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Identifying and Quantifying Share Pledge Risks of Listed Companies
YANG Liuyong' CEN Shengnan® JIA Shaoging'
(1.School of Economics, Zhejiang University; 2. Ningyin Wealth Management LLC)

Abstract China has undergone two rounds of large-scale share pledging crises, and the absence of prior risk
controls were important factors in both of these instances. This paper examines these events and looks at the demand
for share pledge financing, as well as corporate governance, corporate finance practices and secondary market
characteristics. It uses the XGBoost algorithm in machine learning to predict and analyze pledge risks, focusing on
prior prevention and control of the share pledge risk of majority shareholders. Empirical results show that the share
pledge risk classification model trained by XGBoost has a very good predictive performance, and the highest recall in
the test set reaches 74.44%. An analysis of feature importance shows that, compared with other majority shareholders,
share pledge risk is highest among domestic non-state shareholders. In terms of governance structure, the higher the
shareholding ratio of the majority shareholders, the higher the risk of share pledges. Conversely, an increase in the
shareholding ratio of other shareholders inhibits this risk. Companies with a higher share pledge risk have lower cost
expense ratios, higher debt ratios, and worse cash flow. Companies with higher share pledge risk have lower price-to-
sales ratios and liquidity levels.
Keywords Share Pledge, Majority Shareholder, Feature Engineering, Machine Learning
JEL Classification C45 Gl14 G32
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