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Institutional Investor Clique and Stock Price Crash Risk

WU Xiao-hui'?, GUO Xiao—dong', QIAO Zheng'

(1. School of Management, Xiamen University, Xiamen 361005, China;
2. China Enterprise Growth Research Center, Xiamen University, Xiamen 361005, China)

Abstract: Since the global stock market crash triggered by the global financial crisis in 2008 and the stock
market crash in China in the second half of 2015, the mechanism of stock price crash and its prevention have
become hot topics in academic research. From social network algorithm, this paper studies how the collective
behavior of institutional investors in the network affects the stock price crash risk. This paper adopts Louvain
algorithm to extract institutional investors clique measure from institutional investors’ network to investigate its
impact on stock price crash risk. We find that there is a significant positive correlation between the proportion of
shares held by institutional investors clique and stock price crash risk afterwards. Compared with other enterprises,
institutional investors clique plays a more significant role in exacerbating the risk of stock price crash in non-state—
owned enterprises, those with higher agent costs and those with higher levels of investor protection. In order to
ease the endogenous concern, this paper introduces an external shock of the policy change which first allows
insurance funds to invest in stock market. We construct an instrumental variable and a difference—in—difference test
to show the robustness of our results. Different from the assumption that investors are independent and
homogeneous, this paper innovatively explores the interaction behavior of Chinese institutional investors in the
network, and deepens the research about its impact on corporate governance and stock price crash risk. Our
findings lend both theoretical and empirical support to future cross—discipline research between network and finance.

Key Words: institutional investor; network clique; corporate governance; stock price crash risk
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