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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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