) 0.0624 13.369 531.898 4.818 -0.9325 -6.2099 -71.7359 
CI U � V
W K c  

-0.1772*** 18.545 
     

Panel B. d e �, f g Rb � (1997.7~2010.6) 

1( ] 5) -0.0974 13.569 158.577 5.2885 -1.1560 -7.0723 -60.1685 
2 -0.1409 12.3076 144.0549 4.9448 -0.9772 -6.7289 -67.7309 
3 -0.1618 11.5234 93.8126 5.0244 -0.8464 -6.4118 -73.1500 
4 0.0422 11.8339 164.2378 5.3827 -0.6870 -6.3463 -57.2473 
5( ] /) -0.0610 14.2711 531.8975 5.0326 -1.1148 -6.8029 -71.7359 
CI U � V
W K c  

-0.0365*** 19.6922 
     

h�CI i j k � � � � � � 	CI U � V W l m CI � � � � n o Q P p q �Panel A k r 1992-2010
b � 
S s 	t V CI U � V W � U � V W K c u D v " # p w �x � y z 8 { | } ~ � �
b � u �X Y " # 	Z [ c 	] Q J	
� p ( 75J(Q3)	O ^ _ 	
� p ( 25J(Q1)	
� � ] P J�� 
 t�u 7�� � 	� � 
 t -1�u � � � � � G � 	� 
 t�u 7�� 

t +1�u 6��m � � � U � V W 	� � @ � CI U � V W K c  (CI-Spread)	� U � V W K
c � � U � $rCI ] 5u U � V W (
@ V ) � � � $1r] /u CI U � V W (
t V )� � � �
u U � V W ( " # � �Panel B � k r 1997-2010 b � 
S s 	t V CI U � V W � U � V W
K c u � � " # p w � 

 

< � Panel B( # $ � � � % * z � ¦ h I 1997-2010) U V- K L CI � & L

Iã� \þ LIp A~-;ö ñ Í 6 7I� u R I(nÁ-¤ � CI | K{ 4 5

6 7À CI ? @ FJ K-S o � CI | K{ -A � & � � � ! " # $ Í i " *
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q û : ; -Ü û � I � � � \ � F T ä ¨ > � & -(\ ¯ 23º » %4 � � �

*C � : 

�W ú �-�P Q ¦ h z �  (1992~2010)<-� CI | K{ CI ? @ �4 5 6

7*8 9I� -q r ¯ � � � ! " # $ *= >E� CI | D{ CI ? @ �4 5

6 7*8 9Ip -| q r ¯ & ' (�) # $ *st-u� # $ � � � % * z �

(1997.7~2010.6)<-w no CI | K{ CI ? @ �4 5 6 7*8 9| q r ¯ � � 

� ! " # $ *= >:u(sa ª P Q ¦ h z � -�� # $ � � � % * z � -;

CI � & LI º Q R ¥  nÁI� *  ! -So a � F­ -� ^ k , l m | 0 �

& ' (�) # $ *= >: 

 (����) � �  !� �  !� �  !� �  ! + � , - : ; 9 � � �+ � , - : ; 9 � � �+ � , - : ; 9 � � �+ � , - : ; 9 � � � 2 3 4 5 62 3 4 5 62 3 4 5 62 3 4 5 6  

    �S 4 Panel A � �-P Q ¦ h z � (1992-2010)<* K L CI � & LI-; ñ

Í ^ _ ` a 6 7ã\ d L~-;ö R Ip » :F CI � & LI º Q nÁIp -n

o � CIIp *23 ä Þ W -ú � B �� � � ! " # $ *st-Ü û � I � �

� \ � -F T ä ¨ > � & 6 I:�� Panel B( # $ � � � % *(1997-2010) z � �

�-K L CI � & LI* ñ Í ^ _ ` a 6 7; å » ¥  © U ' c ( Ë -S o �2

3 CI | K�| D-; ñ Í ^ _ ` a 6 7A q D: 

    } l m no -23 CI | K{ (1~2L CI 0 1 � & LI) | q r � � � ! "

# $ * Y -} { 23 CI 0 1 = ® -; ñ Í ^ _ ` a 6 7 = KEñ A-�23

CI = X -G; ñ Í ^ _ ` a 6 7 = D:23 CI | D{ (4~5L CI � & LI) | q

r & ' (�) # $ * Y -} { 23 CI = ® -; ñ Í ^ _ ` a 6 7 = DEñ A-

�23 CI = X -G; ñ Í ^ _ ` a 6 7 = K:e } -4 5 � & � �� � ;� &

� *{ -� � H �� 23� �0 � � � � ! " # $ *� �(�23 CI W X )-

�� 0 � & ' (�) # $ *� �(�23 CI q ® )-�� ;� & � �T¶ · Ò D

*� & 6 7: 

(����) � �  ! + � , - � < � � = > ) *� �  ! + � , - � < � � = > ) *� �  ! + � , - � < � � = > ) *� �  ! + � , - � < � � = > ) *  

    S 5 no -CI �¯ 4 º 6 7 ¥  � Î ¢m Ev T # $ � � � % *U V-CI

�¯ 4 º 6 7G ¥  = á = ° *Ê Ë :� Panel A P Q ¦ h z � (1992-2010) ¦ h - 



� � � � � � � � �  ! " # �$ %  ! & ' � � ( ) * � � �

� �

� ñ Í 6 7(AR) ª å <-� » ª å R ® ¯ p » ª å -} %S 1 Panel A P Q z �

¦ h <* K L CI � & LI* ñ Í ^ _ ` a 6 7	 ® I� * Y C ) � -no �

1992-2010*P Q ¦ h -CI�4 5 6 7*8 9	 ® I� -}  Y q r 0 � � � 

� ! " # $ :F� Panel B # $ � � � % * z � (1997-2010) � �-� » ª å %p

» ª å * Q � * � -} l m %S 4 Panel A*P Q z � ¦ h <- ñ Í 6 7*Z +

 ! (ã\ d Lñ Í 6 7I� ~-;ö R Ip 6 7) C , :no � # $ � � � %

*-CI ? @ �234 º ä p Î 8 9-¤ À Á CI = ® -4 º S = ° -ñ Â } {

¦ | q r 0 � & ' (�) # $ *= >: 

 

S 4  CI � & LIA ò ó 6 7 � ¸ ¢ � « " (CIIp » ) 

CI 
U � V W  X Y " #  Z [ \  ] Q J Q3 O ^ _  Q1 ] P J 

Panel A. ` a 
S b � (1992.7~2010.6) 

1( ] 5) 0.0837*** 11.4306 142.8518 4.8586 -0.6986 -5.7978 -73.15 
2 0.0648 11.1802 84.9673 4.6984 -0.8463 -6.0638 -46.1485 
3 -0.1991 11.0151 93.6458 4.5179 -0.8427 -6.0427 -53.2933 
4 0.1231 11.3307 117.9979 4.9977 -0.7435 -5.8462 -46.2018 
5( ] /) 0.0477 14.4972 531.8975 4.747 -1.1431 -6.3905 -69.3482 
CI U � V
W K c  

0.036*** 18.4615      

Panel B. d e �, f g Rb � (1997.7~2010.6) 

1( ] 5) 0.0205 12.4807 142.852 5.2526 -0.6986 -6.5345 -73.15 
2 0.1534 12.0499 84.9673 5.1665 -0.723 -6.6354 -46.1485 
3 -0.3683 11.5666 87.8583 4.7065 -1.0792 -6.5653 -53.2933 
4 0.0782 11.9118 117.998 5.1975 -0.7998 -6.0655 -46.2018 
5( ] /) -0.0622 16.4537 531.898 5.0338 -1.4234 -7.2203 -69.3482 
CI U � V
W K c  

0.0826*** 20.6517 
     

h�CI i j k � � � � � � 	CI U � V W l m CI � � � � n o Q P p q �Panel A k r 1992-2010
b � 
S s 	t V CI U � V W � U � V W K c u D v " # p w �x � y z 8 { | } ~ � �
b � u �X Y " # 	Z [ c 	] Q J	
� p ( 75J(Q3)	O ^ _ 	
� p ( 25J(Q1)	
� � ] P J�� 
 t�u 7�� � 	� � 
 t -1�u � � � � � G � 	� 
 t�u 7�� 

t +1�u 6��m � � � U � V W 	� � @ � CI U � V W K c  (CI-Spread)	� U � V W K
c � � U � $rCI ] 5u U � V W (
@ V ) � � � $1r] /u CI U � V W (
t V )� � � �
u U � V W ( " # � �Panel B � k r 1997-2010 b � 
S s 	t V CI U � V W � U � V W
K c u � � " # p w � 
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S 5   CI � & LIAð z � ª å Z i  

Panel A�̀ a 
S b � 1992.7~2010.6 

  ¡ J AR � _  7292 7396 7403 7382 7441 7383 
¢ J� _  4041 4052 4029 3956 4055 4027 
0 u � _  38 42 38 36 41 39 
£ J� _  3213 3302 3336 3390 3335 3315 

  ¡ J AR � _  7292 7396 7403 7382 7441 7383 

Panel B. d e �, f g Rb � 1997.7~2010.6 

  ¡ J AR � _  5423 5412 5394 5399 5344 5394 
¢ J� _  3003 2976 2920 2881 2942 2944 
0 u � _  1 0 0 1 0 0 
£ J� _  2419 2436 2474 2517 2392 2448 

  ¡ J AR � _  5423 5412 5394 5399 5344 5394 

h�AR k ¤ V ( ¥ ¦ § RX Y " #  

 

��������" # ? @ ? A �" # ? @ ? A �" # ? @ ? A �" # ? @ ? A � BBBB FF3 � � � � C D� � � � C D� � � � C D� � � � C D  

� ^ ¥  ^ _ ` a bc% FF3 bc. / & � 0 1 ? @ �234 5 6 7*

k , l m :�S 6 � �-(s� � � P Q ¦ h z � � # $ � � � % * z � -(

s� CI ? @ � � z � � CI ? @ Ip *z � -(s� ^ _ ` a bc* ñ Í 6 7

�� FF3 bc 
 � � - R no & � 0 1 ? @ �4 5 6 7*8 9( _ n:u¾ ©

ÜU V-Panel B CIIp *z � Añ Í 6 7S - ¯ Panel A � � z � -F}  

Y � # $ � � � % * ¦ h Ò I _ n:v T 
 � � U V-� s� Panel A � � z �

�� � Panel B CIIp z � -S Q ò (	 : { a � U A-ú � � CIIp *z

� � # $ � � � % * ¦ h *S -� s� ñ Í 6 7�� � 
 � � ( 4 5 ò ó 6 7)

*S - Í - ¯ Panel A � � ¦ h z � : 

�S 3 � S 6 � �-k , l m no CI�4 5 6 78 9*nÁ ¢ � ( _ n-

L M T ñ Í 6 7ã ò ó 6 7ê « » α* � µ Ê Ë ¾ © Ü . / :�. 1no -ã(c)

. CIIp z � (1992-2010)~-� s� � CI � z � �� � CIIp *z � -CI�

4 5 6 7*8 9 ¥  � K*D*Ê Ë :no CI | K{ Í ¥  *l m | q r � �



� � � � � � � � �  ! " # �$ %  ! & ' � � ( ) * 
 � �

� �

tpfttMktpMkttHMLpHMLtSMBpSMBptp RRRRR ,,,,,,,, )( εβββα +−+++=

 � ! " # $ -CI | D{ Gq r 0 � & ' (�) # $ *= >:v T Fama-French 

*ò ó 6 7 U V-;ò ó 6 7 å » / 0 1 D¨ ñ Í ò ó 6 7:;ØT CI 0 1 I

p » U V- Ó z � ² � , *l m -� CI q K{ z � q r � � � ! " -F CI

q D{ z � | 0 � & ' (�) # $ : 

 

S 6  CI � & LI ò ó 6 7ã FF3bcl m  

� � ` a 
S (1992.7~2010.6) d e �, f g R
S (1997.7~2010.6) 

 X Y " #  ¨ © ª (α)  XY"# ¨ © ª (α) 

Panel A  CI � � b �  

1( ] 5 ) -0.1148 1.0891  1( ] 5 ) -0.0974 0.8608 
2  -0.1334 0.6323  2  -0.1409 0.6263 
3  -0.2052 0.5197  3  -0.1618 0.6234 
4  0.0530 0.6979  4  0.0422 0.7181 
5( ] /) 0.0624 0.7512  5( ] /) -0.0610 0.7124 
CI U � V W
K c  

-0.1772 0.3379 
CI U � V W
K c  

-0.0365 0.1485 

Panel B  CIk£ b �  

1( ] 5 ) 0.0837 0.4685  1( ] 5 ) 0.0205 0.9909 
2  0.0648 0.8789  2  0.1534 1.1664 
3  -0.1991 2.5671  3  -0.3683 0.6871 
4  0.1231 1.1576  4  0.0782 1.0820 
5( ] /) 0.0477 0.9073  5( ] /) -0.0622 0.7950 
CI U � V W
K c  

0.0360 (0.4388) 
CI U � V W
K c  

0.0826 0.1958 

h� a. U � V W l m CI � � � �n o Q P p q � 
     b.FF3 N « ¬ s � ­ ���� 
           
           
? ® _ tpR , k t�¯ CI U � V W ( �XY"#� � ftR k° f ± ² � 	� $ % ³ ´ @ � �


i µ ² � ¶ · � tSMBR , kP «  ! U � V W u "#¸ Q «  ! U � V W u "#� tHMLR , k/

B/M L u  ! U � V W "#¸ 5 B/M L u  ! U � V W "#� tMktR , k
 t 
u $ % ¹ O

' º �» � _ �"#� �U � V W l m CI � � � �n o Q P p q �Panel Ak CI � � b � 	 
Panel Bk CIk£ b � 	t V CI U � V W � U � V W K c u � � "#p w � 
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(a) CI ��z� (1992~2010) 
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(b) CI ��z� (1997~2010) 
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(c) CI I p z� (1992~2010) 
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(d) CI I p z� (1997~2010) 

. 1 ñ Í 6 7 ã ò ó 6 7 ê « » α * � µ Ê Ë  
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    �� = Ù � * �. / & �0 1 ? @ � 2 3 4 5 6 7 * 8 9 - � + , �& �

0 1 ? @ * 2 3 ä Þ W -� �  � ! " # $ %& ' ( � ) # $ Û � | � � ² k

, 0 � :I Ã } � * -L M T U V W X 2 3 I P Q � Y -N O Titman,Wei and 

Xie(2004) * P Q R S -\ ] ^ _ ` a b c % Fama-French d e f b c -á g +

& �0 1 ? @ P à á 4 5 6 7 h * i j :k , l m n o -� CI ? @ * 2 3 ä Þ

<-a ª P Q ¦h z�(1992-2010) | q r ¯ & ' ( � ) # $ -u � # $ � � �

% * z�(1997-2010) � | q r � �  � ! " # $ :T CI ? @ � 2 3 4 5 6 7 8

9 Ö > * Ê Ë U V -2 3 CI | K { | q r � �  � ! " # $ *  Y -2 3 CI

| D { | q r & ' ( � ) # $ *  Y -e } -4 5 � & � �� � ; � & � * { -

� � H � � 2 3 � �� �  � ! " # $ * � � (� 2 3 CI W X )-� � �& ' (

� ) # $ * � � ( � 2 3 CI q ® )-� � ; � & � � T ¶ · Ò D * � & 6 7 : 

� � � �� � � �� � � �� � � �  

¬ � ­  (2006)- v � û ® ¯ %� �  � ! " i j A P Q z :à 1 2 3 4 s � -

5 6 	 
 � � � � P Q Í : 

³ ´ µ  (2005)-v U V W X 2 3  � ! " %� & 6 I i j A P Q - � �  � ! "

# $ %� & ¶ · # $ * + , z - 7 8 � û 
 6 -\2 9 \2¦-123-138: 

§ ¨ p �� © ª  (2003)- v � �  � ! " % � ö � û i « ¢ A P Q z - : U V

� û 
 ; < -\3 9 \1¦-151-168: 
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