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Abstract 
Based on 2008-2016 years’ A-Share Listed Companies in China, using the 
capital market to lift the short selling constraints, this paper investigates its 
impact on the company’s provision for asset impairment. The study found 
that the lifting of short selling constraints policy led to a significant decrease 
in the asset impairment provision ratio. And the significance of the compa-
ny’s provision for reducing the amount of assets that can be reversed is higher 
than the provision for impairment of non-reversible assets. The article ex-
tends the research framework of economic consequences of lifting short sell-
ing constraints, and supplements the literature on the factors that affect the 
company’s provision for asset impairment. 
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1. Introduction 

China’s capital market has been loosening stock short selling controls since 
March 2010, and qualified investors can short-sell transactions on stocks that 
enter the short-selling list. This is an important institutional reform that has 
achieved breakthrough development in China’s A-share market, ending the his-
tory of China’s stock “unilateral market” for more than 20 years. The relaxation 
of the short-selling control policy is continuously promoted in the manner of 
promotion after the pilot and the gradual expansion of the underlying stock. In 
the initial stage of the policy implementation, the short-selling stocks identified 
by the Shanghai and Shenzhen Stock Exchanges were the constituents of the SSE 
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50 Index and the Shenzhen Stock Exchange, with a total of 90 stocks. With the 
implementation of the short-selling business, by December 2016, the number of 
short-selling stocks in the Shanghai and Shenzhen stock markets had increased 
to 950. The amount of securities sold from less than 1.2 billion yuan in 2010, has 
exceeded 61 billion yuan in 2016. The rapid development of the securities lend-
ing business in China makes it particularly important to recognize the impact of 
the short selling mechanism on the company’s financial and accounting beha-
vior. 

Judging from the existing literature, Chen Huili and Liu Feng [1], Fang et al. 
[2] and other studies have shown that the post-mortem price discovery function 
of short selling mechanism can be used as an ex ante constraint mechanism to 
limit management. The layer of opportunistic behavior significantly reduces the 
company’s earnings management level; Li Zengquan [3], Riedl [4], Luo Jinhui et 
al. [5] and other research found that there are a variety of earnings management 
incentives such as avoiding losses, “big bathing”, and smoothing profits in the 
asset impairment provision of listed companies. Then, can the relaxation of 
short selling control affect the accrual behavior of its asset impairment by re-
ducing the company’s earnings management level? Therefore, based on the 
principal-agent theory, this paper empirically tests the loose short-selling control 
policy on the listed company’s assets minus. The value is prepared to account for 
the impact of the act and further examine whether this effect will vary if the im-
pairment of the returnable assets and the non-returnable asset impairment are 
differentiated. 

The marginal contribution of this paper is: First, expand the research perspec-
tive of relaxed short selling control. This paper takes the listed company’s provi-
sion for asset impairment as an entry point, and analyzes and tests how the short 
selling mechanism affects the company’s accounting policy choices. The article 
links the innovation of the stock trading system with the company’s important 
financial activities, and expands the framework of the short-selling mechanism 
for the company’s financial behavior research. Second, it supplements the re-
search literature on asset impairment. Most of the literature on asset impair-
ments examines the motives for asset impairments from the perspective of 
earnings management, with only a small amount of research conducting re-
search from the macroeconomic level. The research in this paper supplements 
the literature on the impact of capital market factors on asset impairment. 

The remaining chapters of this paper are arranged as follows. The second 
chapter is literature review and research hypothesis, the third chapter is research 
design, the fourth chapter is analysis of empirical results, and the fifth chapter is 
conclusion. 

2. Literature Review and Research Hypothesis 
2.1. Related Research on Short Selling Mechanism  

Domestic and foreign research on short-selling controls or loose short-selling 
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controls has focused on its impact on stock price or pricing efficiency. Miller [6] 
pointed out that short-selling restrictions make negative news unable to inte-
grate into stock prices in time, resulting in overvalued stock prices. After loo-
sening short-selling controls, the speed of negative information into stock prices 
has increased significantly, thus improving stock price information discovery 
and market efficiency [7]. Existing related research basically supports the above 
theory. Bris et al. [8] studied how the short-selling regulation in 46 countries 
(regions) affects the effectiveness of capital markets from 1990 to 2001, and finds 
that they can be sold in short-selling markets compared to markets that are not 
short-sellable. Karpoff and Lou [9] found that in the US capital market that can 
be sold short, bad information will be discovered in time, and the stock price can 
be quickly corrected through short selling. Chang et al. [10] found that the mar-
ket would overestimate stocks with short-selling controls, and the price of un-
derlying stocks would fall after loosening short-selling controls. Li Ke et al. [11] 
found that short-selling restrictions made stock prices overvalued, and 
short-selling transactions could correct overvalued stock prices and increase 
market pricing efficiency. Li Zhisheng et al. [12] found that the implementation 
of the margin financing system significantly improved the price discovery func-
tion of China’s stock market, and the pricing efficiency of the underlying stocks 
has been significantly improved. However, some documents [13] [14] believe 
that due to different policy environments, market conditions and stages of de-
velopment, after the relaxation of short selling control, the pricing efficiency of 
the market will not change significantly, and under certain circumstances, mar-
ket fluctuations may be increased due to behaviors such as leveraged trading. 

Recent research on relaxed short-selling controls has extended the impact of 
short-selling transactions on the market to the impact of short-selling transac-
tions on the company’s internal behavior. Massa et al. [15] found that short sell-
ing offers an external mechanism to effectively monitor corporate behavior. 
Fang et al. [2] found that the post-mortem price discovery function of short 
selling mechanism can be used as a pre-constraining mechanism to limit man-
agement’s opportunistic behavior. Li and Zhang [16] examined the impact of 
loose short selling controls on management’s earnings forecasting and informa-
tion disclosure behavior. The study found that after the short selling restrictions 
are reduced, the management’s forecasting accuracy will be reduced, and the 
disclosure of negative information will use a more vague language. Grullon et al. 
[17] studied the impact of loose short selling controls on corporate investment 
and found that capital investment in short-selling companies was significantly 
reduced. Chen Huili and Liu Feng [1] found that accrued earnings management 
and real earnings management of short-selling companies were significantly re-
duced, indicating that short-selling mechanisms can play an external role in 
China’s capital market and inhibit corporate opportunistic behavior. There are 
also domestic studies find that loose short selling controls can inhibit the 
“short-selling” behavior of major shareholders [18] and increase the company’s 
cash value [19]. 
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2.2. Related Research on Asset Impairment 

Watts and Zimmerman [20] analyzed the economic motives of managers’ choice 
of accounting policies from the perspective of contract cost, and proposed the 
famous “three major motivation hypotheses”, namely dividend plan assump-
tions, debt contract assumptions and political costs assumptions. Since the pro-
vision of asset impairment provision has always been the focus of attention in 
the accounting theory and practice circles in China, the company has a large au-
tonomy in the provision of asset impairment provision. Therefore, this paper 
mainly selects the asset impairment as the accounting policy to inspect. 

Foreign studies on asset impairment mainly focus on two aspects: market 
reaction and market incentives for asset impairment. The study found that the 
provision of asset impairments led to negative market reactions, such as lower 
stock returns, falling stock prices, and lower corporate economic value [21] [22] 
[23]; The factors affecting the company’s asset impairment provision mainly in-
clude economic factors and earnings management factors. For example, Loh and 
Tan [24] found that economic factors such as industry attributes, historical per-
formance, and GDP growth rate will significantly affect the accrual behavior of 
listed companies’ asset impairment provision; Elliott and Shaw [25], Zucca and 
Campbell [26], Riedl [4], etc. confirmed that there are various incentives for 
earnings management in the listed company’s asset impairment provision, such 
as avoiding losses, “big cleansing”, and smoothing profits. 

Domestic research on asset impairment is mainly about the motivation for 
accruing asset impairment, and the research conclusions are similar to those in 
foreign countries. For example, Li Zengquan [3], Zhao Chunguang [27], Luo 
Jinhui, etc. [5] found that the listed company’s asset impairment provision gen-
erally has a surplus of avoiding losses, “big bathing” and smoothing profits. 
However, in addition to economic factors and earnings management factors, 
there are still studies in China that indicate that the robustness factor will also 
affect the provision of asset impairment [28]. In 2006, the Ministry of Finance 
promulgated a new “Enterprise Accounting Standards”, which has aroused 
widespread concern. The standard requires that long-term asset impairment 
provisions cannot be reversed once they are accrued. Therefore, some articles 
have begun to focus on long-term asset impairment and the company’s earnings 
management behavior [29] [30] [31], and in recent years some articles have be-
gun to pay attention to management characteristics and the choice of asset im-
pairment policy [32] [33] [34].  

In summary, the research on loose short selling has extended from the impact 
of short selling to the market to the impact of short selling on the company’s in-
ternal behavior. However, asset impairment as one of the company’s important 
accounting policies has not received attention, so this paper is based on the 
earnings management factor to examine the impact of loose short selling con-
trols on the company’s asset impairment claims. 

The core of the principal-agent theory is to solve the agency problem between 
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the principal and the agent. Under the condition that the ownership structure is 
highly dispersed, the separation of ownership and management rights creates the 
first type of agency problem between shareholders and management [35]. Re-
search on loose short selling controls shows that short selling offers an external 
mechanism that effectively monitors corporate behavior [15], which can alleviate 
agency problems and reduce agency costs. The post-mortem price discovery 
function of the short selling mechanism can be used as an ex ante constraint 
mechanism to limit the opportunistic behavior of management and significantly 
reduce the company’s earnings management level [1] [2]. The research on the 
motive of asset impairment accusation shows that listed companies generally 
have a variety of earnings management motives to avoid losses, “bigbathing” and 
smooth profits in asset impairment provision [3] [4] [5]. Based on the above 
analysis, we believe that the relaxation of short selling regulations can reduce the 
company’s earnings management level by reducing the company’s earnings 
management level. So, we put forward the first hypothesis of this paper: 

H1: After relaxing short selling control, the company reduced the proportion 
of provision for asset impairment. 

In 2006, the Ministry of Finance promulgated a new “Accounting Standards 
for Business Enterprises”, which requires that long-term asset impairment pro-
visions cannot be reversed once they are accrued. Some studies have found that 
after the promulgation of the standard, listed companies are more cautious 
about the provision for long-term asset impairment, and the amount has de-
creased [29]; some studies have found that listed companies accumulate 
short-term after the implementation of the new standard. The earnings man-
agement incentive for asset impairment provision is stronger than the long-term 
asset impairment provision [30]. Based on the above analysis, we believe that in 
the case of distinguishing the impairment of the convertible assets and the im-
pairment of the non-returnable assets, the company will reduce the level of sig-
nificance of the provision for impairment of the assets that can be reversed after 
the short selling control is higher than the non-returnable assets. Based on this, 
we propose the second hypothesis of this paper: 

H2: After relaxing short selling control, the significance of the company will 
reduce the provision for impairment of assets that can be reversed is higher than 
the provision for impairment of non-returnable assets. 

3. Research Design 
3.1. Model Setting and Research Variables 

Since the quasi-natural experiment of relaxed short selling is gradually carried 
out at different points in time, this paper draws on the model research design of 
Bertrand and Mullainathan [36] and Chen et al. [37] to test the relaxation of 
short selling control to the company. A company that is not short-sellable is 
used as a control group in a given year. 

The test model for Hypothesis 1 is designed as follows: 
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Asset Devaluation (WD): In order to test our hypothesis, we use the existing 
literature [29] [34] to measure the proportion of assets depreciation, that is, (the 
increase in current asset impairment provision—the current asset impairment 
reserve is reversed or resold)/the beginning of the total assets. CWD and LWD 
represent the ratio of the reversible asset impairment provision and the 
non-returnable asset impairment provision to the total assets at the beginning of 
the period, respectively. Since the company’s provision for asset impairment 
provision in the current period is usually small, the values of WD, CWD and 
LWD are expressed as a percentage. 

Whether it can be sold short (Short): Drawing on the existing literature [19] 
[38], short is a dummy variable. If a company can sell short in a certain year of 
the sample interval, the variable takes 1; otherwise it takes 0.If a company enters 
the short-selling list in 2011, the value of 2011-2016 is 1, and the value of 
2007-2010 is 0; for companies that have not entered the short-selling list, the va-
riable has a value of 0. 

The rest of the control variables are defined in the variable definition as 
shown in Table 1. 

3.2. Sample Selection and Data Sources 

The data in this paper is derived from the CSMAR database and the Wind data-
base. The research sample is owned by the A-share listed companies of the 
Shanghai and Shenzhen Stock Exchanges. Considering the data limitations re-
quired by the model and the time to relax short-selling control, the sample pe-
riod of this paper is determined as 2008-2016, and the data is screened according 
to the following criteria: 1) Excluding the special nature of the financial industry, 
the financial industry companies are excluded. 2) Excluding samples with miss-
ing relevant variables; 3) Excluding samples for special treatment (ST). After the 
above screening process, 17,122 samples were finally obtained, of which 3291 
were short-selling companies. In order to alleviate the influence of outliers, in 
this regression analysis, all continuous variables were subjected to extreme 
processing (Winsorize) at the 1% and 99% levels. 

China’s securities market can sell short-selling stocks mainly for the following 
six adjustments: the first time is March 31, 2010, the stocks of the Shanghai 
Stock Exchange are all constituents of the SSE 50 Index, and the Shenzhen Stock 
Exchange is all 40 of the Shenzhen Index. The constituent stocks have a total of 
90 stocks; the second time is December 5, 2011, the stocks under the Shanghai 
Stock Exchange are expanded to all constituents of the SSE 180 Index, and the 
stocks under the Shenzhen Stock Exchange are expanded to 98 constituents in 
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the Shenzhen 100 Index; The third time is January 31, 2013, the number of 
stocks that can be sold in Shanghai and Shenzhen stocks increased to 500; the 
fourth time is September 16, 2013, the number of short-selling stocks in Shang-
hai and Shenzhen stocks increased from 500 up to 700; the fifth time is Septem-
ber 22, 2014, the number of short-selling stocks in Shanghai and Shenzhen 
stocks increased to 900; the sixth is the number of stocks that can be sold in 
Shanghai and Shenzhen add another 50 on December 12, 2016, a total of 950. 
Table 2 shows the distribution of short-selling stocks in the sample study interval. 
 
Table 1. Variable definition. 

Variable name Variable definitions 

WD 
Impairment of assets equals (increase in current asset impairment  
provision—current asset impairment provision reversed or resold)/total  
assets at the beginning of the period 

Short 
Is it a 0 - 1 variable for short selling securities, if the company can sell  
short in a certain year, take 1; otherwise, take 0 

Roa Company profitability, equal to net profit/total assets at the end of the period 

Growth The growth of the company is equal to the growth rate of the main business income 

IndΔRoa 
The median of the current industry Roa minus the median of the previous industry 
Roa 

IndGrowth The median of the company’s industry Growth 

Mshare 
When the management holds the company’s shares, the value of Mshare is 1,  
otherwise it is 0. 

Lev 
The company’s debt level is equal to the total liabilities at the end of the  
period/total assets at the end of the period 

Size 
The size of the company is equal to the natural logarithm of the total assets at the 
end of the year 

KS 
When the company’s current ROE t (equal to the current net profit divided by the 
average balance of the owner’s equity at the beginning of the period) is negative, the 
KS takes the value 1, otherwise it is 0. 

PH 
When the company’s ROE exceeds the 3/4 quantile of the ROE of all sample  
companies, and the values of KS, NK, WL, PG and BG are 0, the PH value is 1, 
otherwise it is 0. 

BG 
When the company changes the chairman or general manager in the current period, 
and the values of KS, NK, WL and PG are all 0, the value of BG is 1, otherwise it is 
0. 

NK When ROEt-1 < 0 and ROEt > 0, NK takes a value of 1, otherwise it is 0. 

WL When ROEt ∈ [0, 0.02] and NK = 0, WL takes the value 1, otherwise it is 0. 

PG When ROEt ∈ [0.06, 0.08] and NK = 0, PG takes the value 1, otherwise it is 0. 

Log (MV) The natural logarithm of the market value of the enterprise’s circulation 

Turnover Annual average of stock turnover 

Volatility 
Stock volatility is equal to the standard deviation of the company’s stock daily  
return rate to the market daily return regression residual term 

Age 
The age at which the company is listed is defined as “the natural logarithm of  
(the number of years of listing +1)” 

αt Annual dummy variable, controlling annual fixed effects 

αi Company dummy variable, controlling company fixed effect 
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Table 2. Short saleable stock distribution. 

Year 
Number of  

samples 
The proportion (%) 

The number of stock  
samples that can be sold short 

2008 1171 6.84 0 

2009 1237 7.22 0 

2010 1378 8.05 48 

2011 1783 10.41 156 

2012 2119 12.38 167 

2013 2222 12.98 569 

2014 2237 13.07 750 

2015 2366 13.82 754 

2016 2609 15.24 847 

Data sources: The data in this table is derived from the CSMAR database and the Wind database. 

3.3. Descriptive Statistics of Variables 

Table 3 lists the descriptive statistics for the variables. It can be seen that the 
provision ratio (WD) of listed companies’ assets impairment provision is 0.2% 
on average, the median is 0, and the standard error is 0.773, indicating that the 
provision ratio of asset impairment provision exists big difference between dif-
ferent listed companies. On average, about 19.2% of the sample size is 
short-sellable. Descriptive statistics for the remaining variables are shown in 
Table 3. 

4. Analysis of Empirical Results 
4.1. Regression Results 

Table 4 provides the test results for Hypothesis 1. 
The results in Table 4 show that the Short coefficient is −0.06 after controlling 

other variables and is significant at the 1% level. In other words, after controlling 
for other factors affecting the proportion of asset impairment provision, the im-
plementation of the loose short-selling control policy has significantly reduced 
the company’s asset impairment provision ratio, which is consistent with the 
expectation of Hypothesis 1.  

In the control variables, from the internal factors of corporate governance, the 
company size and management shareholdings are significantly positively corre-
lated with the asset impairment provision ratio, that is, companies with large 
scale or management shares will make more provision for asset impairment. The 
company’s total return on assets is significantly negatively correlated with the 
proportion of assets impairment provision, that is, the proportion of assets im-
pairment provision of companies with high total return on assets is low. At the 
same time, there is a significant relationship between the variables KS, PH, BG, 
NK, WL used to control earnings management factors and the proportion of as-
set impairment provision. From the control variables related to Short, the natural 
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logarithm of the company’s market capitalization is significantly positively cor-
related with the asset impairment provision. The company’s listing age is signif-
icantly negatively correlated with the asset impairment provision. 

Table 5 provides the test results for Hypothesis 2. In the test hypothesis 2, re-
ferring to the existing literature (Wei Chunyan and Chen Lei, 2015), the asset 
impairment is divided into the convertible part (CWD) and the non-returnable 
part (LWD) according to the details of the impairment items disclosed in the 
notes to the financial statements. Specifically, the reversible part includes ac-
counts receivable, inventory, consumable biological assets, deferred income tax 
assets, financial lease unguaranteed residual value, amortized cost financial as-
sets, entrusted loans, debt assets and debt instruments available for sale, etc.; the 
non-returnable portion is mainly for impairment of fixed assets and intangible 
assets. Column (1) in the table below reports the test results when the dependent 
variable is the reversible asset impairment, and column (2) reports the test result 
when the dependent variable is the non-returnable asset impairment.  

 
Table 3. Descriptive statistics. 

Variable Sample size Mean 
Standard 

error 
First  

quantile 
Median 

Third  
quantile 

WD 17122 0.174 0.773 0 0 0.231 

CWD 17122 0.156 0.681 0 0 0.211 

LWD 17122 0.014 0.156 0 0 0 

Short 17122 0.192 0.394 0 0 0 

Roa 17122 0.039 0.050 0.014 0.035 0.064 

Growth 17122 0.458 1.355 −0.039 0.134 0.438 

IndΔRoa 17122 −0.001 0.008 −0.004 0 0.004 

IndGrowth 17122 0.189 0.254 0.086 0.120 0.207 

Mshare 17122 0.654 0.476 0 1 1 

Lev 17122 0.441 0.212 0.272 0.440 0.608 

Size 17122 21.984 1.236 21.084 21.808 22.690 

KS 17122 0.078 0.268 0 0 0 

PH 17122 0.184 0.388 0 0 0 

BG 17122 0.147 0.354 0 0 0 

NK 17122 0.061 0.240 0 0 0 

WL 17122 0.091 0.288 0 0 0 

PG 17122 0.113 0.317 0 0 0 

Log (MV) 17122 22.055 1.065 21.321 22.042 22.727 

Turnover 17122 0.029 0.022 0.014 0.023 0.039 

Volatility 17122 0.025 0.008 0.020 0.024 0.030 

Age 17122 2.116 0.771 1.609 2.303 2.773 

Data sources: The data in this table is derived from the CSMAR database and the Wind database. 
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Table 4. Proportion of relaxed short selling and asset impairment. 

Variable name 
WD 

Coef. t-Stat 

Short −0.060*** −2.62 

Roa −3.841*** −8.46 

Growth 0.007 0.96 

IndΔRoa 2.213 1.51 

IndGrowth −0.065 −0.97 

Mshare 0.053** 2.05 

Lev −0.056 −0.6 

Size 0.044* 1.8 

KS 0.290*** 6.2 

PH 0.121*** 4.73 

BG 0.047*** 2.75 

NK −0.140*** −3.52 

WL −0.095*** −3.73 

PG −0.017 −0.98 

Log (MV) 0.059*** 3.32 

Turnover 0.096 0.18 

Volatility −1.515 −0.96 

Age −0.367*** −10.56 

Cons −0.867 −1.56 

Annual fixed effect Yes 

Company fixed effect Yes 

R2 0.12 

Sample size 17,122 

Data sources: The data in this table is derived from the CSMAR database and the Wind database. 
 
Table 5. Relaxation of short selling control and asset impairment ratio—distinguishing 
the impairment of convertible assets and the impairment of non-returnable assets. 

Variable name 
(1) CWD (2) LWD 

Coef. t-Stat Coef. t-Stat 

Short −0.043** −2.14 −0.009* −1.67 

Roa −2.607*** −6.86 −0.652*** −6.98 

Growth 0.007 1.12 −0.001 −0.49 

IndΔRoa 1.805 1.47 0.305 0.91 

IndGrowth −0.053 −0.86 −0.008 −0.63 

Mshare 0.047** 1.99 0.004 0.67 

Lev −0.069 −0.87 0.003 0.18 
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Continued 

Size 0.036 1.63 0.009** 1.99 

KS 0.326*** 5.87 0.033*** 3.45 

PH 0.079*** 3.51 0.024*** 4.68 

BG 0.030** 2.04 0.012*** 2.79 

NK −0.124*** −3.49 −0.011 −1.46 

WL −0.056** −2.51 −0.018*** −3.40 

PG −0.020 −1.29 0.003 0.75 

Log (MV) 0.033** 2.12 0.009** 2.43 

Turnover 0.084 0.17 −0.077 −0.70 

Volatility −1.517 −1.09 0.555 1.64 

Age −0.339*** −10.62 −0.008 −1.22 

Cons −0.274 −0.56 −0.350*** −3.19 

Annual fixed effect Yes Yes 

Company fixed effect Yes Yes 

R2 0.11 0.04 

Sample size 17,122 17,122 

Data sources: The data in this table is derived from the CSMAR database and the Wind database. 

 
The results in Table 5 show that when the dependent variable is the reversible 

asset impairment, the short coefficient is −0.043 and is significant at the 5% lev-
el, and when the dependent variable is not convertible, the coefficient of short is 
−0.009, which is only significant at the level of 10%. And the coefficient of the 
variable short has statistically significant difference in the grouping regression. 
The regression result is consistent with the expectation of Hypothesis 2, that is, 
after relaxing the short selling control, the company will reduce the provision for 
impairment of assets that can be transferred back is more significant than the 
provision for impairment of non-returnable assets. 

4.2. Robustness Test 
4.2.1. Using Alternative Methods to Measure Asset Impairment 
In order to verify the robustness of the research conclusions, this paper further 
measures the asset impairment based on the asset impairment loss confirmed in 
the income statement. The specific calculation method is the current asset im-
pairment loss divided by the total assets at the beginning of the year. 

The results in Table 6 show that after controlling other variables that affect 
asset impairment, Short’s coefficient is −0.089, and is significant at the 1% level, 
that is, the implementation of the relaxed short-selling control policy signifi-
cantly reduces the company’s asset impairment losses.. This conclusion further 
supports the research hypothesis of this paper. 

4.2.2. Using Alternative Methods to Measure Relaxed Short Selling 
At the same time, this paper uses the margin ratio to further measure the relaxa-
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tion of short selling, and the margin ratio (S_Ratio) is calculated by the margin 
sales amount/circulation market value. 

The results in Table 7 show that when the dependent variable is asset im-
pairment (WD), the coefficient of S_Ratio is −1.523 and is significant at the 1% 
level; when the dependent variable is returnable to asset impairment (CWD), 
S_Ratio The coefficient is −0.943, which is also significant at the 1% level; when 
the dependent variable is non-returnable to asset impairment (LWD), the coeffi-
cient of S_Ratio is −0.247, which is only significant at the 5% level. In the second 
and third columns, the coefficient of the variable short has statistically signifi-
cant difference in the grouping regression. This further validates the content of 
Hypothesis 1 and Hypothesis 2. 
 
Table 6. Relaxation of short selling controls and asset impairment losses. 

Variable name 
WD1 

Coef. t-Stat 

Short −0.089*** −2.74 

Roa −10.533*** −14.45 

Growth 0.011 1.33 

IndΔRoa 4.114** 2.4 

IndGrowth −0.028 −0.3 

Mshare 0.106*** 2.89 

Lev 0.102 0.68 

Size −0.163*** −3.92 

KS 0.706*** 9.96 

PH 0.396*** 11.6 

BG 0.162*** 7.74 

NK 0.177*** 3.4 

WL −0.200*** −5.88 

PG −0.014 −0.75 

Log (MV) 0.190*** 7.32 

Turnover 2.480*** 3.05 

Volatility −4.447** −2.07 

Age −0.041 −0.85 

Cons 0.755 0.87 

Annual fixed effect Yes 

Company fixed effect Yes 

R2 0.24 

Sample size 17,122 

Data sources: The data in this table is derived from the CSMAR database and the Wind database. 
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Table 7. Ratio of securities lending ratio to asset impairment. 

Variable name 
(1) WD (2) CWD (3) LWD 

Coef. t-Stat Coef. t-Stat Coef. t-Stat 

S_Ratio −1.523*** −3.60 −0.943*** −2.7 −0.247** −2.18 

Roa −3.839*** −8.48 −2.603*** −6.85 −0.652*** −6.99 

Growth 0.007 0.95 0.007 1.11 −0.001 −0.50 

IndΔRoa 2.137 1.46 1.767 1.44 0.292 0.87 

IndGrowth −0.066 −0.97 −0.053 −0.87 −0.008 −0.63 

Mshare 0.051** 1.96 0.045* 1.92 0.003 0.6 

Lev −0.062 −0.67 −0.073 −0.92 0.003 0.13 

Size 0.045* 1.85 0.036* 1.65 0.009** 2.03 

KS 0.291*** 6.22 0.237*** 5.89 0.033*** 3.47 

PH 0.120*** 4.68 0.079*** 3.48 0.024*** 4.65 

BG 0.045*** 2.68 0.029** 1.98 0.011*** 2.74 

NK −0.139*** −3.48 −0.123*** −3.46 −0.011 −1.44 

WL −0.095*** −3.73 −0.056** −2.51 −0.018*** −3.4 

PG −0.017 −0.98 −0.020 −1.28 0.003 0.76 

Log (MV) 0.055*** 3.10 0.030* 1.94 0.009** 2.28 

Turnover 0.093 0.17 0.068 0.14 −0.076 −0.69 

Volatility −1.525 −0.98 −1.476 −1.07 0.548 1.63 

Age −0.360*** −10.59 −0.334*** −10.64 −0.007 −1.10 

Cons −0.805 −1.46 −0.223 −0.46 −0.341*** −3.13 

Annual fixed effect Yes Yes Yes 

Company  
fixed effect 

Yes Yes Yes 

R2 0.12 0.11 0.04 

Sample size 17,122 17,122 17,122 

Data sources: The data in this table is derived from the CSMAR database and the Wind database. 

 
The above empirical test results can fully support the hypothesis of the article. 

After relaxing the short selling control, the company reduced the proportion of 
the provision for impairment of assets, and the significance of the company will 
reduce the provision for impairment of assets that can be reversed is higher than 
the provision for impairment of non-returnable assets. In the robustness test, the 
conclusion is still true after replacing the main variables. 

5. Conclusions 

Existing literature studies have shown that the post-mortem price discovery 
function of short selling mechanism can be used as a pre-existing constraint 
mechanism to limit the opportunistic behavior of management and significantly 
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reduce the company’s earnings management level, while there are many kinds of 
earnings management motives such as avoiding losses, “big bathing” and 
smoothing profits in the provision of asset impairment. Therefore, this paper 
focuses on the effect of relaxing short selling control on the accrual behavior of 
listed companies’ asset impairment provisions, and further investigates whether 
this effect will be different in the case of distinguishing the reversible asset im-
pairment and the non-returnable asset impairment. 

This paper takes the listed companies in Shanghai and Shenzhen in 2008-2016 
as the research samples, and examines the aforementioned problems by means 
of the exogenous event of loose short selling control. The research in this paper 
finds that after relaxing the short selling control, the company reduces the pro-
portion of the provision for impairment of assets, and the company’s reduced 
provision for the provision for impairment of assets can be higher than the 
non-returnable asset impairment provision. This also provides a basis for the re-
laxation of short-selling regulations to help companies reduce their earnings 
management, and provides an explanation for the continued expansion of 
short-selling targets. 

The research in this paper still has some shortcomings: Since short selling 
transactions started late in China, the current stocks that can be sold short ac-
count for a small proportion of the overall sample. During the sample period, 
the sample size of stocks that can be sold short is only 19.2% of the total sample.  
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