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Should China Liberalize the Rotary Trading System
from the Perspective of Stock Price Idiosyncratic
Volatility?

—— Evidence from a Quasi-natural Experiment Based on the A/B Shares

and Sub-industries

LI Zhu-wei , FU Yuan , YAN Sheng-nan
(School of Economics and Management, Dalian University of Technology, Dalian 116024, China)

Abstract: The two-stage daily data of China’s A/B stocks and sub-industries are
selected as sample data of the quasi-natural experiments. The Fama-French 5-factor
model and DMYZ model are used to measure the stock price idiosyncratic volatility
and construct the difference-in-difference models. The effect of the change of rotary
trading system on stock price idiosyncratic volatility is studied to explore whether
China should fully liberalize the rotary trading system. The results show that in
general, the stock price idiosyncratic volatility of A shares is obviously less than
that of B shares under T+ 0, but they are similar under T+ 1; T+ 0 raises the
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stock price idiosyncratic volatility, while T+ 1 reduces the idiosyncratic volatility.

Through further examination of the sub-industries, it is found that except for the

transportation, information, and leasing industries, which are not sensitive, the

rest of the industries have the same reaction to the different rotary trading systems.

Therefore, from the perspective of market stability, it is not recommended that

China completely liberalize the rotary trading system at this stage. Instead, Blue

Chips of A shares can be used as a pilot, and after the stock market is further

matured and stable, it can be considered to gradually liberalize the rotary trade and

bring it into line with the international system.

Key words: rotary trading system; stock price idiosyncratic volatility; quasi-natural

experiment; difference-in-difference model; Fama-French 5-factor model
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LLC —47.783""" 0. 0000

ff5 1PS —4. 267" 0. 0000

o= ADF-Fisher Chi-square 164,114 0. 000 0

PP-Fisher Chi-square 393,679 0. 000 0

LLC —19.309""" 0. 000 0

d IPS —5.916""" 0.000 0

=Y ADF-Fisher Chi-square 257.3207"" 0. 000 0

PP-Fisher Chi-square 271,479 0. 000 0

gx4
58 AN U 22 4 B R 3 H AR T+0)
Gy :l *% it it P 1A

LLC —31.590""" 0.000 0

ff5 IPS —3.437""" 0. 0000

=Y ADF-Fisher Chi-square 885.015""" 0.000 0

PP-Fisher Chi-square 1142.119" 0. 000 0

LLC —19.406""" 0. 000 0

d 1PS —14, 220" 0. 000 0

- ADF-Fisher Chi-square 719.070""" 0. 000 0

PP-Fisher Chi-square 837.484""" 0. 000 0

T owxx oxx (x SRIFIRTE 1%6.5%0 .10 %09 B E KT 1 WE 55 Wk« 8, T
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LU i 1 44 i B Timeficed effeer Firmiied citee R?
ff5 v 0.037 6" (24.05) —0.014 5" (—8.07) NO NO 0.047 6
d_v 0.047 277" (14.04) —0.0312""" (—4.63) NO NO 0.0370
ff5_ v 0.039 37" (8.24) —0.0137""" (—7.52) NO YES 0.180 3
d_v 0.042 177" (21.85) —0.0107"" (—2.39) NO YES 0.7537
ff5_v 0.040 27" (7.91) —0.0198""" (—5.03) YES YES 0.2209
d_v 0.042 377" (18.97) —0.0115" (—1.82) YES YES 0.756 0
£6 E-AMELHBWORELR(RREIRT+0)
’}5 =1 ﬁ' 5;55( I ﬂ Timenmurrm Fir Mfixed_effect R*

ff5 v 0.017 97" (110. 80) 0.0122""" (31.96) NO NO 0.349 5
d_v 0.016 5" (89.94) 0.0124""" (33.65) NO NO 0.3236
ff5_ v 0.016 5" (16.30) 0.0102""" (32.09) NO YES 0.3900
d_v 0.0159""" (88.11) 0.014 87" (35.53) NO YES 0.455 3
ff5_v 0.028 27" (32.53) 0.009 37" (26.31) YES YES 0.688 2
d_v 0.017 17" (104. 00) 0.010 277" (21.94) YES YES 0.664 8
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ﬁi ﬂk T%L' i}fﬁ( Iﬁi ﬂ Timeﬁxodi(‘”orl Firmﬁxodﬂfm R?
eSO 0.0380"* (11.76) —0.014 7" (—1.9D) YES YES 0.394 8
0] 0.038 2" (6.90) —0.011 7" (—2.69 YES YES 0.3118
eSO 0.032 47" (4. 64) —0.008 1" (—3.53) YES YES 0.7389
e 0 0.034 8" (7.66) 0.000 7¢0.15) YES YES 0.2322
e 0.044 5°7* (6. 64) —0.0103" (—1.96) YES YES 0.250 7
eSS0 0.0329""" (8.29) —0.007 8(—1.02) YES YES 0.274 0
a0 0.029 3" (5.75) —0.029 6" (—4.30) YES YES 0.240 4
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ﬁi ﬂk T%L' ;& Iﬁ ﬁ Timeflxvdi«‘“m’l Fir Mfixed_effec R*
325D 0.030 77" (11.18) 0.006 77" (4. 65) YES YES 0.729 1
e 0.028 47" (19.51) 0.010 8" (12.38) YES YES 0.758 9
eSS 0.035 7" (13.64) 0.009 0" (4.75) YES YES 0.806 9
TRO 0.026 77 (11.10) 0.009 6" (7.65) YES YES 0.707 8
e 0.034 8" (18.06) 0.008 5" (8.13) YES YES 0.7338
eSO 0.028 27" (15. 96) 0.011 0" (5.83) YES YES 0.918 8
Va0 0.0355" (2.56) 0.006 5(1. 43) YES YES 0.603 4
eSO 0.033 37" (19.17) 0.009 17" (18.50) YES YES 0.665 6
0 0.029 2*** (4. 60) 0.012 1" (4.75) YES YES 0.859 6
e 0.030 9" (4.47) 0.007 9(1. 40) YES YES 0.679 8
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