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The Impact of Margin Trading on the Liquidity of ETFs
Markets Based on Difference in Difference Model

LIN Xiang-you', DAI Hong-xia’
(1. Business School, Chengdu University of Technology, Chengdu 610059, China;
2. Southwestern University of Finance and Economics, Chengdu 610074, China)

Abstract: By taking seven kinds of the components becoming Exchange Traded Fund ( ETF) of margin trading
underlying securities as constructing group, by taking seven kinds of the components not becoming ETF of margin
trading underlying securities as contrast group, by using difference in difference model to study the difference of
China’ s ETF market liquidity before and after ETF becomes margin trading underlying securities, this paper
analyzes the net influence of margin trading on the market liquidity of ETF and the reliable results show that margin
trading boosts market liquidity of China’ s ETF and improves the quality of the ETF market. Thus, both of the
market supervisors and exchangers of ETF need to take different actions before and after ETF enters into margin
trading underlying securities.

Key words: margin trading; ETFs; ETF market; market quality; liquidity; non-liquidity; difference in difference
model
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