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Abstract

Abstract

On March 31, 2010, the China Securities Regulatory Commission officially launched a
pilot program for margin trading and short selling in the mainland stock market, opening the
margin trading system. China officially introduced the margin trading mechanism, which is a
milestone moment in China's development history. The introduction of margin trading and
short selling system is believed to change the "unilateral market" situation of China's stock
market, increase liquidity and improve price discovery function. At the same time, it is also
questioned that it may bring new problems such as increased market risk and intensified
informed trading to the market.

At present, research on the margin trading and short selling system in China mainly
focuses on studying the influence of securities margin trading on pricing efficiency and
volatility, and lacks research on systemic tail risk. Therefore, this article starts from the
perspective of systemic tail risk, using indicator data of 173 stocks from the week 2003-01 to
the week 2022-52 as samples, constructs the upper and lower tail correlations between
individual stock returns and stock market returns to study the impact of securities margin
trading on the systemic tail risk of individual stocks. The PSM-DID model and
multi-dimensional fixed effects model are used to specifically analyze the impact mechanism
of margin trading and financing trading on the systemic tail risk of individual stocks. Through
policy evaluation and mechanism analysis of the margin trading and short selling system, we
can deepen our understanding of the impact of the securities margin trading on the systematic
tail risk of the stock market, provide insights on how to maintain the stability of China's stock
market, and provide a basis for financial institutions to implement risk prevention and
monitoring management.

Empirical research shows that: 1. After the pilot of the margin trading and short selling
system, it significantly increases the systematic tail risk of the stock market. Through the
PSM-DID model, it was found that the upper and lower tail correlation coefficients between
individual stock returns and stock market returns increased by 3.7% and 5.2%, respectively.
The probability of individual stock returns experiencing a sharp rise or fall in the stock market
was significantly increased, and the risk of individual stock linkage with a sharp drop in the
stock market was greater than the risk of an increase. 2. The trading mechanism of financing

and short selling has asymmetry. The multidimensional fixed effects model analysis of the
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impact mechanism of the margin trading and short selling system found that short selling and
short selling transactions have a stabilizing effect on the stock return rate as the market rises
and falls sharply, reducing the systemic tail risk of individual stocks, while the leverage effect
of financing transactions exacerbates the systemic tail risk of individual stocks.

Suggestions for this: For investors, they should maintain a cautious attitude towards
losses, pay more attention to fundamental information, and comprehensively consider the
general trend of the market. They should analyze rationally to avoid blindly chasing gains.
Strengthen the collaborative regulatory mechanism between financial markets, improve the
macro prudential management framework, and enhance the level of financial services and

management.
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