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Determining Materiality in Securities Misrepresentation

ZHAO Yue
(Anhui Guoyun Law Firm, Hefei 230000, Anhui, China)

Abstract: Materiality is an independent element of civil liability for securities misrepresentation. Since the abolition of the
pre-procedure requirement, courts must determine materiality themselves, making the choice of standard the central issue.
Judicial interpretation adopts a dual formulation of significant event and price impact, yet practice leans to one side. This article
argues for a two-tier test. The first tier is price sensitivity, measured by cumulative abnormal returns, turnover changes and
analyst forecast revisions within a window around the implementation or disclosure date, with market and industry factors
filtered out. The second tier is the reasonable investor test, asking whether the information would significantly alter the
investment decision of a reasonable investor, applicable where price reaction is absent but the nature of the information matters.
The two tiers are alternative: either suffices, and materiality fails only when both fail. Methodologically, price sensitivity may be
proved by expert evidence and economic analysis, while the reasonable investor test turns on content, source, certainty and the
gap with market expectations. Where misrepresentation and insider trading overlap, the same information may be both false and
inside information; materiality standards should be unified, but the subjects, burdens and scope of liability differ and must not be
conflated. Materiality affects the presumption of causation, not the method of calculating loss.

Key words: securities misrepresentation; materiality; price sensitivity; reasonable investor; insider trading
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