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Table 1 Descriptive statistics of the observations in the two sample periods
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Fig. 2 Line chart of daily account of margin trading
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Fig. 3 Comparison of the impact of information shock on market stability around margin trading
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Margin trading and the stability of stock market: A dynamic perspective

*

LIU Ye FANG Li-bing LI Dong—=xin LI Xin-dan
School of Management and Engineering Nanjing University Nanjing 210093 China

Abstract: A new model called Threshold Auto-Regressive Conditional Density model with exogenous shocks
( abbreviated to be TARCD-X) is developed in the present work. The advantage of this model is that it accom—
modates all twelve relationships between the four types of information shocks and three indicators of market sta—
bility. Therefore the model can be well employed to investigate the impact of margin trading on the stability of
stock market from a dynamic perspective. The shocks include the increase and decrease of stock market price
and trading volume. The indicators of market stability involve volatility the asymmetry of large up and down
movements and the frequency of large movements of the stock market. The empirical results documented that:
(1) eleven of the twelve relationships do not worsen except for the decreasing of trading volume hasa larger
effect on conditional volatility after the execution of margin trading; (2) the changes in the margin trading ac—
count as a new information shock do not increase the volatility or the frequency of large movements but are
significantly correlated to the asymmetry of large up or down movement. This evidence is beneficial to building
early warning indicators to identify large movement of stock market.

Key words: margin trading; market stability; short sale; conditional density



