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Abstract: This paper analyzes the impact of margin trading and short selling scheme on the correlation be-
tween earnings management and stock liquidity risk using difference-in-difference (DID) method. The findings
show that earnings management is positively related to liquidity volatility of that stock, which means earnings
manipulation leads to higher stock liquidity risks. Negative earnings management is more closely related to
liquidity risk than positive earnings management. The natural experiment reveals that ban lifting of margin
trading and short selling for stocks in a designated list has significantly reduced the liquidity risk resulted from
firm-level earnings management. Also, margin trading and short selling have provided more liquidity to the

market and hence, stabilize the market and improve market liquidity.
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CLHLD 55481 0.706 0.281 0.019 0.472 0.743 1.000 1.000
DINDEX300 56 855 0.151 0.358 0.000 0.000 0.000 0.000 1.000
STD_SALES 47 445 0.690 0.262 0.397 0.565 0.618 0.706 2.186
LOSS_FREQ 47 454 0.146 0.239 0.000 0.000 0.000 0.250 0.917
FUND HOLD 58372 2.438 5.142 0.000 0.000 0.010 2.099 25.003

FE: LLIQV-+ XV HE AT H IR B Fe T oL 100, 28RO B, R LU — ML
R 2R T FEARR BRI RIRISS R E R AT LU RS ) 5 1 Rl B k5 28 w7 (ML 2% 5 5 B0 i
IRA, RIS RAE 7 il 58 R T3 23 ) JCN o O TIE 27 A T 42 th, 5 0 i 5 2R & 3R T 58 5 A Al i k% i 7 P
SN SR P PR R B PR B /N BB, i R O i B A T B LA S PRI 1 R B AR A RS R Bl
BN, P e s A DY A B AR R R A AR B 2 A) S A R 5 &R, R R BT N 2 IR T sl 5 2.
AR AT B2 1) A B A B P B 2 1B K 7 A R S 285t AR 5 T, DTSR NS A 0 B N IR S
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Table 2 Main variable correlation coefficients

MARGIN MARGIN x AFTER  AJSJOHTCA AKOTTCA ARAMTCA  ATRUEAR

LLIQV + — 0.332%** — 0.389%** 0.078%** 0.077%#%* 0.078%*%*%* 0.068*#*
MARGIN - 0.404 %% — 0.010%* — 0.009%* — 0.010%* 0.069%%#*
MARGIN x AFTER - - — 0.045%%%* — 0.044%** — 0.046%** 0.021%*
AJSJOHTCA - - - 0.998*#* 0.997%#%* 0.207%*%%*
AKOTTCA - - - - 0.998:k 0.21 13k
ARAMTCA - — _ _ _ 0.2123%%%

SE: o R BIFORIEL0 %, 5%, 1 % (KK |52, FIAE R [ A7 (35 40 ) J. J5 2 70, 7R PR .
42 BEEEREEMRINMERR

N TATIRAR T 1, AT X 4% B B AR S R B AT T A A, S5 R W3R 3. Horh R B O E)
PEUE SN, A aN 1K (2= FE bR i 22 (LLIQV+H)1F AR B AR 5. AR AN H R E B AR bR, —
A =N, 4 AJSJOHTCA, AKOTTCA, ARAMTCA, 73 A X RF38 3 5 1,2 F1 3 5. R 3 Hr] LLE
BT AR AR B AR B AT 1 RECHTE 1 % MR IS KT N IR R, R B AR AR B AR 1 B0 ] 5%
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Table 3 Accrual earnings management and liquidity volatility

(1) 2 (3)

AJSJIOHTCA 0.119%%: - -
(0.038) - -
AKOTTCA - 0.115%% -
- (0.038) -
ARAMTCA - - 0.120%%
- - (0.038)
SIZE — 0.149%% — 0.149% — 0.149%x
(0.001) (0.001) (0.001)
MB 0.068+ 0.068:* 0.068
(0.001) (0.001) (0.001)
BHAR — 3.306% % — 3.308% % — 3,307
(0.693) (0.693) (0.693)
CLHLD — 0.505% — 0.506%** — 0.505%
(0.009) (0.009) (0.009)
DINDEX300 — 0.335%k — 0.335%kx — 0.335%k
(0.006) (0.006) (0.006)
STD_SALES 0.017* 0.017* 0.017*
(0.009) (0.009) (0.009)
LOSS_FREQ 0.034% 0.034% 0.034%5%
0.011) 0.011) (0.011)
FUND HOLD 0.011#% 0.01 1% 0.01 1%
(0.000) (0.000) (0.000)
7 JEE [ AR Fifl il eyl
A B [ 5 RURE il il P
AT [ 5 RUNE i Pt Fad
&IE R? 0.986 0.986 0.986
F4uit& 239 768 239 765%** 239 769% %
FEAE 42342 42342 42342

43 IEEFMHEBREBHR

4 M 2 NS R, A RRIT 3R 3, LAY (1), BE8Y3) I B (S)RIT 51 IF ] B 1148 4R 85 6T
TSN BN R TR (2), AR (4) RIS Y (6) 3R 7 471 ) N T B8 A 8 BT AL 30 P 18 3 PR S ). 1 e i 2
THEAREHE REIINIERE, X0 ONIE TR 1. [FE, BT IE AR B 1) REUETE 10 % MAS
IGKF R R, T R S AR ERE R AE 5 % 53 1% HIRLIR KR 5835, 30 £ n) 2 A 5 B A8 i
T OE ) AR BN X TR AR T 2. TEARAE PRI rp, st T AT ML 80 A 1 i A = [ RS, AT LA
R B IE [ 2 4% 5 B A0S AN S5 25 T B ) B AR B BRAE 1 % MRS IR /KT TR SR, SRR T A7 1 B A N
T 1 [ 2 A% BSOS (30— AP A
44 MAMSFEHMNBATEEENRIMEEZEXRNENE

5 NG HERE 3 AT TR, BIZEG) I T il 7 il g5 A 5] W AR B MARGIN. il il gz 2
] B9 il 5 Rl 5 R AIF 25 T A% B MARGIN x AFTER, PLAZEATRI = AN 45 B AR 3L A8 BH(DA) I 2
B 32 SHEAY (1) BEAL(2) B AL (3) () H AR & A3 il 0T B =N AN [R] ) 48 R i B AR FE A3 AR & AJSJOHTCA,

S 1T 7 8 5 0 A b T et T POV DRI, T LA DA 1 4 B A 7 I A A T .
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AKOTTCA, ARAMTCA. J8 i 1Z A6 56 7F 78 il 0% il 5 S0 o) 0 4% 8BRS At sl M 3 8] 5 &2 1 1R 15 4 .
FEREM AT E MARGIN x AFTER x DA, H R38N —0.625 (& —0.635, H1E 1% Wi /K-F L5 3.
T 3% B XoF ik T T N D E A R T R A R S, AR ERE R s 1 8 B 2 A BRI [ 9 AR
Mg T .
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Table 4 Positive and negative earnings management effects

()] (@) 3 “ (&) ©

AJSJOHTCA 0.096* 0.136** - - - -
(0.055) (0.053) - - - -
AKOTTCA - - 0.088* 0.137% - -
- - (0.055) (0.053) - -
ARAMTCA - - - - 0.102* 0.128**
- - - - (0.055) (0.054)
SIZE —0.150%#%%  — (.148Fkx  —(,150%%F  —147FFE Q151 %E 0,147
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
MB 0.068+ 0.068*% 0.067% 0.069%7+ 0.068%* 0.068%*
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
BHAR — 3.860%F% 2696k — 30939k _2E3EEEE _ 4032%%F D 576k
(0.964) (0.998) (0.962) (1.000) (0.966) (0.996)
CLHLD — 0.484%% 0527k Q481%kE  — (531%FE _ 0479%E _ (),534%k
0.012) (0.013) 0.012) (0.013) (0.012) 0.013)
DINDEX300 —0.337#F% 333k ()336FRE  — ()334%FE (0342 ().328%%k
(0.009) (0.009) (0.009) (0.009) (0.009) (0.009)
STD_SALES 0.050% —0.014 0.0507% —0.015 0.055%% —0.020
(0.013) (0.013) (0.013) (0.013) (0.013) (0.013)
LOSS_FREQ 0.011 0.057%%% 0.011 0.058%3% 0.009 0.060%
(0.015) (0.015) (0.015) (0.015) (0.015) (0.015)
FUND HOLD 0.01 1% 0.012:%% 0.01 1% 0.012: 0.01 1% 0.012%#
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Z i [ 3 R E il il 2 1l il il Eitil
A I B AR i Pt £l i il Pt
2w [E 5 U8 il il il s il il i
BIE R? 0.986 0.986 0.985 0.986 0.986 0.985
F 4iil& 122 467 117 3967 122 530%%% 117 336%#% 124 394%%* 115 517
FEA & 21628 20714 21711 20 631 21 894 20 448
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FoAp R (D) R 1 i FHREAS, TR 28 (2) A AY (3) 7 9 A FH IE [va) M A7 ) i R B AR PR ACHEA T ik i

DRI A AR 5L (1) H i 5 i 2 W) W28 5 MARGIN BT RN 7102, R WA T AR Rl s A =), iR a s
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BRI, 43 1E ) 28 AR A BRZEL RN £ 1) 80 R A R AL AT A 0, R AP F MARGIN x AFTER R &%
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51 REMNR
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Table 5 Regulatory effect of securities margin trading

()] (@) 3)

MARGIN — 0.118%% — 0.118%% — 0.117%%
(0.007) (0.007) (0.007)
MARGIN x AFTER — (.23 — (.23 — (.23
(0.010) (0.010) (0.010)
MARGIN x DA 0.294%3 0.286%7% 0.282%3%
(0.078) (0.078) (0.078)
MARGIN x AFTER x DA — 0.570%* — 0.563%% — 0.558
(0.133) (0.133) (0.133)
AJSJIOHTCA 0.024 - -
(0.049) - -
AKOTTCA - 0.023 -
- (0.049) -
ARAMTCA - - 0.028
- - (0.049)
SIZE — 0.148%%% — 0.148%x — 0.148%5x
(0.001) (0.001) (0.001)
MB 0.067:%+ 0.067+%% 0.067+%+
(0.001) (0.001) (0.001)
BHAR — 3.706%* — 3.706%% — 3,704
(0.674) (0.674) (0.674)
CLHLD — 0.440% — 0.440% — 0.440%
(0.009) (0.009) (0.009)
DINDEX300 — 0.2] 1%k — 0.2] 1%k — 0.2] 1%k
(0.007) (0.007) (0.007)
STD_SALES 0.016* 0.016* 0.016*
(0.009) (0.009) (0.009)
LOSS_FREQ —0.003 —0.003 —0.003
(0.010) (0.010) (0.010)
FUND HOLD 0.013%% 0.013%% 0.013%%
(0.000) (0.000) (0.000)
7 5 I8 5 RUBE il il il
A B [ RUBE il il il
28 ) [ 58 2L il il sl
fEIE R? 0.986 0.986 0.986
F 4iit& 190 282 190 2767 190 276+
FEA R 42342 42342 42342

52 HERKEHMRINMER
A5 A P S AR B N A ST o BB T IR A — P R, S5 R B AIAESR 7 b L B (1) B
TR SR AR AR PR PNV B0 1R R Bl 22 TR 1R 5% A%, A TR (2) AR TR (3) 4 Il WF L 17 i A% B AR 7 4 AR
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H MARGIN x AFTER x ATRUEAR Hi [ RECA 3, 3R B R T mhZe AL R4t 3R e A 2 e il
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Table 6 Treatment effect of securities margin trading

1) (@) 3

MARGIN — 0.102%* — 0.101 % — 0.102%*
(0.005) 0.007) (0.007)
MARGIN x AFTER — 0.261%% — 0.258% % — 0.263%*
(0.007) (0.010) (0.010)
SIZE — (.14 — 0.149% — 0.146%
(0.000) (0.001) (0.001)
MB 0.067% 0.068* 0.065%
(0.001) (0.002) (0.002)
BHAR — 3,713 #x — 3.934% — 3.509%
(0.665) (0.940) (0.943)
CLHLD — 0.446% % — 0.428% — 0.463%
(0.009) 0.012) 0.012)
DINDEX300 — 0.215%% — 0.222% % — 0.208 %
(0.007) (0.009) (0.009)
STD_SALES 0.016* 0.051 % —0.016
(0.009) 0.012) 0.012)
LOSS_FREQ —0.003 —0.017 0.011
(0.010) (0.015) 0.014)
FUND HOLD 0.013% 0.013% 0.014%
(0.000) (0.001) (0.001)
7 5[] 7 AT il il il
A [ RURE Eicki il Fihl
AT [ 58 RUBE el Pt Pt
&IE R? 0.986 0.986 0.986
F it & 239 623%* 118 938 120 7807
FEA & 43 411 21 628 21783

6 “RiIB

CA B0 SR B 2 THE B R AE BB W BT AR5 B AR B, 25 B5 R AT LLR w22 sl
P, FEAR PRSI RURE. AR SO A% BRSO () BE it — 2B Ab T8 T RTIR AT R & THE B4t 5 R
R SCRRAIT . 1 A ] 7l 28 ) i, AR SO AR A% BERE JEE A6 0 2 K e 2 3t 8 Wk i s, 9 A L 17D 48
7B FEL 11 PRI R0 5 T 1) 7 A ) JRURG 25, BV I [ 228 % R L T 3 R P B0 X BN A7 [ R A
L XS BB TR ARE AT REE R K T MRS BLR AR BANE WIS 2 ®l ARG, e B EE
MBS A BAT NI A AR A T AR5

FESR AT TR, R P it 9% R 53X A R S0 28000 2 28 L A LR ) Ak AR, A B 5% R D4 b T LA
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Table 7 Real earnings management and Liquidity Volatility

1 (@) 3 “)

MARGIN - - - — 0.125%%
- - - (0.007)
MARGIN x AFTER - - - — 0.273%*
- - - (0.010)
MARGIN x ATRUEAR - - - 0.237%%
- - - (0.046)
MARGIN x AFTER x ATRUEAR - - - 0.123%*
- - - (0.065)
ATRUEAR 0.305% % 0.245% 0.301 %% 0.179%+
(0.023) (0.037) (0.031) (0.033)
SIZE — 0.149% — 0.150%* — 0.147%%5 — 0.148%
(0.001) (0.001) (0.001) (0.001)
MB 0.066%* 0.065% 0.064%+ 0.064%
(0.001) (0.002) (0.002) (0.001)
BHAR — 3.325%%k — 3.611%*x — 2,937k — 3,627k
(0.685) (0.934) (1.008) (0.666)
CLHLD — 0.510%* — (.49 — 0.526%* — 0.446%*
(0.009) (0.012) (0.013) (0.009)
DINDEX300 — 0.337%% — 0.329%# — 0.343% — 0.213%%
(0.006) (0.009) (0.009) (0.007)
STD_SALES 0.016* 0.050% —0.019 0.018%*
(0.009) (0.012) (0.014) (0.009)
LOSS_FREQ 0.036% 0.040% 0.046+* 0.000
(0.010) (0.013) (0.018) (0.010)
FUND HOLD 0.01 1% 0.008* 0.012%%% 0.012%%
(0.000) (0.001) (0.001) (0.000)
IR il i il Eichil
&35 Fihl il il s il
R £kl Pt il i
17l il il il 51
1B1E R? 0.986 0.986 0.985 0.986
F 4iit & 245 8447k 136 075%#* 110 071 195 1943
FEAR 43255 23577 19 678 43 255
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