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S— , 275111 5 W A U WF 5 SCHK ( Abad I Pascual ,2013 ), 86 85 H > B A2 8 WA H
IRXHL( Trading ) He A 558 5 HUAE .

B T, M P L A A 2R 5 I REE 5 T R BN 6 S s SO EOR B R B B I 45 . CSMAR
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ILLIQ S0 BRI 3N 4 A 3398 0.0375 0. 0509 0. 0006 0. 3402
Reform R A SRy TR T K PR o e A AR A 3398 0. 5000 0. 5001 0 1
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AP 3, A5 2 A9 [l U3 45 28 (] of L A 20 A DR 2R HE W7 A9 288 77, DR ake T LA Ay abe ¢ o 4 0 1 535 3
M E T A R @

*x2 BEEERPER
. (1) (2) (3) (4)
Gy
ILLIQ ILLIQ ILLIQ ILLIQ
-0.0324"" -0.0160 " -0.0158 -0.0131""
Reform
(0.0017) (0.0029) (0.0029) (0.0029)
N ) 2 T 48 AR No No Yes Yes
7 37 % AR s i) A No No No Yes
7 ] [ 5 RN No Yes Yes Yes
A A5y [ A BT No Yes Yes Yes
N 3398 3398 3077 3077
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The Impact of Price Limits on Stock Liquidity .

Evidence Based on the Pseudo-Halt Matching Methodology
SHI Yang, SONG Jia, KANG Le ( Northwest University, 710127)
YAN Yinuo ( Renmin University of China, 100872)
Summary: As an integral part of the Chinese stock market trading mechanism, price limits have contributed
significantly to the stability of the capital market. However, with China being one of the fast-growing emerging
markets, the effectiveness of price limits, particularly on stock liquidity, has been controversial, and has thus
drawn much attention from regulators. In 2020, to foster a more dynamic market, the ChiNext Board

implemented a reform aimed at easing price limits, including expanding the daily price limit from 10% to 20%
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for individual stocks, to provide greater price flexibility. Yet, many questions remain unanswered regarding how
the reform affects Chinese stock liquidity, and why.

This paper examines the impact of price limits on stock liquidity in the Chinese stock market using the
quasi-natural experiment of the above mentioned 2020 price limits easing reform of the ChiNext Board. We
established a theoretical framework specifically designed for analyzing stock liquidity based on the
characteristics of investors within the Chinese stock market, and drew upon prior research on market circuit
breakers. We first investigated the mechanisms through which the relaxation of daily price limits affected stock
liquidity and proposed testable hypotheses. Then, employing the pseudo-halt matching methodology, we
constructed a sample of the treatment group and the comparable control group. Based on the price limits easing
reform of the ChiNext Board in 2020, we empirically tested the reform’s effect on stock liquidity. The result
shows that when the daily price limit was expanded from 10% to 20% , there was a decrease in daily illiquidity
in the treatment group compared to the control group, suggesting that relaxation of price limits can improve
stock liquidity. Moreover, the mechanism analysis indicates that the price limit easing reform enhances stock
liquidity by reducing trading interference, resulting in increased stock trading volume, cooler investor
sentiment, and higher pricing efficiency. Heterogeneity analysis further shows that the effect is more
pronounced for stocks with smaller market valuation, lower investor sentiment consensus, and poor earnings
information quality.

This paper contributes to existing literature on price limits in several ways. First, this paper provides
direct evidence of the impact of the relaxation of price limits on stock liquidity. Existing literature investigates
the effectiveness of price limits mainly based on the 1996 reform which introduced a daily price limit capped at
10% . Only two papers study the impact of the 2020 reform on the efficiency of the Chinese stock market.
Focusing on stock liquidity, this paper sheds light on a new perspective for evaluating the effectiveness of the
2020 reform. In addition, we established a novel theoretical framework specifically for analyzing stock liquidity
based on the characteristics of investors in the Chinese stock market, and classified investors as aggressive
traders and liquidity traders. Finally, using the pseudo-halt matching methodology, the paper helps address
endogeneity issues in the empirical research on the economic outcomes of the price limit easing reform. Overall,
this paper provides evidence of the effectiveness of the 2020 policy and suggestions for improving the price
limits mechanism in the Chinese market.

Keywords: Price Limits, Circuit Breakers, Stock Liquidity, Pseudo-Halt Matching
JEL. G10, G11, G14
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