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Abstract

Using hand-collected data on public short selling campaigns targeting U.S.-listed Chinese
firms, we examine whether geopolitical tensions impair market efficiency. We find strong ev-
idence that activist short sellers strategically time the release of their reports by targeting
Chinese firms during periods of heightened U.S.-China tensions. In contrast to those released
during stable periods, reports issued during high-tension periods contain more negative senti-
ment, trigger sharper immediate declines in targeted stock prices, but also exhibit substantial
price reversals. Furthermore, financial fraud allegations made during high U.S.-China tension
periods are significantly less accurate. These patterns suggest that geopolitically salient short
selling may distort market perceptions, as short sellers appear to exploit anti-China sentiment

primarily for trading profits rather than to enhance informational efficiency.
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1 Introduction

The bilateral relationship between the United States (U.S.) and China carries profound implications
for global economic and financial stability. According to the International Monetary Fund (IMF),
prolonged U.S.-China geopolitical tensions could reduce global GDP by approximately 0.5%, equiv-
alent to an annual loss of $455 billion. While prior research has primarily focused on the economic
consequences of these tensions, such as trade diversion and supply chain disruptions (e.g., Fajgel-
baum et al. 2021; Flaaen et al. 2020; Alfaro and Chor 2023), relatively little is known about how
these geopolitical tensions affect financial market efficiency, particularly the processes of information

production and price discovery.

This paper examines how U.S.-China geopolitical tensions affect market efficiency by analyzing
activist short selling campaigns targeting U.S.-listed Chinese firms. We investigate whether geopo-
litical tensions enhance or impair the informational efficiency of short selling. As economic and
political frictions between major economies have become more prominent in recent years, under-
standing how these frictions affect information intermediaries and price formation in cross-border

capital markets has important implications for market quality and regulatory policy.

Activist short sellers allow us to observe how geopolitical tensions affect information production
in financial markets. Unlike traditional short sellers, who trade anonymously, activist short sellers
publicly disclose their positions through detailed reports that contain specific allegations against
target firms. This voluntary disclosure creates an observable record of when and how sophisti-
cated market participants produce negative information, allowing us to examine whether these

information production decisions respond to changes in the geopolitical environment.

U.S.-listed Chinese firms serve as the empirical setting for our analysis. These firms are subject
to substantial information frictions: geographic distance, linguistic barriers, and regulatory frag-
mentation create verification challenges for U.S. investors. Most notably, China’s restrictions on
sharing audit working papers with U.S. regulators create an enforcement gap unparalleled among
domestic issuers. These frictions are reflected in activist short seller behavior. Chinese firms ac-
count for nearly 40% of all activist short seller reports, despite representing less than 5% of U.S.

market capitalization (Ljungqvist and Qian 2016). Approximately 90% of these reports allege ac-



counting fraud, and high-profile scandals such as Luckin Coffee in 2020 have reinforced concerns
about accounting quality while simultaneously demonstrating how dramatically markets react to

fraud allegations in this space.

This unique setting allows us to distinguish between short sellers’ information production and
sentiment exploitation mechanisms. While both can explain when short selling campaigns against
Chinese firms intensify during periods of U.S.—China tensions, they generate contrasting predictions
for campaign characteristics and how they affect markets. Heightened tensions may detect genuine
financial fraud, expanding opportunities for informed short sellers to uncover misconduct. Alter-
natively, geopolitical tensions may simply amplify investor receptiveness to negative narratives,
creating opportunities for strategic exploitation that requires less rigorous information production.
As both mechanisms predict an increase in the frequency of short reports targeting Chinese firms
during heightened tensions, we subsequently analyze differences in short report characteristics and

outcomes to distinguish between them.

Information production and sentiment exploitation mechanisms offer competing predictions on
short report characteristics and outcomes. On one hand, if geopolitical tensions increase the de-
tection of genuine fraud among Chinese firms or heighten investor attention to existing problems,
short sellers should intensify information production efforts and enhance price discovery when it
is most needed. On the other hand, geopolitical tensions may create conditions where sentiment
exploitation becomes more profitable than rigorous investigation. Such tensions increase market
volatility and uncertainty (Baker et al. 2016; Caldara and Iacoviello 2022), shifting investors’ at-
tention from firm-specific information toward macro-political narratives (Sims 2003; Huang et al.
2019). Under information processing constraints, investors increasingly rely on salient, easily pro-
cessed signals while neglecting complex firm-specific information (Hirshleifer and Teoh 2003; Peng
and Xiong 2006). Mondria, Vives, and Yang (2022) demonstrates that when interpreting price
signals becomes costly, rational investors limit their information processing, creating conditions

where market sentiment can overwhelm firm-specific fundamentals.

These cognitive constraints alter the incentives facing sophisticated market participants. While
short sellers typically serve as informed arbitrageurs who enhance price discovery by incorporating

negative information into prices, elevated investor receptiveness to negative narratives, combined



with diminished verification capacity, creates strategic opportunities. When geopolitical concerns
dominate investor attention, activist short sellers face a choice between costly investigation that
uncovers genuine fraud and opportunistic strategies that exploit temporary sentiment without

enhancing informational efficiency. Our evidence supports the exploitation hypothesis.

We develop and test three hypotheses. First, do geopolitical tensions increase campaign fre-
quency through enhanced information discovery or strategic exploitation? If short sellers uncover
more fraud during periods of tensions, we should observe increases in independent lead reports
requiring original information production. If instead they exploit sentiment, we should observe
clustering of follow-up reports that leverage existing investigations. Second, do short sellers inten-
sify private investigations, or substitute toward repackaging public information? Genuine discovery
requires costly proprietary research, while exploitation can rely on recycling overlooked public infor-
mation with amplified negative rhetoric. Third, do market reactions reflect permanent revaluations
or temporary sentiment? If campaigns uncover real fraud, initial price declines should persist and
be validated through subsequent regulatory, management or shareholder responses. If they exploit
sentiment, price declines should reverse over longer-term, and any fraud allegations should show

lower verification rates.

We use the newspaper-based U.S.-China Tension (UCT) index from Rogers, Sun, and Sun (2024)
and a hand-collected dataset of 183 activist short selling reports targeting U.S.-listed Chinese firms
from 2010 to 2020. We define high-tension months as those in the top quartile of the UCT index
distribution, with all other months classified as geopolitically stable periods. Our empirical analysis
proceeds in two stages, examining first the time-series relationship between tensions and campaign

frequency, then the cross-sectional variation in report characteristics and market outcomes.

Our time-series analysis reveals that campaign frequency increases substantially during periods
of elevated U.S.-China tensions. High-tension months exhibit 1.36 additional short selling reports
compared to stable periods, representing a 78% increase relative to the baseline monthly average of
1.75 reports. Critically, this surge is driven entirely by follow-up reports issued shortly after initial
reports by different short sellers targeting the same firm. The number of lead reports requiring

original investigation shows no significant increase during tension periods.

This clustering pattern indicates strategic sequential targeting rather than independent infor-



mation acquisition. Follow-up reports benefit from lower information-gathering costs by leveraging
initial disclosures, making them particularly attractive when investor receptiveness to negative nar-
ratives is elevated. This behavior aligns with the idea of Goldstein and Yang (2015), who demon-
strate that information acquisition exhibits strategic complementarities when uncertainty increases
the value of correlated signals. In our setting, the complementarity arises from the opportunity to

exploit sentiment, rather than correlated fundamental signals, established by lead reports.

The absence of increased lead reports during tensions is particularly telling. If geopolitical
tensions genuinely enhanced opportunities to uncover fraud or if Chinese firms experienced more
misconduct detection of misconduct during these periods, we would observe more independent in-
vestigations initiating new campaigns. Instead, the entire increase in activity comes from sequential
targeting of firms already under attack, suggesting that tensions create profitable opportunities for

exploiting established negative sentiment rather than incentives for costly original research.

Our cross-sectional analysis examines individual report characteristics and outcomes to under-
stand the mechanisms underlying this clustering behavior. Following Ljungqvist and Qian (2016),
we manually classify each of the 183 short reports based on whether short sellers uncover previously
overlooked public information (such as details available in regulatory filings or local media) or pri-
vate information obtained through proprietary investigation (including whistleblower evidence or
on-site visits). We supplement this classification with textual analysis of report content and tone

using the Loughran and McDonald (2011) dictionary.

Our cross-sectional evidence reinforces the strategic exploitation explanation. On average, re-
ports released during high-tension periods are 27.3 percentage points more likely to contain new
information, yet this "new” information derives disproportionately from repackaged public sources
rather than costly private investigations. Despite offering no additional analytical depth, these
reports employ significantly more negative language. This pattern aligns with Xiong and Yang
(2023), who show that when information acquisition is observable, traders may choose visible but
low-cost signals to influence market beliefs rather than undertake rigorous investigation. During
heightened geopolitical tensions, the observable act of targeting Chinese firms itself becomes a

valuable signal, making public information repackaging more profitable than private research.

Further, stock market reactions reveal a fundamental disconnect between the immediate price



impact and informational value of short reports. Reports published during high U.S.-China tension
months generate cumulative abnormal returns that are 22.3 percentage points more negative over
the six-day window following release, statistically significant at the 1% level. This amplified initial
reaction reflects elevated investor receptiveness to negative narratives about Chinese firms during
periods of bilateral friction. However, approximately 78% of this initial decline reverses within
one year, indicating that the short-term market responses reflect temporary sentiment rather than
fundamental revaluation. This pattern of sharp declines followed by substantial reversals suggests

exploitation of transitory overreaction rather than genuine price discovery.

This disconnect becomes more pronounced when examining allegation accuracy. We track sub-
sequent verification of fraud allegations through regulatory enforcement actions, key personnel
resignations, and shareholder class action settlements. Fraud allegations made during high-tension
periods are approximately 30 percentage points less likely to receive ex-post verification compared
to those made during stable periods. This dramatic reduction in informational accuracy, occur-
ring simultaneously with amplified market impact, reveals that short sellers sacrifice information
quality for opportunistic trading when geopolitical sentiment alone can generate profitable price

movements.

Additional analyses confirm that this systematic misalignment between market reactions and
informational accuracy extends across information types and firm characteristics. While new in-
formation disclosures, particularly private information, trigger larger price declines during high-
tension periods, these disclosures are significantly less likely to predict verified fraud. Similarly,
more opaque firms (those with higher bid-ask spreads, idiosyncratic volatility, or discretionary ac-
cruals) experience more severe price drops when targeted during tensions, yet these campaigns show
no higher verification rates. These results demonstrate that short sellers exploit both information
asymmetries and investor sentiment to generate temporary price distortions rather than permanent

revaluations, ultimately undermining market efficiency.

Taken together, our evidence reveals that geopolitical tensions fundamentally alter the incentives
facing activist short sellers. During periods of heightened tension, short sellers substitute away from
costly investigative efforts toward opportunistic strategies that depend on rhetorical amplification

and the repackaging of public information. This behavior aligns with Goldstein and Yang (2019),



who show that strategic disclosure can impair informational efficiency when market conditions
reward impact over accuracy. The heightened investor receptiveness to negative narratives during
U.S.-China tensions creates precisely such conditions. Short sellers exploit these opportunities
through clustering, public information repackaging, and amplified rhetoric, generating campaigns
that produce temporary price distortions and lower informational accuracy, ultimately undermining

the efficiency-enhancing role that short sellers typically serve.

Our study contributes to three strands of literature. First, we extend research on how geopolit-
ical tensions affect financial markets. While prior work examines how geopolitical risks affect asset
prices, volatility, and capital flows (e.g., Bouoiyour et al. 2019; Baur and Smales 2020; Liu and
Zhang 2024), we show that tensions distort the information production process itself. This finding
expands the literature on investor sentiment and asset pricing by demonstrating how sophisticated
market participants can amplify rather than correct sentiment-driven pricing when conditions make

exploitation more profitable than arbitrage (e.g., Baker and Wurgler 2006, 2007; Tetlock 2007).

Second, we contribute to the literature on short sellers by demonstrating that their role in price
discovery is context-dependent. Extensive research documents that short sellers enhance market
efficiency by incorporating negative information, uncovering fraud, and correcting overvaluation
(e.g., Diether et al. 2009; Karpoff and Lou 2010; Saffi and Sigurdsson 2011; Engelberg et al. 2012;
Boehmer and Wu 2013; Boehmer et al. 2020). We show that geopolitical tensions can compromise
this informational role by altering the relative returns to information production versus strategic
exploitation. The shift from costly private investigation to cheap public information repackaging,
combined with clustering of follow-up reports, illustrates how external conditions can transform

short sellers from value-enhancing arbitrageurs into sources of temporary distortions.

Finally, we extend the literature on activist short sellers by identifying the conditions under
which their disclosure activities impair market efficiency. While recent studies emphasize their price
discovery function (Ljungqvist and Qian 2016; Jones et al. 2016; Appel and Fos 2024), we show
that this beneficial role depends on market conditions. Our findings align with Zhao (2020), who
documents that activist short sellers can exploit corporate opacity for manipulative campaigns.
We identify geopolitical tensions as a condition that systematically shifts incentives toward op-

portunistic behavior. Importantly, this transformation reflects rational responses to altered market



conditions rather than inherent manipulative intent, highlighting that the institutional and political

environment determines whether activist disclosure enhances or undermines market quality.

The remainder of this paper is organized as follows. Section 2 develops our hypotheses. Sec-
tion 3 describes the data and presents summary statistics. Section 4 reports time-series evidence
on campaign frequency and clustering. Section 5 presents cross-sectional analyses of information

production, market reactions, and allegation accuracy. Finally, Section 6 concludes.

2 Hypothesis Development

2.1 Short Sellers and Market Efficiency: Theory and Institutional Context

A substantial body of research demonstrates that short sellers serve as informed arbitrageurs who
enhance price discovery by incorporating negative information into prices. When short-sale con-
straints bind, prices adjust more slowly to bad news (Diamond and Verrecchia 1987), especially
when investors’ beliefs diverge (Miller 1977). Empirical evidence consistently supports this view:
shorting activities predict future returns (Cohen, Diether, and Malloy 2007; Boehmer, Jones, and
Zhang 2008), and relaxing short-sale constraints improves price efficiency (Ljungqvist and Qian
2016; Saffi and Sigurdsson 2011). Short sellers concentrate around information events (Engelberg,
Reed, and Ringgenberg 2012) and help uncover misconduct (Karpoff and Lou 2010), collectively
serving as mechanisms for information transmission that enhance market efficiency and account-

ability.

Activist short sellers represent a distinct subset who publicly disclose both their positions and
detailed negative analyses through reports, open letters, and media campaigns to accelerate price
correction (Ljungqvist and Qian 2016; Appel and Fos 2024). Chinese firms face disproportionate
targeting, accounting for nearly 40% of all activist reports despite representing a small fraction
of the U.S. equity market, with approximately 90% alleging financial fraud (Ljungqvist and Qian
2016). Weak cross-border regulatory enforcement, restrictions on audit working paper transfers,

and accounting opacity create persistent information asymmetries that these campaigns exploit.

However, whether short selling enhances efficiency depends critically on market conditions that



support informed arbitrage. When information asymmetries are severe, arbitrage capital is lim-
ited, and investor attention is constrained, the profit-maximizing strategy may shift from genuine
price discovery toward exploitation of temporarily distorted beliefs. Chinese firms listed on U.S.
exchanges face precisely these vulnerabilities. Geographic and regulatory distance create informa-
tion opacity, limited analyst coverage, and weak cross-border enforcement, deterring sophisticated
monitoring (Karolyi 2006; Lang, Lins, and Miller 2003), and many Chinese ADRs suffer from thin
liquidity and high borrowing costs (Boehmer, Jones, and Zhang 2013). As Baker and Wurgler
(2006) demonstrate, securities that are difficult to value and costly to arbitrage become especially

vulnerable to sentiment-driven mispricing.

We argue that geopolitical tensions between the U.S. and China amplify these structural vulner-
abilities in ways that fundamentally alter short seller incentives. While traditional theory suggests
that elevated uncertainty should enhance short sellers’ informational role by expanding mispric-
ing opportunities, we propose that tensions instead create conditions where strategic exploitation
dominates genuine discovery. Three interrelated mechanisms drive this transformation. Attention
constraints increase investor susceptibility to negative narratives. Strategic complementarities in-
centivize clustering behavior. Information substitution favors cheap public information repackaging
over costly private investigation. Together, these mechanisms transform short sellers from informed

arbitrageurs into opportunistic traders.

2.2 Attention Constraints and Processing Costs

When U.S.-China relations deteriorate, investors face severe information processing constraints.
Sims (2003) demonstrates that agents with limited information processing capacity optimally al-
locate attention based on signal importance and immediacy. During geopolitical tensions, macro-
political developments such as trade negotiations, regulatory threats, and diplomatic incidents
demand immediate attention and dominate the information environment. Huang, Huang, and
Lin (2019) show empirically that such distraction causes investors to redirect attention from firm-
specific fundamentals toward market-level information, resulting in higher return comovement and

reduced pricing efficiency.

For Chinese firms, this attention reallocation creates two critical problems. First, interpreting



firm-specific signals becomes substantially more costly because investors must disentangle funda-
mental information from geopolitical noise (Mondria, Vives, and Yang 2022). A revenue decline
could reflect deteriorating operations, aggressive accounting reversals, or reduced market access
due to trade tensions. Parsing these interpretations requires sophisticated analysis that becomes
prohibitively expensive when attention is scarce. Second, when processing capacity is constrained,
investors increasingly rely on category-level heuristics rather than firm-by-firm analysis (Peng and
Xiong 2006). The cognitive shortcut that Chinese firms face heightened risk during tensions sub-

stitutes for granular fundamental assessment.

These processing constraints create systematic vulnerability to salient negative narratives. Hir-
shleifer and Teoh (2003) establish that limited attention causes investors to overweight easily pro-
cessed, salient information while underweighting complex signals requiring analytical effort. During
geopolitical tensions, fraud allegations against Chinese firms become particularly salient because
they combine firm-specific bad news with confirmation of broader political concerns. Meanwhile,
the analytical complexity required to verify these claims remains unchanged. Investigating whether
a firm manipulated revenue recognition requires the same forensic expertise during tensions as dur-
ing stable periods, but the investor’s capacity to undertake or evaluate such an investigation is

dramatically reduced.

This asymmetry between salience and verification costs makes negative narratives disproportion-
ately persuasive regardless of underlying accuracy. Behavioral biases amplify this effect. Negativity
bias causes investors to overweight adverse information during uncertainty (Barberis and Thaler
2003), while availability bias makes recently publicized fraud cases seem more representative (Tver-
sky and Kahneman 1974). The result is an environment where credible-seeming fraud allegations

generate substantial price impact with minimal substantiation.

2.3 Strategic Complementarities and Sequential Targeting

When one activist short seller publicly targets a Chinese firm during elevated tensions, this creates
substantial profit opportunities for subsequent short sellers through strategic complementarities.
Goldstein and Yang (2015) demonstrate that information acquisition decisions can be strategic

complements. When one trader acquires information about an asset, it becomes more profitable



for others to acquire related information because uncertainty about the underlying value increases
the informativeness of correlated signals. In our setting, an initial short report serves multiple

functions that make follow-up campaigns particularly attractive.

The lead report provides freely available research identifying a firm where negative sentiment
is already primed. Subsequent short sellers can leverage the initial investigation’s key findings
without incurring equivalent research costs, effectively receiving a signal that this firm represents an
exploitable target. Follow-up reports also benefit from confirmatory dynamics. Investors interpret
multiple short sellers targeting the same firm as independent validation, even when later reports
merely repackage or extend the original claims. Kovbasyuk and Pagano (2022) show that drawing
investor attention to mispriced assets can amplify information diffusion. In our context, each

follow-up report reinforces and amplifies the initial negative narrative.

Crucially, these complementarities strengthen when the underlying firm value is most uncer-
tain, precisely the condition created by geopolitical tensions. When investors cannot reliably assess
whether firm problems stem from fundamental weaknesses versus temporary political disruptions,
multiple short sellers expressing similar concerns carries disproportionate weight. Thus, cluster-
ing behavior becomes self-reinforcing. Initial reports during tensions generate stronger reactions
than during normal periods, increasing expected returns to follow-up campaigns, which further

concentrates short seller attention on already-targeted firms.

This dynamic differs fundamentally from independent information production. Follow-up re-
ports represent low-cost exploitation of sentiment established by lead reports rather than original
discovery. The strategic complementarity arises not from correlated fundamental information but
from the exploitation of investor attention. Once negative sentiment is activated, subsequent re-
ports require minimal new investigation to generate profitable price movements. These clustering

incentives interact with a third mechanism that governs how short sellers produce information.

2.4 Information Substitution and Rhetorical Amplification

Strategic exploitation creates a fundamental substitution effect in information production. Xiong

and Yang (2023) demonstrate that when information acquisition is observable to other market par-
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ticipants, traders may strategically choose visible but low-cost signals to influence beliefs rather
than undertake thorough but unobservable investigation. During geopolitical tensions, the observ-
able act of targeting Chinese firms becomes a credible signal that leverages prevailing negative

sentiment.

This substitution transforms short sellers’ cost-benefit calculus. Costly private investigation
through on-site factory visits, whistleblower cultivation, proprietary database analysis, and foren-
sic accounting yields new information unavailable to other market participants. During tensions,
such investigation provides only a marginally higher market impact than the cheap repackaging of
overlooked public information. When investors are predisposed to believe negative claims about
Chinese firms, identifying suspicious patterns in SEC filings or highlighting concerning details in

Chinese-language media generates nearly equivalent price reactions at a fraction of the cost.

Short sellers can rationally substitute toward public information sourcing, compensating for
reduced analytical depth through rhetorical amplification. Paugam, Stolowy, and Gendron (2021)
document that activist short campaigns employ sophisticated rhetorical strategies that combine
logical argumentation with emotional appeals to maximize persuasive impact. During tensions,
these rhetorical elements become relatively more important than investigative rigor. Extremely
negative language, urgent tone, and morally charged fraud allegations exploit cognitive biases such
as availability bias (Tversky and Kahneman 1974) and salience effects (Bordalo, Gennaioli, and
Shleifer 2012) that make limited-substance claims appear more credible. For example, phrases like
“imminent collapse” or “systematic fraud” exploit urgency bias without requiring new evidence,
while references to recent scandals like Luckin Coffee prime availability bias regardless of whether

the target firm faces similar issues.

Goldstein and Yang (2019) establish that disclosure is not uniformly welfare-enhancing; some
public revelations distort rather than clarify fundamental values. During geopolitical tensions,
heightened market sensitivity to negative signals about Chinese firms reduces returns to accurate
information production. Even low-quality negative information generates profitable price move-
ments, weakening incentives for costly verification. Observable disclosure serves primarily to influ-

ence market sentiment rather than reveal fundamental problems.

11



2.5 An Integrated Framework

These three mechanisms operate sequentially and reinforce one another. Attention constraints
(Section 2.2) create the initial opportunity by making investors more receptive to negative narratives
and less capable of verification. This elevated receptiveness increases expected returns to short
selling, particularly for campaigns that exploit existing biases rather than produce costly new

information.

Strategic complementarities (Section 2.3) then amplify the initial opportunity through cluster-
ing. When one short seller successfully exploits elevated sentiment, follow-up campaigns by other
activists require minimal incremental research because the lead report has already primed nega-
tive sentiment. The confirmatory effect of multiple campaigns targeting the same firm reinforces

investor beliefs, creating a multiplier effect that concentrates activity on already-targeted firms.

Information substitution (Section 2.4) emerges as the profit-maximizing response to these con-
ditions. Given that investor attention is constrained and follow-up reports benefit from low-cost
confirmatory effects, short sellers rationally substitute toward cheap public information repackaging
and rhetorical amplification rather than costly private investigation. The observable act of releas-
ing a report during tensions, combined with salient negative language, generates sufficient market

impact without requiring rigorous fundamental analysis.

Together, these mechanisms predict a fundamental transformation in activist short selling dur-
ing geopolitical tensions. Rather than enhancing price discovery through rigorous investigation,
short sellers increasingly engage in opportunistic trading that exploits temporary sentiment distor-

tions.

2.6 Testable Hypotheses

Our framework generates three testable predictions that distinguish between enhanced information
production and strategic exploitation. The first hypothesis tests time-series variation in report
frequency, while the second and third hypotheses test cross-sectional variation in report character-
istics.

Hypothesis 1 (Strategic Timing and Clustering). If activist short sellers exploit geopolitically

12



elevated sentiment, campaign frequency against U.S.-listed Chinese firms should increase during
high-tension periods, driven primarily by follow-up reports that cluster on the same targets rather

than by independent lead reports requiring original investigation.

Hypothesis 1 tests the strategic complementarity mechanism developed in Section 2.3. The at-
tention constraint mechanism (Section 2.2) predicts that elevated processing costs make investors
particularly receptive to negative narratives during tensions, increasing returns to all short cam-
paigns. However, if the strategic complementarity mechanism operates as we propose, this effect
should manifest primarily through clustering behavior. Follow-up reports that leverage initial
investigations require minimal additional research while benefiting from confirmatory dynamics.
Disproportionate increases in follow-up rather than lead reports would support exploitation of

attention constraints rather than expanded informational opportunities.

Hypothesis 2 (Information Substitution and Rhetorical Amplification). If activist short
sellers substitute toward exploitation during tensions, reports should exhibit (a) higher likelihood of
containing new information sourced from public rather than private channels, and (b) significantly

more negative language and tone, despite no increase in analytical depth or report complexity.

Hypothesis 2 tests the information substitution mechanism developed in Section 2.4. If geopolit-
ical tensions expand opportunities for genuine information production, short sellers should engage in
more costly private investigations that uncover non-public evidence of fraud. Strategic exploitation
instead predicts substitution toward cheap public information repackaging, as diminished investor
verification capacity renders rhetorical presentation more important than investigative rigor. The
combination of more new information from public sources alongside elevated negative tone without
increased analytical depth would constitute evidence of strategic amplification rather than enhanced

discovery.

Hypothesis 3 (Market Impact and Informational Accuracy). If campaigns exploit tempo-
rary sentiment distortions rather than reveal fundamental problems, reports released during tensions
should generate (a) stronger immediate negative price reactions due to elevated investor receptive-
ness, but (b) substantial subsequent price reversals, and (c) significantly lower rates of ex-post fraud

verification through requlatory enforcement actions or legal proceedings.
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Hypothesis 3 tests the combined implications of all three mechanisms for market outcomes. The
attention constraint mechanism predicts temporarily elevated price impact because when verifica-
tion costs are high and negative biases are strong, markets overreact to fraud allegations regardless
of accuracy. If allegations reflect genuine discovery, price declines should persist as fundamental
information becomes incorporated. In contrast, substantial reversals would indicate temporary dis-
locations rather than efficient revaluation. Moreover, if short sellers exploit sentiment rather than
uncover real fraud, subsequent verification through SEC enforcement, executive resignations, or
class action settlements should occur significantly less frequently than during normal periods. The
joint observation of stronger immediate reactions, subsequent reversals, and lower verification rates
would constitute strong evidence that geopolitical tensions transform short sellers from informed

arbitrageurs into opportunistic traders profiting from temporary market inefficiencies.

Our hypotheses predict patterns inconsistent with alternative explanations. If U.S.-China ten-
sions merely reflected broader macroeconomic uncertainty affecting all firms equally, or if Chinese
firms genuinely experienced more fundamental problems during tension periods, we would not
expect to observe clustering behavior, information substitution away from private sources, price
reversals, or reduced verification rates. These patterns specifically indicate strategic exploitation

rather than efficient information production.

3 Data Sources and the Short Report Sample

3.1 Data Collection of Short Reports

Despite ongoing public controversies surrounding short selling, public disclosure of individual short
positions in U.S. stocks remains voluntary rather than mandatory. Activist short sellers, however,
distinguish themselves by voluntarily disclosing their positions alongside detailed rationales aimed
at persuading existing shareholders to divest and convincing the broader market of the target
stock’s overvaluation. This voluntary disclosure ensures that information about activist short
selling campaigns is inherently public and deliberately accessible, as activists are incentivized to
widely disseminate their positions and underlying arguments to reach as many market participants

as possible. We leverage these publicly available sources to construct a comprehensive dataset of
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activist short selling campaigns and accompanying reports.

Building on the methodology of Ljungqvist and Qian (2016), we use Factiva news searches to
identify activist short selling campaigns targeting Chinese firms listed on U.S. exchanges. Our
sample begins in 2010, aligning with the implementation of the SEC’s 2010 short selling regulation
(Rule 201), and concludes in 2020 to allow sufficient time for short sellers’ allegations of financial
fraud to materialize. To establish clear search criteria, we first compile a list of U.S.-listed Chinese
firms by identifying entities headquartered in mainland China using the CRSP-Compustat Merged
Database. These firms are directly listed on U.S. exchanges, rather than traded solely as ADRs,

and are therefore fully subject to U.S. securities laws and disclosure requirements.

We then use names of these cross-listed Chinese firms as primary keywords in Factiva news
searches (e.g., “Luckin Coffee”), supplemented by terms related to short selling (e.g., “short
position”, “short sell”) and accusations (e.g., “fraud”, “misrepresentation”, “irregularity”,
“illegal”, “accused”). To ensure comprehensive coverage, including campaigns targeting the
same stocks by different short sellers and less-publicized cases, we replicate the search using short
sellers’ names as primary search keywords. Additionally, we systematically review short sellers’

websites, wherever available, to compile exhaustive records of their campaigns.’

To be included in our sample, a short selling campaign must meet two criteria: (1) the report
must explicitly state that the author (i.e., the activist short seller) holds a short position in the target
firm; and (2) it must contain specific negative allegations, such as fraud, operational weaknesses,
or governance concerns, intended to influence investor beliefs. We exclude anonymous reports and
critiques that lack explicit short position disclosures to enhance sample reliability. These criteria,
consistent with Ljungqvist and Qian (2016), ensure that the author has a direct financial incentive

for the stock price to decline and is actively seeking to shape market perception.

For each campaign identified, we manually collect and archive the original short selling reports,
documenting essential details such as target firm names and ticker symbols, short seller identities,
campaign announcement dates, and primary allegations. Many public campaigns are distributed

through posts on SeekingAlpha. com, a crowd-sourced financial platform frequently used by promi-

1To recover previously deleted reports, we access archived versions of these websites via wayback. archive.org. When
possible, we use site-specific search functions to identify campaigns by firm name or ticker; otherwise, we manually
review all available reports within our sample period for references to Chinese firms.
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nent activists and independent short sellers. Seeking Alpha posts are tagged by ticker symbols,
facilitating targeted searches within the Short Ideas section. Following Wong and Zhao (2017),
we examine these posts for explicit disclosures of short positions related to our firm sample. After
data collection, we cross-reference our initial sample from multiple sources to eliminate duplication,
further verifying completeness against publicly available lists of activist short campaigns involving

Chinese firms.?

3.2 Summary Statistics of Short Reports

Following the procedure outlined above, we compile an initial sample comprising 231 short reports
released by 82 unique activist short sellers, targeting 122 distinct U.S.-listed Chinese firms between
2010 and 2020. Almost all short sellers in our sample are based in the U.S.? After verifying the
availability of detailed short reports, stock return data from CRSP, and financial information from
Compustat, our final sample consists of 183 short reports issued by 70 distinct short sellers targeting
104 unique firms. These Chinese firms are listed on major U.S. exchanges via initial public offerings
(IPOs) or reverse mergers, making them subject to U.S. securities laws, including SEC-mandated

disclosure and accounting standards.

Table 1 provides summary statistics of our finalized short report sample. Panel A lists the nine
short sellers who published five or more reports. Consistent with the prior literature, prominent
activist short selling firms such as Geolnvesting, Muddy Waters, and Citron Research are among
the most prolific, each producing between 10 and 20 reports. Individual short sellers such as
“Alfred Little” (a pseudonym used by hedge fund manager Jon Richard Carnes) and Chimin Sang
have also established prominence, releasing 12 and 6 reports, respectively, primarily via Seeking
Alpha. Collectively, these nine leading activist short sellers account for approximately half of all
short reports in our dataset. Notably, except for Muddy Waters, these activist short sellers do not
exclusively target U.S.-listed Chinese firms but frequently engage in campaigns against domestic

U.S. companies, reflecting their broader influence within the U.S. stock market.

We use the list from the “Hall of Shame” Library of the accounting research firm GMT Research’s website
gmtresearch.com and a list shared by Chen (2016).

3While most short sellers in our sample are U.S.-based, reflecting their dominance in campaigns against U.S.-
listed Chinese firms, there are notable exceptions such as Bronte Capital, an Australia-based investment firm that
has conducted prominent short selling campaigns.
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We classify each short report based on primary allegations: (1) accounting fraud (intentional
misrepresentation or manipulation of financial statements), (2) management misconduct (self-
dealing or misuse of corporate resources, including insider trading and undisclosed related-party
transactions), (3) unsustainable business model (concerns about the firm’s future prospects or
business viability), (4) general overvaluation (market valuation significantly exceeding fundamen-
tal financial metrics), (5) debt or liquidity issues (excessive leverage or financial distress), and (6)
other illegal activities (regulatory violations). These categories do not necessarily imply wrongdoing

by targeted firms, but rather represent potential rationales underlying short sellers’ campaigns.

Panel B of Table 1 presents the distribution frequency of these allegation categories. Although
reports may feature overlapping allegations, accounting fraud emerges as the dominant allegation,
appearing in 91% of reports. The second most common allegation, general overvaluation, appears
in only 12% of cases, followed by management misconduct (10%), unsustainable business models
(9%), debt or liquidity issues (3%), and other illegal activities (3%). The pronounced emphasis on
accounting-related allegations highlights the crucial role that financial reporting credibility plays

in shaping short sellers’ narratives and subsequent market reactions.

Fraud allegations typically involve explicit factual claims aimed at uncovering past misconduct,
distinct from allegations based purely on economic fundamentals. Fewer than 10% of reports in
our dataset rely solely on fundamentals-based claims such as valuation. Allegations of financial
fraud involve verifiable statements, including fabricated revenues, falsified filings, and undisclosed
related-party transactions, which can be validated through regulatory actions or market responses.
This characteristic distinguishes fraud allegations from more subjective claims, such as general

overvaluation or business model viability concerns.

3.3 Geopolitical Tensions of U.S. and China

We employ the U.S.-China Tension (UCT) index constructed by Rogers, Sun, and Sun (2024),
which is based on comprehensive media coverage analysis from seven prominent U.S. newspapers

spanning from January 1993 onward.* Using advanced machine-learning techniques, Rogers et al.

“The index is publicly accessible via the Economic Policy Uncertainty website: https://www.policyuncertainty.
com/US_China_Tension.html.
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(2024) calculate the monthly proportion of articles mentioning both countries alongside tension-
related terms. These proportions are standardized, aggregated, and scaled to a mean of 100 over

the sample period.

The UCT index systematically captures multiple dimensions of U.S.—China geopolitical tensions.
As illustrated in Rogers et al. (2024)’s Figure 1, it primarily encompasses three friction categories:
economic tensions (trade, technology, currency), security tensions (military confrontations, naval
deployments, espionage), and ideological tensions (authoritarian governance, political dissidence,
human rights). To validate the index, Rogers et al. (2024) demonstrate that it closely aligns
with real-world sentiment, as evidenced by its correlation with corporate earnings calls, American
Chamber of Commerce surveys, congressional legislation, presidential speeches, and United Nations
voting records. These validations confirm that the UCT index is a robust and dynamic measure of

evolving geopolitical relations between the U.S. and China.

We manually confirmed that high index values reflect significant bilateral conflicts. Table 2
lists the ten highest-tension months from 2010 to 2020, alongside key events identified via Factiva.
Most high-tension months occurred during the Trump administration, driven by disputes related to
COVID-19, Taiwan, counterintelligence operations, and Hong Kong’s status. Tension peaks during

2010-2016 predominantly arose from South China Sea disputes and trade frictions.”

An important consideration is whether the UCT index captures U.S.—China geopolitical tensions
specifically or reflects broader macroeconomic uncertainty. The UCT index shows limited corre-
lation with the broader Economic Policy Uncertainty (EPU) index of Baker, Bloom, and Davis
(2016), except during influential bilateral conflicts. Likewise, minimal comovement with the global
Geopolitical Risk (GPR) index of Caldara and Iacoviello (2022) highlights differences in scope:
the GPR primarily measures global security tensions, whereas the UCT captures broader bilateral
dimensions. While all three indices use textual analysis, the UCT uniquely isolates U.S.—China

tensions.

5While U.S.-China tensions were most pronounced during the Trump era after 2017, there are also 11 discrete
months between 2010 and 2016 (13% of the 84 monthly observations) in which the tension index reached abnormally
high levels, exceeding the top quartile of the full sample.

18



4 Time Series Analysis

4.1 Time-Series Sample Construction

To test our hypotheses regarding the relationship between geopolitical tensions and activist short
selling behavior, we construct a monthly time-series sample covering the period from 2010 to 2020.
We aggregate short reports to the monthly level and construct multiple measures of reporting

frequency.

Our primary frequency measure, Number of Chinese Reports, counts total monthly short reports
targeting U.S.-listed Chinese firms. Given that approximately 70% of firms in our sample experience
multiple attacks, distinguishing between initial and subsequent targeting events becomes crucial
for understanding strategic behavior. Multiple activist short sellers often target the same firm
sequentially within short periods, publicly disclosing positions in patterns resembling coordinated
campaigns. We therefore classify the first report targeting a firm as a lead report and any subsequent
reports on the same firm within six months as follow-up reports. The variables Number of Lead

Reports and Number of Follow-up Reports capture monthly frequencies of these distinct categories.

We merge these monthly short report data with the monthly UCT index, yielding 132 monthly
observations spanning 2010-2020. To mitigate measurement noise, we construct High UCT Month
as our primary tension measure, an indicator variable equal to one when the monthly UCT index
exceeds its top quartile threshold and zero otherwise. This binary specification reduces sensitivity to
measurement error while capturing periods of elevated bilateral tensions across economic, security,

and ideological dimensions.

Panel A of Table 3 presents descriptive statistics. By construction, the mean value of High
UCT Month is 0.25. Monthly reports targeting Chinese firms average approximately 1.75, with the

majority classified as lead reports initiating new campaigns.
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4.2 U.S.-China Tensions and Activist Campaigns

We estimate the following regression specification to test Hypothesis 1:

Monthly Report Frequency, = o+ 3 x High UCT Month, +v X Xt + FEyeqr + €t (1)

Table 4 presents Poisson regression results for three count dependent variables: Number of Chinese
Reports, Number of Lead Reports, and Number of Follow-up Reports. Our primary explanatory
variable, High UCT Month, indicates months when the UCT index exceeds the sample period’s
top quartile. We include macroeconomic controls, such as S&P 500 returns, S&P China ADR
returns, and established return predictors including Treasury yields, VIX, default premiums, and
term premiums (e.g., Fama and French, 1989; Campbell, 1991; Bloom, 2009). All specifications

include year fixed effects with standard errors clustered by year.

Table 4 confirms Hypothesis 1, demonstrating that geopolitical tensions substantially increase
activist short selling targeting Chinese firms. Column (1) shows that high-tension months expe-
rience a 78% increase (e”°7> — 1) in short reports targeting Chinese firms, nearly doubling the
baseline frequency. This effect is both statistically significant at the 10% level and economically

substantial.®

The decomposition into lead and follow-up reports in Columns (2) and (3) reveals the critical
mechanism driving this surge. Lead reports show no significant increase during tension periods,
with a coefficient of 0.306 that lacks statistical significance. In stark contrast, follow-up reports
increase dramatically with a coefficient of 1.335, significant at the 1% level. The exponential
transformation indicates that follow-up reports nearly quadruple during high-tension months. This
pattern suggests that the entire increase during tension periods results from the sequential targeting

of already-attacked firms, rather than the independent discovery of new targets.

This clustering behavior confirms the strategic complementarity mechanism underlying Hypoth-
esis 1. The absence of increased lead reports proves particularly revealing. If tensions genuinely

expanded opportunities to uncover fraud, we would observe more independent investigations. Yet

5Table TA1 in the Internet Appendix presents OLS regressions using alternative outcome measures. The results
remain qualitatively similar when we scale reports by the number of U.S.-listed Chinese firms with positive short
interest or benchmark the frequency of Chinese reports against those targeting U.S. domestic firms.
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we see only sequential targeting of firms already under attack, demonstrating that tensions incen-

tivize exploitation rather than discovery.

The mechanism operates through both cost advantages and market psychology. Follow-up
reports benefit from reduced information costs by leveraging completed investigations, while simul-
taneously exploiting confirmatory bias when investors interpret multiple reports as independent
validation. This dynamic intensifies during geopolitical uncertainty, when investors cannot dis-
tinguish fundamental problems from political noise. In this environment, each additional report
targeting the same firm carries a disproportionate weight, creating profitable momentum regardless

of the underlying accuracy.

Our time-series results strongly support Hypothesis 1. The dominance of follow-up reports
implies how geopolitical tensions transform short seller incentives from investigation to exploita-
tion. Having established this temporal pattern, we next examine the cross-sectional variation in

information production and market outcomes.

5 Cross Sectional Analysis

5.1 Sample Construction and Variable Definitions
5.1.1 Sample Formation

We construct our cross-sectional sample by merging the monthly UCT index with 183 individual
short reports targeting U.S.-listed Chinese firms from 2010 to 2020. For each report, we assign
the UCT index value from its release month. We define High UCT Month as an indicator variable
equal to one when the UCT index exceeds the top quartile of the sample period, capturing periods

of elevated bilateral tensions.

5.1.2 Information Content Measures

Following Ljungqvist and Qian (2016), we manually examine each short report to identify whether

the short seller uncovered new information about the target firms through two channels: (1) previ-
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ously overlooked public information (e.g., details buried in regulatory filings or local media coverage
that, while publicly available, had not gained widespread attention), or (2) private information ob-
tained through proprietary investigation (e.g., whistle-blower evidence, on-site visits, or privately
sourced third-party data). We construct New Info as an indicator variable equal to one if either
channel is present. We also create separate non-mutually exclusive indicators, Public Info and

Private Info, to capture each information type individually.

We employ textual analysis to construct three additional measures of report content and tone.
Word Count and Sentence Count capture the number of unique lexicon words and sentences in each
short report, respectively. To measure report tone, we construct Negative Word as the frequency

of negative words based on the Loughran and McDonald (2011) sentiment dictionary.

5.1.3 Stock Market Reaction Variables

We measure stock market reactions using cumulative abnormal returns (CAR) across multiple
horizons. Daily abnormal returns are calculated using the market-adjusted model, subtracting
the CRSP value-weighted market return from each firm’s raw return. This approach provides a
transparent benchmark for assessing abnormal performance while avoiding potentially unreliable
firm-specific parameter estimation for firms experiencing multiple short selling events within short

time intervals.”

We examine both immediate and long-term market reactions through multiple event windows.
CAR [0,+5] captures the immediate impact from the report release date through five trading days.
Longer horizons include CAR [0,420] for approximately one-month effects, CAR [0,4+120] for six-
month responses, and CAR [0,4252] for one-year outcomes. These varying windows allow us to

distinguish temporary sentiment effects from permanent revaluations.

"We use the overall U.S. market return as the benchmark because Chinese ADR index returns may be contaminated
by spillover effects. Ljungqvist and Qian (2016) show that activist short selling campaigns depress the valuations of
non-target Chinese firms, causing peer firms’ returns to fall following targeting events. We employ the S&P China
ADR index as an alternative benchmark in robustness tests.
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5.1.4 Fraud Verification Variables

Given that 91% of reports allege accounting fraud, we track whether allegations receive subsequent
verification within three years of report release. These fraud allegations typically involve verifiable
claims such as fabricated revenues, falsified filings, or undisclosed related-party transactions that

can be confirmed through regulatory actions or legal proceedings.

Our verification process applies to 167 reports containing accounting fraud allegations and
employs three primary indicators: (1) SEC enforcement actions, (2) settlement of shareholder class
actions or other legal proceedings, and (3) resignations by auditors or audit committee members.
We identify SEC enforcement actions by searching all “Accounting and Auditing Enforcement
Releases” on the SEC website, confirming that actions relate to the specific misconduct alleged in

short reports.®

For legal proceedings, we examine Securities Class Action lawsuits (SCAL) using the Stanford
Securities Class Action Clearinghouse database following the Choi and Pritchard (2016). We classify
allegations as verified when lawsuits succeed or settle with claims based on SEC Rule 10b-5 or
Securities Exchange Act violations. We supplement this analysis with Westlaw searches for non-
SCAL legal cases and consider all successfully prosecuted cases based on identical allegations as

confirmed fraud.

We identify resignations through Factiva searches and firm disclosures, focusing on audit com-
mittee members, audit committee chairs, and external auditors whose departures directly follow
short selling campaigns. We construct Fraud Verification as an indicator variable equal to one
if a firm experiences at least one verification event. We also create three separate non-mutually
exclusive indicators, SEC' Enforcement, Key FExecutive Resignation, and Shareholder Lawsuit for

each verification type.

8Following Kartapanis (2019), we exclude delisting or earnings restatements alone as verification indicators, as
these events without additional evidence do not conclusively demonstrate wrongdoing.
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5.1.5 Sample Characteristics

Panel B of Table 3 presents summary statistics for our cross-sectional sample. Approximately
22% of reports are released during high U.S.-China tension periods. Consistent with Ljungqvist
and Qian (2016), 81% of reports claim to uncover new information, though 72% derives from
previously overlooked public sources rather than private investigation. Private information appears
in 51% of reports, indicating that original investigation often complements rather than replaces
public information reinterpretation, aligning with Hirshleifer, Teoh, and Yu (2011)’s evidence on

the importance of public signals in short selling activities.

Stock market reactions are severely negative initially, with mean CAR [0,45] of -6.9% (me-
dian -10.1%). Longer horizons reveal substantial heterogeneity and reversal patterns. Mean CAR
[0,4252] turns strongly positive at 34.8% while the median remains negative at -22.3%, suggesting
divergent long-term outcomes where some campaigns trigger permanent revaluations while others

experience complete reversals.

Approximately 70% of fraud allegations receive verification within three years through at least
one confirmatory event. The 30% lacking verification need not represent false allegations but
may reflect insufficient evidence, unpursued cases, or pending investigations. This heterogeneity
manifests in diverse outcomes, with 40% of targets facing SEC enforcement while others successfully

defend against allegations and recover initial price declines.

Target firms tend to be small to mid-size companies with median market capitalization of $320
million, with 25% valued below $156 million. This size distribution reflects short sellers’ prefer-
ence for smaller Chinese firms, particularly those entering U.S. markets through reverse mergers
or smaller IPOs during the 2000s, where information asymmetries and verification costs create

exploitable opportunities.

5.2 Empirical Specifications

We test Hypotheses 2 and 3 using our sample of 183 short reports with the following specification:

Report Characteristics; = o+ 8 x High UCT Month; +~v X X; + FEycar + € (2)
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The dependent variable captures information content, market reactions, and verification accuracy
across Tables 5—7. Our key explanatory variable, High UCT Month, equals one when the UCT
index exceeds the top quartile during the report release month. Control variables include market
conditions through S&P 500 and ADR returns, firm size through log market capitalization, and
report type through a lead report indicator. All specifications include year fixed effects with

standard errors clustered by year.

5.3 Information Production and Rhetorical Strategy

Table 5 examines how U.S.-China tensions influence short sellers’ information production. Panel
A shows that short reports published during high-tension months are 27.3 percentage points more
likely to contain new information. However, this increase is entirely from repackaged public sources.
The coefficient on Public Info (0.386, t = 2.18) is significant, while Private Info shows no increase,
confirming that short sellers substitute away from costly investigation toward cheaper public infor-
mation reframing when sentiment alone can move prices. This pattern aligns with our time-series
evidence that follow-up reports, which can leverage existing short reports against same targets,

dominate during tension periods.

Panel B reveals that while report length remains unchanged, negative language increases by
74% (%256 —1). This combination of recycled public information presented with heightened neg-
ativity demonstrates the shift from information production to sentiment exploitation predicted by
Hypothesis 2. These patterns also align with Xiong and Yang (2023), who show that observable
information acquisition can substitute for thorough but unobservable investigation when market
conditions reward visibility over accuracy. During tensions, targeting Chinese firms themselves

becomes a credible negative signal, incentivizing rhetorical amplification over analytical depth.

5.4 Market Impact and Price Dynamics

Table 6 tests Hypothesis 3’s predictions about market reactions. Column (1) shows reports released
during high-tension months generate CAR [0,4-5] that are 22.3 percentage points more negative than

during stable periods, significant at the 1% level. To contextualize this magnitude, the incremental
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decline during tensions exceeds three times the baseline effect, demonstrating dramatically amplified

investor sensitivity to negative narratives.

Column (2) confirms that the short-term price impact persists over the 21-day window [0, +20],
suggesting that the market’s initial overreaction extends beyond the immediate announcement pe-
riod. However, Columns (3) and (4) reveal systematic reversals, with approximately 78% (i.e.,
0.174/0.223) of initial declines recovered within one year. This reversal pattern distinguishes
sentiment-driven overreaction from fundamental revaluation. If short sellers uncovered genuine
fraud, price declines should persist as markets incorporate accurate information. Instead, the re-
covery trajectory indicates temporary dislocations that opportunistic traders exploit for profit,

consistent with non-fundamental selling pressure documented by Coval and Stafford (2007).”

5.5 Fraud Allegation Accuracy

Table 7 completes Hypothesis 3’s tests by examining ex-post verification rates for 167 reports con-
taining fraud allegations. On average, short reports issued during high-tension months are approxi-
mately 30 percentage points less likely to receive subsequent verification through SEC enforcement,
key personnel resignations, or lawsuit settlements. This statistically significant reduction also holds

across all verification channels, with the strongest effects for SEC actions and shareholder lawsuits.

The disconnect between amplified market impact and reduced accuracy reveals a fundamental
transformation in short sellers’ objectives. When heightened receptiveness to negative narratives
creates profitable trading opportunities regardless of accuracy, rational short sellers prioritize ex-
ploitation over rigorous investigation. Combined with the reversal evidence, these results confirm

that tensions enable sentiment manipulation rather than price discovery.

5.6 Heterogeneous Effects: Information Type and Firm Characteristics

Table 8 and 9 explore heterogeneity in how tensions affect market reactions and fraud verification.

Table 8 examines whether short reports’ information type moderates these effects. Panel A indicates

9Table TA2 in the Internet Appendix presents cumulative abnormal return results using the S&P China ADR
Index as the benchmark. The findings remain robust when we calculate CARs relative to this China-specific market
index instead of using the CRSP value-weighted return as the benchmark.
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that new information disclosures during tension periods correlate with CAR [0,+5] that are 41.8
percentage points more negative (combining main and interaction effects), with private information
showing the largest amplification. However, Panel B reveals that this same information exhibits
30.1 percentage points lower verification rates during tensions. This pattern suggests markets

overweight information signals during tensions regardless of their ultimate accuracy.

Table 9 investigates whether firm opacity moderates the effects of geopolitical tensions on short
reports’ price impacts and accuracy. On average, a one-standard-deviation increase in bid-ask
spreads during high-tension periods corresponds to an additional 8.2 percentage point decline in its
CAR [0,+5] for firms targeted by short reports. Similar patterns emerge for idiosyncratic volatility
and discretionary accruals. However, Panel B shows no evidence that fraud allegations toward
more opaque Chinese firms during tension periods are more likely to be verified, with uniformly

insignificant interaction terms.

Our findings are in contrast to prior literature showing that short sellers are most effective at
enhancing price discovery among opaque firms. During geopolitical tensions, opacity becomes a
liability enabling exploitation rather than a characteristic prompting rigorous investigation. The
systematic disconnect between market reactions and verification across both information types and
firm characteristics confirms that geopolitical tensions transform short selling from an information-

producing to a sentiment-exploiting activity.

5.7 Discussion

5.7.1 Interpreting the Magnitudes

Our evidence reveals economically large effects of geopolitical tensions on short seller behavior and
market outcomes. Campaign frequency increases by 78% during high-tension months, driven en-
tirely by follow-up reports clustering on already-targeted firms rather than new investigations. This
pattern suggests short sellers exploit established negative sentiment rather than uncover additional

misconduct when tensions elevate investor receptiveness to negative narratives about Chinese firms.

The market impacts are striking. Reports during high-tension periods generate cumulative

abnormal returns that are 22.3 percentage points more negative than during stable periods over
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the [0,45] window. For context, Ljungqvist and Qian (2016) document day 0 abnormal returns of
-7.51% for lead reports and -3.1% for follow-up reports. While event windows differ, the compar-
ison proves informative since tension-period increases come from follow-up reports that typically
generate minimal impact. These sequential campaigns produce 25% additional declines during ten-
sions. Approximately 78% of this incremental decline reverses within one year, though imprecisely

estimated, indicating temporary sentiment distortions rather than fundamental revaluation.

The verification evidence provides the most direct test of information quality. Fraud allega-
tions during tension periods are 30 percentage points less likely to receive subsequent confirmation
through SEC enforcement, personnel resignations, or legal settlements, with rates declining from
70% to 40%. This reduction contradicts established evidence on short sellers’ informational ad-
vantage. While Karpoff and Lou (2010) show abnormal short interest increases before misconduct
becomes public, we find the opposite pattern during tensions: campaigns generate severe price
impacts yet contain less accurate information. The divergence between amplified market reactions
and reduced accuracy demonstrates how geopolitical tensions transform short sellers from informed

arbitrageurs into opportunistic traders.

Several factors rule out the alternative explanation that tensions increase actual misconduct. If
fraud genuinely increased, verification rates should converge as investigations conclude, yet lower
rates persist three years post-report. Price reversals contradict permanent revaluations following
fraud discovery. The shift toward public information repackaging indicates reduced investigative
effort. Finally, opaque firms experience larger price declines during tensions without higher veri-
fication rates, confirming that opacity enables exploitation rather than attracting rigorous inves-
tigation. These patterns collectively establish strategic opportunism rather than enhanced fraud

detection.

5.7.2 Implications for Short Sellers’ Role in Markets

These findings demonstrate that short sellers’ contribution to market efficiency depends critically
on environmental conditions. While extensive research documents their role in price discovery and
fraud detection (Diamond and Verrecchia 1987; Cohen et al. 2007; Boehmer et al. 2008; Karpoff

and Lou 2010; Engelberg et al. 2012), our evidence reveals this beneficial role requires specific
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conditions that geopolitical tensions systematically undermine.

Three conditions appear necessary. First, investors must possess sufficient processing capacity
to evaluate allegations critically rather than relying on categorical heuristics. Second, arbitrage
capital must be available to correct temporary mispricings, preventing sentiment-driven distortions
from persisting. Third, reputational and legal mechanisms must effectively penalize inaccurate
allegations, maintaining incentives for rigorous investigation. When these conditions fail, short

sellers rationally shift from information production to sentiment exploitation.

This context-dependence has direct implications for interpreting short selling activity. High
short interest or activist campaigns do not uniformly signal informed trading. During periods
of elevated political tensions, increased short selling against foreign firms may primarily reflect
strategic exploitation rather than information discovery. Our heterogeneity analysis reinforces
this interpretation. More opaque firms (higher bid-ask spreads, greater idiosyncratic volatility,
larger discretionary accruals) experience substantially larger price declines when targeted during
tensions, yet show no higher verified fraud rates. This pattern indicates that short sellers exploit
opacity for temporary price impact rather than undertaking more rigorous investigation of genuinely

problematic firms.

The benefits of activist disclosure therefore depend on market conditions. When information
asymmetries are moderate and investor attention is sufficient for critical evaluation, public cam-
paigns can enhance efficiency by accelerating price discovery. When asymmetries are severe and
attention is constrained, the same disclosure mechanisms may break down, creating opportunities
for manipulation that harm market quality. Our findings complement Zhao (2020), who documents
that activist short sellers can exploit corporate opacity for manipulative campaigns, by identifying
geopolitical tensions as an external condition that systematically shifts incentives toward oppor-
tunistic behavior across all short sellers rather than reflecting inherent characteristics of particular

activists.
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6 Conclusion

We examine whether geopolitical tensions enhance or impair the informational efficiency of activist
short selling. Analyzing 183 campaigns targeting U.S.-listed Chinese firms from 2010 to 2020, we
find that U.S.-China tensions reverse the traditional role of short sellers from informed arbitrageurs
to opportunistic exploiters. Campaign frequency increases 78% during high-tension periods, driven
entirely by follow-up reports clustering on already-targeted firms rather than independent inves-
tigations. Reports issued during tensions generate initial price declines 22.3 percentage points
larger than during stable periods, yet this impact proves temporary as 78% reverses within one
year, revealing that markets eventually recognize the lower informational value of these campaigns.
Fraud allegations during tension periods are 30 percentage points less likely to receive subsequent

verification through SEC enforcement, executive resignations, or legal settlements.

Short sellers’ shift from informed arbitrage to opportunistic exploitation during geopolitical ten-
sion periods can be explained by three mechanisms. First, attention constraints redirect investors’
limited processing capacity from firm-specific analysis toward macro-political developments, reduc-
ing their ability to distinguish genuine fraud from opportunistic allegations. Second, strategic com-
plementarities create clustering incentives, as follow-up campaigns can generate substantial price
impact with minimal incremental research once initial reports establish negative sentiment. Third,
short sellers substitute from costly private investigation toward repackaging overlooked public in-
formation, compensating for reduced analytical rigor with more negative rhetoric. These patterns
produce a systematic misalignment between market impact and informational accuracy, revealing
how political tensions corrupt the market discipline mechanisms that typically constrain manipu-

lation.

These findings challenge the consensus view that sophisticated traders enhance market effi-
ciency. Prior research demonstrates that short sellers incorporate negative information and detect
fraud, improving price discovery. We show that this beneficial role requires specific environmental
conditions. Investors must have sufficient capacity to evaluate allegations, arbitrage capital must
be available to correct mispricings, and reputational mechanisms must penalize inaccuracy. When

geopolitical tensions undermine these conditions, short sellers rationally shift toward exploitation.
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Our evidence implies that elevated short selling activities against foreign firms during political

tensions can represent opportunistic sentiment trading rather than informed price discovery.
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Figure 1: The U.S. Newspaper-Based U.S. and China Tension Index from Rogers,

Sun, and Sun (2024)
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Table 1: Activist Short Sellers and Their Allegations Against U.S.-Listed Chinese
Firms

This table summarizes activist short selling activity targeting U.S.-listed Chinese firms from 2010 to 2020. Panel A
lists the nine most active short sellers by report frequency. Panel B presents the distribution of primary allegations
across all 183 reports in our sample. Allegation categories are not mutually exclusive, as reports may contain multiple
types of claims.

Panel A: Top Activist Short Sellers

Activist Short Seller Name N % of All Reports
Geolnvesting 20 11%
Alfredlittle 12 ™%
Muddy Waters 12 ™%
Citron Research 10 5%
J Capital Research 7 4%
Chimin Sang (SeekingAlpha) 6 3%
Spruce Point 6 3%
Bronte Capital 5 3%
Glaucus Research Group 5 3%
Panel B: Distribution of Allegation Types
Allegation Type N % of All Reports
Accounting Fraud 167 91%
General Overvaluation 21 12%
Management Misconduct 18 10%
Unsustainable Business Model 16 9%
Debt or Liquidity 6 3%
Other Illegal Activities 5 3%
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Table 2: Top 10 U.S.-China Tension Months (2010-2020)

This table lists the 10 most intense months of U.S.-China Tensions (UCT) between 2010 and 2020, as
measured by the monthly UCT Index from Rogers, Sun, and Sun (2024), alongside the key geopolitical

events during each period.

Rank Month UCT Index Key Geopolitical Events

1 Mar 2020 349.95 U.S. journalists expelled from Shanghai; mutual blame over
COVID-19.

2 Apr 2020 286.57 Trump signs Taiwan Allies International Protection and Enhance-
ment Initiative (TAIPEI) Act.

3 Feb 2020 251.49 New U.S. counterintelligence priorities related to China, including
IP theft.

4 May 2020 228.16 White House report highlights multiple threats from China.

5 Aug 2019 216.46 U.S. labels China a major currency manipulator.

6 Jun 2019 204.62 Escalation of U.S.-China trade war.

7 Oct 2019 199.95 Further escalation in trade tensions.

8 Jan 2020 189.21 Trump imposes travel bans; mutual blame over COVID-19.

9 Jul 2020 187.82 Trump removes Hong Kong’s preferential trade status; U.S. orders
China to close the Chinese consulate in Houston.

10 May 2019 181.17 Trade war escalates as U.S. markets drop amid breakdown of trade

talks and tariff increases.
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Table 3: Summary Statistics

This table presents summary statistics for the main samples used in our empirical analysis. Panel A summarizes the
time-series sample of 132 monthly observations from 2010 to 2020. Panel B summarizes the cross-sectional sample
of 183 short reports targeting U.S.-listed Chinese firms during the same period. Fraud verification variables are
calculated only for the 167 reports containing accounting fraud allegations. High UCT Month equals one if the U.S.-
China Tension (UCT) index exceeds the top quartile over the sample period; in Panel B, this variable is measured
at the report release month. All variables are defined in Table A1l in the Appendix.

Variable Obs Mean P25 Median P75 STD
Panel A. Time-Series Analysis Sample
High UCT Month 132 0.250 0.000 0.000 0.500 0.435
UCT Index 132 125.303 94.697 111.757 146.908 41.808
Number of Chinese Reports 132 1.750 0.000 1.000 2.000 2.441
Number of Lead Reports 132 1.227 0.000 1.000 2.000 1.604
Number of Follow-up Reports 132 0.523 0.000 0.000 1.000 1.136
Ratio of Chinese Reports 132 0.363 0.000 0.230 0.461 0.483
Ratio of Chinese Reports Relative to US 132 0.501 0.000 0.167 0.400 1.012
S&P 500 Return 132 1.006 -1.425 1.504 3.300 4.060
ADR Return 132 0.712 -2.844 0.708 4.645 6.001
3M Treasury Yld 132 0.556 0.050 0.120 0.995 0.777
VIX 132 18.283 13.620 16.305 20.375 7.047
DEF 132 0.084 -0.825 0.180 1.155 1.986
Term 132 0.601 -1.505 0.225 2.670 2.979

Panel B. Cross-Sectional Analysis Sample

High UCT Month 183 0.219 0.000 0.000 0.000 0.414
New Info 183 0.809 1.000 1.000 1.000 0.394
Public Info 183 0.716 0.000 1.000 1.000 0.452
Private Info 183 0.508 0.000 1.000 1.000 0.501
Word Count 183  3148.044 1009.000 1910.000 4358.000 3273.885
Sentence Count 183 145.213 49.000 92.000 204.000 148.609
Negative Word 183 65.552 19.000 42.000 81.000 72.374
CAR [0,+5] 183 -0.069 -0.210 -0.101 -0.002 0.366
CAR [0,+20] 183 0.023 -0.280 -0.112 0.027 0.788
CAR [0,4+120] 183 0.171 -0.435 -0.204 0.145 1.502
CAR [0,+252] 183 0.348 -0.488 -0.223 0.274 2.387
Fraud Verification 167 0.689 0.000 1.000 1.000 0.464
SEC Enforcement 167 0.383 0.000 0.000 1.000 0.488
Key Personnel Resignation 167 0.401 0.000 0.000 1.000 0.492
Shareholder Lawsuit 167 0.521 0.000 1.000 1.000 0.501
Market Cap 183 970.772 155.901 317.264 720.895  2187.717
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Table 4: U.S.-China Tensions and the Frequency of Short Selling Campaigns

This table examines whether activist short sellers disproportionately target U.S.-listed Chinese firms during periods of
high U.S.-China tensions using Poisson regressions on 132 monthly observations from 2010 to 2020. The dependent
variables are: Number of Chinese Reports (all short reports targeting U.S.-listed Chinese firms), Number of Lead
Reports (initial reports targeting a firm, defined as the first report within a six-month window), and Number of Follow-
up Reports (subsequent reports targeting the same firm within six months of a lead report). The key explanatory
variable, High UCT Month, is an indicator variable equal to one if the US—China Tension (UCT) index for a given
month exceeds the top quartile value over the 2010-2020 period. Control variables include monthly returns of the
S&P 500 and S&P China ADR indices, along with established return predictors. All specifications include year
fixed effects. All variables are defined in Table A1l. We cluster standard errors by year, and t-statistics are given in
parentheses. *, ** and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

# of Chinese Reports

# of Lead Reports

# of Follow-up Reports

(1) (2) (3)
High UCT Month 0.575% 0.306 1.335%%*
(1.80) (0.67) (3.08)
S&P 500 Return -0.013 -0.025 0.027
(-0.40) (-0.58) (1.16)
ADR Return 0.013 0.024 -0.015
(0.85) (1.30) (-0.53)
3M Treasury Yld -0.158 0.036 -0.589
(-0.66) (0.13) (-0.94)
VIX -0.011 -0.009 -0.019
(-0.47) (-0.40) (-0.63)
DEF -0.017 -0.040 0.008
(-0.52) (-1.20) (0.16)
Term 0.028 -0.009 0.106
(0.78) (-0.26) (1.57)
Year FE Y Y Y
Observations 132 132 132
Pseudo R-Squared 0.313 0.230 0.285
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Table 5: Information Production During U.S.-China Tensions

This table examines how U.S.-China tensions influence information production in activist short selling reports using
183 reports targeting Chinese firms from 2010 to 2020. Panel A presents OLS regressions examining information
acquisition: New Info equals one if the report reveals previously unknown information; Public Info and Private
Info indicate previously overlooked public and newly obtained private information, respectively. Panel B presents
Poisson regressions examining report content: Word Count (number of unique words), Sentence Count (number of
sentences), and Negative Word (negative sentiment words per Loughran and McDonald 2011). The key explanatory
variable, High UCT Month, equals one if the UCT index during the report release month exceeds the top quartile
over 2010-2020. Control variables include firm size and market returns. All specifications include year fixed effects.
All variables are defined in Table A1l. We cluster standard errors by year, and ¢-statistics are given in parentheses.
* ¥k and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

Panel A. Short Sellers’ Information Acquisition

New Info Public Info Private Info
(1) (2) (3)
High UCT Month 0.273*** 0.386* 0.155
(3.26) (2.18) (0.63)
Ln(Market Cap) 0.032** 0.035 -0.001
(2.31) (1.50) (-0.02)
S&P 500 Return 0.025%** 0.028%** 0.001
(3.85) (3.96) (0.10)
ADR Return -0.014* -0.015 -0.003
(-1.96) (-1.58) (-0.21)
Lead Report -0.006 0.082 -0.078%*
(-0.14) (1.31) (-2.39)
Year FE Y Y Y
Observations 183 183 183
Adjusted R-Squared 0.085 0.099 0.066

Panel B. Short Sellers’ Textual Information

Word Count Sentence Count Negative Word
(1) (2) (3)
High UCT Month -0.397 -0.252 0.556%**
(-0.92) (-0.60) (5.74)
Ln(Market Cap) 0.199*** 0.209%** 0.018
(5.01) (5.31) (0.43)
S&P 500 Return 0.041 0.044 0.015
(1.39) (1.59) (0.97)
ADR Return -0.005 -0.008 -0.008
(-0.33) (-0.49) (-0.80)
Word Count 0.017%**
(8.05)
Year FE Y Y Y
Observations 183 183 183
Pseudo R-Squared 0.302 0.303 0.686
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Table 6: Stock Market Reactions to Short Selling Campaigns

This table analyzes stock market reactions to activist short reports during periods of elevated U.S.-China tensions
using 183 reports from 2010 to 2020. The dependent variables are cumulative abnormal returns (CAR) calculated
as market-adjusted returns over windows of [0,45], [0,4+20], [0,4120], and [0,+252] days following report release,
where abnormal returns are computed by subtracting the CRSP value-weighted market return as the benchmark
from the raw returns. The key explanatory variable, High UCT Month, equals one if the UCT index during the
report release month exceeds the top quartile over 2010-2020. Control variables include firm size and market returns.
All specifications are OLS regressions with year fixed effects. We cluster standard errors by year, and t-statistics are
given in parentheses. *, ** and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

CAR [0,+5] CAR [0,+20] CAR [0,+120] CAR [0,+252]
(1) (2) 3) (4)
High UCT Month -0.223*** -0.679%** -0.069 0.174
(-7.25) (-4.62) (-0.26) (0.82)
Ln(Market Cap) -0.027 -0.149** -0.324** -0.359**
(-0.90 ) (-2.44) (-2.58) (-2.32)
S&P 500 Return 0.007 -0.001 -0.011 -0.023
(1.42) (-0.07) (-0.37) (-0.63)
ADR Return -0.012* 0.006 0.012 0.021
(-2.01) (0.36) (0.51) (0.59)
Year FE Y Y Y Y
Observations 183 183 183 183
Adjusted R-Squared 0.072 0.188 0.308 0.223
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Table 7: Accuracy of Fraud Allegations

This table examines the accuracy of fraud allegations in activist short reports during periods of heightened U.S.-China
tensions using 167 reports containing accounting fraud allegations from 2010 to 2020. The dependent variables include
four indicator variables: Fraud Verification equals one if an accounting fraud allegation in the short report is subse-
quently validated within three years post-release by events including: (1) SEC enforcement actions, (2) resignation
of key personnel, or (3) settlement of shareholder class action lawsuits, and zero otherwise. SEC Enforcement, Key
Personnel Resignation, and Shareholder Lawsuit separately indicate the occurrence of each validation event discussed
above. The key explanatory variable, High UCT Month, equals one if the UCT index during the report release month
exceeds the top quartile over 2010-2020. Control variables include firm size and market returns. All specifications are
OLS regressions with year fixed effects. We cluster standard errors by year, and ¢-statistics are given in parentheses.
* kK and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

Fraud SEC Key Personnel Shareholder
Verification Enforcement Resignation Lawsuit
(1) (2) 3) (4)
High UCT Month -0.278%%* -0.280%** -0.181** -0.35T***
(-3.48) (-4.60) (-2.29) (-5.00)
Ln(Market Cap) -0.025 -0.036 -0.060 0.027
(-0.66) (-1.25) (-1.60) (0.88)
S&P 500 Return -0.001 0.002 -0.001 0.005
(-0.09) (0.16) (-0.21) (0.78)
ADR Return 0.008 0.016** 0.006 -0.003
(1.51) (3.02) (0.69) (-0.69)
Year FE Y Y Y Y
Observations 167 167 167 167
Adjusted R-Squared 0.057 0.085 0.045 0.063
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Table 8: Information Content, Market Reactions, and Report Accuracy

This table examines whether information content mediates the relationship between U.S.-China tensions and both
market reactions and report accuracy. Panel A analyzes immediate stock price reactions (CAR [0,+5]) for 183
reports from 2010 to 2020. Panel B examines fraud verification rates for 167 reports containing accounting fraud
allegations. The information content variables are: New Info (report reveals previously unknown information), Public
Info (overlooked information from public sources), and Private Info (information from private investigation). Each
specification includes the interaction between High UCT Month and the respective information variable. High UCT
Month equals one if the UCT index during the report release month exceeds the top quartile over 2010-2020. All
specifications are OLS regressions with year fixed effects. We cluster standard errors by year, and t-statistics are
* Kk

given in parentheses. , and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

Panel A. Information Content and Stock Market Reactions

CAR [0,+5]
(1) (2) (3)
High UCT Month: a 0.212 -0.107 -0.115
(1.11) (-0.71) (-1.38)
New Info -0.053
(-0.71)
ax New Info -0.418**
(-2.24)
Public Info -0.059
(-1.25)
ax Public Info -0.100
(-0.64)
Private Info -0.056
(-1.71)
ax Private Info -0.164**
(-2.61)
Ln(Market Cap) -0.022 -0.024 -0.028
(-0.83) (-0.87) (-0.90)
S&P 500 Return 0.012 0.009 0.008
(1.70) (1.56) (1.62)
ADR Return -0.016** -0.014** -0.014**
(-2.91) (-2.24) (-2.48)
Lead Report 0.002 -0.008 -0.016
(0.03) (-0.15) (-0.30)
Year FE Y Y Y
Observations 183 183 183
Adjusted R-Squared 0.097 0.068 0.080
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Panel B. Information Content and Fraud Verification

Table 8, Continued

Fraud Verification

(1) (2) (3)
High UCT Month: a 0.197 0.182 0.100
(1.20) (0.94) (0.78)
New Info 0.127
(1.24)
ax New Info -0.301*
(-2.09)
Public Info 0.135
(1.30)
ax Public Info -0.307
(-1.58)
Private Info 0.090
(1.09)
ax Private Info -0.279*
(-1.93)
Ln(Market Cap) -0.018 -0.021 -0.020
(-0.46) (-0.57) (-0.48)
S&P 500 Return 0.003 0.001 0.005
(0.31) (0.19) (0.59)
ADR Return 0.009 0.009* 0.009
(1.72) (2.06) (1.37)
Year FE Y Y Y
Observations 167 167 167
Adjusted R-Squared 0.083 0.089 0.086
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Table 9: Target Firm Opacity, Market Impact, and Report Accuracy

This table examines whether target firm opacity moderates the effects of U.S.-China tensions on market reactions
and report accuracy. Panel A analyzes immediate stock price reactions (CAR [0,4-5]) for up to 183 reports from 2010
to 2020. Panel B examines fraud verification rates for up to 167 reports containing accounting fraud allegations.
Opacity measures include: Bid-Ask Spread (average bid-ask spread in the month before report release), Idiosyncratic
Volatility (standard deviation of market model residuals using the S&P China ADR Index), and Discretionary
Accruals (residuals from industry-year regressions following Dechow and Dichev (2002)). Each specification includes
the interaction between High UCT Month and the respective opacity measure. High UCT Month equals one if the
UCT index during the report release month exceeds the top quartile over 2010-2020. All specifications are OLS

regressions with year fixed effects. We cluster standard errors by year, and t-statistics are given in parentheses.

*¥* and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

Panel A. Firm Opacity and Stock Market Reactions

*
’

(3)

High UCT Month: a
Bid-Ask Spread

ax Bid-Ask Spread
Idiosyncratic Volatility

ax Idiosyncratic Volatility
Discretionary Accruals

ax Discretionary Accruals
S&P 500 Return

ADR Return

Ln(Market Cap)

Year FE

Observations
Adjusted R-Squared

CAR [0,+5]
(1) (2)
-0.073 -0.075
(-0.80) (-0.91)
2.013*
(1.94)
-2.394*
(-2.15)
0.023%*
(2.96)
-0.024%*
(-3.17)
0.008* 0.008%**
(1.97) (3.42)
-0.013%* -0.015%%*
(-2.39) (-3.24)
-0.017 -0.016
(-0.42) (-0.45)
Y Y
183 183
0.084 0.103

-0.239%**
(-7.71)

-0.029
(-0.26)
0.177
(-1.60)
0.002
(0.46)
-0.007
(-1.33)
-0.029
(-0.93)

154
0.055
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Panel B. Firm Opacity and Fraud Verification

Table 9, Continued

Fraud Verification

(1) (2) (3)
High UCT Month: a 0.333 0.436** 0.509%**
(1.71) (2.57) (4.83)
Bid-Ask Spread -1.835
(-1.44)
ax Bid-Ask Spread 2.136
(1.09)
Idiosyncratic Volatility -0.017**
(-2.62)
ax Idiosyncratic Volatility -0.001
(-0.05)
Discretionary Accruals 0.018
(0.21)
ax Discretionary Accruals -0.362
(-1.22)
S&P 500 Return 0.014 0.018 0.013
(1.06) (1.47) (1.05)
ADR Return 0.002 0.000 -0.007
(0.12) (0.01) (-0.44)
Ln(Market Cap) -0.037 -0.043 -0.029
(-1.13) (-1.23) (-0.82)
Year FE Y Y Y
Observations 167 167 140
Adjusted R-Squared 0.127 0.135 0.123
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Table A1l: Variable Definitions

Variable

Definition

Main Explanatory Variables

Monthly UCT Index

High UCT Month

Series Sample)

(Time-

High UCT Month (Cross-
Sectional Sample)

Time-Series Variables

Number of Chinese Reports

Number of Lead Reports

Number of Follow-up Reports

Ratio of Chinese Reports

Ratio of Chinese Reports Rel-
ative to U.S.

S&P 500 Return
ADR Return

3M Treasury Yield
VIX

DEF

Term

Monthly U.S.-China Tension (UCT) index constructed by
Rogers, Sun, and Sun (2024) based on news searches from major
U.S. newspapers.

Indicator variable equal to one if the UCT index in a given month
exceeds the top quartile value over the 2010-2020 period; zero
otherwise.

Indicator variable equal to one if the UCT index in the month of
a short report release exceeds the 2010-2020 period’s top quartile;
zero otherwise.

Monthly count of short reports targeting U.S.-listed Chinese
firms.

Monthly count of initial (lead) short reports by activist short
sellers targeting U.S.-listed Chinese firms; a lead report is the
first report issued against a specific firm within six months.

Monthly count of subsequent (follow-up) reports by activist short
sellers targeting U.S.-listed Chinese firms; follow-up reports are
released after a lead report within six months.

Total short reports targeting U.S.-listed Chinese firms divided
by one plus the number of Chinese firms listed in the U.S. with
positive short interest each month.

Total short reports targeting U.S.-listed Chinese firms divided
by one plus the number of short reports targeting U.S. domestic
firms each month.

Monthly return of the S&P 500 Index.
Monthly return of the S&P China ADR Index.
Three-month Treasury yield.

CBOE Volatility Index (VIX).

Default premium, defined as the return difference between long-
term corporate bonds and long-term government bonds.

Term premium, defined as the return difference between long-
term government bonds and short-term Treasury bills.
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Table A1, Continued

Variable

Definition

Cross-Sectional Variables
New Info

Public Info
Private Info

Word Count
Sentence Count

Negative Word

CAR

Fraud Verification

SEC Enforcement

Resignation

Shareholder Lawsuit

Control Variables
Ln(Market Cap)

Lead Report

Indicator variable equal to one if a short seller report reveals new
information about the target firm, either from previously over-
looked public sources or private investigations; zero otherwise.

Indicator variable equal to one if the short seller uncovers previ-
ously overlooked public information; zero otherwise.

Indicator variable equal to one if the short seller obtains new
information through private investigations; zero otherwise.

Number of unique words (lexicon) in a short report.
Number of sentences in a short report.

Number of negative words in a short report based on the
Loughran and McDonald (2011) sentiment dictionary.

Cumulative abnormal return of the targeted firm, calculated us-
ing market-adjusted returns (daily stock return minus CRSP
value-weighted market return) around the short report release
date.

Indicator variable equal to one if a short report alleging account-
ing fraud leads within three years to SEC enforcement actions,
resignations of key personnel, or shareholder class-action settle-
ments; zero otherwise.

Indicator variable equal to one if accounting fraud allegations in
a short report result in SEC enforcement actions within three
years; zero otherwise.

Indicator variable equal to one if accounting fraud allegations
result in key personnel (CEO, CFO, audit committee members)
resignations within three years; zero otherwise.

Indicator variable equal to one if accounting fraud allegations
lead to shareholder class-action settlements within three years;
zero otherwise.

Natural logarithm of the firm’s market capitalization at the start
of the fiscal year.

Indicator variable equal to one if the short report is the first to
target a specific firm within six months; zero otherwise.
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Table IA1: U.S.-China Tensions and the Frequency of Short Selling Campaigns:
Alternative Outcomes

This table examines whether activist short sellers disproportionately target U.S.-listed Chinese firms during periods
of high U.S.-China tensions using OLS regressions on 132 monthly observations from 2010 to 2020. The dependent
variables are: Ratio of Chinese Reports (the number of monthly short reports targeting Chinese firms scaled by one
plus the number of Chinese firms with positive short interest) and Ratio of Chinese to US (the number of monthly
short reports on Chinese firms relative to those targeting domestic U.S. firms). The key explanatory variable, High
UCT Month, is an indicator variable equal to one if the US-China Tension (UCT) index for a given month exceeds
the top quartile value over the 2010-2020 period. Control variables include monthly returns of the S&P 500 and
S&P China ADR indices, along with established return predictors. All specifications include year fixed effects. All
variables are defined in Table A1l. We cluster standard errors by year, and t-statistics are given in parentheses. *,
** and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

Ratio of Chinese Reports Ratio of Chinese to US
(1) (2)
High UCT Month 0.120%* 9.852
(2.07) (1.28)
S&P 500 Return -0.007 -0.349
(-0.39) (-0.24)
ADR Return -0.017 7.947
(-0.17) (0.59)
3M Treasury Yld -0.006 -0.858
(-0.32) (-0.32)
VIX -0.013 -3.251
(-0.52) (-0.58)
DEF 0.007 0.078
(0.49) (0.03)
Term 0.006 0.016
(0.99) (0.03)
Year FE Y Y
Observations 132 132
Adjusted R-Squared 0.419 0.450




Table IA2: Stock Market Reactions to Short Selling Campaigns: Alternative
Benchmark

This table analyzes stock market reactions to activist short reports during periods of elevated U.S.-China tensions
using 183 reports from 2010 to 2020. The dependent variables are cumulative abnormal returns (CAR) calculated
using the S&P China ADR Index as the benchmark over windows of [0,45], [0,+20], [0,4120], and [0,+252] days
following report release. The key explanatory variable, High UCT Month, equals one if the UCT index during the
report release month exceeds the top quartile over 2010-2020. Control variables include firm size and market returns.
All specifications are OLS regressions with year fixed effects. We cluster standard errors by year, and t-statistics are
given in parentheses. *, ** and *** indicate the significance at the 10%, 5%, and 1% levels, respectively.

CAR [0,+5] CAR [0,+20] CAR [0,+120] CAR [0,+252]
(1) (2) ®3) (4)
High UCT Month -0.224%%%* -0.636%** -0.093 0.102
(-10.18) (-5.43) (-0.33) (0.46)
Ln(Market Cap) -0.024 -0.139%* -0.305%* -0.304**
(-0.81) (-2.43) (-2.71) (-2.36)
S&P 500 Return 0.007 0.000 0.000 -0.010
(1.45) (0.03) (0.01) (-0.34)
ADR Return -0.012* 0.003 0.003 0.007
(-1.93) (0.20) (0.16) (0.25)
Year FE Y Y Y Y
Observations 183 183 183 183
Adjusted R-Squared 0.070 0.197 0.300 0.215
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