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Figure 1 Increasing Trend of Underlying Stock

Financing Balance and Margin Balance
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b, mR2 WA, T A AR 59 R AU B0
P T AR A B R A9 30 1, B 0 T B R O AR

R4 RoEERN"_EELBITTRESR
Table 4 Difference in Differences Estimator Test Results for Liquidity Indexes

BLRTE BLEYE BIRYE
Res 1l Res I Res 1
X BR 2R 1.233 -5.710 1.703 -5.631 0. 565 - 14,051
2R SEIGEH 1.243 - 6. 185 1. 740 -5.617 0. 556 - 13.741
B 0.010 —0.467 """ 0.037"** -0.014 - 0.009 0.310
: (1.572) (-3.198) (3.173) (0.042) (-0.721) (1.379)
po gika:] 1.259 - 5.968 1. 665 -6.075 0. 548 - 14, 342
RS SEIG2H 1. 250 - 6. 657 1. 657 -6.725 0. 503 - 14. 832
B,+B - 0. 009 -0.690""" - 0. 009 -0.651"**" -0.045""" - 0.490***
= (1.064) (3.343) (0.847) (3.612) (3.898) (3.804)
B -0.019° -0.214 -0.046"°"" ~0.665"" -0.035"° —0.800"""
: (1.872) (1.050) (2.936) (2.471) (2.214) (3.004)
R’ 0.251 0.598 0. 144 0.487 0.133 0.553

R EFSAREARFE, TR

RS RERFREELEN"_SEELEITRESR
Table 5 Difference in Differences Estimator Test Results for the High and Low Turnover Ratio Portfolios

1Y A BLET A HBIKTH
Res 1 Res 1l Res 1l
o -0.014 -0.231 -0.033" -0.789"" -0.023 -0.659"°
(1.214) (0.767) (1.872) (2.614) (1.167) (1.959)
oo -0.025" -0.639"" -0.052*" -0.573"* -0.054*** -1.088"
(1.871) (3.633) (2.472) (1.935) (2.753) (3.881)

EBRFEFTOALLASAATHAARMA R USKTREFORZFENORT R P HSIAERAL, T & 1K
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—FESHEHE,
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6 REREMESESEN"_EESEITTRESR
Table 6 Difference in Differences Estimator Test Results for the High and Low Market Capitalization Portfolios

1Y% 2 WA BINRYE
Res Il i Res Il
cm -0.019" -0.359"" -0.064""" - 0.420 -0.045"" -0.899 """
(1.663) (2.124) (3.109) (1.530) (2.308) (3.302)
o -0.021 -0.052 -0.022 —0.644"" -0.027 -0.743 "
(1.558) (0.181) (1.402) (2.091) (1.394) (2.135)

R ABERTREFORRYENOREFTEALH > RSB, M AMABFTAFOR EA S FEFORE
Me —EEPHEHET. M AZABTEANREIAL A TEAOREALG T L5 T,

R RERERDERESEN_EENETRRER
Table 7 Difference in Differences Estimator Test Results for the High and Low Idiosyncratic Volatility Portfolios

ARSI 2R A B3R A
Res n i Res i
o - 0.017 - 0.288 ~0.057*"*  —0.849"" ~0.049" - 1.047°"
(1.370) (1.334) (2.751) (2.605) (2.371) (2.870)
o -0.022" -0.162 ~0.034™  -0.484" -0.023 -0.619"
(1.776) (0.622) (2.060) (1.834) (1.269) (2.427)
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Table 8 Difference in Differences Estimator
Test Results for Liquidity Indexes
for Different Sample Intervals

Res 1 Res I
BIRTE
2 2011-09-04 - 2011-05-04 -
i
PR 2012-03-04 2012-06-04
B -0.010 0. 241 -0.003 -0.047""
R 0. 268 0. 586 0.243 0. 628
B2 WY
X 2011-11-01 - 2012-09-04 -
A ||
FA X 2012-04-30 2013-06-25
B; -0.008° -0.187* -0.010° -0.191°
R’ 0.211 0. 354 0.124 0. 456
B3V E
. 2013-06-01 - 2013-03-12 -
= EREE]
FAKE 2014-01-31 2014-03-12
Bs -0.023" -0.744""" -0.031" -0.817"""
R 0.191 0.414 0.118 0.485

5 B4R , A& BF 9% & % DIETHER et al. **! il KAHRAMAN
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Table 9 Short-term Trading Strategies

of the Financing and Margin Traders

Fin, , Sho, ,
Ret, , 1.032** 1.046°° 0.277**° 0.280**
Ret, , 1.187*** 1.256°*" 5.984*** 6.043***
Res; , -1.997"*" 0.207
1, , -0.379** - 0.469***
Tur,;,  -0.129*"*-0.012°*"- 0.018 *** - 0. 017 ***
Vola; , 0.402*** 0.386"** 0.510*** 0.471**"
Vola,,., -0.036*"-0.315"""-0.126"*"-0.123"**
Fin; ,_, -0.337"*-0.337"""
Sho; ;4 =034 34
2]/ Bif 8]
B SRR il i £t il
I (. 103 111 103 108 82994 82993
% R 0.258  0.257  0.181  0.181
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Table 10 Difference in Differences Estimator Test Results for the Institutional Investor’s
Shareholding Ratio and the Average Growth Ratio of Shareholding Ratio for Shareholders

AR vEE
2 R
MEE KRE B MEL  KBE BB

InsHol ~ 42.978  48.030  5.051°" 48.230  49. 929 1. 699 -3.352  0.018
AR CE S

Hollne -0.782  -1.323 -0.543 -2.114 1. 664 3.778 4.319"" 0.033

InsHol ~ 38.993 46.746  7.754™"" 42,993 45.752 2.759 -4,994"  0.021
2 K5

Hollne 1.987 -2.118 -4.105"" -2.244 -0.634 1.610 5.715*"  0.024

InsHol ~ 44.435 41. 366 - 3. 069 51.391 42,727 -8.664""" -5.595"  0.029
CER SRS

Hollne 1.162  -1.113 -2.276 0.034 1.698 1.698* 3.974*° 0.021

fn, B X BT A R T O A Y SOk L, ML B B
1 LR B 06 20 e R A OB B R L B

ZW33VW A A, MR F R WE T E AR
EHBSHRHOBREET —EEZ 0N THER,
1 36 A [ 28 i 52 4 6 B9 B A 50 B 3 3 AR Lk ) A R R
PR R PIEC R R B F I, BIES R IR,
2R F 13, g 1L, RI2FF BT H, X 8 F 3

Rl RERFRFEIEAN
X FInsHol {lHollnc ) _BEDBHRBER
Table 11 Difference in Differences Estimator
Test Results for the High and Low Turnover
Ratio Portfolios on InsHol and Hollnc

BIRYE F2RYE BIRYE
InsHol Hollne InsHol Hollne InsHol Hollne

gop 3927 331270 -5.377 2171 -5.627 2.501
(1.296) (2.480) (1.561) (1.184) (L1.366) (1.463)
-2.778 5.506""" -4.12876.506"°"" -5.561" 3.407 "

TOH

(0.893) (4.344) (1.896) (3.513) (1.982) (2.218)

R REREMEEEIEN

RFInsHol FHollnc N _BED BT RBER
Table 12 Difference in Differences Estimator

Test Results for the High and Low Market
Capitalization Portfolios on InsHol and Hollnc

BIXYE HFUUEF HFIWTHE

InsHol Hollnc

InsHol Hollnc

InsHol Hollnc

G.H' VL

GM VH

-2.232 5,910
(0.992) (4.441)

-4.473 27287
(1.441) (4.360)

-3.706"7.936 """
(2.043) (4.435)

-5.799° 0.741
(1.705) (0.392)

-4.8247 3,737
(1.783) (2.399)

-6.364 2.172
(1.573) (1.290)

R RERERDESEIEN
KFiInsHol {Hollnc A _BEDEHRRBER
Table 13 Difference in Differences Estimator
Test Results for the High and Low Idiosyncratic
Volatility Portfolios on InsHol and Hollnc

BIKYHE FLRYEF  BIWTHE

InsHol Hollne InsHol Hollne InsHol Hollne

w -3.2600 61177 -5.086° 4.434"" -5.118" 3,003
(0.967) (4.862) (1.736) (2.404) (1.781) (1.816)
g C3M5 25210 -4.419 4243%° -6.070 2.816°
(0.992) (1.980) (1.212) (2.297) (1.413) (1.829)
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Expansion of Margin Trading and Short-selling and Liquidity
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Abstract ; Liquidity is the soul of the market, and the purpose and results for financial innovation are to improve the liquidity of
assets. On March 31, 2010, China Securities Regulatory Commission ( CSRC) officially launched a pilot programs in margin
irading and short-selling for the purpose of promoting market liquidity. And it then expanded the scope of the underlying stocks of
margin trading and short-selling for three times in the A stock market of China during the period from 2011 to 2013. Therefore,
it has great practical significance to study whether the financial innovation of margin trading and short-selling in China improves
the liquidity and make a further exploration on the intrinsic mechanism.

Excluding the effect of the short selling mechanism of stock index futures and stock index options, this paper respectively u-
ses the panel regression method and the difference in differences model which is better to assess the effect of a policy to test the
impacts of the three expansion of margin trading and short-selling in 2011-2013 on the underlying stocks’ liquidity. It then ex-
plores the intrinsic mechanism of the causal relationship between the buying and selling short mechanism and the liquidity from
the two perspectives of short-term trading strategy of the investors who engage in margin trading and short-selling business and the
changes of shareholder structure before and after each expansion.

The results show that the dual introduction of margin trading and short-selling decreases the transaction cost and price influ-
ence, and increases the liquidity of the underlying stocks. The influence of the expansion on liquidity about price influence is
getting stronger and stronger with the deepening and development of the margin trading and short-selling. The short-term momen-
tum trading strategies of margin trading traders provide a lot of liquidity for the market by decreasing the transaction cost and price
influence. The short-selling traders’ short-term momentum trading strategies decrease the price impact, but they don’t decrease
the transaction cost. Due to some institutional investors give up the underlying stocks, and medium and large individual investors
who prefer for short-term speculative trading begin to enter, the liquidity of these stocks with characteristics of high turnover
ratio, low market capitalization and low idiosyncratic volatility is improved more obviously and significantly.

Margin trading and short-selling can improve the liquidity of the underlying stocks, which supplements the empirical evi-
dence about the effect of buying and selling short mechanism on the market quality for the existed literature and provides reference
significance for the development and improvement of China's margin trading business.

Keywords : margin trading and short-selling; buying and short selling mechanism; liquidity; difference in differences ; transaction

cost; price influence
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