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The Research on Large Shareholders’ Holding Reduction

Timing and Private Placement Arbitrage Behavior
DENG Mingmao'”
(1. School of Financial Management, Shanghai University of International Business and Economics, Shanghai 201620, China;

2. School of Finance, Shanghai University of Finance and Economics, Shanghai 200433, China)

Abstract; Large shareholders’ holding reduction includes: 1. holding reduction before private placement;2. holding reduction
in the process of private placement;3. holding reduction after the private placement. This paper examines tunneling behaviors
in large shareholders’ holding reduction and private placement. The results from our sample show that: (1) the lower discounts
in private placements if large shareholders sell their stock after private placements, but higher discounts in private placements
if large shareholders sell their stock before and in private placements; (2 ) there are better long-term market reaction in the
process of private placements if large shareholders sell their stock before and in private placements, and there are better long-
term market reaction after the private placements announcement date if large shareholders sell their stock after private place-
ments; (3 ) there are highest arbitrage profit if large shareholders sell their stock after private placements. This paper explains
the new mode of tunneling that large shareholders sell stock in high price and issue in low price. The results suggest that large
shareholders expropriate minority shareholders by information announcements and earnings manipulation during their holding
reduction and private placement.

Key Words: large shareholders; holding reduction timing; private placement; newly-issued stock arbitrage behavior; reduc-
tion rate; earnings management; enterprise financing; holding stockholders; aggregate extra income; stock-holding reduction;

equity distribution reform
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