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Abstract

The present work conducts a study on dividend pdtiehavior from Chinese companies that are listed i
National Association of Securities Dealers Autordafuotations (NASDAQ) stock exchange. In this study
use ordinary least squares lingagression using panel data with random and fiXéetts, using data of 75
Chinese companies from 2010 to 2014 constructipgreel with 300 observations. Dividend payout isduse a
dependent variable while variables such leveragaitability, liquidity, firm size, float, businesssk, age, and
asset structure is used as an independent variabéeresult suggested that random effect model weree
appropriated. The results show an existence oftipesrelationship between dividend policy and agel a
negative relationship between dividend policy andfitability. It suggests that Chinese firms thes &arger tend
to pay more dividends and firms that have highefigability tend to pay lower dividends. Our findjs provide
support for agency cost theory.

Keywords: Dividend payout, panel data, Chinese companiesahévior.

1. Introduction

In corporate finance, managers are generally catdtb with two operational decisions, investment and
financing decisions. As we now the investment desisleal with what real assets the firm needs &rage and
the financing decision deals with how these assiedsild be financed. When the firms begin to geeepabfit,
managers is confronted with another decision howdistribute the profit. Should the firm distribuédl the
earned profits in form of dividends to the shardkad or investing it on the business?

We know that managers should focus how to maxintfiee wealth of firm and the wealth of the
shareholders, this means that the managers shppl@@a good dividend policy to the firm. In tlisntext, the
motivation of investment decision is the accretidrwealth. This increasing of wealth is achievedvio ways:
through a regular income received in forms of divids and through capital gains obtained on dispufstile
shares in the capital market.

The decisions regarding structure of capital, dimid policy and investment decisions are constant
concerns for companies, since such decisions imfleietheir values by being able to contribute to the
maximization of income received by their partnaerineestors.

The main goal for private and public companiemismaximize their profit at the end of each finahcia
year. The profit can follow various destinationse \télk about dividend payout policy that each comypean
adopt to ensure its credibility, competitivenesmtmuity and satisfaction their shareholders.

The dividend payout policy has aroused the intecdsinvestors and economists in the last five
decades and was the subject of intense theoretiodeling and empirical tests in the literature ofporate
finance. These intense theoretical modeling tree®xplain what factors affect the distribution dafidend.
However a very few studies has been conduct teetlsnese listed firms in NASDAQ stock exchange tisl
paper tries to provide evidence of dividend pofiom those firms.

The present work is structured as following: setfowe review some important literature in dividend
policy determinants, section 3 we specify our mdthogy that we use to accomplish our objectivestice 4
we present the results and discussion accorditigetothers studies care out and finally sectiore5oresent our
conclusion, recommendations and future works.

2. Literature Review
Dividend policy has been one of the most discusspits in corporate finance. Many researchers lcaneluct
study about dividend policy in attempt to providapirical evidences to support different theory ofidends
becoming so far in a vast empirical literature imidknd policy. This is the result of theory of giend
irrelevance defended by Modigliani & Miller (196M&M hereafter, where under perfect market dividend
policy is irrelevant.

M&M is based upon idealistic assumptions of a perfsapital market and rational investors. These
assumptions can be summarized as follows: (1) fierdihces between taxes on dividends and capitatgé2)
no transaction and flotation costs incurred whesustes are traded; (3) all market participantsenfree and
equal access to the same information (symmetrindl @ostless information); (4) no conflicts of irgsis
between managers and security holders (i.e. nocggamoeblem); and (5) all participants in the maraet price
takers.
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Lintner (1956) was the first one to investigate tbartial adjustment model of dividends. His
behavioral model suggests that a function of thgetadividends payout less the last period's divitdepayout
multiplied by the speed of an adjustment factor eaplain the change in dividends. Fama and Balig8kg)
and Fama (1974) tested other models for explaidinglends behavior and their findings also suppbttee
view of Lintner which is shareholders prefer thab# dividends paid rather than a significant cleany
dividends.

Rozeff's (1982) find that there are many factorat tban affect the dividends policy such as agency
problems, size, investment opportunities and fiéiker and Rock's model (1985) was based on thenasgtric
information and pointed out the dividends annoureeinprovides the missing information about the sesiror
uses of funds. In addition, it allows the markee#timate the firm's current earnings. Henry, Sang Terry
(1988), concludes that Investors for the most gamot anticipate large changes in dividend ratethe limited
extent that they do engage in anticipatory pricpisithent, it occurs in "good news" groups and dhsd in
samples where the dividend and earnings announdesmenn close temporal proximity the market seéms
overreact to the news and adjusts prices accosdaftgr the later announcement. This conclusiod$also for
samples with both announcements on the same day.

Pruitt and Gitman (1991) had done a survey 1,00k US firms in term of investment, financing,
and dividends decisions in their firms. The reshibwed that the important determinants of dividgragy are
the current and past profit level, the volatiliiyearnings and the expected future earnings in tdrthe growth
in earnings. Eriots (2005) used data from Greekkigtafiound a significant estimation with explanatpower of
95, 4% (when cross section weights and charadtegsbups are taken into account). His model's enik
suggests that the dividend at time t can be expgeas the long-run target dividend payout represehy both
the changes in dividend and in distributed earniagd an adjustment to distributed earnings andyeat’s
dividend of the firm at time t.

Since a greater insider ownership results in a tadiddend, Kania and Bacon (2005) their findings
suggest that possibly management in the firms exadnhas an incentive to reduce dividends in order t
increase the expected value of their stock optiensived as executive compensation.

Al-Malkawi (2007) found that ownership dispersios measured by the natural log of the number of
stockholders (STOCK) seems to not be related todeind policy in Jordan, The firm's age, size, and
profitability positively and significantly affects dividend policy and The analysis also found thdirm’s
financial leverage is significantly and negativedjated to its dividend policy.

Kanwal and Sujata (2008) concluded that existingatdes as per available literature do not explain
the dividend payment pattern of IT sector. Onlyidity and beta (year to year variability in eagshis found
to be a noteworthy determinant. Azhagaiah and $&ama (2008) found that the wealth of the shatéérs is
greatly influenced mainly by five variables viz.rd®@th in Sales, Improvement of Profit Margin, Capit
Investment Decisions (both working capital and dixeapital), Capital Structure Decisions, Cost opiGd
(Dividend on Equity, Interest on Debt) etc. As & the dividend paying companies are concernedg ihea
significant impact of dividend policy on sharehaklevealth in Organic Chemical Companies.

Jiangou and Nont (2009) using sample from of fitisted on New Zealand Stock Exchange, found
results mostly consistent with the agency cost the@wnership structure seems to be the most iraport
determinant of dividend policy for NZSE firms. NZ$iEns tend to have a high dividend payout raticewhhey
have high ownership dispersion. They tend to halesvar dividend payout ratio when they have highyrée of
insider ownership.

Tsuji (2010) on his paper entitled what are theedminants of dividend policy? The case of the
Japanese electrical appliances industry, founddrtithat industry, corporate managers do not datérvestors’
demands in both their dividend initiation and cougtion decisions. Instead, in the Japanese aaktri
appliances industry, the determinants of firm'sidiwmd policies are value-weighted dividend vyieldalue-
weighted nonpayer's size, and value-weighted a#ter-earnings-to-total-asset ratios. Moreover, cross
sectionally, found relations between corporate iageand firm dividend payments in general. Howewaran
aggregate time-series basis, dividend payments teribcrease company earnings in the Japaneseiakct
appliances industry, and this means rejection etihditional signaling hypothesis.

Anupan Mehta (2012) found that size, risk and pabflity explain 42% of the total variations in the
dividend payout policy. The study clearly showst thiae and risk are the two most important consitiens in
deciding on dividend policy by United Arab Emiratasmpanies.

Faroop Saoud and Agnaou (2012) in their study éselts for stable growth period suggest negative
relationship between stock price volatility andidand payout ratios, and positive relationship leetvmarket-
adjusted returns and dividend payout ratios.

Al- Shubiri (2012) on his paper entitled determitsaof changes dividend behavior policy: evidence
from the Amman Stock Exchange, founds evidence sifjaificant negative relationship between the tage
ratio and the dividend payments decision and i¢irie with the agency theory, strong significant ifies
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relationship between profitability and dividend pants, significant negative relationship betweesirmss risk
and dividend payments decision, strong signifiqgaogitive relationship between the potential grovate and
dividend payments. He concludes that the resuétsldrdanian firms follow the same determinantsitidnd
policy as suggested by the developed markets.

Gul et all (2012) in their paper that examineditifeience of dividend policy on shareholder’s whalt
of 75 companies listed in “Karachi Stock Exchandef,duration of six years from 2005 to 2010 usmgltiple
regression and stepwise regression, they foundhbadifference in average market value relativbdok value
of equity is highly significant between dividendyp& companies and non-paying companies. Retaiagtrgs
have insignificant influence on market value of igguThere is significant influence of dividend pxyl on
wealth of shareholder’s, as far as the dividendngagompanies are concerned. Lagged Price earnatigsdid
not appear to have any significant influence onedejent variable, whereas lagged market value dfyehas a
significant impact on market price per share.

No census has been achieved after several dechdegestigation and scholars often disagree even
about the same empirical evidence. Although nuntestudies have examined various issues of divigefidy,
they have produced mixed and inconclusive resiltés paper mainly tries to provide evidence related
agency cost theory of dividends by examine a nemp$a of Chinese companies using OLS regression with
random and fixed effects.

3. Methodology

3.1 Data

To accomplish this study, we use data from Chiresepanies that are listed in NASDAQ stock exchaand
respective website of the companies that was iedud this research for the period 2010 till 20ABthe firms
used in this study are non-financial companies theg are from different industries. We did not disancial
companies to analyze regarding their specificitpafounting that may cause some implications vdnlgyzing
them together with non-financial companies. Thosfithe listed Chinese companies in NASDAQ, we ctdié
all 75 non financial companies information in 4 ggeeonstructing then a panel data with 300 obsiemvat Most
of data was accessed on NASDAQ Stock Exchangeeniteption some information such age of firms that w
had to access at companies website to complete them

3.2. Dependent Variables

Many study has been conduct in attempt to provi@damation about what variables may cause the teffec
dividend payout, the variable that we design in etudy to be our dependent variable. In this stody
dependent variable is cash dividends paid by thepemies from the period set in our study.

3.3. Explanatory Variables

In this research we include some variables thapresume to be very important explanatory variablesh as:
profitability, liquidity, age, leverage, size, fipdusiness risk and Asset structure.

3.1.1 Profitability

Dividend payout has strong relationship with paffitity. There a positive relationship between d@nd payout
and profitability which means that firms that haghler profitability tend to pay more dividends, bemositive
relationship is expected in our study. Many studiese found also this kind relationship betweensg¢he
variables. In other words, profitable firms payidends to convey their good financial performartde,(2003;
Aivazian et al., 2003). We measure the profitapilits ratio between net profit and owner’'s equitgm®
previous study like Fama and French (2001) havaddbat profitability, investment opportunities aside are
the main variables that affect dividend payout.

3.1.2 Liquidity

Liquidity ratio, expresses a company's ability épay short-term creditors out of its total cashméans the
ability of firms to cover their current liabilitiewith current assets the greater is the liquidityrenis the cash in
the firm so firms with more liquidity are more liketo pay dividends. In this research our rationteasure
liquidity is current ratio that's equal to currerassets divided by current liabilities. A poor lidjty position
means less generous dividends due to shortageslof @géanwal and Kapoor 2008; Ahmed and Javid 2009).
3.1.3 Age

There is not many research that link companieswaitfe dividend payout policy the evidence shows cthe
linkage such as age with profitability, relationshif Age, leverage and growth of companies. Sonherst
studies support that exist relationship with dividgayout. Al-Malkawi (2007) reported that the tielaship of
company’s age is significantly positive with divigk payout. So we expect a positive relationshipvbeh age
and dividend payout.

3.1.4 Leverage

Firm’s leverage is very important for firm's divide payout policy. “Firms with relatively less dedrid more
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tangible assets have greater financial slack ang rmble to pay and maintain their dividends” (Aieazet al.,
2003: 380). Rozeff (1982) argued that those firnth Wigh financial leverage tend to have low payaitos in
order to reduce the transaction costs associatéd theé external financing. Despite these ideas sstudy
support different opinions such as Kania and Ba@u®5) have found a significant positive relatidpsiwe
expect a positive relationship between leveragedividend payout.

3.1.5 Size

We expect that dividend payout may be affect by'irsize. Large firms are more likely to be matangl more
capable of experiencing economy of scale and easigiet access to capital market, and more ableato
dividends. So larges firms are more likely to pawidends than smaller firms. Fama and French (1298ue
that among dividend payers, larger and more pidétdirms have higher payout ratios, and firms writlore
investments have lower payouts. Thus we expecstiymrelationship between size and dividend payou
3.1.6 Float

There is a high expectation that float can affégdeénd policy. A high float implies that the firsi'stock is more
uncertain more unpredictable relative to the masket hence implies high transaction costs of eatdinance
(Rozeff, 1982). Firms with high equity beta wilMer the dividend payout to lower the cost of exa¢fanding.
We expect a negative relationship between floatdividend payout.

3.1.7 Business risk

The lower is the business risk for a firm the higivél be his dividends. “Dividend payout should beersely
related with business risk” (Aivazian et al., 20B80). “A firm with stable earnings can predict ftgure
earnings with a greater accuracy. Thus, such a d@mcommit to paying larger proportion of its eags as
dividends with less risk of cutting its dividendsthe future” Mollah (2002). We expect negativeati@nship
between dividend payout and business risk.

3.1.8 Asset structure

We expect a relationship between asset structwiedamdend payout. “More tangible asset firms camdifit
from greater tax without relying on debt, so thegnde more likely to use dividend policy to infleen
information asymmetry and agency costs” (Koch &menoy, 1999:26). We expect a negative relationship
between asset structure and dividend payout.

3.3. Hypothesis
The Hypothesis and the specification of variabkesduin this study are summarized on the table dvbel
Table 1 — The specification and the hypothesisaniables

Variable name Variable definition Hypothesis
LEV Total liabilities/Total assets Positive
AGE Firm Age since listed Positive
PROF Net Profit/Owner equity Positive
LIQTY Current Asset/Current Liabilities Positive
SIZE Natural log of total assets Positive
FLOAT Average daily share prices of year t Negativ
BRISK Standard deviation of ROA Negative
ASTRUCT Fixed assets/ Total assets Negative
3.4. Methods

In this research we used Pearson correlation, @g&ssion model. The models used panel data witlora
effects and fixed effects to test which model breéeplain the relationship between dependent vhriaind
explanatory variables. In order to find the appiaied model that better explain the relationshipween
dependent and independent variables correlateconardfects—Hausman test, and redundant fixed eoffisst
was carried out.

4. Results and Discussion
On table 2 we can see the common statistics ofdhiables used in this study. Cash dividend usesl @®xy to
measure the dividend policy, has a mean of 0.03fh, maximum at 3.8 and minimum at 0. The probapilit
associated with Jarque-Bera is 0.000, which is rtmae 5% meaning that the variable has normalibligton.

The others variables age, leverage liquidity, pabfiity, size, business risk float and asset $tméc
have the same probability associated. About 75 fmamcial companies were used from 2010 to 2013,
constructing a panel data with 300 observationwe&gan see on the above table. From the sampleseatin
this study only 25% of the companies use to paiddivds while the other 75% do not pay dividendsnftbe
period in analysis.

The following table 2 summarizes common statisb€sall variables used in this study. Dividend
payout as dependent variables and the independeiables such as: age leverage, liquidity, profiitst size,
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business risk, float and asset structure.
Table 2 — Statistical summary of variables

Stat. DIV. AGE LEV LIQTY PROF SIZE BRISK FLOAT ASTBCT
Mean 0.035 3.727 0.419 3.152 2.999 12.360 -0.002 .3882 0.211
Median 0.000 4.000 0.360 2.320 0.125  12.247 0.000 .76 0.166
Max. 3.800 9.000 3.722 31.360 1494.00 16.277 1.3032.447 0.845
Min. 0.000 0.000 0.031 0.000 -2051.0 5.631 -1.101 .000 0.000
Std. Dev. 0.269 2.330 0.357 3.140 156.899 1.243 49.1 19.981 0.18¢
Skewness 10.998 0.153 5.299 4.154 -4.093 -0.197 751.1 3.369 1.186
Kurtosis 140.24 2.038 44.791 30.050 128.371 5.3927.155 16.515 3.929
J.-Bera 24149 12 23234 10008 197310 73 14651 2850 1| 8
Prob. 0.000 0.002 0.000 0.000 0.000 0.000 0.000 000.0 0.000
Obs. 300 300 300 300 300 300 300 300 BOO

Table 3 presents the results of correlation amodgpendent variables. From the results we can see
that the highest correlation is between variablBESand AGE, 0.485 that is less than 60%. The catied
between FLOAT and SIZE is 0.43, which is also kss 60%. The others correlation among variablemseao
be very low. Therefore these correlation do nosearny problems to our analysis. The following ¢aBI
presents in detailed the result of correlation agniodependent variables.

Table 3 — Results of correlation among variables

AGE LEV LIQTY PROF SIZE BRISK  FLOAT ASTRUCT
AGE 1
LEV -0.070 1
LIQTY -0.027 -0.342 1
PROF -0.050 0.002  -0.002 1
SIZE 0.485 0.050 -0.094 -0.025 1
BRISK -0.103  -0.048 0.241 0.020 0.027 1
FLOAT 0.119 -0.07v8 -0.002 -0.005 0.434 0.140 1
ASTRUCT -0.048 -0.043 -0.238  -0.005 0.001 -0.041 -0.048 1

The table 4 shows OLS regression with random axefifieffects. From the results we can see that
random effects presents 0.0508 of R-squared andgtadj R-squared is 0.0213. The independent vasiatala
only explain 5% of changes on cash dividends is thodel. The S.E. of regression 0.2646 while itsbidu
Watson statistics is 1.95 very close to 2, whiclansethat there is no problem of autocorrelatiostéfistics is
1.7262 and the probability associated with is Ov@i@ch means the model is very significant at 1@¥%el. There
are two significant independent variables from thizdel: profitability and size. The findings suggst these
two variables are very significant to explain diedl policy from Chinese companies that are listeddASDAQ
stock exchange. The second model with fixed effatis R-squared is 0.3063 and the adjusted R-sdjuare
0.0398. S.E. of regression is 0.2635 and Durbin séfatstatistics is 2.7927. F-statistic is 1.1495 #mal
probability associated is 0.2128, which is morentB& and 10%, thus the data does not fit well is thodel.
Furthermore only one independent variable seente tsignificant but the model is not significant. fddests
had to be done to see which model better explanrétationship between the dependent variable deind
payout) with independent variables. Hausman test ayplied to figure out which model best fits omsre
appropriated to explain the relationship and ranéffiect is the most desirable in this situation.

The variable profitability is very significant iroth random and fixed effects model. The coefficisnt
-0.0003 and the probability associated with t-sti&t is 0.004, which is less than 5% meaningithaignificant
at 5% level. The signal of coefficient is negatstggesting an existence of negative relationship dividend
policy. However theoretically profitability has agitive relationship with dividend policy. Our réisudo not
meet the theory. It suggests that Chinese firmishthree higher profitability tend to pay lower dieiads.

The variable size is also very significant in ramdeffects model. The coefficient is 0.0397 and the
probability associated with t-statistics is 0.02@4hich is less than 5% meaning that is significain5% level.
The finding suggests an existence of positive imlahip with dividend policy. The results suppadnbge
Chinese firms that are larger tend to pay moredévils. Our finding is consistent with Fama and Emgi999).
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Table 4-OLS panel Regression Results

Random effects Fixed effects

Variable Coefficient Std. Error Prob. Coefficient Std. &@rr Prob.
C -0.3174 0.1845 0.0864 -0.2979 0.4477 0.5p64
AGE -0.0077 0.0079 0.3227 0.0127 0.0167 0.4474
LEV -0.0413 0.0471 0.3804 0.0375 0.09p8 0.6869
LIQTY -0.0036 0.0056 0.5228 -0.0015 0.00[78 0.8447
PROF -0.0003 0.000L  ***0.0040 -0.0003 0.0001 ***0 1%
SIZE 0.0351 0.016( **%0.0294 0.0293 0.0381 0.4426
BRISK -0.0397 0.1074 0.7118 -0.0180 0.1145 0.8f55
FLOAT -0.0003 0.000¢9 0.745P —0.00%4 0.0018 0.8293
ASTRUCT -0.0857| 0.0866 0.3231 -0.3797 0.3035 0.2122
R-squared 0.0508| R-squared 0.3063
Adjusted R-squared 0.0213 Adjusted R-squared 0.0398
S.E. of regression 0.2649| S.E. of regression 0.2685
Durbin-Watson stat 1.956]7 Durbin-Watson stat 2.7927
F-statistic 1.7262| F-statistic 1.1496
Prob (F-statistic) 0.0426 Prob (F-statistic) 221

*** gignificance at 1%level. Prob(F-statistic) igaificant at 10% meaning that the model is sigaifit

The other independent variables used in this s{adg, leverage, liquidity, business risk float and
asset structure) are not significant since theialoe is higher than 5% and 10% level.

After estimating the two models, a group of tesswpplied in order to choose with model best it th
relationship between dividend policy and independaniables used in this research. Correlated nanelibects—
Hausman test, and redundant fixed effects teste ther two post estimation tests we carried outelp Hecide
which model is more appropriated.

Table 5 —Post estimation tests for random and feféetts

Correlated Random Effects - Hausman Test
Test Summary Chi-Sq. Stat. Chi-Sqg. d.f.  Probabllit
Cross-section random 12.2424 9 0.2
Redundant Fixed Effects Tests
Effects Test Statistic d.f. Probability
Cross-section F 1.0748 -74,216 0.3404
Cross-section Chi-square 94.0558 74 0.0578

From the results reported on table 5, correlatedom effects-Hausman test suggests that a random
effect model is more appropriated to be used dinegrobability associated is more than 5% leatbusccept
random effects model. Hausman test basically t@ktther the unique errors are correlated with dugassors
and the results prove that they are not.

The redundant fixed effects test suggests thaime fixed- effects are needed in this case sinee th
probability is 0.0578 > 0.05, so we failed to reéjéree null that the coefficients for all years gomtly equal to
zero. From the light of results presented in tlet® we choose the random effect model, whichraeghat the
entity’s error term is not correlated with the pogdrs, which allows for time-invariant variablesilay a role as
explanatory variables.

5. Conclusion

This paper examines the relationship between diddeolicy with age, leverage, liquidity, profitaibji float,

asset structure, size and business risk using plsasfiChinese companies listed in NASDAQ Stock liaxge
by using correlation and OLS regression with paaadom and fixed effects. Some tests were alsaeabjb

find the appropriated model and the tests suggeabtgdrandom effect model were the most approptiatee.
The finding suggests an existence of positive imlahip between age and dividend policy. It supptrat those
Chinese firms that are larger tend to pay moredéivils and also found an existence of negativeigpsdtip

between profitability and dividend policy. Howevéhngoretically profitability has a positive relatghip with

dividend policy. Our results do not meet the thedirguggests that Chinese firms that have highefitpbility

tend to pay lower dividends. The study failed tovide further evidences about other variables usetthis

study.

Most of studies carried out on Chinese companiesagplied to national stock exchange such us:
shanghai stock exchange, Shenzhen Stock exchadgEarmg Kong stock exchange. Our study is one ef th
few studies conduct on Chinese companies listddABDAQ Stock exchange and tries to provide suppart
agency cost theory.
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The managers of these firms listed in NASDAQ stex&hange may assume that dividend policies are
influenced by imperfect information in real estatarket, resulting monitoring problems and agencstssolhe
shareholders has different desires some would pdefedends and others prefer capital gains sonth@agers
should know what investors they want in their comea therefore knowing what policy to apply in arde
attract them to the firms.

Every research has its limitations and this redest’t excluded. This research only analyzes 3eéne
non-financial firms and the sample size isn't higtlse conclusions taken in this sample may notsbacaurate
as those with big sample size. The study only pewithe agency cost support theory. There are other
indicators that could be used to study and to witded dividend payout policy from Chinese Compaligtsd
on NASDAQ stock exchange. Another research cantascarried on by collecting information about Bieid
policy: the views of Chinese financial managersChinese companies listed on NASDAQ Stock exchange i
order to compare the similarities with others reseanade in this field.
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