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Fig. 1 The trend of margining balance and shorting balance
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Asyl = Longact — Shortact . N
Asy2 =
In( Shortact) /In( Longact)
Asy2 N
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Table 1 The definitions of main variables
Longact
Shortact
Asyl Longact — Shortact
Asy2 In( Shortact) /In( Longact)
R,
R_5 5
Turnover /
Size
BM /
o ( - )/
R, 20
NCSKEW
DOWNFREQUENCY
Crashdays
Long
Short
DUVOL
2.3
2 407
16.85% 0.74
1.27% Diether ~ °
2005
2.18%
2
Table 2 The statistical analysis of main variables
Turnover 472 941 0.168 5 0.167 6 0.000 0 0.770 4 0.083 0
o 472 941 0.012 7 0.005 5 0.000 0 0.490 8 0.018 2
Asyl 472 941 0.155 8 0.154 9 -0.490 8 0.770 4 0.086 7
Asyl 421 857 2.969 3 2.704 0 0.2477 25.615 5 1.407 0
Size ( 472 941 407.960 3 139.345 7 11.898 5 26 812.570 0 1324.160 0
BM 472 941 0.742 17 0.486 1 -0.058 8 32.717 0 1.406 0
Turnover( %) 472 941 2.1830 1.3209 0.002 2 56.332 4 2.556 2
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Table 3 Panel regressions between marginpurchase short sale the asymmetry and past returns
Longact Shortact Asyl Asy2
R 0.002 37 —-0.000 6*** 0.002 9 0.044 0
- (7.45) ( —6.47) (8.67) (5.33)
R —-0.000 4 *** 0.000 37 —-0.000 8 ** * —-0.024 3%
' ( -2.95) (10.11) ( =5.06) ( -8.53)
I 0.867 1%
ongact _s _;
( 164. 86)
*kk
Shortact _s _; 0.900 8
(104. 40)
*xk
Al s 0.869 7
X (175.63)
K*kk
Asy2 5 0.890 9
’ (183.66)
w 0.004 777 —-0.000 2** 0.004 9* ** 0.042 8%
o (13.84) ( -2.25) (14.41) (5.99)
o —-0.236 3 0.027 6™ —-0.264 3% ** —4.177 1%
! ( -11.34) (4.90) ( -11.57) ( =7.04)
o 0.057 5" -0.037 3% 0.094 37** 3.654 3%
- (1.66) ( -4.32) (2.79) (4.94)
N 472 941 472 941 472 941 344 668
Yes Yes Yes Yes
Yes Yes Yes Yes
R? 0.614 0.633 0.628 0.659
NN 1%5% 10%
3 5 5 10%
5 0. 006%
10% Diether
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Table 4 The regression 8 between margin purchase and past returns after controlling firm characteristics
BM Size Tremover
Kkk *kk *kk
Low( 8, ) 0'(01095 919) Small( 8, ) 0'(02005 ;8) Small( 8, ) O'(Ol‘); 35)
. 0.006 3*** . 0.005 1% . 0.007 17**
High( 8, ) (22.57) Big( 1) ) (21.81) Big( B, ) (20. 14)
*kk Kkk
Low-High( 8, ) _(0'0(2)17(1) Small-Big( 8, ) ?1006(1)6 Small-Big( 8, ) _?.0(6)2573)
NN 1% 5% 10%
5 B
Table 5 The regression 8 between short sale and past returns after controlling forcharacteristics
BM Size Turnove
*kk *kk *kk
Low( 8;) _?' 0(9)0055) Small( 8, ) _?'020428) Small( B, ) _(0'01(1: 20)
. -0.000 8 *** . -0.001 3*** . -0.000 5***
High( 3, ) (—9.03) Big( B, ) ( -10.93) Big( 51) (-12.33)
. 0.000 3 *** . 0.001 17 . 0.000 8 ***
Low-High Small-Bi Small -Big|
w-High( 8, ) (2.59) g( B1) (8.62) g Br) (7.87)
NN 1% 5% 10%
4 5
4
5 5
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Table 6 Portfolios based on margin purchase
1( least) 2 3 4 5( most)
Longact 0.127 6 0.1545 0.170 5 0.1859 0.2119
Shortact 0.016 8 0.014 3 0.0129 0.0116 0.009 4
Asyl 0.110 8 0.140 1 0.157 6 0.174 3 0.202°5
Asy2 2.2357 2.7119 2.948 5 3.1856 3.636 8
Size () 756.710 6 469.008 1 362.342 1 283.028 3 198.757 0
BM 0.799 2 0.746 6 0.722 17 0.7415 0.747 7
Turnover 1.710 0 2.077 2 2.234 8 2.2911 2.316 3
o 0.037 8 0.037 9 0.038 1 0.0380 0.037 5
R, (%) 0.022 1 0.029 0 0.050 5 0.056 6 0.074 8
0.052 77
fS — pfl( %
PES - pll{( %) ( <0.001)
o opfS - pfl 5 1 Kolmogorov pf5 - pfl
p e e 1% 5% 10%
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Table 7 Portfolios based on shortsale
1( least) 2 3 4 5( most)
Shortact 0.001 8 0.003 7 0.008 0 0.017 6 0.033 7
Longact 0.1752 0.178 8 0.175 4 0.165 7 0.1550
Asyl 0.173 3 0.175 1 0.167 4 0.148 1 0.1213
Asy2 4.0120 3.662 5 3.128 4 2.460 3 1.973 4
Size () 195.962 6 185.004 2 259.275 9 466.557 7 961.782 8
BM 0.589 8 0.646 6 0.764 9 0.814 4 0.940 5
Turnover ( %) 2.729 4 2.356 7 2.2314 1.846 9 1.466 7
s 0.040 4 0.038 3 0.037 9 0.0370 0.0357
R, (%) 0.066 7 0.062 8 0.050 5 0.044 8 0.044 7
H*kk
pfS — pfl 0.0219
(0.007)
© pf5 - pfl 5 1 Kolmogorov pf5 - pfl
P e ek 1% 5% 10%
6 7
20
R, .
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Table 8 Portfolios based on Asyl between margin purchase and short sale
1( least) 2 3 4 5( most)
Asyl 0.104 7 0.1393 0.158 1 0.176 1 0.204 2
Longact 0.128 2 0.153 6 0.169 3 0.184 9 0.2109
Shortact 0.023 5 0.014 3 0.0112 0.008 8 0.006 7
Asy2 2.1190 2.659 4 2.9859 3.318 1 3.806 0
Size () 903.685 9 459.329 0 315.263 0 225.446 5 155.421 0
BM 0.869 0 0.739 3 0.702 2 0.719 1 0.724 3
Turnover ( %) 1.543 2 2.045 4 2.281 4 2.382 4 2.3837
T 0.037 1 0.037 8 0.038 3 0.038 4 0.037 8
R, (%) 0.0398 0.054 8 0.0719 0.072 2 0.099 5
0.059 7%
fS — pfl( %
pfS - pfl( %) (0.001)
© pf5 —pfl 1 Kolmogorov pf5 —pfl
p U 1% 5% 10%
8 9
9  Panel A
0.059 7% 15.4% .
H2
9  Panel B
6~ 8
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5
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Table 9 Return differences on margin purchase portfolios after controlling for characteristics
Panel A: ( Size)
Low 2 3 4 High
0.090 0** * 0.042 8 0.036 97 0.016 3 0.038 8"
o> ~pll (%) (0.000) (0.113) (0.025) (0.351) (0.070)
Panel B: ( BM)
Low 2 3 4 High
of5 = pfl (%) 0.057 5** 0.039 6 0.053 9™ 0.067 3™ 0.038 77**
(0.016) (0.217) (0.016) (0.017) (0.017)
Panel C: (' Turnover)
Low 2 3 4 High
ofS — pf1 (%) 0.051 0*** 0.053 5 0.003 5 0.057 6" 0.061 2"
(0.002) (0.017) (0.588) (0.079) (0.052)
Panel D: (o)
Low 2 3 4 High
pfS = pfl( %) 0.050 77 0.052 6™ 0.009 8 0.035 8" 0.020 1
(0.001) (0. 006) (0.191) (0.081) (0.494)
: pfS - pfl 5 Kolmogorov
p U 1% 5% 10%
9 Panel D Panel B
0.042% .
Panel C
10
10 Panel A.
Panel B.Panel C  Panel D
Panel D
Panel A
5%
0.007 3%

0.287% .




1 — 83 —
10
Table 10 Return differences onshort sale portfolios after controlling for characteristics
PanelA: ( Size)
Low 2 3 4 High
5 - pfl (%) -0.004 0 -0.016 8 -0.014 9 0.019 8 0.006 5
P = PR (0. 646) (0.314) (0.237) (0.827) (0.350)
PanelB: ( BM)
Low 2 3 4 High
(5 = pfl ( %) -0.041 6" -0.0425 -0.017 5 -0.023 1** —0.042 47
- 0
PR P (0.063) (0.101) (0.200 0) (0.028) (0.001)
PanelC: ( Turnover)
Low 2 3 4 High
(5 = pll ( %) —-0.057 7°** —0.044 37 -0.036 6" -0.014 9 -0.014 5
- (
PR op (0.002) (0.006) (0.052) (0.265) (0.553)
PanelD: (o)
Low 2 3 4 High
5 ol ( %) -0.287 0*** -0.022 4™ -0.019 0** -0.029 5" -0.007 3
=P (g
PRl (0.002) (0.029) (0.029) (0.053) (0.459)
: pf5 - pfl 5 1 Kolmogorov pf5 - pfl
p R 1% 5% 10%
t
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Table 11 Panel regressions between market crash and margin trading
NCSKEW, DUVOL, DOWNFREQUENCY,,
0.254 5 0.250 1% 0.007 77*
Long;
(1.21) (2.06) (2.23)
i -2.153 6™ —1.374 27 —0.041 6
hort; ,_,
( -2.43) ( -2.63) ( =3.07)
C -0.082 0*** -0.064 6*** -0.079 8***
rash; ,_,
( -5.81) (-4.82) ( -7.97)
. 0.139 37 0.173 07 0.000 9
Size; ,_,
(2.87) (5.79) (1.03)
BM ~0.804 0*** ~0.342 8% -0.005 3***
bt ( -9.16) ( -6.29) ( -3.54)
-0.001 1 -0.0013 -0.000 1**
Le”z t-1
(-0.61) (-1.31) (-2.04)
_ _ ook _ ek
ROE, ,_, 0.003 4 0.002 5 0.000 1
( =3.09) ( -3.96) ( -3.30)
Ret. 0.182 0*** 0.080 4 *** 0.002 9***
! (4.09) (2.80) (3.38)
R 0.166 0 0.061 0** 0.002 977
eli 1
(4.14) (2.39) (3.62)
Ret. 0.180 57 0.083 9 0.003 277
i (4.79) (3.42) (4.07)
R 0.144 6 0.044 6" 0.001 2
etz -4
(3.80) (1.87) (1.57)
0.099 8 *** 0.0315 0.002 07
Reti -5
(2.77) (1.42) (2.65)
0.060 0" 0.004 7 0.000 6
Retl t-6
(1.80) (0.23) (0.96)
N 23 302 23 302 23 302
Yes Yes Yes
Yes Yes Yes
R? 0.205 0.225 0. 144
NN 1% 5% 10%
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Table 12 Panel regressions between market crash and margin trading during the period of slump

CrashDays CrashDays
I 4.799 37 3.949 27
ong,_
(3.76) (3.15)
0.2357 -0.092 4
Long, ,
(0.18) (-0.07)
5.736 37 4.772 97
Long, 3
(4.34) (3.64)
*kk *kk
Short,_, -13.129 4 -15.736 9
(-4.02) (-5.55)
0.8456 -1.4458
Short,_,
(0.23) (-0.45)
Short, -8.602 3 -9.401 6
: (-0.94) (-1.20)
F*xk Fxk
Ret,., 1.057 4 1.118 5
(4.58) (5.00)
0.700 7*** 0.685 3***
Ret,_,
(3.08) (3.02)
1.067 8 0.905 6™
Ret,
X (4.82) (4.24)
N 2141 2 141
16 —ind 63 —ind
R 0.383 0.450
NN 1% 5% 10%
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Margin trading and stock return predictability

YU Hong-hai' CHEN Bai=zhu® JIANG Zhen-+kai' QIAN Yi-chuo'
1. School of Management and Engineering Nanjing University Nanjing 210093  China;
2. Marshall School of Business University of Southern California Los Angeles 90089 USA

Abstract: The removal of the ban on margin purchase and short sale in 2010 not only introduces a short-sell—
ing mechanism for Chinese market investors but also provides a leverage amplification mechanism for specula—
tive traders. Different from the previous perspective of institutional change this paper from the micro-behav—
ioral perspective studies the credit account investors’ trading behavior and its predictability. Based on the
sample data from December 2011 to August 2015 it is found that the credit account investors increase their
margin purchase following the positive return of the stock and increase the short sale after the negative return.

Further studies show that intensified margin purchase can predict positive future returns while intensified short
sale can predict negative future returns. In addition the margin purchases have a significant positive impact
on the future stock price collapse while the short sale can reduce the possibility of stock price collapse. Our
study reveals the micro behavior of margin purchase and short sale and also provides theoretical basis for fur—
ther reforms.

Key words: margin trading; trading behavior; return predictability; price crash



