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Table 2 Descriptive statistics
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RPTb 10 969 0.123 0.317 -0.226 -0.106 0.016 0.262 0.959
Treat 10 969 0.159 0.366 0.000 0.000 0.000 0.000 1.000
Size 10 969 22.010 1.166 20.214 21.114 21.850 22.769 24.490
Lev 10 969 0.480 0.202 0.126 0.321 0.489 0.644 0.817
Tobin’ s Q 10 969 1.855 0.838 1.012 1.231 1.574 2.201 4.104
SH1 10 969 0.418 0.152 0.174 0.294 0.413 0.532 0.702
cv 10 969 0.836 0.234 0.310 0.672 1.000 1.000 1.000
SH2 10 969 0.085 0.072 0.007 0.025 0.061 0.133 0.246
BSize 10 969 2.196 0.153 1.946 2.197 2.197 2.197 2.485
IndepR 10 969 0.204 0.050 0.111 0.182 0.222 0.222 0.286
Salary 10 969 12.872 0.687 11.569 12.390 12.896 13.370 14.121
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Table 3 Deregulation on short sale constraint and exploitation of controlling shareholders
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- A IS ) ¢ £ AH ) ¢ £
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SOE 0.002 (0.13) 0.002 (0.14)
R 1.034 """ (2.85) 1.002 """ (2.78)
B il £ 1l
AT F: il gt
N 10 969 10 969
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Table 4 Channel test; Downside risk pressure

Panel A: 2B BRI T 37 BRI BEE

Panel A: The sensitivity of firm” s stock return to market return

HE A 4 B2 HEA 4 2R
T 4h = = R %57
s Feihlzl %5 s L %5

1 (FfK) -0.026 -0.026 0.000 -0.026 -0.024 -0.002 *** -0.002 **

2 -0.001 0.000 -0.001 -0.007 -0.007 0.000 0.001

3 0.007 0.008 -0.001 0.002 0.003 -0.001 ** 0.001

4 0.016 0.016 0.000 0.010 0.010 0.000 0.000
5(HE) 0.029 0.027 0.002 0.021 0.021 0.000 -0.002
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Panel B: A T BB 592 BB ARFAFI R di
Panel B; Downside risk pressure and exploitation of controlling shareholders
- (1) Dep. =RPTa (2) Dep. =RPTb

34 PRy ¢ (H R PRy (H
Treat -0.044 " (-2.20) -0.044 " (-2.22)
DS_Risk x Treat -0.058 ** (-2.10) -0.059 ** (-2.16)
Size 0.050 "~ (2.12) 0.050 ** (2.13)
Lev 0.641 """ (8.77) 0.643 """ (8.88)
Tobin’ s Q -0.001 (-0.11) -0.003 (-0.23)
SH1 -0.270 ** (-1.99) -0.276"" (-2.05)
cv -0.045 (-0.78) -0.048 (-0.83)
SH2 -0.517*"* (-2.63) -0.526 """ (-2.69)
BSize -0.015 (-0.19) -0.004 (-0.05)
IndepR 0.365" (1.89) 0.353" (1.84)
Salary -0.039 " (-1.93) -0.037* (-1.85)
SOE -0.003 (-0.10) -0.003 (-0.09)
R -0.653 (-1.18) -0.686 (-1.24)
I il ik
AL il ik
N 9 268 9 268
PR R 0.061 0.062
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Table 5 The effect of other governance mechanism on baseline
Gov = Balance Gov =PMC Gov = MKT
ARt (1) (2) (3) (4) (5) (6)
Dep. =RPTa Dep. =RPTb Dep. =RPTa Dep. =RPTb Dep. =RPTa Dep. =RPTb
Treat -0.064 """ -0.063 """ -0.101 """ -0.102 """ -0.072"*" -0.074 """
(-3.35) (-3.35) (-3.11) (-3.16) (-3.24) (-3.33)
Gov x Treat 0.117** 0.113** 0.106 ** 0.108 ** 0.004 ** 0.004 **
(2.28) (2.22) (2.07) (2.11) (2.33) (2.41)
Gov 0.008 0.007 -0.133" -0.147 " -0.007 -0.007
(0.67) (0.63) (-1.95) (-2.17) (-1.56) (-1.43)
Size -0.054 """ -0.052 """ -0.054 """ -0.053 """ -0.057 """ -0.056 """
(-3.38) (-3.29) (-3.35) (-3.30) (-3.34) (-3.28)
Lev 0.398 "~ 0.396 "~ 0.360 " 0.361 "~ 0.359 *** 0.360 "~
(9.11) (9.10) (8.39) (8.46) (7.82) (7.88)
Tobin’ s Q 0.017 *** 0.017 *** 0.020 *** 0.020 **~ 0.020 *** 0.020 ***
(2.67) (2.67) (3.32) (3.34) (2.81) (2.82)
SHI1 -0.026 -0.031 -0.013 -0.017 -0.062 -0.066
(-0.32) (-0.39) (-0.18) (-0.23) (-0.80) (-0.86)
cv -0.013 -0.015 -0.010 -0.011 -0.012 -0.013
(-0.36) (-0.40) (-0.26) (-0.31) (-0.31) (-0.35)
SH2 -0.107 -0.118 -0.115 -0.122 -0.032 -0.043
(-0.97) (-1.08) (-1.04) (-1.10) (-0.27) (-0.36)
BSize -0.034 -0.027 -0.010 -0.003 -0.028 -0.023
(-0.69) (-0.55) (-0.20) (-0.07) (-0.51) (-0.43)
IndepR 0.210" 0.203 " 0.197" 0.188 0.343 *** 0.336""
(1.82) (1.77) (1.71) (1.64) (2.62) (2.58)
Salary 0.008 0.007 0.008 0.008 0.011 0.011
(0.65) (0.57) (0.70) (0.66) (0.92) (0.88)
SOE 0.003 0.003 0.004 0.004 0.002 0.002
(0.18) (0.18) (0.22) (0.23) (0.09) (0.11)
U 0.962 *** 0.928 "~ 0.981 *** 0.963 **~ 1.049 "~ 1.012**
(2.69) (2.60) (2.67) (2.64) (2.66) (2.58)
AR il il il Pl il il
2\ H il i ] ] il il
N 10 969 10 969 10 755 10 755 8 636 8 636
P R 0.052 0.052 0. 060 0. 060 0.058 0.059
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Table 6 The effect of firm” s heterogeneity on baseline
As (1) Dep. =RPTa (2) Dep. =RPTb (3) Dep. =RPTa (4) Dep. = RPTb
Treat 0.029 0.029 0.019 0.026
(1.26) (1.27) (0.44) (1.10)
SH1 x Treat -0.1427** -0.143***
(-2.86) (-2.91)
Z - score x Treat -0.030"" -0.029**
(-2.07) (-1.97)
Z - score -0.005 -0.005
(-1.34) (-1.18)
SHI -0.049 -0.051 -0.239" -0.042
(-0.71) (-0.74) (-1.77) (-0.61)
Size -0.057 *** -0.055*** 0.003 -0.062***
(-3.55) (-3.47) (0.10) (-3.83)
Lev 0.400 *** 0.398 *** 0.777 *** 0.433 ***
(9.35) (9.36) (9.33) (10.14)
Tobin’ s ( 0.019 *** 0.019 *** -0.001 0.018 ***
(3.05) (3.04) (-0.09) (2.80)
cv -0.014 -0.016 -0.082 -0.023
(-0.39) (-0.44) (-1.24) (-0.64)
SH2 -0.093 -0.105 -0.093 -0.093
(-0.86) (-0.97) (-0.46) (-0.86)
BSize -0.035 -0.028 0.032 -0.022
(-0.71) (-0.56) (0.36) (-0.44)
IndepR 0.206 * 0.200* 0.371* 0.225*
(1.79) (1.74) (1.71) (1.93)
Salary 0.008 0.007 -0.037" 0.007
(0.71) (0.64) (-1.76) (0.55)
SOE 0.003 0.004 -0.002 0. 004
(0.19) (0.20) (-0.06) (0.24)
o 1.021 *** 0.989 *** 0.035 1.303***
(2.82) (2.75) (0.05) (3.54)
AR i il il il
A H] P i i i
N 10 969 10 969 10 969 10 969
VLI R? 0.051 0.051 0.036 0.065
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Table 7 Examination of Endogeneity
Panel A: PSM it [v.4%
Panel A: The results of PSM
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A (1) Dep. =RPTa | (2) Dep. = RPTb

Treat -0.025*" -0.025*"
(-2.34) (-2.36)

HA A 5 ] i

ARHE ] ]

2\ H] ] )

N 6 208 6 208

JEAE Y R 0.042 0.042

Panel B: 227 % B 45 24

Panel B: The results of Placebo tests

Ap b (1) Dep. =RPTa (2) Dep. = RPTH

Treat 0.006 0.008
(0.30) (0.42)
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Table 8 The tests of parallel trend
Panel A: 2010 Z {42 BRAR AR 2 K
Panel A: The exploitation of controlling shareholders before 2010

A (1) Dep. =RPTa | (2) Dep. =RPTb

Treat -0.004 -0.005
(-0.24) (-0.27)

HofbAs el P

Gt Pl Pl

A Pl il

N 3199 3199
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Panel B 43t BAG 56

Panel B; The test of different time period

IS (1) Dep. =RPTa (2) Dep. =RPTb
Treat( -4, -3) 0.010 0.010
(0.59) (0.58)
Treat ( =2, -1) -0.026 -0.027
(-1.36) (-1.39)
Treat (0,1) -0.042** —0.043**
(-1.98) (-2.03)
Treat ( =2) -0.099 *** -0.099 ***
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Table 9 Removal of alternative explanation
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Table 10 Robustness test by using different measures of exploitation

of controlling shareholders
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Table 11 The market reaction to related party transaction

. (1) (2) (3) (4) (5)
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Table 12 The effect of related party transaction on firm” s market value and accounting performance

- Dep. = Tobin’s Q Dep. =ROA
(1)RPT = RPTa (2)RPT = RPTh (3)RPT = RPTa (4)RPT = RPTb
RPT ~0.000 ~0.000 -0.012*** -0.012***
(-0.97) (-0.98) (-4.63) (-4.49)
Treat 0.084 0.085 ~0.005 *** -0.005 ***
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Short selling pressure and controlling shareholder’ s exploitation: Evidence

from a quasi-natural experiment

CHEN Sheng-lan' , LU Rui**

1. School of Economic and Management, Inner Mongolia University, Hohhot 010021, China;
2. Lingnan College, Sun Yat-sen University, Guangzhou 510275, China

Abstract: Investors can sell short on designated stocks in China’ s stock market since March 2010 when the
CSRC relieved the short sale constraint. The paper provides a quasi-natural experiment to examine whether
short selling pressure can discipline the controlling shareholder’ s exploitation. Using a sample of Chinese lis-
ted firms during 2007 —2014, the results show that short selling pressures from the removal of the short sale
constraints have a governance effect on the pursuit of private benefit of controlling shareholders. Downside risk
is the economic mechanism through which short-selling threat disciplines the controlling shareholders. The gov-
ernance effect from short sale is much stronger when other corporate governance mechanisms are weak. The
cross-sectional tests suggest that the higher the proportion of shares the controller holds or the higher bankrupt-
cy risk of the firm faces, the more reduction in the exploitation of controllers in pilot firms after the removal of
short sale constraint. This paper provides further insight into the discipline effect of short selling on controlling
shareholders in pursuing private benefits, and contributes to the literature on the effects of the removal of the
short selling constraints on the real economy.

Key words: short selling pressure; controlling shareholder; private benefits; deregulation of short selling con-

straint; quasi-natural experiment



