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The Effect of Margin Trading on the Stock Overvaluation in the Bull Market ;

An Empirical Analysis Based on the Data of 2014 Shanghai A—shares

Xu Changsheng' and Ma Ke *
(1; The School of Economic, Huazhong University of Science and Technology ;
2. Shanghai Head Office, The People’s Bank of China)

Abstract: In this study, the difference—in—differences ( DID) method was used to analyze the
data of Shanghai Stock Exchange ( A—share market) during the period from January 1™, 2014 to
December 31, 2014, which confirmed that the expansion of margin buying in the bull market was
an important driving force for the overvaluation of stock price. The study also investigated the
dynamic change at the initial stage of the bull market and revealed that the profitability, potential
growth of profit and operational risk could not account for the high price of margin stocks in the
bull market. This suggested that the fundamental factors are not the major reason for overvaluations
of the margin stocks.
Keywords: Margin Transactions, Leveraged Trading, Bull Market, Overvaluation of Stock
JEL Classification: G11, G14
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