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Table 1 Internal validity test: Mean and median difference test
(N =836) (N=13 141)
P Chi® P
Size 22.200 22.090 22.210 22.050 -0.010 0.747 0.252 0.616
Ret_sd 0.033 0.029 0.034 0. 030 -0.001 0.112 0.612 0.434
Turnover 1.511 1. 505 1. 500 1. 489 0.011 0.579 0.415 0.519
RET -0.025 -0.104 -0.012 -0.087 -0.013 0.337 2.030 0. 154
RTA 0.429 0. 420 0.418 0. 403 0.011 0.134 3.448 0. 063
Lev 0.583 0. 473 0.584 0. 500 -0.001 0.955 4.571 0.033
CrossList 0.038 0. 000 0. 046 0. 000 -0.008 0.288 1. 128 0.288
Big10/nonBigl0 0.610 1. 000 0.612 1. 000 -0.002 0.926 0. 009 0.926
InstOwn 0.417 0.432 0.439 0. 457 -0.022 0.014 4.571 0.033
Topl 0.328 0. 307 0. 340 0.318 -0.012 0.024 0.729 0.393
BM 0. 447 0.370 0. 435 0.333 0.012 0.423 12.230 0. 000
Dual 0.310 0. 000 0.297 0. 000 0.013 0. 449 0.572 0. 449
StkConnect 0. 401 0. 000 0.378 0. 000 0.023 0. 189 1.726 0. 189
1: ¢ nonparametric 2-sample test( Stata ttable3) .
2: 2. Bigl0

nonBig10

“
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2
Table 2 Variable definition
12 x( -
Spread
)1/ “-1”
Tlliquidity Amihud oo
) i tt+3 1 4
Inspection 0
Size i
Ret_sd i
Turnover i 1
RET i 5 t+1 4
RTA i
Lev i
CrossList i H /B 0
Bigl0 1 0
InstOwn i
Topl i
BM i
Dual i 1
StkConnect i 1 0
; Inspection 0.09 9%
4
4.1 Spread  Inspec—
3 tion —-0. 055
Spread 1. 825 1.835 lliquidity
3.824 3.799
3
Table 3 Descriptive statistics
25 75
Spread 25 083 1.825 0.369 0.953 1.588 1.835 2.078 2.615
Hliquidity 25 083 3.824 0.912 1.929 3.183 3.799 4.422 5.941
Inspection 25 083 0. 090 0.285 0. 000 0. 000 0. 000 0. 000 1. 000
Size 25 083 22.170 1.302 19. 550 21.240 22. 000 22.910 26. 120
Ret_sd 25 083 0. 031 0.013 0.013 0.023 0.028 0.035 0. 120
Turnover 25 083 1.472 0. 543 0. 401 1.074 1. 442 1. 849 2.671
RET 25 083 -0.016 0. 447 -0.909 -0.268 -0.100 0. 126 1. 963
RTA 25 083 0.598 0.412 0.058 0.334 0. 505 0.736 2.499
Lev 25 083 0.427 0.212 0. 054 0.256 0.415 0.582 0.957
CrossList 25 083 0. 049 0.217 0. 000 0. 000 0. 000 0. 000 1. 000
Bigl0 25 083 0.591 0.492 0. 000 0. 000 1. 000 1. 000 1. 000
InstOwn 25 083 0. 443 0. 250 0. 000 0.236 0. 458 0. 644 1.521
Topl 25 083 0.342 0. 150 0. 003 0.226 0.319 0. 440 0. 900
BM 25 083 0.454 0.330 0.013 0.222 0.372 0. 588 1.738
Dual 25 083 0.288 0. 453 0. 000 0. 000 0. 000 1. 000 1. 000
StkConnect 25 083 0.301 0. 459 0. 000 0. 000 0. 000 1. 000 1. 000
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1% ; 2
Hliquidity Inspection
—-0.038 0.014 1%
Spread Inspection
~0. 029 0. 009 Hlb.
4
Table 4 Main results: Random inspection and stock liquidity
(1) (2)
Spread Miquidity
—0. 029 *** -0.038***
Inspection
(0.009) (0.014)
0.207 *** 0. 641 ***
Size
(0.007) (0.012)
0. 785 6.078 7
Ret_sd
(0.187) (0.451)
0. 1527 0. 6797
Turnover
(0.005) (0.009)
-0.073*** -0. 062 ***
RET
(0.004) (0.006)
0. 075 0. 160 ***
RTA
(0.011) (0.017)
-0.599 % -1 1727
Lev
(0.022) (0.039)
0.1827** 0.037
CrossList
(0.071) (0.077)
0. 030 *** 0.019"
Bigl0
(0.007) (0.010)
-0.042" -0.062"
InstOwn
(0.025) (0.037)
0.275*** —-0.517**
Topl
(0.041) (0.062)
—0. 398 *** —0.982***
BM
(0.014) (0.025)
0. 006 -0.010
Dual
(0.006) (0.009)
0. 068 *** 0. 141 %
StkConnect
(0.006) (0.009)
Firm & Year F. E. Yes Yes
adj. R? 0.754 0.888
N 25 083 25 083
[: o T 1% « 5% 10%
2 4 R? 22
5 before2  beforel

postQ ~ post3
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5

Table 5 Dynamic trend analysis

(1) (2)
Spread Hlliquidity
0. 004 -0.017
before2
(0.010) (0.018)
-0.015 -0.010
beforel
(0.011) (0.021)
0 -0.022" -0.037"
pos
(0.013) (0.020)
-0.023" -0.038"
postl
(0.014) (0.021)
-0.032** -0.046"
post2
(0.016) (0.024)
-0.026 -0.043
post3
(0.018) (0.029)
S; 0.2117*** 0. 639 %%
vlze
(0.007) (0.013)
Ret. sd 0. 871 4,299 %%
el_s
(0.196) (0.487)
0. 1517 0. 7037
Turnover
(0.005) (0.010)
RET -0.076*** —-0.061 ***
(0.004) (0.006)
RTA 0.077*** 0. 160 ***
(0.011) (0.018)
I —0.599 *** —1.221 %
v
(0.024) (0.041)
0. 184 0.025
CrossList
(0.074) (0.077)
Bial0 0. 028 *** 0. 024 **
8
(0.008) (0.011)
-0.035 -0.063
InstOwn
(0.026) (0.039)
ool 0. 286 —0. 448
Op
(0.044) (0.064)
B —0.391 *** —-0.976***
(0.015) (0.026)
0.010 -0.010
Dual
(0.007) (0.010)
0.070*** 0. 14477
StkConnect
(0. 006) (0.009)
Firm & Year F. E. Yes Yes
adj. R® 0.763 0.885
N 23 078 23123

1% 5% « 10%
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Table 6 Cross—section analysis: The moderating role of internal governance
(1) (2) (3) (4)
Spread Hliquidity Spread Hliquidity
-0.0617* -0.085*** -0.037 % —0. 047 ***
Inspection
(0.012) (0.017) (0.009) (0.014)
-0.002 -0.008 — —
highlnstOwn
(0.007) (0.010) — —
0. 065 *** 0. 097 *** — —
Inspection x highlnstOwn
(0.015) (0.023) — —
— — 0. 153** 0.003
CrossList
— — (0.078) (0.074)
— — 0. 182*** 0.216***
Inspection x CrossList
— — (0.042) (0.082)
Controls Yes Yes Yes Yes
Firm & Year F. E. Yes Yes Yes Yes
adj. R 0.755 0.3888 0.755 0.3888
N 25 083 25 083 25 083 25 083
NN 1% 5%+ 10%
highlnstOwn InstOwn.
1 0; highMedia
t t
highAnalyst 1
it CNRDS ; Bigl0
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Table 7 Cross-sectional analysis: The moderating role of external market supervision
(1) (2) (3) (4) (5) (6)
Spread Hliquidity Spread Hliquidity Spread Hliquidity
-0. 058 *** -0. 083" -0. 0437 -0. 059 *** -0. 060 *** -0. 088 ***
Inspection
(0.011) (0.015) (0.010) (0.015) (0.013) (0.018)
0. 051 *** 0. 096 *** — — — —
highAnalyst
(0.005) (0.007) — — — —
0. 070 *** 0. 109 *** — — — —
Inspection x highAnalyst
(0.013) (0.021) — — — —
— — 0. 014 *** 0. 032 *** — —
highMedia
— — (0.003) (0.005) — —
— — 0. 030 *** 0.045** — —
Inspection x highMedia
— — (0.011) (0.017) — —
- - - - 0. 024 *** 0. 009
Bigl0
— — — — (0.007) (0.011)
— — — — 0. 056 *** 0. 092 ***
Inspection x Big10
— — — — (0.015) (0.022)
Controls Yes Yes Yes Yes Yes Yes
Firm &Year F. E. Yes Yes Yes Yes Yes Yes
adj. R? 0.758 0.890 0.755 0.889 0.755 0.888
N 25 083 25 083 25 083 25 083 25 083 25 083
LT 1% . 5% . 10%
4.3.2 (CL)
logit
Sanc—
tion it
1 0; CL i
1) 1
0. 8 1 ~ 2
( CEO_TO)
i t
-2) ( )
0 8 3
34
( Sanction) Lin % *
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CAPM ( Idio)
CAPM
8 4 ( NegativeTone)
Easley ™% ( PIN) 8 6
8 5
8
Table 8 Channel test: Uncertainty and information asymmetry
(1 (2) (3) (4) (5) (6)
Sanction CL CEO_TO Idio PIN NegativeTone
Inspection 0. 607 *** 0.539 7 0.107" 0. 002 ** 0.017** 0. 002 **
(0.061) (0.071) (0.057) (0.001) (0. 009) (0.001)
Controls Yes Yes Yes Yes Yes Yes
Ind & Year F. E. Yes Yes Yes No No No
Firm & Year F. E. No No No Yes Yes Yes
Pseudo R? /adj. R? 0. 055 0. 188 0. 030 0.389 0. 059 0.413
N 25 083 22 862 25 083 25 065 25 083 23 278
1: Idio ¥ : N N .
N N N N N . H B
. PIN Ascioglu % N JTobin’ s Q- ROA. Jones
2p E T 1% 5%  10%
4.4 )
( never-treated firms)
4.4.1
( “ DID”) . Bacon 9
DID Baker 0.022
? DID
DID
( treatment effect heterogenei— .2) Callaway  *
ty) Sun ¥
Baker . Callaway ¥
3 DID : 1) Bacon “ - ”
Goodman-Bacon ¥
DID 3 . Callaway — *
( earlier— ® 1
treated firms) ( later—treated
firms) S
( . Sun ¥

Stata “csdid”
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2016  —2020 )
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@ 2
. 3) ( stack) 5 ®,
. Cengiz 10.
9 . Bacon
Table 9 Robustness test: Bacon decomposition
Spread liquidity
DID DID
DID
— -0.027 — -0.033
Control Group Type — — — —
earlier-treated firms vs. later-reated firms 0.080 0.022 0.080 -0.023
later-ireated firms vs. earlier-treated firms 0.022 0.003 0.022 0.032
earlier/later-ireated firms vs. never—reated firms 0.898 -0.036 0.898 -0.027
. Goodman-Bacon Goodman-Bacon Stata “bacondecomp”
1

Fig. 1 Robustness test: Refer to Callaway et al. (2021)

2

Fig. 2 Robustness test:

Stata
Stata

“eventstudyinteract”

“stackedev”

Callaway

Sun

(2021)

(2020)
. Refer to Sun et al. ( 2020)
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10 : Cengiz  (2019)
Table 10 Robustness test: Refer to Cengiz et al. (2019)
(1) (2)
Spread Hliquidity
—0.034 % —0.039***
Inspection
(0.009) (0.013)
Controls Yes Yes
Firm x Stack F. E. Yes Yes
Year x Stack F. E. Yes Yes
adj. R® 0.758 0.887
N 100 327 100 522
i 1%~ 5% ~ 10% Firm x Stack ~ Year x Stack Firm x Stack
4.4.2 +DID ®
“ +DID” 11 “PSM + DID”
TreatFirm
( PSM) 1 0
O, t Post
t ( )
l “ ”. PSM 1 0. “TreatFirm x
Post”
1:1 . PSM
11 . PSM + DID
Table 11 Robustness test: PSM + DID
(1) (2)
Spread Hliquidity
-0. 000 0. 000
Post
(0.009) (0.015)
-0.017** —0. 040 ***
TreatFirm x Post
(0.008) (0.014)
Controls Yes Yes
Firm & Year F. E. Yes Yes
adj. R? 0.730 0.851
N 11 417 11 440
N 1% 5%« 10%
4.4.3 “ ”
( placebo test) . Inspection 1 000
1 000
©)} coarsened exact matching( CEM )
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3 1 000 Inspection -0.029 -0.038 3
Spread - lliquidity
3 : ( )
Fig. 3 Random inspection and stock liquidity: Placebo test ( random assignment)
4.4.4 1 0.
12
Inspection : :

Inspect _beforeSanction

1 0; Inspect _afterSanction
12
Table 12 Distinguish whether listed companies are penalized after random inspections
(1) (2)
Spread Hliquidity
Inspect_beforeSanction ~0.0277 ~0.097
(0. 009) (0.014)
Inspect_afterSanction ~0.07877 ~0.09977
(0.022) (0.035)
Controls Yes Yes
Firm & Year F. E. Yes Yes
adj. R* 0.754 0.888
N 25 083 25 083
NN 1%+ 5% + 10%
4.4.5 )/
2020
1)
( Spread_time) 2 x 2020
( - ) 1/
12)
( Spread_Amount) 1) Inspection
12 x ( - ) 1/ 1 0; 2) Inspection
i 3) t+2 tt+2) 1

(QSP) ( - 0
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Random supervision and corporate capital market performance: Evidence
from CSRC’ s random inspection
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Abstract: Improving the Chinese capital market requires better regulation deeper reforms and innovation.
CSRC’ s random inspection system represents a significant innovation in regulatory philosophy and approach
representing a profound transformation of the regulatory system. Liquidity is often regarded as the “vitality” of
a capital market. This paper takes stock liquidity as an entry point to study how random supervision affects the
capital market performance of listed companies. The findings indicate that random supervision generally results
in a decrease in the stock liquidity of listed companies. However effective internal corporate governance and
external market supervision can significantly mitigate the negative impact of random supervision on stock lig—
uidity. The channel tests demonstrate that random supervision ultimately reduces firms’ stock liquidity by ex—
acerbating the uncertainty of firms and increasing information asymmetry among investors. The research con—
clusions offer valuable insights in deepening “deregulation and service” and “improving the function of the
capital market” both of which were highlighted by the Party’ s 20th National Congress.

Key words: random supervision; capital market performance; stock liquidity; random inspection



