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2.1
2006 —2014 (2010 )
A . 2006 2014
2010
I 2010 3 2010
1
8 2 362 15 199
1.2.2
N ~CEO
( RESSET)
( CSMAR)
1
39
2010
1
; Table 1 Sample description
40
. : (%)
7 2006 0 1325 0
2 2007 0 1 435 0
2008 0 1 487 0
2009 0 1635 0
2011 65 2233 2.91
N 2012 211 2361 8.94
2013 463 2 361 19.61
" 2014 643 2362 27.22
. 1382 15 199 9.09
6
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2.2.1
2 25
List (ILL)
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6 List 1 D, ~ -1 v,( k)
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; Vil k) . D,
. Amihud ¥
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( SS_ratio /
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2.2.2
Lang  Lundholm *
( AnaSD)
1
AnaSD,, =In [ - Z (PE,,,, -PE,; )"
1) Huson % PEy;, 1 J L
Turnover ( PE., J
N, t i
1 0. . AnaSD
2) 16
( ExeCom) . 2.2.4
( ExeCom3) ( CEOCom)
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Size) . ( OwnSh) .
( Soe) .
2.2.3

1% .2



11

2

Table 2 Definitions of variables

List

MT_ratio

SS_ratio

Turnover

ExeCom

CPIL

ExeCom3

CPI

CEOCom

CPL

ROE /

InvEff

Overlnv

GIndex

ILL

AnaSD

Size

Age

Lev /

IntaAsset /

BoardInd /

BoardSize

OwnSh /

Soe

Mon *x

HH] * % %

FCF

StkReturn

Salegr

2.3

3.1
9.1%

15 199
18% (ILL)
3.2

. HHI

( AnaSD)
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3
Table 3 Summary statistics
3.1
List 15 199 0.091 0.288 0 0 1
Turnover 15 199 0. 180 0.385 0 0 1
ExeCom 15 137 2.947 2.520 0.177 2.231 17.765
ExeCom3 15 199 0.832 0.873 0.041 2 0.832 6.069
CEOCom 14 913 0.399 0.128 0. 000 0.306 2.580
ROE 11 653 0.067 0.149 -0.854 0.072 0.581
ILL 14 913 -7.329 1.048 -9.903 -7.335 -3.953
AnaSD 11 066 2.321 0.998 0.459 2.164 5.663
MT _ratio 15 199 0 1 -0.283 -0.283 5.180
SS_ratio 15 199 0 1 -0.239 -0.239 6.891
Size 15 199 7.898 1.337 -1.501 7.754 14.693
Age 15 199 2.569 0.434 0. 000 2.639 3.611
Lev 15 199 0.460 0.211 0.105 0.466 0.824
IntaAsset 15 199 0.043 0.041 0. 000 0.032 0.152
BoardInd 15 084 0.367 0.052 0.250 0.333 0.556
BoardSize 15 199 2.427 0.319 1.609 2.398 3.219
OwnSh 15 199 0.363 0.153 0.091 0.344 0.754
Soe 15 199 0.484 0.500 0 0 1
3.2
T (4) **(B) () A-B A-C
Turnover 0.185 0.180 0.178 0. 005 0. 008
ExeCom 5.575 2.684 3.520 2.891 ¥ 2.055**
ExeCom3 1.854 0.990 1.241 0.864*** 0.613***
CEOCom 0.663 0.373 0.470 0.290 *** 0.193***
ROE 0.088 0. 065 0.102 0.023*** -0.014™*
ILL -8.731 -7.185 -7.662 —1.5457 —1.068
AnaSD 2.196 2.338 2.350 —0. 1427 | ~0.155***
: List 1
o List 0
Kok
4 ROE ROE Turnover~ ExeCom~ ExeCom3
A ROE  Turnover. CEOCom - 0. 031.0.193.
ExeCom~ExeCom3.CEOCom - 0. 197.0. 187.

0.094.0.301.0.336.0. 344;

ROE
Com

0.180; C

B

-0.051.0.172.0. 178+

Turnover ExeCom~ ExeCom3 - CEO—

13

»
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4 ROE
Table 4 ROE’ s correlation with dependent variables
A B C

Turnover —0.094 *** —0.051*** -0.031"

ExeCom 0.302 *** 0.172%** 0.193 *** 3
ExeCom3 0.336*** 0.178%** 0.197***

e e s % 5% 10% ) 2.4.1
2.4 (1) (2)

Turnover;, = a + B,List;, x ROE,, + B,ROE;, + B,List,, + B,Size;, + BsAge,, + BgLev,, +
BIntaAsset; , + BsBoardInd, , + ByBoardSize,, + 8,00wnSh;, + B,,Soe;, + Year, +
(1)

Firm; + &;,
P( Turnover;, = 1) . . .
' = B,List;, x ROE;, + B,ROE,, + B;List;, + B,Size;, + BsAge;, + BsLev,, +

- P( Turnover,, = 1)

1

B, IntaAsset; , + BsBoardInd; , + B,BoardSize, , + B,,0wnSh;, + B,,Soe;, +
(2)

Year, + Firm, + ¢, ,
List x ROE (1),
OLS Logit( Clogit) (2) B,
Logit
® P( Turnover,, = 1) 2 Year,
Firm, &,
2.4.2
(3)
ExeCom;, = o + B,List;, x ROE,, + B,ROE;, + B,List;, + B,Size;, + BsAge;, + BsLev, , +
B;IntaAsset, , + ByBoardInd,; , + ByBoardSize, , + B,,0wnSh;, + B, Soe; , + (3)
Year, + Firm, + &, ,
(2) . ROE
ROE x List 5%
B
3
3.1 Goyal ~ Park ¥
5 1. 2 (1) .
0.

® logit
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5
Table 5 Main results
Turnover ExeCom ExeCom3 CEOCom
1 2 3 4 5
OLS Clogit OLS OLS OLS
-0.229** -1.567** 3.851 %% 1.342 %% 0.623***
ROE x List
( -1.979) ( -2.165) (6.888) (6.268) (6.462)
-0.038 -0.246 0. 607 *** 0.248 *** 0. 117 ***
ROE
( -1.259) ( -1.500) (7.691) (8.547) (8.587)
L 0.018 0. 101 0.121" -0.002 -0.031™*
1St
(0.972) (0.868) (1.662) ( -0.070) ( -2.493)
S -0.000 -0.007 0.739 *** 0.253*** 0.091 ***
ze
( =0.004) ( -0.135) (19.997) (19.513) (15.730)
4 0. 166 *** 1.662*** —0.436*** —0.209 *** —0.092 ***
ge
(4.963) (4.703) ( -3.525) ( —4.790) ( -4.274)
. 0.059 0.348 —0.263** —-0.156*** —-0.079 ***
ev
(1.572) (1.472) ( -2.127) ( -3.491) ( -3.815)
-0.158 -0.856 -0.172 —0.411%* —-0.183**
IntaAsset
( -1.062) ( -0.869) ( -0.387) ( -2.552) ( —2.480)
0.279 *** 1.974*** -0.062 -0.038 -0.057
BoardInd
(2.595) (2.595) ( -0.197) ( -0.327) ( -1.052)
0.516*** 3.376 %% 0.336*** -0.001 —0.031***
BoardSize
(24.168) (22.363) (5.334) ( =0.040) ( -2.812)
0.079 0.558 -0.518** -0.108 -0.033
OwnSh
(1.213) (1.568) ( -2.405) ( -1.339) ( -0.907)
g -0.036 -0.169 -0.163" -0.076** -0.033**
Doe
( -1.430) ( -1.196) ( -1.747) ( -2.101) ( -2.119)
—1.537%* — —3.125 % —-0.586*** -0.052
( —13.888) — ( —7.988) ( —4.204) ( -0.781)
Firm Year FE
15 083 10 494 15 025 15 083 14 810
/ R 0.082 0.085 0.801 0.774 0.708
t (OLS) z (Clogi) ; . 5% 10%
3.2
5 3
3~ 5
ExeCom- ExeCom3 CEO
ExeCom~ ExeCom3 CEOCom
ROE 0. 607.0. 248 0.117
ROE x List 3.851.1.342 0.623

48
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(4) OIS .
InfoAsym;, = «a + B,List;, + B,Size;, + ByAge;, + B,Lev,, + BsIntaAsset; , + BgBoardInd; , +
B,BoardSize;, + B;OwnSh;, + B,Soe;, + Year, + Firm, + ¢, , (4)
InfoAsym, , i ( AnaSD) List
(4) 6 1. 2 _0.161 1%
ILL  List -0.141
1%
6
Table 6 Mechanism tests of margin trading and short selling’ s corporate governance effects
ILL AnaSD Turnover ExeCom
1 2 3 4
L -0.141 % -0.1617 0.099 -0.024
15t
( -6.523) ( -5.031) (0.714) ( -0.305)
— — -1.180 3.084 "
List x ROE
— — ( -1.200) (5.339)
— — -0.006 -0.113***
ILL
— — ( -0.084) ( —3.346)
— — 0.360 -0.506***
ILL x ROE
— — (1.171) (-3.212)
— — 0.028 -0.080 ™
AnaSD
— — (0.729) (—4.648)
— — 0.243 -0.454
AnaSD x ROE
— — (0.959) (-3.881)
— — 1.669 -1.335
ROE
— — (0.699) (-1.131)
« Firm  Year FE
14 808 11 022 6 549 10 896
/I R 0.758 0.436 0.078 0.811
! R e 1% 5% 10%
N 3.084
(2) (3)
@o Al
ROE xILL.  ROE x AnaSD 3
ROE x List 4
6 3 4 N
(2).  (3) :
ROE x List
- 1. 567 3. 851 - 1. 180 1
@ logit ;
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ROE -2.159 10%
5 ~1.364 ;
List x ROE 5.325
5.1 3. 086. (
7 2 Massa HHI) .
4 ®
7 5~ 8
(High) List x ROE ~1.687
( Low) ~1.22;
( Mon) ( No) High  List Xx ROE 2.938
( Yes) Low 2.671.
7 1 4 ( Mon) .
List % 2
7
Table 7 Product market competition and the governance effect of margin trading and short selling
Mon HHI
Turnover ExeCom Turnover ExeCom
1 2 3 4 5 6 7 8
L 0.152 0.055 0.298 *** -0.123 0.104 0.109 0.135 0.171
15t
) (0.984) (0.312) (3.325) (-1.215) (0.637) (0.436) (1.497) (1.360)
ROE -0.323 -0.086 0.580 7% 0.603 -0.386 -0.285 0.545*** 0.414*
(-1.577) (-0.319) (5.621) (5.300) (-1.301) (-1.328) (4.809) (4.448)
-1.364 -2.159% 3.086 5.3257%% -1.222 -1.687 2,671 2.938 ***
List x ROE
( -1.546) (-1.692) (5.070) (6.561) (-1.225) (-1.148) (4.317) (3.431)
Firm  Year FE
6 273 4221 9 188 5 837 4353 4241 7 561 7 464
/ 0.087 0.086 0.800 0.807 0.104 0.107 0.835 0.811
t R Rk 1% 5% 10% .
5.2 8 3 8 1
4
( High)
Massa (Lev) List x ROE -2.416 1%
FCF
( ) ( Low) ;
4.025 Low 2.328. 8 5 8

( FCF)
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3.391 High 3.931.
( Low) -3.045 .
1% ( High)
; Low 3
8
Table 8 Financial condition and the governance effect of margin trading and short selling
Lev FCF
Turnover ExeCom Turnover ExeCom
Low High Low High Low High Low High
1 2 3 4 5 6 7 8
Lis -0.281 0.256" 0.309 ** 0.114 0.240 0.063 0.097 0.183
(-0.994) | (1.757) (2.293) (1.163) (1.272) (0.326) (0.873) (1.501)
. ~0.012 ~0.238 | 1.663% | 0.368%* ~0.060 ~0.338 | 0.499% | 0647
(-0.020) | (-1.336) | (6.650) (4.416) | (-0.246) | ( -1.380) | (4.361) (4.978)
List x ROE 0.496 —2.416*** 2.328*F 4,025 —-3.045** -0.403 3.391 7% 3.931 ***
(0.265) | (-2.957) | (2.119) (5.951) | (-2.357) | ( -0.383) | (4.685) (3.893)
Firm Year FE
4 020 5315 7 535 7 490 3 824 3744 7515 7510
/ R? 0.095 0.090 0.822 0.813 0.104 0.079 0. 806 0.79%
t R 1% 5% 10%
SS_ratio x ROE -0.520( 1%
6 ) -0.428( 5% ).
9 4~ 6
MT ratio x ROE
? ? 1.175 0.830 1% SS_ratio
x ROE 0.720 0.467 1%
s ( MT_ratio)
( SS_ratio)
MT _ratio SS_ratio List
9
9 1~ 3
MT _ratio x ROE
-0.441( 10% ) -0.1999
@ 0.5 3MT _ratio  SS_ratio



— 104 — 2018 11
9 « » o« »
Table 9 Comparison between “margin trading” and “short selling”
Turnover ExeCom
1 2 3 4 5 6
0.048 — 0.053 0.005 — -0.010
MT _ratio
(1.465) — (1.555) (0.239) — ( -0.460)
-0.441% — -0.199 1,175 — 0.830***
MT _ratio x ROE
( —1.899) — ( -0.815) (5.942) — (4.415)
— -0.002 -0.025 — 0.069 *** 0. 064 **
SS_ratio
— ( -0.049) ( -0.701) — (2.607) (2.536)
— -0.520*** -0.428** — 0.7207** 0.467 %%
SS_ratio x ROE
— ( =2.709) ( -2.218) — (4.351) (3.082)
ROE -0.375** -0.380** -0.398** 0.957 %% 0. 8427 0.960 ***
( —2.226) ( —2.303) ( -2.367) (10.184) (9.943) (10.656)
Firm Year FE
10 494 10 494 10 494 15 025 15 025 15 025
/ R 0.0852 0.0858 0.0861 0. 800 0. 800 0.801
L o * 1% 5% 10%
“ » .
( propensity score
7 matching PSM)
7.1 N
Logit 1
5
10.
Rosenbaum  Rubin ¥
10 PSM (1 5 )
Table 10 PSM sample regression ( 1:5 matching)
Turnover ExeCom ExeCom3 CEOCom
1 2 3 4 5
OLS Clogit OLS OLS OLS
L 0.032 0.251 0.019 -0.014 -0.035"
ist
(1.092) (1.322) (0.171) ( -0.356) ( -1.838)
-0.008 -0.174 1.401 % 0.501 *** 0.203 ***
ROE
( -0.082) ( -0.376) (4.166) (3.933) (3.402)
-0.296" —-2.043** 1.956 7% 0.669 *** 0.427 7%
List x ROE
( -1.826) ( -2.043) (3.081) (2.827) (3.762)
Firm Year FE
4 484 2242 4 467 4 484 4 405
/| R 0.075 0.108 0.808 0.782 0.712
t (OLS) =z (Clogit) ik - 1% 5% 10%
7.2 2008
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0. 5
Bertrand ~ Mullainathan * 5 11
- 1) Before'® 2
1 0; 2) N
Before(l) 1
1 0; 3) Before(())
1 2
0; 4) Afier' " 1
1 0; 5) Afier'**)
2 1
0. 5
11
Table 11 Considering compounding effect
Turnover ExeCom ExeCom3 CEOCom
1 2 3 4 5
OLS Clogit OLS OLS OLS
0.036" 0.283 ** 0.111" 0.014 -0.006
Before' )
(1.793) (2.153) (1.859) (0.627) ( -0.434)
-0.030 -0.227 0.032 —-0.006 0. 006
Before' V)
( -1.072) (-1.112) (0.367) ( -0.181) (0.352)
-0.051% -0.388% 0.117 0.060* 0.015
Beﬁ)re(o)
( —1.769) ( —1.734) (1.267) (1.756) (0.885)
o 0.047%* 0.299* 0.319%** 0.058* -0.000
After
Vi (1.894) (1.910) (3.705) (1.818) ( —0.024)
0.044 0.324 0.082 -0.001 -0.039
Aﬁcr(z”
(1.317) (1.642) (0.472) ( —0.026) ( —1.419)
0.097 0. 665 0.161 0.179 0.126
Before' ) x ROE
(0.859) (1.065) (0.418) (1.226) (1.528)
-0.021 -0.332 1.065 0.338 0.057
Before' ') x ROE
( -0.110) ( -0.255) (1.477) (1.319) (0.407)
-0.037 -0.193 0.515 0.152 0.147
Before' ) x ROE
( -0.181) ( -0.125) (0. 665) (0. 509) (0.957)
-0.104 -0.354 2.827 *** 1.007 *** 0.3717***
Afiert ') x ROE
( -0.652) ( -0.365) (4.445) (4.184) (3.148)
-0.420%* —4.006** 6.471 1.7227%%* 0. 866 ***
After' 2*) x ROE
( —1.942) ( -2.434) (4.551) (3.810) (3.819)
ROE “Firm Year FE
15 083 10 494 15 025 15 083 14 810
/ R 0.084 0.089 0.801 0.774 0.708
¢ (OLS) =z (Clogit) ek 1% 5% 10%
7.3

7.3.1
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(5)
o z II\EW (
N ) Salegr
Lygwi . = a + B, Salegr; ., + &;, (5)
(5)®
Si t
( InvEff)
Overlnw &, 20%
Overlnv 1 Overlnv 0.
(6) (7)

52

Biddle

InvEff; ( Overlnv; ) = a + B,List;, + B,Size;, + B;Age;, + B Lev,, + BsIntaAsset,, + BsBoardInd, , +
B,BoardSize;, + B;OwnSh;, + BySoe;, + Year, + Firm, + ¢,

PCOverlnv,, = 1)
n
1 = PCOverlnw,;, =1

B,BoardSize; , + B;OwnSh;, + B,Soe;, + Year, + Firm, + ¢, ,

OLS (6) Logit
(7) 12
Invkff  List : Over-
Inv List
12
Table 12 Impact of margin trading and short selling on investment efficiency
IwEff Overlny
1 2 3
0OLS 0LS Clogit
Lis 0.005** -0.050 *** -0.320**
(2.307) ( =3.056) | ( —2.468)
Firm Year FE
12 173 12 173 7712
/ R? 0.158 0.236 0.050 1
¢ (OLS) =z (Clogit)
;e * 1% 5% 10%
20

(6)

y = BiList,, + B,Size;, + B;Age;, + B,Lev,, + BsIntaAsset;, + BsBoardInd, , +

(7)
7.3.2

( GIndex) .

OLS
GIndex;, = a + B,List;, + B,Size;, + B,Age;, +
Bilev, , + BsIntaAsset; , + BgSoe, , +
Year, + Firm, + ¢, (8)
(8)
13 List

0. 054 1%

0. 054.



11

— 107 —
13 (1), (2)
Table 13 Using Glndex as corporate governance measure ( 3) 14
Glndex
1
. 0.054 ***
List
(2.643)
Firm Year FE 7.5
13 943 2006 —2014 | 2010
/ R 0.834
) (. (2 (3)
i ; *kk kk
* 1% 5% 10% 15
7.4 2010
14
Table 14 Changing the measure of performance
Turnover ExeCom ExeCom3 ComCom
1 2 3 4 5
OLS Clogit OLS OLS OLS
L 0.013 0.087 0.430*** 0.098 *** 0.015
ist
(0.777) (0.746) (6.453) (4.067) (1.335)
-0.002 -0.039 -0.041%* -0.018** -0.008 **
SktReturn
( —-0.348) ( -0.812) ( =1.775) ( -2.135) (-2.117)
—0.049%* -0.316 0.084 0.084* 0.049 **
List x SktReturn
( =1.923) ( -1.531) (0.656) (1.770) (2.161)
Firm  Year FE
13 080 9 108 13 029 13 080 12 834
/ R 0.082 0.083 0.795 0.772 0.710
t (OLS) z (Clogi) . 1% 5% 10%
15
Table 15 Changing the sample period
Turnover ExeCom ExeCom3 ComCom
1 2 3 4 5
OLS Clogit OLS OLS OLS
0.016 0.103 0.118 —-0.006 -0.033 %
List
(0.910) (0.914) (1.635) ( —0.247) ( -2.708)
-0.033 -0.221 0.639*** 0.259 %% 0.124 %%
ROE
( —1.196) ( -1.473) (8.658) (9.498) (9.563)
-0.184 -1.313* 3.863 1.360 %% 0.635***
List x ROE
(—-1.641) ( -1.847) (7.099) (6.413) (6.651)
“Firm Year FE
17 040 12 359 16 982 17 040 16 741
/ R? 0.207 0.083 0.809 0.782 0.715
t (OLS) z (Clogi) R e 1% 5% 10%
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2006 —2014 (2010
) A 2362

2010

1 . J. 2014 (15): 147 150.
He Shaoquan Wan Yachen. The current situation and existing problems of China’s margin trading business J . Times Fi-
nance 2014 (15): 147 150. (in Chinese)

2 Miller E M. Risk uncertainty and divergence of opinion J . Journal of Finance 1977 32(4): 1151 -68.

3 Fang VW Huang A Karpoff J. Short selling and earnings management: A controlled experiment J . Journal of Finance
2016 71(3): 1251 - 1294.

4 Massa M Zhang B Zhang H. The invisible hand of short selling: Does short selling discipline earnings management? ] .
Review of Financial Studies 2015 28(6): 1701 —1736.

5 Bai Y Chang E C Wang J. Asset prices and welfare under short-sales constraints J . Social Science Research Network E—
lectronic Journal 2005 DOI: 10.2139/ssrn. 687581.

6 . — J. 2014 49(10): 165
-178.
Li Ke Xu Longbing Zhu Weihua. Short-sale constraints and stock mispricing: The evidences from the margin transactions
institution J . Economic Research Journal 2014 49( 10): 165 —178. (in Chinese)

7 . — I
2011 (5): 28 -34.
Yang Deyong Wu Qiong. Empirical research on the impact of margin trading on liquidity and volatility of Shanghai security
market J . Journal of Central University of Finance & Economics 2011 (5): 28 —34. (in Chinese)

8 . — J.

2015 (6): 159 -172.

Chen Haigiang Fan Yunfei. The impact of the launch of margin trading and short selling on Chinese stock market volatility:
Evidence from a panel-data policy evaluation approach J . Journal of Financial Research 2015 (6): 159 -172. (in Chi-

nese)
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9 . I 2014
(8): 30-43; 187 —188.
Xiao Hao Kong Aiguo. A study on the mechanism of the impact of the securities margin trading on the fluctuations of the
special nature of the stock price: A test based on the difference-in-difference model J . Management World 2014 (8):
30 —43; 187 - 188. ( in Chinese)
10 Diamond D W Verrecchia R E. Constraints on shortselling and asset price adjustment to private information J . Journal
of Financial Economics 1987 18(2): 277 -311.
11 ? 7. 2006 41(5): 62 -73.
Wang Yuetang Zhao Ziye Wei Xiaoyan. Does independence of the board affect firm performance? ] . Economic Re—
search Journal 2006 41(5): 62 -73. (in Chinese)
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Xu Xiaodong Chen Xiaoyue. Analysis on the largest shareholders’ impact on corporate governance and performance J . E-
conomic Research Journal 2003 38(2): 64 —74. (in Chinese)
13 . N — 2003 J.
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Li Weian Tang Yuejun. Corporate governance valuation corporate governance index and corporate performance: Evidences
from 2003 Chinese listed companies J . China Industrial Economy 2006 (4): 98 —107. ( in Chinese)
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Impacts of margin trading and short selling on Chinese listed firms’ corpo—
rate governance

LU Yao' PENG Zhang' FENG Jia-gi’

1. School of Economics and Management Tsinghua University Beijing 100084 China;
2. PBC School of Finance Tsinghua University Beijing 100084 China

Abstract: This paper examines the impacts of the pilot program of margin trading and short selling on corpo—
rate governance using the data of listed firms in China. The results show that the firms significantly increase
executive pay for performance sensitivity and CEO turnover for performance sensitivity after their stocks become
pilot stocks. These results suggest that margin trading and short selling can serve as external governance de—
vices. We further confirm that becoming pilot stocks improves corporate governance through reducing informa—
tion asymmetry. We also find that the positive impacts of margin trading and short selling on corporate govern—
ance are stronger for firms that are in less competitive product markets and have larger financial distress. In
addition we investigate the impacts of margin trading and short selling separately and find that both margin
trading mechanism and short selling mechanism improve corporate governance. These results imply that margin
trading and short selling can enhance monitoring stemming from capital market facilitate information transpar—
ency and thus improve corporate governance.

Key words: margin trading and short selling; corporate governance; CEO turnover; executive compensation



