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Abstract

In the past 20 years, Chinese capital market grew out of nothing,
increasingly improved and developed rapidly. During this period, laws
and regulations about securities issuance and regulation were steadily per-
fected, financial intermediary were becoming more and more advanced,
and the investors demand for financial instruments became rich and gen-
erous. Accordingly, the channels of seasoned equity offering implements
which listed company could choose become widen. Since 2006, private
equity placement becomes one channel of financing of Chinese listed
firms, and the methods of seasoned equity offering include rights offer-
ing, public issuance and private equity placement, which provide basic
condition for domestic and foreign scholars to study the decisions of listed
companies’seasoned equity offerings.

The methods of seasoned equity offering have been the hot research
spots, since the paradox of rights offer was proposed, many scholars be-
gan paying close attention to the factors which impact the choice between
rights offerings and public issuance. With the presence of private equity
placement, scholars began to pay close attention to the choice between
public issuance and private equity placement. However, the present liter-
atures which explain seasoned equity offering behavior usually start from
the characteristics of companies, popular theories used to explain

companies’ seasoned equity offerings include asymmetric information hy-
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pothesis, management agency hypothesis, managerial entrenchment hy-
pothesis, control rights benefits hypothesis and so on. However, resear-
ches that start with investors’ psychological behavior are relatively few. In
fact, managers pay attention to investors’view about company value when
they make the decision of seasoned equity offering, whether they want to
maximize the company value or individual utility. Based on this, this pa-
per will reference the analysis framework of behavioral finance theory and
start from investors limited rationality hypothesis to study how do
investors’ heterogeneous beliefs influence Chinese listed firms’choices of
seasoned equity offerings methods, issuing objects, subscription ways,
issuing size and announcement effects of seasoned equity offerings.

Compared with the previous studies, contributions of this paper are
as follows: firstly, this paper broadens horizons of the research on the
decisions of seasoned equity offerings. Most existing studies about sea-
soned equity offerings started with company characteristics and less in-
volved in the problems of capital market pricing and investors’ irrational
expectations influence on the firms’ financing decisions. Therefore, this
paper starts with investors’ heterogeneous beliefs, directly investigates
how the capital supply side’s perspectives affect the management deci-
sions of seasoned equity offerings. The research horizons are expanded
from the classical financial studies to behavior financial scopes, the re-
search approaches will provide beneficial inspirations for the follow-up
similar studies. Second, this paper enriches studies on investor heteroge-
neous beliefs and asset pricing.

Viewing the existing literatures, scholars focused on the relation-
ships between heterogeneous beliefs and asset pricing, which include
studies about the relationship between investors heterogeneous beliefs and

the stock price volatility, investors heterogeneous beliefs’ predicative
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functions about stock future earnings and so on. However, researches
about corporate financing from investors heterogeneous beliefs angle is
less, so this research is future extension of the relationship between
investors’ heterogeneous beliefs and asset pricing. Finally, this paper re-
alizes unification from investor heterogeneous beliefs single agency indica-
tor to heterogeneous beliefs index. Existing literatures usually involve only
one or two indicators to measure investor heterogeneous beliefs, but dif-
ferent definitions of the agency indexes include the investor heterogeneous
beliefs elements and also contain other information. Therefore, the prin-
cipal component analysis (PCA) can extract common ingredients of dif-
ferent indexes, improve the explanation ability and the prediction accu-
racy of proxy variable, and then compares the rationality of different in-
dex as a proxy variable of heterogeneous belief the rationality.

Sum up, this paper starts from the angle of investors heterogeneous
beliefs, first combines multiple investors heterogeneous belief agents in-
dexes into heterogeneous belief index, then study the effects of heteroge-
neous beliefs on the choice of seasoned equity offering ways, issue ob-
jects, subscription ways, issuing size and announcement effects of sea-
soned equity offering. The main research conclusions are summarized as
follows :

(1) Investors have greatly divergent expectations on stocks’future
returns in 1 —3months before announcement of listed firms’seasoned equi-
ty offering options. Excess turnover rate and excess trading volume which
are adjusted by market factors, liquidity trading demand are significantly
bigger than 0. Meanwhile, strength of investors heterogeneous beliefs are
differ by the way of seasoned equity offering, in most cases, heterogene-
ous beliefs of companies which choose private equity placement are sig-

nificantly stronger than companies that choose public issuance. In addi-
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tion, investors heterogeneous beliefs are also directly related to the con-
dition of stock market, the difference of investors’ expectation about fu-
ture stock returns in the bull market is bigger than in the bear market.
(2) The stronger investors heterogeneous beliefs are, the more
likely the value of stocks are to be overvalued. Investor heterogeneous be-
liefs significantly relate with the choice of the seasoned equity offering
ways. Investors’ heterogeneous beliefs before seasoned equity offering de-
cision are stronger, the value of stocks on the same period is more likely
to be overvalued or the degree of overestimate is larger. Stock market mis-
pricing that is caused by investors’short-term irrationality offers the choice
space for listed firms’ managers to design seasoned equity offering opin-
ions. Specifically, firstly, the stronger are investors’ heterogeneous be-
liefs, the more likely companies financing by private equity
placement. Sécondly, when companies finance in the way of public issu-
ance, the stronger are investors heterogeneous beliefs, the less willing
large shareholders are to participate in subscription. Thirdly, as for the
private equity private, if there is only cash subscription, the stronger are
investors heterogeneous beliefs, the less likely large shareholders are to
participate in subscription; but if large shareholders can choose the way
of subscription between in cash and in non-cash, it is not clear for the
relation between investors’heterogeneous beliefs and the will that large
shareholders are to participate in the subscription. Furthermore, when
companies finance in the way of private equity placement oriented to large
shareholders and related parties, the stronger are investors heterogeneous
beliefs, the less willing large shareholders are to participate in subsecrip-
tion by cash. Besides, the stronger are investors’ heterogeneous beliefs;
the sale of seasoned equity offering is smaller. Compared with public of-

fering, the sale of private equity placement is bigger. The above results
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to some extent shows that managers considerate more about large
shareholders’profits when they make decision of seasoned equity offer-
ings. Once the time is ripe, they are more likely to infringe small
shareholders’profits by seasoned equity offerings.

(3) Besides investors’heterogeneous beliefs, the company charac-
teristics,, the stock market state are also important factors of seasoned eq-
uity offering. To be specific, firstly, the more serious the information
asymmetry is, the more likely the listed companies finance by private eq-
uity placement and the less willing the large shareholders and their relat-
ed parties are to participate. At the same time, the sale of seasoned equi-
ty offering becomes bigger with the increase of the degree of information
asymmetry. Secondly, the more concentrated control rights structure is,
the more likely the listed company is to finance by private equity place-
ment. When private equity placement is oriented to large shareholders and
related parties, the more concentrated control rights structure is, the
less willing large shareholders are to use the cash to subscribe. In most
cases, the scale of seasoned equity offering becomes smaller with the in-
crease of the concentration degree of ownership. In addition, the more
booming the stock market is, the more likely the listed company finance
by public offering, but the large shareholders are not willing to take part
in public offering, and the sale of new issues is relatively small in the
bull market.

(4) The stronger heterogeneous beliefs before the event window
are, the lower the cumulative abnormal returns of individual stock in
window period are, which shows that the stock price follow “short-term
reversal” rule and is consistent with the expectation of heterogeneous be-
liefs hypothesis.

(5) Besides investors’heterogeneous beliefs, the announcement
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effects of seasoned equity offering differ by the financing ways. In the
whole event window [ =20, 20], the cumulative abnormal return of
companies announcing private equity placement is a lot more than compa-
nies announcing rights offering and public offering. Meanwhile compared
with the developed European and American capital market evidence,
private equity placement announcement effects of Chinese listed compa-
nies is more positive. Moreover, compared with the bear market, the an-
nouncement effects of seasoned equity offering is significantly better in
the bull market, and this advantage does not differ by the financing
ways. In addition, the announcement effects of seasoned equity offering
is significantly positively related with new shares issue proportion, and
negatively related with book to market ratio and company size in the end
of one year before event day, which shows the more higher the degree of
information asymmetry is, the larger investorsrisk is, and higher cumu-
lative abnormal return in window period can be viewed as compensation
of investors’risk.

The findings of this study still have certain practical significance. On
the one hand, research on the relationship between the investor heteroge-
neous belief and seasoned equity offering is helpful for us to understand
influence mechanism of pricing in the capital market to corporate fi-
nance. From the angle of the investors, through the investigation of listed
companies’stock turnover rate, trading volume and other indexes’change
tendency. To a certain extent it’s can be judged whether the stocks are
overvalued, and then based on that, companies choose suitable inves-
tors to reduce the risk of investment. From the view of the listed compa-
ny, when investor heterogeneous beliefs are stronger and made share
price overrated, issuing new shares, to a certain extent, can reduce the

financing cost. But excessive issue price may also affects financing goal



