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Abstract

Chinese capital market, which founded in the early 1990s,has experi-
enced twenty years reformation, development and innovation, and many
great institutional innovations have emerged in equity financing of listed
companies. As the market has entered into the post-full circulation era,
many methods such as public offering, private equity placement,right offer-
ing,and convertible corporate bond issuing can all be used by listed com-
panies for financing. Among these financing methods, private equity place-
ment has become more and more popular, though it’s still a short term since
it generated in Chinese capital market.

Compared with public offering, right offering and convertible corporate
bond issuing, private equity placement has been endowed with kinds of

functions since it is initially set up. The differences can be found not only
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in the issuing objective and incentives, but also in the market reaction of
announcement , the issuing discount and so on. It’s very evidently different
with public offering and right offering that when the private equity place-
ment scheme is released ,the stock will get significant abnormal returns in
the short run. And specially , many companies which conducted private eq-
uity placements often issue stocks with a very low discount,even at a pre-
mium price. Though many scholars in theoretical or practical fields have
placed close eyes on these heter-phenomenons,but few research works fo-
cus on this field and examine the phenomenon systematically. This paper
does a serial research works on the private equity placement of the Chinese
listed companies,including the choice between public offering and private
placement , the issuing discount and the announcement effect of the private
placement, and also the long-run market performance and financial per-
formance after the private equity placement.

This paper has three main contributions to the financing theory. First-
ly,as it’s the first time to examine private equity placement of Chinese lis-
ted companies from the perspective of ownership structure and information
asymmetry , the findings in this paper enrich the knowledge and also broad-
ens the vision of seasoned equity offering theory. Secondly,the research in
this paper specifies the question of issuing discount and the content of mar-

ket performance. More specifically, considering the institutional back-
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ground of Chinese capital market, the issuing discount is distinguished from
the market discount and the paper examines the two, at the same time , more
specific grouping method is used to distinguish the different identities and
different subscription way, and the paper also finds different market per-
formance between these subsamples. Lastly, not only the announcement
effect but also the long-run market and financial performance are exam-
ined ,and more different models are used in this paper,thus in favor of the
explanation of the private equity in Chinese market.

The logic of this paper develops as follows. First,we provide a brief
review and summary of the related research works about private equity
placement. Then we analyze the special institutional background of Chi-
nese capital market systematically,,and mainly focus on the comparison be-
tween private equity placement and public offering,and also the difference
between Chinese private equity placement and American private place-
ment. Base on these analyses, we also propose several main operation
modes adopted by Chinese listed companies. The core parts of this paper
consist of three parts of empirical tests,including the choice of the refinan-
cing way, the discount and announcement effect of private equity place-
ment , the long-run market performance and financial performance after pri-
vate placement. After the theoretical analysis and empirical tests,the paper

reaches the following six conclusions.
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Firstly, both ownership structure and information 'asymmetry theory
have better explanation power on the choice of public offering and private
equity placement of Chinese listed companies. More specifically , ownership
structure has a significant effect on the choice between public offering and
privéte placement. Companies which are state owned are more likely
choose private equity placement as their best choice. Large shareholder
who has weaker controlling power are more likely to subscribe the whole or
part shares of the private equity placement; and the stronger large share-
holders are more likely to subscribe the shares use assets if they are in-
volved in the private equity placement. Companies which have large infor-
mation asymmetry are more likely to choose private equity placement as
their way to SEQ, and tend to place shares to their large shareholders.

Secondly , most of the Chinese listed companies in our sample issuing
at a premium price when they conducted private placement,and the market
discount is about 30 percent on average , higher than the market discount of
private placement in USA. The issuing discount is closely related to issu-
ing identity. When the big shareholders and their related parts are involved
in the private placement,issuing discount will be higher. The market dis-
count is related to issuing proportion, the bigger the issuing proportion , the
higher the market discount.

Thirdly,the announcement effect of private equity placement of Chi-
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nese listed companies is positive,and positive related to market discount.
These findings are similar with the evidence from the research abroad. The
companies which are in financial distress will get a significant drastic an-
nouncement effect than the companies which are not in distress.

Fourthly ,the empirical tests of the long-run market performance show
that the companies which conducted private equity placement will have a
two-year stronger performance after the announcement,no matter the buy-
hold abnormal return model or the calendar-time portfolio method is used.
These findings are in contrast with the weak market performance evidence
from USA capital market.

Fifthly,as the whole sample is included in the test, the companies
which conducted private equity placement have significant stronger per-
formance than their matching companies before or after private placement.
When the test is constrained in split sample, the companies which big
shareholders are involved in the private placement get poorer performance
than the sample that big shareholders are not involved in,but the difference
is not statistical significant. When the big shareholders anticipate in the
placement and subscribe use assets, the performance presents significant
better than the sample which big shareholders subscribe use cash.

Lastly, after combini_ng the long-run market performance with the an-

nouncement effect,and comparing the corporate financial performance pro
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and post private placement,we don’t find direct evidence that large share-
holders taking the private equity placement as a tool for tunneling.

The research in this paper has great meanings. Theoretically, the find-
ings enrich the content of corporate seasoned equity financing,and expand
the boundary of the research on private equity placement. Practically, on
the one hand , the paper supplies a theoretical foundation for the listed com-
panies to reach a rationale allocation of resources when they conducted pri-
vate equity placement; on the other hand, it provides foundation of deci-
sion-making for the investors who anticipate in the private placement to
choose the right investment target, and for supervision department to im-

prove regulation efficiency.

Key words ; Private Equity Placement; Financing Way; Discount ; An-

nouncement Effect; Long-run Market Performance
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