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The endogenous nature of the relationship between stock liquidity and 
corporate governance

Research problem

Market liquidity as 

integral to stock markets: 

A key factor shaping 

investor behavior and 

market efficiency.

.....

......

We aim to examine whether an increase in 
blockholder’s exit threat improves stock liquidity
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High stock liquidity enables 

blockholders to exit if 

dissatisfied, increasing exit 

threat (Chen et al., 2020; 

Edmans et al., 2013).

Exit threat as disciplinary 

mechanism that pressures 

executives to align their 

decisions with shareholder 

interests (Edmans, 2009). 

This can enhance stock 

liquidity.



Hypotheses of the study

H1: An increase in the blockholder

threat of exit caused by OFE reform 

improves stock liquidity.

H2: The reform reduced stock liquidity

in firms where OFEs are blockholders.
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Hypotheses of the study

H1: An increase in the threat of exit by OFE improves stock liquidity.

H1a: The beneficiary effect of an increased exit threat on stock liquidity is

more pronounced among companies with multiple OFE blockholdings.
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Hypotheses of the study

H1: An increase in the blockholder

threat of exit caused by OFE reform 

improves stock liquidity.

H2: The reform reduced stock liquidity

in firms where OFEs are blockholders.
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Hypotheses of the study

6

H2: The reform reduced stock liquidity in firms where OFEs are 

blockholders.

H2a: The adverse effect of an increased exit threat on stock liquidity is

more pronounced among more informationally-opaque companies.



Methods and data

a quasi-natural experiment from the Open-Ended Pension Funds 
(OFEs) reform in Poland: 

difference-in-differences

2011 - 2016

318 non-financial companies
listed on the Warsaw Stock Exchange (primary listing in the WSE)

throughout 2013 and 2014

S&P Capital IQ database

7



Variables definitions 
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Variables definitions 
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cross-sectionally winsorised at 2.5th and 97.5th percentiles

log-transformed due to excessive skewness and kurtosis;
except Turn multiplied by -1 so the higher values denote
higher liquidity
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Descriptive statistics
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Empirical findings
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Empirical
findings
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Empirical
findings
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Empirical
findings
cont.
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Empirical
findings
cont.
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Alternative Treatment variable
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Empirical
findings
cont.

Alternative Treatment variable
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Empirical
findings
cont.

Alternative Treatment variable
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Empirical
findings
cont.

Alternative Treatment variable
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Empirical
findings
cont.

Alternative Treatment variable
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Propensity score matching
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Propensity
score
matching
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score
matching
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The distributions of OFEs in shareholders’ structure

Pre-match sample Post-match sample

Propensity
score
matching
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Empirical
findings
cont.

Matched sample
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Empirical
findings
cont.

Matched sample
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Empirical
findings
cont.

Matched sample
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Empirical
findings
cont.

Matched sample
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Propensity score matching -
Treatment2
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Propensity
score
matching -
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Propensity
score
matching -
Treatment2
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The distributions of OFEs in shareholders’ structure

Pre-match sample Post-match sample

Propensity
score
matching
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Empirical
findings
cont.

Matched sample and Treatment2



34

Empirical
findings
cont.

Matched sample and Treatment2
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Empirical
findings
cont.

Matched sample and Treatment2
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Empirical
findings
cont.

Matched sample and Treatment2



Main conclusions
What we found:
● No liquidity effect for firms with a single OFE blockholder — the reform 

had no consistent impact on this group.
● Liquidity improved in firms with multiple OFE blockholders, likely due to 

a stronger and more credible exit threat.

What it means:
● There is no uniform liquidity effect of institutional ownership.
● The intensity of institutional engagement matters.
● Liquidity improvements are more likely when exit threat is credible and 

stronger.
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Future research agenda

What's next:

➢ Heterogeneity of the effect of the increased exit threat on stock liquidity
- firms with different levels of agency problems and information 
asymmetry.

➢ Parallel trends assumption.

➢ Heckman self-selection model (?).

➢ ?
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Thank you for your attention!
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