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Cross-sectional Pricing of Insolvency Risk for Listed Companies
QI Xinlin' PENG Han® DAI Shugeng® TANG Guohao®
(1. Financial Market Department, Industrial and Commercial Bank of China; 2. School of Economics, Xiamen
University; 3. College of Finance and Statistics, Hunan University)

Abstract The sustained operation of China's domestic enterprises plays an extremely important role in promoting
the nation's economic development, spurring technological advancement and reducing employment pressure. This
paper examines the financial pressures on domestic companies and introduces bankruptcy risk factors into a study of
cross-section asset pricing of stocks. It employs the Merton, KMV and Bhsh default distances to measure the degree
of bankruptcy risk of domestic enterprises. Empirical results show that the bankruptcy risk factor is a strong pricing
component for shares of companies listed on the A-share market. There is a negative relationship between the degree
of bankruptcy risk of listed companies and the expected investment return on stocks. It also can also be seen that the
higher the bankruptcy risk, the worse the corporate performance and the higher the degree of financing constraints.
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