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Table 4 Mean of control variables in the difference in difference model
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Table 6 Panel data regression results for tail dependence

AR A L) LR(2) L (3) HRE(4) HRR(5) HRE(6)
A AB 0.45 0.44 1.03 2.79 %%+ 2.76 %% 4,24 %%
o7 3 T (L L ] (0.74) (0.74) (1.26) (0.95) (0.95) (1.50)
Bl A —1.50 %%~ —1.49%** —1.35%%* —1.18** —-1.16** -0.59
o7 3 TR ] (0.36) (0.36) (0.50) (0.46) (0.46) (0.58)
4,16+ 4,19+ 3.00 —5.17 %+ -5.01"** -3.16
TR
(1.38) (1.42) (2.49) (1.78) (1.83) (2.86)
~0.10*** —0.11%** ~0.07 ** -0.08 *** -0.08*** -0.10**
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(0.02) (0.02) (0.03) (0.02) (0.02) (0.04)
0.02 -0.06 0.07 0.20
T T
(0.148) (0.22) (0.18) (0.21)
0.00* 0.00
(0.00) (0.00)
—0.02 ~0.02***
[REES
(0.01) (0.01)
0.01 0.00
GikES
(0.01) (0.01)
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Table 7 Panel data regression results of tail dependence using extended samples

P il AR i AR(1) ZER(2) LER(3) FHRE(4) FHRE(S) FE(6)
B A 0.43 0.42 0.07 2.07** 2.06 ** 1.75**
o7 I 3 T A0 AR (0.68) (0.68) (0.68) (0.83) (0.83) (0.81)
i Ay —1.47 %% —1.47 %% —1.49*** —1.24 %% —1.20*** —1.16***
o7 3 3 T A0 ] (0.35) (0.35) (0.35) (0.43) (0.43) (0.43)
1.62 1.56 3.70 *** —4.69 " —4.52 %+ —3.18**
TR
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Asymmetric effect of margin trading and short selling on tail systematic risk ;
An empirical analysis of extreme dependence in Chinese A-share Market

CHEN Hai-giang' >, FANG Ying'** , WANG Fang-zhou’

1. Key Laboratory of Econometrics( Xiamen University ) , Ministry of Education, Xiamen 361005, China;
2. The Wang Yanan Institute for Studies in Economics, Xiamen University, Xiamen 361005, China;

3. Department of Finance, School of Economics, Xiamen University, Xiamen 361005, China

Abstract; Whether the introduction of margin trading and short selling decreases extreme co-movements be-
tween individual stocks and market index is an essential issue. Using the symmetrized Joe-Clayton copula
(Patton'®') | left and right tail dependence between individual stocks and market index are estimated, and a
difference-in-difference (DID) analysis is applied to examine the treatment effect of margin trading and short
selling. The paper finds that the newly introduced mechanism decreases left tail dependence, but increases
right tail dependence. Further regression analysis finds that the above asymmetric effects result from the differ-
ent impacts of margin trading and short selling on tail dependence. Particularly, margin trading has no signifi-
cant effect on left tail dependence, but increases right tail dependence; short selling decreases both left and
right tail dependence. As margin trading volume is far beyond short selling volume, the net effect is positive
for right tail dependence, but negative for the left. Therefore, positive feedback trading strategies by margin
traders amplify right tail dependence, while short selling incorporates the belief of pessimistic investors and
cools down the market sentiment. Therefore, regulators should control the leverage ratio of margin trading, and
improve the short selling mechanism to utilize its role as a price stabilizer.

Key words: margin trading and short selling; Copula function; tail dependence; difference in differenc
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Table A. 1 Estimation results of treatment effect with 78 control group samples
P B Jr AR AR KM A7 FARAEAR R 7e RARAB AR M i RARAEAR R
. -0.03 """ 0.08 "~ -0.02 0.09 ***
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(0.01) (0.01) (0.02) (0.02)
2.80 """ -0.01
BF%
(0.53) (0.66)
-0.00"" 0.00 "~
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0.00 0.00 "~
e
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TR
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Table A.2 Estimation results of treatment effect with 117 control group samples
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