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Abstract-This article takes China’s A-share non-financial industry listed companies from 2007 to 2015 as a 
sample, starting from the social network algorithm, to study whether the grouping behavior of institutional 
investors in the network can affect the degree of executive reduction in the future. The study found that there 
is a significant positive correlation between the shareholding ratio of institutional investors in group holdings 
and the degree of future reduction of executives. This article explores the interactive behavior of Chinese 
institutional investors in the network, and expands the research of institutional investors on corporate 
governance and executives’ future reduction behaviors. 

1 Introduction 

Corporate governance, as an important mechanism for 
regulating various stakeholders within a company, plays a 
vital role in preventing management from using superior 
information to gain profits, thereby harming the interests 
of the company. Institutional investors, as one of the main 
bodies influencing the corporate governance mechanism, 
have become a force that cannot be ignored in China's 
capital market, especially after the China Securities 
Regulatory Commission put forward the strategy of 
"extraordinarily developing institutional investors" in 
2001. However, can institutional investors truly 
participate in corporate governance, and use their 
information and professional advantages to suppress 
management's opportunistic behavior? There are still 
fierce disputes in academia. One view is that based on the 
consideration of their own investment safety, institutional 
investors have a strong incentive to participate in the 
governance of listed companies, supervise the 
information disclosure of management, and curb earnings 
manipulation. And by virtue of the capital scale and 
information advantages, the effectiveness of institutional 
investors' participation in corporate governance is 
guaranteed [1]. Another point of view emphasizes that in 
the context of China’s high equity concentration, the 
relatively low proportion of individual shareholding 
makes it difficult for institutional investors to form a 
synergy in corporate governance and play a role. On the 
contrary, it may become a boost to stock prices Bubbles, 
"accomplices" to the deterioration of the company's 
information environment [2]. 

It is worth noting that the conclusions of the above 
studies are all based on treating institutional investors as 
independent and homogeneous individuals. Independent 
investor behavior coupled with decentralized equity will 
cause individual institutional investors to significantly 
reduce the effectiveness of corporate governance [3]. 
However, recent studies have found that even if a single 
institutional investor has a relatively low shareholding, 
there is the possibility of collaboration among 
institutional investors and the formation of highly 
clustered groups. The independent shareholding group 
under the effective cooperative group can better play the 
role of corporate governance, and then influence the 
decision-making of the holding company [4]. Crane [5] 
believes that the cooperation between members of 
institutional network groups has enhanced the overall 
"voicing" governance effect of institutional groups. 
However the same time, the joint advancement and retreat 
under the group binding hinders the governance effect of 
individual institutional investors "exit threat". In view of 
this, Wu et al. [6] used China's A-share listed companies 
as a sample and confirmed that the grouping of 
institutional investors in China will reduce the “exit threat” 
of individual investors. He also believes that as the 
proportion of institutional investors holding groups 
increases, listed companies will face a higher risk of stock 
price collapse. therefore, will institutional investor 
groupings affect insider trading, especially the reduction 
of senior executives? 
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2 Literature review and theoretical 
analysis 

The existing literature has studied the influencing factors 
of insider trading from three aspects: transaction 
motivation, information disclosure and governance 
structure [7]. As an important motivation for insider 
trading, grabbing excess transaction returns has been 
confirmed by many researchers [8]. He also believes that 
reverse trading through manipulation of information 
disclosure is the main way for insiders to obtain excess 
returns [9]. Relaxing the internal control and governance 
of insider transactions will not only promote the unearned 
atmosphere and weaken the efforts of management, but 
will eventually lead to the loss of company value [10]. 

As corporate insiders, corporate executives have a 
natural information advantage compared to external 
investors. This information advantage includes not only 
the rational judgment of the company's value, the accurate 
prediction of the company's future performance, but also 
the important information that affects the company's 
development but has not yet been made public [11]. 
Taking advantage of information, the exchange of the 
company’s stocks before the peak and bottom of the 
company’s earnings, and then arbitrage [12], can only be 
regarded as the most conventional means for insiders to 
earn excess returns. What's more, in order to achieve the 
purpose of maximizing returns, some company 
managements even use selective information disclosure, 
earnings management, "high delivery and transfer", 
dividend policy and other manipulation methods to 
increase stock prices and then reduce their holdings for 
profit. 

So, among the institutional investors that share shares, 
those institutional investor groups that have smoother 
information flow, stronger cooperation possibilities, and 
tightly connected institutional investor groups will play a 
role in this kind of self-directed and self-performed 
reduction arbitrage of corporate executives What kind of 
effect? How does the institutional investor group affect 
the reduction of executives? This article believes that the 
impact of institutional investor grouping on the reduction 
of executives' holdings may be reflected in the following 
three aspects. 

First, after the institutional investor network is 
connected to form a closely connected group, group 
members can exchange information frequently, and the 
communication channels between each other are 
smoother, and private information sharing between 
individuals can be realized to the greatest extent. As a 
result, the information collection cost of a single member 
is reduced, and the information advantage of institutional 
investors is further enhanced. And then improve the 
position of information disadvantage relative to the 
company's internal management. It helps to better 
participate in the governance activities of the invested 
company, and further strengthens the effectiveness of 
governance, while reducing the opacity of company 
information. In this case, the management's attempt to 
reduce holdings and arbitrage through information 
manipulation will be fully supervised. Company 

executives’ reduction of holdings for the purpose of 
obtaining excess returns will be effectively curbed. 

Secondly, the high concentration of equity in listed 
companies in China has caused individual institutional 
investors with relatively low shareholding ratios to try to 
use the "hand voting" governance model to directly affect 
the management and decision-making of the invested 
company. Invalidate. "Exit threat" and "voting with their 
feet" have become the sub-optimal choice for individual 
institutional investors to participate in corporate 
governance and form supervision. When institutional 
investors realize network connection, the "co-advance and 
retreat" formed after the group formation may lead to a 
decline in the governance effectiveness of the "exit threat", 
thereby affecting the effectiveness of the supervision of 
information manipulation against management. This is to 
a certain extent. This may lead to a decline in the 
transparency of company information. This leaves room 
and leeway for those company executives who are 
preparing to reduce their holdings and cash in high 
positions to obtain excess profits through information 
manipulation. 

Finally, in the institutional investor network, 
cooperation between group members will reduce the 
intensity of competition between group members, thereby 
avoiding the loss of competitive transactions between 
members to the greatest extent. At the same time, however, 
the speed at which individual members reduce the 
integration of private information of institutional group 
members into stock prices has a negative impact on the 
information quality of stock prices. In addition, although 
institutional investors can abandon the investment target 
enterprise by "voting with their feet", due to 
considerations such as transaction restrictions, the cost 
and income of their own funds, etc., it is necessary to 
make the individual members of the group "full body". 
"Withdrawal", the group of institutional technical 
investors may drive the formation of a stock price bubble, 
thereby increasing the risk of the company's stock price 
collapse. This has given added help to the executives who 
are trying to obtain excess returns by reducing their 
holdings and provided conditions for their high-level cash 
out. In view of the above analysis, this article proposes a 
competitive hypothesis: 

H1: The shareholding ratio of institutional investor 
Clique is significantly negatively correlated with the 
reduction of company executives in the future. 

H2: The shareholding ratio of institutional investor 
Clique is significantly positively correlated with the 
reduction of company executives in the future. 

3 Experimental design 

3.1 Sample selection and data sources 

This article takes China’s A-share non-financial industry 
listed companies as a sample from 2007 to 2015. The data 
on the shares of listed companies held by institutional 
investors comes from the WIND database, while 
executive reductions and other financial and stock price 
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data are taken from the CSMAR database. According to 
the common practice of existing research, the 
observations with annual weekly returns less than 30 and 
missing data of related variables are eliminated, and 
continuous variables are processed by 1% up and down to 
avoid the influence of extreme outliers on the research 
results. 

3.2 Variable design 

A measure of institutional investor group shareholding. In 
order to extract various institutional investor groups from 
the institutional investor network, we learn from 
Crane[5]to establish an institutional investor network 
based on whether any two institutional investors jointly 
hold a large number of shares in any company Connect 
and build an institutional investor network on this basis, 
and then identify institutional investor groups from the 
network. Specifically, between any two institutional 
investor companies (denoted by i and j), if they jointly 
hold at least any one of the same company’s shares to the 
number of outstanding shares at the end of the t quarter If 
it is equal to 5%, a connection is established between the 
two of them, 𝑋 =1, otherwise 𝑋 =0, based on this, the 
adjacent matrix A of all institutional investors' pairwise 
links is constructed. Finally, construct an institutional 
investor network based on the adjacent matrix A and 
extract institutional investor groups. After the sports club 
leaves the institutional investor group, calculate the 
institutional investor’s shareholding ratio 
(CliqueOwnership) according to formula (1) 

𝐶lique𝑂wnershipij

           ∑ 𝜆
, ,

𝐶𝑙𝑖𝑞𝑢𝑒𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 ,       (1) 

Among them, represents the proportion of company i's 
shares held by institution j in the tradable shares of 
company i in the t quarter, 1 represents the dummy 
variable that institution j is a member of a certain group, 
which belongs to 1, and the others are 0. 

A measure of executive reduction. Taking into 
account the impact of capital market information leakage 
and investor expectations, the dividend policy will often 
have a substantial impact on the stock price one year 
before the release of the dividend policy, and executive 
reductions may also be carried out a year before the 
company's dividend announcement, so consider the 
impact of a lag . Therefore, this study will set whether the 
company has executive reduction, reduction of shares and 
the amount of reduction as the relevant variables for 
executive reduction of StkReducet+1. 

3.3 Model construction 

In order to test the hypothesis, this article constructs 
formula (2) to test whether the grouping of institutional 
investors will increase the degree of future reduction of 
corporate executives: 

𝑆𝑡𝑘𝑅𝑒𝑑𝑢𝑐𝑒 𝛽 𝛽 𝐶𝑙𝑖𝑞𝑢𝑒
,
 

                           𝛽 𝑋 , 𝜀 ,       (2) 

Where is the control variable. Taking into account the 
impact of the company’s financial characteristics and 
corporate governance characteristics on the reduction of 
institutional investor groups and senior management, the 
company’s financial variables and equity variables are 
used as control variables, such as asset size, asset-liability 
ratio, cash holdings. 

4 Empirical results and analysis 

Table 1 Institutional Investor Clique and Insider Reduction 

Variables StkReducet+1 

 (1) (2) (3) 

CliqueOw 0.314***   
 (5.61)   

CliqueOw
h

 0.035***  

  (2.61)  

Cos_if   0.054* 

   (1.71) 

Controls Control Control Control 

N 7069 7069 7069 
Adj-R2 0.093 0.091 0.090 

F 13.505*** 10.884*** 10.718*** 

Note: the values of T in brackets, *, *, and * * are 
significant at 10%, 5% and 1% levels, 
respectively. 
From Table 1, we can see that the shareholding ratio 

of institutional investors in Baotuan is significantly 
positively correlated with the reduction of company 
executives in the future. And it is significant at the 1% 
statistical level. Hypothesis 2 has been verified. 

5 Conclusion 

This paper takes the listed companies in China's A-share 
non-financial industry from 2007 to 2015 as a sample, 
starting from the social network algorithm, and 
empirically researching whether the grouping behavior of 
institutional investors in the network can affect the degree 
of executive reduction in the future. The study found that 
the higher the shareholding ratio of institutional investors 
in group holdings, the higher the possibility and degree of 
reduction of corporate executives in the future. From the 
perspective of the capital market, the indicators in this 
article have strong practical application enlightenment for 
investment risk management, and deepen the 
understanding of institutional investor behavior. 
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