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ABSTRACT

Since 2000, the Chinese securities market has introduced private placement

refinancing programs from foreign markets. Private placement has gradually emerged

as an important refinancing method for domestic listed companies in China. However,

any emerging financing means has some drawbacks. In the case of the newly

introduced private placements, its manifestation in the Chinese market is the

significant fluctuations of stock prices before and after the expiration dates of the

lockup periods for stocks issued through private placement and announcements of

private placement plans (disclosure plans, receiving approval from the China

Securities Regulatory Commission, etc.) and even significant declines, resulting in

most investors suffering unexpected losses. Scholars abroad have conducted several

systematic and extensive studies on private placement. However, owing to the short

history of private placement practice in China and its unique features, research on this

subject is limited. With its gradual maturity, the private placement practice has

gradually emerged as important means of financing consideration for listed companies

in China. Therefore, in-depth research on the effects of private placements becomes

essential.

From 2013 to 2016, the domestic private placement market was wisely

popular. By the end of 2016, the number of private placement projects, the amount of

investment, and number of unlocked stocks had reached the peak. The release of large

amounts of money significantly impacted the market. Investors observed the impact



of the unlocked stocks on excess returns. Moreover, the company’s announcement

before and after the lock-in period expiration has a psychological effect on investors,

thus affecting their investment behaviors. Therefore, this empirical study focuses on

the two types of impacts: excess returns and announcement effects.

This study selected the data of unlocking through private placement of A

shares in 2013–2016 as the sample and adopted statistical methods to analyze changes

in excess return over the Shanghai and Shenzhen 300 Index of 10 days before and

after the lock-in period expiration date of private placements. It is found that the

negative impact of unlocking on the stock price is mainly reflected before unlocking,

especially in the 5 trading days before unlocking. The negative impact is not

significant after unlocking. Then, by grouping comparison, it is shown that for stocks

with different market capitalizations, company ownership structures, and percentages

of unlocked stocks over total shares outstanding, there are significant differences in

the cumulative excess returns before and after the lock-in period expiration dates. For

further verification, this study applies multiple regressions on the influencing factors

of the cumulative excess return of stocks before, during, and after unlocking,

indicating that the level of market capitalization of the stock, company ownership

structure, and the percentage of unlocked stock indeed exert a negative impact.

Therefore, it is confirmed that investors can formulate the best trading strategy before

and after unlocking, based on factors such as market capitalization, company

ownership structure, and percentages of unlocked stock. Finally, a case study of



Huangshan Tourism is carried out to further support the conclusion of the empirical

analysis.

Key words: private placement, unlocking, expiration, excess return, announcement

effect
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CHAPTER 1

INTRODUCTION

1.1 Background and Significance of the Research

1.1.1 Research Background

The global economy declined following the subprime mortgage crisis in 2008 and

fairly recovered in 2013. Economic recovery in the United States was characterized by the

steady increase in GDP and improved fiscal situation with respect to revenues, expenditures,

and household balance sheets. The anticipation of QE withdrawal, however, resulted in the

slow resurrection of the real estate market and stagnant growth of labor productivity.

Moreover, the persistent sovereign debt crisis in Europe prevented the eurozone economy

from sustaining its observed recovery. In September 2013, the unemployment rate in the

eurozone grew to a record of 12.2%. As sustained recovery of eurozone economy depended

on resolving the debt crisis, which became a political issue, the recovery was rather

unexpected and sophisticated, which suggested a prolonged process before full revival.

The Chinese economy gradually recovered in 2013 and the annual GDP growth rate

reached 7.8%. Other statistics indicated recovery in agriculture, manufacturing, household

income, consumer prices, sales, export, and import. Demographics and employment statistics

stabilized. The supply of capital in the finance market increased steadily with increased

investments in real estate. The consumer market recovered in terms of expenditures. These

positive trends took effect and contributed to the overall rise of China’s economy.

The stable development of Chinese economy helped expand its capital market with
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increased demand for refinancing. In fact, refinancing practices enable several listed

companies to achieve a substantial increase in their stock prices, which may significantly

increase in some cases.

In this market background, at the end of 2016, the number of listed companies that

had implemented private placements in China had exceeded 600 throughout the year and the

total funds raised through private placement had reached 1.3 trillion yuan. In comparison, 590

billion yuan corporate bonds were issued in 2016. Thus, private placement had gradually

become the mainstream method of refinancing preferred by Chinese listed companies, along

with the expiration of one-year or three-year lock-in period. A total of 167.9 billion shares

were unlocked in 2016, reaching the market valuation of 1.87 trillion yuan. Private placement

often places supply-side pressure on the capital market. Announcements of private

placements tend to cause short-term fluctuations of stock prices. The expiration of lockup

periods following the private placement deals triggers panic selling, causing considerable

psychological pressure on investors and haveing a major impact on the market.

Private placement is of large scale, and the psychological and price impacts on the

market are greater at the expiration. Private placement and other investors in the market

consider the expiration timing as a key time event. The market’s related response is that the

stock price falls ahead of time, leading to a downward price trend facing private placement

investors when they can sell their unlocked stock. This study primarily relates to whether

there is an excess return before and after the lock-in period expiration and what factors affect

the excess return.
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1.1.2 Significance of the Research

Before considering the value of research on China's private placement, this section

explains the factors that make the Chinese market rather distinctive. China’s regulatory

scheme for private placement restricts financing options for listed companies. Judging from

the existing overseas capital markets and implementation of private placement in China, the

private placement refinancing method often has negative effects but not reflected in the early

stage. Therefore, to reveal the evolution of private placement practices in the Chinese market,

it is necessary to conduct a comprehensive empirical research on the development process of

the private placements of Chinese listed companies and the characteristics of the current stage

of the new shares issued by private placement.

Since private placement entered the Chinese market, there are ongoing efforts to

better explain its various phenomena in the Chinese market. However, the maturity of any

theory requires time and trial-and-error experiments to obtain a relatively accurate definition.

China’s private placement practice history is short. Most local studies are qualitative and

related to policies, and empirical studies are few. There is a lack of studies on the effect of

private placement, especially after the share reform in the Chinese securities market.

Consequently, this study has both practical and theoretical significance. In fact, the

study on private placements is highly relevant given that a refinancing market has several

problems where private placements are recognized as a major instrument. The study is based

on an understanding of the current Chinese capital market. It investigates the impact of the

expiration of the lockup of privately placed stocks from both theoretical and empirical
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perspectives to provide investors with insights into the announcement effect of private

placements and the impact of the unlocking of privately placed stocks on excess returns.

Research on the effects of announcement of a new share issuance of Chinese listed

companies helps investors and listed companies better understand private placement.

Research on private placement, particularly, helps investors understand the behavioral

motives of listed companies and the functioning of the stock market and the selection criteria

of institutional investors, revealing deeper implications of Chinese government policies. This

study contributes to the development of the private placement sector into a market.

1.2 Research Design and Main Contents

1.2.1 Definitions

Private placement refers to the nonpublic issuance of listed companies’ shares to

qualified investors to raise money. The number of qualified investors cannot exceed 10 and

includes institutional investors, major shareholders, and affiliated beneficiaries, the

company's management, other enterprises and institutions, and high-net-worth individuals.

Private placement first appeared in the United States. The US Securities and

Exchange Commission clearly defined private placement in the 506 Rules in 1982 as follows:

(1) the sale of securities to qualified investors and the limited number of investors; (2) not

advertise through flyers, newspapers, television, and broadcasting; (3) not attract investors

through gatherings and distributing leaflets.

Locked share refers to the common stock of a company that must be held for a certain

time before it becomes tradable on the stock market, but it can be otherwise transferred by
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signing an equity transfer agreement or by auction. The holder of the locked share is entitled

to the same rights and subject to the same obligations as a common stock holder, with the

only exception of circulation right. Locked shares typically refer to those issued through

shareholding restructuring, private placement, IPO, or IPO allotment. Unlocking of a stock

means the stock or share becomes available for sale on the secondary market upon the

expiration of the lockup period. If the stock in a private placement is sold to majority

shareholders, then the lockup (lockup and lock-in are interchangeable) period should last for

3 years, according to CSRC rules; if the stock is sold to institutional or retail investors, then

the lockup period should be either 1 or 3 year(s).

1.2.2 Research Design

This study draws its conclusions through sample grouping statistical analyses,

multiple linear regression analyses, and a specific case study of unlocking through private

placement. The overall samples selected in this study consist of private placement cases of A

shares from 2013 to 2016. A total of 1,327 samples were obtained after excluding the

financial industry and cases with incomplete data on pertinent variables.

The study’s statistical analysis of the sample grouping divides all samples into groups

according to level of market capitalization, company ownership structure, and percentage of

unlocked stock, comparing whether there are significant differences in the cumulative excess

return of samples of different groups during the unlocking period. This allowed a preliminary

judgment of whether the three factors exert a significant correlational impact on the volatility

of stock prices.
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For the multiple linear regression, this study regresses the stocks’ cumulative excess

return on the stock market capitalization, company ownership structure, and percentages of

unlocked stock in the period before unlocking, post-unlocking, and during the entire

unlocking period, drawing out additional accurate statistical evidence for the conclusion.

In the case study part, the stock of Huangshan Tourism was investigated as a case to

illustrate the impact of the announcement effect. The predictions made according to the

classification of Huangshan Tourism were then compared with the actual data.

1.2.3 Main Contents

This study is divided into theoretical and empirical. Specifically, it conducts in-depth

research on the following related issues:

Chapter 1: Introduction

It introduces the background and significance of the topic of research from the

perspective of the global economy, expounds the research design and main contents, and

points out the novelties and limitations of the research.

Chapter 2: Development of private placement in and outside China

It discusses and reviews the specific stages of development of private placement for

listed companies in China. It relies on the classified private placement data and provides

theoretical support for subsequent analyses. It offers a brief review of theories on private

placement proposed by scholars from China and other countries.

Chapter 3: The impact of the unlocking of stocks acquired via private placements and

evidence in the literature reviewed
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Based on in-depth analysis of the impact of the unlocking of stocks acquired from

private placements, this chapter quantifies the impact of China's private placement and

reviews the literature to support the findings.

Chapter 4: Observations, hypotheses, conceptual model, and analytical results

This chapter discusses the specific observations of the phenomenon of unlocking of

stocks from private placements and proposes a hypothesis based on the observations. A

conceptual model was therefore established, the hypothesis was tested, and its results were

analyzed.

Chapter 5: Research on the impact of announcement effects in private placements

This chapter discusses the theoretical basis of the announcement effect and the

various impacts of the announcement effects related to private placement in specific market

conditions of China.

Chapter 6: A case study

Huangshan Tourism was used as the basic data to conduct a case study on the

company’s private placement to test the hypothesis proposed using a regression analysis. The

testing results are consistent with the predictions of the hypothesis, therefore supporting the

validity of the hypothesis from a case study perspective.

Chapter 7: Conclusions and recommendations

This chapter summarizes and synthesizes the research findings into several

conclusions, including the possible shortcomings of this study and recommendations for

further research.
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1.3 Novelties and Limitations

1.3.1 Novelties

Studies on locked shares in IPOs are mainly concerned with factors such as yield,

performance impacts, and market sentiment. The novelty of the research rests within its

application of the theory of excess returns, which has been associated with studies on locked

shares in IPOs, to the study of lockup stocks in private placements. This is a comprehensive

study on different types of stocks. The results show that the different excess returns following

the expiration of the lock-in periods are driven by company properties and market

capitalizations. This dissertation is unique, in that it focuses on the two important aspects of

the impacts of the unlocking of stock issued through private placements: excess returns and

announcement effects. Combining theoretical research and investment practice, an empirical

study is carried out around excess returns following the expiration of the lock-in periods, the

conclusions of which are of high guiding value and can affect investors’ investment thinking

and behavior to some extent.

1.3.2 Limitations

The limitations of this study are summarized in two aspects. First, the study sample

includes stocks whose plans for private placements were announced between 2013 and 2016.

There is a shortfall in sample size. Besides, from 2015 to 2016, China’s A-share market

suffered sharp fluctuations, showing a unilateral bull market followed by a unilateral bear

market. The great instability, extreme daily limits, and radical fluctuations in the market may

impact on the study findings, leading to possible questions about the generalizability of the

conclusions. Second, with respect to the factors modulating the announcement effect on stock
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prices and related issues, this study only conducts empirical tests and puts forward investment

suggestions from the perspective of statistics. However, there is a shortage of theoretical

support for the action path of the influencing factors, and the influence mechanism should be

further probed into in the future.
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CHAPTER 2

DEVELOPMENT OF PRIVATE PLACEMENT IN AND OUTSIDE CHINA

2.1 Development of Private Placement by Chinese-listed Companies

2.1.1 Practices of Private Placement in China

Private placement is the issuance of new shares to qualified investors. The investors

are generally large institutions or senior individuals and shall not exceed 35 persons; the

issuing price is determined by the bidding of the investors participating in a private placement

but shall not be lower than 80% of the market price; the shares subscribed are not transferable

within 12 months (the shares subscribed by major shareholders is 36 months); the

subscription can be in either cash or debt instruments.

After the "Securities Law" and the share reform were formally implemented

(shared-trading reform of listed companies), the refinancing of listed companies relied more

on private placement. Besides the advantages of the issuance price and subscription method,

the other conditions of private placement are less stringent (the A-share’s public placement

has financial performance requirements such as average ROE no less than 6% in the past

three years), and the cost and expenses are low (no underwriting is required), and there are

fewer restrictions on the use of funds raised (the funds raised by the public placement must be

used for specific projects, and cannot be used to supplement liquidity needs and repay bank

loans).

2.1.2 Stages of the Development of Private Placement in China

The development of China's private placement market has experienced four stages
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after its emergence in the Chinese capital market:

1. The first stage, from 1999 to 2005, is the period of few private placement activities.

During these years, owing to the immature capital market, the scarcity of institutional

investors, incompleteness of relevant laws, and incomplete implementation of the

share-trading reform and China’s bearish stock market, the stock market price frequently fell

below the planned subscribed prices in private placements. Only four companies in Shenzhen

and Shanghai Stock Exchange successfully executed their private placements, and the

development of private placement market was almost nonexistent.

2. The second stage, from 2006 to 2010, is the period of rapid growth. In 2006, small-

and medium-sized enterprises (SMEs) experienced difficult and costly financing. According

to the 2005 National Development and Reform Commission data, 23.8% of SMEs’ loan

applications were refused because they could not secure loan guarantees, in addition to 32.3%

because of the failure to implement mortgages. The loan rejection rate reached 56%. The

survey also showed that the contraction of normal financing channels caused rapid expansion

of abnormal financing, which further increased the financing costs of SMEs. Against this

backdrop, CSRC issued a directive “Measures for the Administration of Securities Offerings

of Listed Companies.” It postulates for the first time that listed companies can adopt either

public or nonpublic offerings to raise money. The implementation of the Directive indicated

that nonpublic or private placements have been officially regulated and supported.

Consequently, the number of private placement projects jumped to 53 in 2006. In 2007, the

“Detailed Rules for the Implementation of the Administration of Non-public Offerings of
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Shares by Listed Companies” was released, in which various options were offered as the date

on which pricing is based, and simultaneously, the lockup period was extended. However, the

release of the new Directive did not affect the financing mood. This kept the average annual

number of private placement projects above 100 from 2007 to 2012. Owing to the higher

price and stringent conditions and terms of public issuance, the number of public issuance

projects was significantly less than that of private placement during this period.

The private placement mainly helps in project financing, while it is rarely helpful for

asset acquisitions and group company listing purposes; the private placement projects are

mainly in the chemicals, real estate, and public utilities industries.

With the establishment of the CSRC’s more comprehensive regulatory framework and

the gradual advancement of the share reform, the private placement market developed rapidly

along with a bullish Chinese market. By the end of 2010, the private placement market had

reached 280 billion yuan.

3. The third stage, from 2011 to 2013, is the stagnation period. After four years of

rapid growth, the private placement market ceased to grow owing to the tight supervision by

the CSRC and the impact of the financial crisis in 2013. The size of the private placement

market remained flat around 350 billion yuan during the three-year period.

Overall, 2006–2013 could be regarded as the embryonic stage of private placement.

Although common, the overall number and scale of funds raised through private placement

financing were still historically low. The A-share market completed a total of 1,180 private

placements (an average of 147 private placements per year) in 8 years, and the accumulated
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funds raised reached 2.14 trillion yuan (an annual average of 0.27 trillion yuan), which

exceeded the total IPO financing of 1.67 trillion in the same period. Thus, private placement

in the field of equity financing emerged as a key player.

4. The fourth stage, from 2014 to 2016, is the period of explosive growth. China’s

first year of mergers and acquisitions was in 2014. With active mergers and acquisitions of

listed companies, continuous expansion of the A-share listed companies, continuous growth

of China's economy, further relaxation of regulations, and acceleration of corporate

transformation efforts under the new normal conditions, the private placement market

witnessed an explosive growth and entered the “trillion club.”

In 2012, the problem of “financing difficulties and expensiveness” gradually began to

appear in the media. Moreover, it became a focused issue after 2013. In this context, first, in

December 2013 and May 2014, the China’s State Council successively issued the "Opinions

of the General Office of the State Council on Further Strengthening the Protection of the

Legal Rights and Interests of Small and Medium Investors in the Capital Market" and the

"State Council on Further Promoting the Healthy Development of the Capital Market" (new

“National Nine Articles”). These two directives greatly improved the status of the capital

market. Second, in May 2014, the CSRC announced the “Interim Measures for the

Administration of Securities Issuance of Listed Companies on the Growth Enterprise

Market,” which means the implementation of the GEM refinancing measures. The

implementation led to an explosion of private placements of listed companies on the GEM.

During 2014–2016, the quarterly average number of private placement implementations
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reached about 175, far higher than the average of about 35 in the embryonic stage. In the

fourth quarter of 2015, it reached nearly 333.

At this stage, the private placement was mainly for project financing, asset acquisition,

and supporting financing. Among them, asset acquisition and supporting financing private

placements increased rapidly because of the relaxation of regulations of major asset

restructuring. With the rapid growth on the GEM, private placements occurred more in

industries such as TMT and biomedical.

China's private placement developed rapidly from 2014 to 2016. The number of

private placements and the scale of financing grew rapidly. The A-share market completed a

total of 2,104 private placement plans (an average of 701 plans per year) during the three

years, and the cumulative amount of funds raised reached 3.83 trillion (an average of 1.28

trillion per year), accounting for 58.9% of the total equity financing in this period. Private

placement became the primary equity financing method for listed companies.

In summary, since 2006, China's private placement has experienced its germination,

explosive growth, and contraction and has completed a cycle. Now it is in its picking up

period again.

2.2 Classification of Data on Private Placement in China

The data on private placement in China can be classified on the basis of the

development stages. According to wind statistics, in terms of annual implementation from

2006 to 2016, the total number of private placement companies in Shenzhen and Shanghai

Exchanges totaled 2,876, including 1,748 stocks on the Shenzhen Stock Exchange and 1,128
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stocks on the Shanghai Stock Exchange, respectively.

Among them, the number of listed companies implementing private placements and

the amounts of funds raised are as follows (Figure 2.1):

Figure2- 1 The Number of Listed Companies Implementing Private Placement in Shanghai

and Shenzhen Stock Exchange from 2006 to 2016

Data source: Eastern Fortune

Since 2006, the funds raised by private placements in the two exchanges were

showing an increasing trend. According to the annual implementation statistics, the scale of

funds raised by private placement in 2016 reached a record high of 1.65 trillion yuan. The

total amount of funds raised from A shares from 2006 to 2016 reached 4.80 trillion (Figure

2.2).

2006
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Figure 2- 2 Funds Raised through the Implementation of Private Placement

Data source: wind, unit: 100 million yuan

Statistics from Eastern Fortune showed that in 2016, 670 of individual stocks with

unlocking shares and 95.9 billion shares were unlocked into circulation (Figure 2.3).

Figure 2- 3 The Funds Released from the Unlocking of Shares Subscribed from Private

Placement in Each Month of 2016

Data source: Oriental Fortune Net, Wind
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Private placement purposes and lock-in duration showed that the amount of funds

released from unlocking shares subscribed from private placements for general financing

purposes in 2016 was approximately 330 billion yuan, a slight decrease from 2015, that for

assets acquisition purposes was approximately 380 billion yuan, an expansion of nearly 5

times compared with 2015; and that with one-year lockup period was approximately 490

billion yuan, similar to that in 2015.

The different purposes associated with the private placement of stocks may have

difference consequences on the stocks after unlocking. For example, in the case of stocks

privately placed in asset acquisition deals, private placement transactions compensate the

former owners of the assets, who are often promised certain minimum gains from the deals,

and the shares are usually unlocked in batches. As the shareholders are often wealthy, they

are not as keen on reducing their holdings as those in transactions intended to raise funds for

the companies and decide when to reduce their holdings based on their own needs for capital.

Privately placed stocks that are purchased with properties are offered at fixed prices

rather than through price inquiries. The prices at which stocks are offered are lower than

current stock prices, allowing the holders of privately placed stocks to gain from the

difference. As the stockholders who pay for the stocks with properties are often hidden within

the companies to be acquired, they are likely to reap greater benefits with their cost of

obtaining the stock being much lower than the price of the stock.

PE investors enter the acquired companies early. After the expiration of the lock-in

period, they are motivated to reduce their holdings of unlocked shares, but its products have a
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long expiration time. In 2016, approximately 380 billion yuan was released from unlocked

shares via private placements for assets acquisition purposes, and PE investors in the form of

limited partnerships accounted for approximately 140 billion yuan, representing more than

30% of the total.

In terms of sector-wise share unlocking, the small- and medium-sized boards

combined accounted for the highest percentage of the funds unlocked and market value. In

the second, third, and fourth quarter, the market value of shares unlocked for the main board,

small- and medium-sized board, and GEM was 110.8, 186.5, and 44.8 billion yuan,

respectively, and accounting for 0.9%, 5.2%, and 2.3% of free-floating market value,

respectively.

2.3 Overseas Research on Private Placement Theories

Compared with studies on the Chinese market, those by foreign researchers on the

behavior of private placement and stock price effects in overseas markets were early,

comprehensive, and systematic. A review of studies published overseas show several major

theories with significant influence on private placement, such as information asymmetry

theory, monitoring theory, management control theory, and window-of-opportunity theory.

The information asymmetry theory argues that if the major or related shareholders are

involved in the private placement of the listed company, the company’s market performance

will likely be characterized by the underestimated value of the listed company. Thus, other

investors also believe that the company’s stock price is low and bodes greater returns in the

future, producing a positive stock price announcement effect. Hertzel and Richard (2003)
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discovered the phenomenon of information asymmetry. The theory states that there is

information asymmetry among the company, investors, and different investors. The main

investors involved in the listed companies’ private placements are major and related

shareholders, institutional investors, and other small and medium shareholders. Small and

medium shareholders often cannot analyze an investment professionally. However, listed

companies wish to create more funding possibilities through the participation of a maximum

number of investors in private placements. Therefore, the company discloses information

about private placement to more investors through information release and other means.

However, small and medium shareholders cannot obtain relevant information owing to their

limited investment capacity. Wruck (1989) and Ruth and Janney also confirmed the

information effect. Hertzel and Smith (1993) believed that to avoid information asymmetry,

companies should adopt private placement as a primary strategy for equity refinancing when

issuing new shares.
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CHAPTER 3

THE IMPACT OF THE UNLOCKING OF STOCKS ACQUIRED VIA PRIVATE

PLACEMENTS AND EVIDENCE IN LITERATURE REVIEWED

3.1 The Impact of lockup expiration on Private Placement

The overseas private placement market, which enjoys a long history, has been extensively

studied, resulting in several research accounts and resources. However, there are a few restricted

shares in the overseas market and most are IPO-restricted shares; thus, few studies have focused on

restricted shares issued through private placement. By contrast, the domestic private placement

market has been gaining momentum since 2006, thus attracting much academic attention. Studies

have mainly reported on the announcement effect, company performance, and market sentiment

following the lockup period and the method for attaining AR for investors of private placements.

The impact of lockup expiration on private placement can be studied from three perspectives:

statistical analysis from excess returns viewpoint; analysis of impact from the announcement effect

perspective; and analysis of the difference in transaction prices from a micro perspective. Each of

the three approaches to the research has its merits and prerequisites. A study from the perspective of

excess return has greater theoretical feasibility and that from the perspective of the announcement

effect clarify the impact. When analyzing the impact from the microscopic perspective using certain

theoretical assumptions, it is necessary to predict the stock trading price and trading volume.

3.2 Statistical Analysis from the Perspective of Excess Returns

First, studies have shown that the event study methodology is adopted in analyses from the

perspective of excess returns. For example, Wang (2016) used event study theory based on the

efficient market theory, stock supply theory, and investor behavior. Event study theory reflects the

change in excess return before and after the incident, and then explains the influence of the specific

events on changes of the sample stock price and excess return. Excess returns can be earned by

excluding the estimated normal returns obtained from the actual returns of the sample stocks when

an event is assumed not to have occurred. Excess returns can measure the degree to which the stock
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price overreacts to the event or information disclosure.

The novelty of this study in [1] lies in the selection of time windows. The author chooses six

window periods (T − 19, T − 6), (T − 5, T − 1), (T − 19, T − 1) and (T, T + 5), (T + 6, T +19), (T, T

+ 19) as the main research variables and shows that the influence of the event on the excess returns

is mainly found within (T − 5, T + 5). Therefore, this study refers to the conclusions of the paper

and chooses time windows (T − 10，T + 10), both of which contain events and benchmark data.

The impact factors selected in this paper [1] include the lockup ratio, PE, and PB. The study

shows that the probability of a linear correlation between PB and that of excess return is small and

that there is no significant linear correlation between PE and excess return. Therefore, this study did

not consider PE and PB as the factors affecting the rate of return but only the proportion of lifting

the ban as one of the factors for analysis.

Feng, Zhao, and He (2012) also used the classic cumulative average return (CAR) method

characteristic of event studies in their study on the lifting event. The benchmark period selected

spans over 70 days, beginning 120 days and ending 51 days before the unrestricted date. The event

window is a total of 71 days, 50 days before, and 20 days after the unrestricted date.

The analysis showed that, first, stock prices show a negative reaction during the period in

which the stocks are unlocked and the average daily excess return shows a downward sloping curve,

which ends up with a 13.61% loss of a cumulative excess within 71 days around the unrestricted

date. Second, the stock market cycle has a big impact on the CAR. In the upward phase of the stock

index, price performance of the private placement shares is poor, but the volume is larger. This

shows that in the rising stage of the stock index, the market is active and investors sell the stocks in

the unrestricted period seeking new investment opportunities. Third, compared with the private

placement without the participation of major shareholders, that with the participation of major

shareholders performs better and fewer shares are sold after the lock-in expiration. Fourth, when the

correlation between high dividend and the long-term performance of listed companies is low, the

stimulus for the rise of the stock price is unsustainable.
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Analysis of paper [2] shows that the event window period is narrowed down between [−5,

+5] and the impact of lockup expiration during other window periods is not obvious. Therefore, this

study also draws on this work for reference.

Li and Huang (2011) also made an empirical analysis using the event research method.

Samples of the CSI 300 index stocks from 2006 to 2011 were used for the research on lock-in

expirations. The results showed that the shock effect of lockup expiration on restricted shares was

felt before tlockup expiration, especially on the day when lockup was expired and the previous three

trading days. The study also finds that the shock effect of lockup expiration on the restricted sale of

high-valued individual shares is relatively small and believes that this is related to the feature of the

domestic market that higher stock prices always imply better future expectations.

The selection of data greatly impacts the results of the analysis. Questions such as whether

the data are collected in a bull or bear market and whether the stock has experienced extreme

situations are highly relevant. For example, Zhao, Xie, and Xin (2009) used the event method to

estimate the impact of anticipated expiration of lockup periods on the market, the cumulative excess

return (hereinafter referred to as the CAR) in particular, analyzes the main factors affecting

cumulative excess return in three aspects: lockup expiration characteristics, company characteristics,

and stock market cycle. The company’s financial characteristics have little explanatory effect on

cumulative excess returns, the stock market cycle has a strong explanatory effect, and details about

the lockup expiration have a modest explanatory effect.

Yin, Zhou, Wu, Lu, and Xiong (2017) studied all shares of A market whose lockup was

expired from September to November 2015 when the stock market suffered a major crash and

regarded the stock trading data with a 6-month interval as samples, analyzed the abnormal

fluctuations of the stock market using a statistical method, and analyzed Δβ to measure the

characteristic value of the stock market fluctuations, which is a regression equation with stocks

yield as the dependent variable and corresponding index of yield as the independent variable and

with the slope of the regression equation as β and the change of slope β as Δβ. The statistical
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analysis shows that listed companies release announcements for short-term positive in the 6-month

period just because of negative excess returns, which also prove that announcement effect has a

significant impact on the lifting returns.

In addition, several studies have focused on factors influencing the return of private

placement. For example, Liu, Xu, and Wu (2016) constructed a factor index system for the impact

of private placement on the return and studied the impact mechanism of the return in different

situations based on the three dimensions of announcement clauses, financial status, and market

sentiment. Among them, the financing scale of private placement, company's market value, and

market performance significantly impact on the rate of return. First, the financing scale is shown by

the proportion of additional issuance, which shows the proportion between the number of additional

and outstanding shares. The larger the proportion of additional issuance, the greater the impact that

the future earnings of the project have on the value of the company's assets, and the higher the

future uncertainty risk, which negatively impact on return. Second, the financial situation reflects

the listed company's own potential for development and good earnings basis. The recent excess

earnings reflect the rise and fall of private placement stocks before the announcement, indirectly

indicating the information disclosure of listed companies. The greater the recent excess earnings,

the more the internal information of private placement projects is leaked in advance, which is good

news for investors and has a positive impact on the return. Third, the market sentiment reflects

investor sentiment in the current market environment. Numerous studies have found a significant

relationship between market sentiment and earnings from private placement.

This study draws on the research results, theories, and methods reported by the

aforementioned literature. It applies the methods used in other fields to the study of the impact of

lockup expiration on private placement.

Depending on the various empirical analyses of the factors mentioned in the literature, the

conclusions are not similar. The internal structure of unrestricted issuance shares, that is, the choice

between data selected about private placement restricted shares and nonprivate placement restricted
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shares has an important impact on results of the analysis.

3.3 Analysis of the Impact of Lockup expiration from the Perspective of Announcement Effects

The market effectiveness hypothesis provides the theoretical basis for analyzing the impact

of Lockup expiration from the perspective of announcement effect. The market responds with

information because it contains the factors that change the future market. According to the

references, the announcement effect is caused by the information asymmetry among major, small,

and institutional shareholders. Major shareholders issue favorable announcements through earnings

management to boost stock prices and help private placement investors reduce their holdings and

make profits.

In terms of announcement effect, Myers and Majluf (1984) found that because information

asymmetry is common in capital markets, there is no relation among whether managers issue stocks

or not, how good or bad they are in financing projects and whether the value of the enterprise is

undervalued. Managers do not issue stocks when the stock price is undervalued or the expected

return on the financing project is good and issue when it is overvalued or the expected return is not

good. The former leads to underinvestment by the issuing company, while the latter lead to

overinvestment if investors recognize the existence of information asymmetries in the capital

markets. Then the issuance of additional shares by enterprises sends a signal to the market that the

enterprise has been overvalued.

In his study on positive announcement effects, Wruck (1989) identified the causes of the

forward announcement effect. With fewer investors and more shares subscribed for, the degree of

equity concentration of the issuing companies increases and the supervisory motivation is higher.

Consequently, it favors the company’s future development and increases the company’s value. The

market recognizes this as a positive signal to add value to the company and responds positively to it.

Domestic scholars have focused on information asymmetry, investor, and discount of price.

Zhang and Li (2008) introduce the theory of information asymmetry in a study of the effect of

public announcement. They found that when the investor is an external investor, that is, an
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institutional investor, he often needs more time and cost to understand the quality of the company's

financing project and the value of the company. When the targeted investor is the company's

controlling shareholder, the company’s information advantage becomes available to the investor;

therefore, information about the quality of the financing project and the value of the company can

be obtained at a lower cost.

Cao and Xia (2009) found that the price and size of the issuance were related to the quality

of the financing project and the company’s value, demonstrating a positive correlation with the

public announcement effect.

Zheng (2008) showed that investors often overreact to the public announcement effect when

meeting the higher-discount companies. In the short term, these higher-discount companies have a

higher rate of return than those having a lower discount. Similarly, in China, scholars have found

that when the discount rate is lower, the excess accumulated yield of the investors is higher.

Hu Yue (2016) claimed that the phenomenon of information asymmetry exists in the capital

market, so the managers of listed companies have more advantages in information than investors.

Investors often take longer and spend more to understand the business situation and enterprise value,

while the managers have a better knowledge of the intrinsic value of the enterprise. Information

asymmetry theory can explain the public announcement effect in China's private placement market.

If the large shareholders of listed companies participate in private placement, it would signal to the

market that the future of financing project is optimistic or that the company's share price is

undervalued, so that the company's future performance will improve. This signal produces a better

announcement effect on others, such as institutional investors.

Lan An (2014) asserted that the news about the scale-up of restricted shares at the time of

lifting restrictions triggers a bearish market sentiment, but the underlying listed company’s

management drives the stock price upward and unload holdings for gains through earnings

management and manipulation. Therefore, there is a game process among the listed company’s

management, institutional investors, and retail investors when the restrictions on stocks are lifted.
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However, studies on the interactions among these three participants when restrictions on stocks are

lifted are limited. Therefore, this study establishes a framework to examine earnings management

behaviors following the lockup expiration, discuss all stakeholders’ behaviors and motives during

that period in terms of the impacts of earnings management behaviors on the company’s internal

investment decisions and on the external capital market, and analyze whether retail investors’

legitimate rights and interests are impaired by earnings management’s behaviors following the

lockup expiration.

3.4 Analysis of the Difference in Transaction Prices from a Micro Perspective

While the impact is analyzed from the micro perspective, the impact cost represents the

price variance of a security triggered by a given order, which is measured by the gap between the

security’s adjusted price after the order is executed and its price when not. The impact cost varies

with the order size, security liquidity, and security price as well as the trading volume of security

market in a given period. However, the observation of these two sets of data on the real market is

impossible. Although it is technically infeasible to correctly measure the market impact cost, both

academics and practitioners are focusing on market impact cost. Studies focusing on market

microstructure theory should consider the market impact cost because it mirrors the relationship

among transaction, price, and information and thus is of great theoretical significance. For

institutional investors engaged in block trades and practicing high-frequency trading, market impact

cost is an integral part of transaction cost. Further, it may drive the stock price to move inversely.

Therefore, investors who desire to drive down the transaction and increase the return on investment

must study and learn how to control the market impact cost.

Chinese scholars Yan, Li, and Zeng (2016) investigated the common factors influencing the

impact cost, such as order size, spread, trading volume, and order imbalance, and found that these

factors have different impacts on stocks of different sizes.

Moreover, Zhang, Liu, and Jiang (2013) studied the price impact cost based on limit order

books, where they analyzed the buy price impact and sell price impact separately. They theorized
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that the price change exhibits a nonlinear relationship with instruction stream imbalance and the

price impact cost is higher within 0.5 hours before continuous auction.

Yan, Li, and Zeng (2012) also studied the algorithms of the market impact cost and

opportunity cost, asserting that in consideration of impact cost, the volume weighted average price

(VWAP) trading strategy is the most productive for investors. In terms of traditional variables such

as average daily price, the highest and lowest price cannot reflect all transaction information of

securities throughout the course of transaction. To solve this problem, scholars introduced a new

benchmark price, that is, VWAP, and measured the price impact by the difference between the

order price and VWAP benchmark price. VWAP benchmark price is the average price of a stock

within the trading day weighted by the ratio of stocks traded for each period to the total trading

volume.

Studies on the impact cost outside China have focused mainly on the regression analysis of

trading volume and price movements. For example, Kyle (1985) claimed that the impact of

predictable volume on security price changes exhibits a linear relationship. Glosten and Harris

(2013)(1988), Ryu (2013), Cont, Kukanov, and Stoikov (2013), and Bowe, Hyde, and McFarlane

investigated the impacts of trading direction, market liquidity, company size, and order imbalance

on a stock’s market price, respectively.
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CHAPTER 4

OBSERVATIONS, HYPOTHESES, CONCEPTUAL MODELS, AND RESULTS ANALYSIS OF

LIFTING TRADING RESTRICTIONS

4.1 Research Hypotheses

In a broad sense, stocks can be regarded as commodities, and commodities are inevitably

affected by the relationship between supply and demand. If supply exceeds demand, prices will

rise, and vice versa. When private placement non-tradable shares are unlocked, it introduces an

increased supply of stocks available for trading, and the company’s fundamentals will not

fluctuate much in the short term. Therefore, the unlocking of non-tradable shares can have a

potentially negative effect on the stock price. Meanwhile, following the initial announcement of

unlocking private placement non-tradable shares, market investors are likely to make trading

decisions in advance; that is, before the official unlocking and, the stock price will face greater

downward pressure. When the unlocking event occurs, this downward pressure is released.

Based on this presumed flow of activities surrounding the process of unlocking private

placement non-tradable shares, the author proposes Hypothesis 1 of this study.

Research Hypothesis 1: The unlocking of private placement non-tradable share will have a

negative impact on the stock price yield, which is more vivid before unlocking and will

dissipate after unlocking.

Regarding the level of market capitalization of private placements, large-cap stocks

fluctuate little before and after unlocking. The main reason is that the total equity of large-cap

stocks is relatively sizable and the overall fluctuation in price is relatively stable. It is easier to

alleviate the negative impact of non-tradable shares on stock prices. On the contrary, small-cap

stocks are naturally more susceptible to the negative impact of the sale of non-tradable shares

due to smaller share capital. Based on this, the author proposes Hypothesis 2 of this study.

Research Hypothesis 2: The adverse impact of unlocking private placement on stock price

is negatively correlated with the company’s market capitalization.
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In terms of the types of private placement companies, this can be roughly divided into two

categories of state-owned enterprises (SOEs) and non-state-owned enterprises. For the former,

since the identity of the major shareholder is relatively vague, the increase in the value of the

bargaining chip held by the major shareholder is not obvious to stimulate personal interest. As a

result, the executives of SOEs do not have strong incentives to optimize operations to promote

stock prices. Consequently, the operating efficiency, corporate governance, and profitability of

SOEs are often inferior to the circumstances and market motivations of private enterprises.

Therefore, when SOEs’ tradable equity is expected to increase, private placement investors are

more likely to sell their shares. Based on this, the author proposes Hypothesis 3 of this study.

Research Hypothesis 3: The negative impact of unlocking private placement on SOEs is

stronger than that of private enterprises.

In terms of the proportion of unlocking private placement, the individual stock with a

higher proportion will have a greater increase in circulating equity after unlocking; that is, the

supply has risen sharply, which will put greater pressure on the downward movement of the

stock price. In contrast, for individual stock with a lower proportion after unlocking, wherein

the supply of individual stocks has not increased significantly, the downward pressure on stock

prices will also be lower. Based on this, the author proposes Hypothesis 4 of this study.

Research Hypothesis 4: The negative impact of unlocking private placement on stock price

is positively correlated with the percentage of unlocked stocks.

4.2 Empirical Methods and Models

4.2.1 Event Research Method

The theoretical basis of the event research method is derived from the efficient market

hypothesis ( ), which examines the fluctuation of the market before and after an event occurs to

determine whether the event will affect the market and the impact it will have. In order to

understand the impact of unlocking private placement on individual stock prices and the extent

of the impact, this study followed this research approach. The specific steps are as follows.
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The first step is to identify the event and event window. For studying the impact of

unlocking private placement, the event in this study is the date of the unlocking of private

placement non-tradable shares, which is used as the benchmark date. The choice of the event

window should be determined according to the nature of the research question. Generally

speaking, a long time period would contain too much noise and affect the accuracy of the

research conclusion. In contrast, a short time period may lose some pertinent information or fail

to capture the impact caused by the event. At the same time, this study attempts to explore

whether the performance of stock prices differs before and after unlocking. Therefore, the

window period should include two time periods of before and after unlocking. For this reason,

this study selects the time period of 10 trading days prior to unlocking and the 10 trading days

post-unlocking, namely (T−10, T+10), dividing this into two sub-phases (T−10, T−1), (T, T+10)

for separate analyses.

The second step is to calculate the excess return on stocks. The excess return on stock is

equal to the difference between actual returns and expected returns, reflecting the fluctuations

of stocks affected by abnormal events. The actual return can be calculated from the listed price

of each trading day, and the expected return is estimated using the market index model.

(1) Build a market index model to obtain the excess return )( itRE of i stock on the tday.

itmtitit RRE  )( (4-1)

(2) Calculate the excess return itAR of i stock on the tday.

)( ititit RERAR  (4-2)

(3) Calculate the cumulative excess return ),( 2tti i
CAR of i stock in the event window

period ),( 21 tt .
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The third step is statistical analysis. Perform a T-test on the excess returns of all stocks
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during the event window period (T−10, T+10) and the cumulative excess returns in a specific

time interval to determine its significance. If the significance is not 0, it indicates that the

unlocking of non-tradable share had a significant impact on the stock’s return on that day.

Conversely, it may determine that there was no significant impact. Since the T-test is based on

the normal distribution, the Kolmogorov–Smirnov (KS) test will be performed before the T-test

to ensure the validity of the T-test.

4.2.2 Statistical Analysis of Sample Group

In order to verify Hypotheses 2, 3, and 4, this study first adopts a grouping statistical

analysis method, grouping the samples according to level of market capitalization, company

ownership structure, and percentages of unlocked stock. The cumulative excess return of the

different sample groups will be compared within the unlocking time window described above

to identify any significant differences that may emerge, and to preliminarily judge whether

these three factors will have a significant impact on the fluctuation of stock prices. Specifically,

this study will sort the stocks according to the level of market capitalization. Those above the

average are defined as large-cap stocks, and those below the average are defined as small-cap

stocks; company ownership structure is divided into non-state-owned enterprises and SOEs; the

level of market capitalization grouping method will be referenced for the unlocking grouping

method.

4.2.3 Multiple linear regression model

On the basis of grouping statistical analysis, this study will further adopt the multiple linear

regression method to regress the cumulative excess return of stocks to independent variables in

the different time intervals. The market capitalizations of stocks, company ownership structure,

and percentages of unlocked stock will be explored from the perspective of measurement

statistics to assess whether these three factors have a significant impact on the cumulative

excess return and whether different identifiable characteristics occur in each time interval.

Among them, the independent variables include the three research variables and control
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variables: market capitalization of the stock, whether the company is an SOE, and the

percentage of unlocking shares in the tradable shares.

4.3 Sample selection and variable measurement

4.3.1 Data sources and research samples

The data researched in this Study mainly comes from Wind database and eastmoney.com. This

type of database provides specific information on the private placement of non-tradable share of

listed companies and the unlocking, and also provides basic information and financial data of the

company. The research sample of this Study includes all the cases of unlocking private placement of

non-tradable share from 2013 to 2016, and obtains 1327 sample data after excluding the financial

industry and companies with incomplete data on various variables. In order to eliminate the

influence of extreme values, we narrowed down the continuous variables at the 1% level.

4.3.2 Selection and measurement of related variables

In calculating the expected return ratio of stocks, the market index used in this study is the

Shanghai Composite Index. The model period is set to be 24 months before unlocking; that is, the

return ratio of the stocks on each trading day in the previous 24 months is regressed with the return

ratio of the Shanghai Composite Index, thus obtaining the expected return ratio model of the stock.

For the application of multiple regression, the dependent variable is the cumulative excess

returnCAR of each stock in a specific time interval calculated by formula (4-3). The independent

variables include the three research variables and each control variable. Based on learning from the

research experience of domestic and foreign scholars, the selection and measurement of the

variables in this study are as follows.

Value: The total market capitalization of the stock on the day of unlocking, and the natural

logarithm of this value is taken when returning.

Type: A virtual variable of company ownership structure. If the enterprise is an SOE, the value

is 1; otherwise, the value is 0.
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Ratio: The ratio of the number of outstanding shares unlocked to the total number of

outstanding shares prior to unlocking.

ROE: The return on net assets of a company in the previous year; that is, the ratio of the net

profit of the previous year to the average value of shareholders’ equity at the beginning and the end

of the year. This is an indicator that is used frequently to measure the profitability of the company.

AD: The company’s asset–liability ratio; that is, the ratio of the average debt at the beginning

and the end of the previous year to the average total assets at the beginning and the end of the year.

If the asset–liability ratio is 0, this means that the company does not have liabilities, and when the

value exceeds 100%, it indicates that the company has been in a state of insolvency.

Asset: The total assets of the company at the end of the previous year, which measures the

scale of the company’s operations. The larger the value, the larger the scale of the company. The

natural logarithm of this value is taken when returning.

Share: The total shareholding ratio of the top three shareholders reflects the company’s

shareholder structure.

Trend: A virtual variable of the stock market environment. If the stock market is in a rising

period, the value is 1; otherwise, the value is 0. Since the sample studied is between 2007 and 2020,

we only study the stock market trends during this period. The ups and downs of the Shanghai Stock

Exchange Index are used as the standard of division. We choose the following date ranges as rising

periods: January 1, 2007-October 16, 2007; 2008 November 5, 2009-August 4, 2009; June 19,

2014-June 12, 2015; February 1, 2016-January 24, 2018; and January 31, 2019-2020 December 31

and the following date ranges as the down periods: October 17, 2007-November 4, 2008; August 5,

2009-June 18, 2014; June 13, 2015-January 31, 2016; and January 25, 2018-January 30, 2019.

4.4 Empirical test

4.1 Significance test of excess return
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In order to verify Hypothesis 1, that the unlocking event will have a significant negative

impact on the stock price and the impact will be mainly concentrated prior to unlocking, this study

performs a significance T-test against the excess return of 21 trading days during the window period

(T−10, T+10) and cumulative excess return during the different sub-window periods. Before the

T-test, this study first conducts a KS normal distribution test on the excess return of each trading

day in the window period. The results show that all days in the window period pass the normal

distribution test, which ensures the accuracy of the T-test. The T-test results are presented in Table

4-1 and Table 4-2.

In terms of statistics of the excess return on each trading day, significant negative gain

occurred on seven trading days before unlocking, especially concentrated in the five trading days

before unlocking, and there was no significant gain on or after unlocking. Judging from the

cumulative excess return of each time window interval, only the window periods (T-10, T-1) and

(T-10, T+10) resulted in significant negative gain. Therefore, it can be seen from the test results that

the unlocking event indeed has a significant negative impact on stock price, and the impact is

mainly concentrated in the ten days prior to unlocking, and completely dissipated after unlocking, in

congruence with the Hypothesis 1 of this study.

Figure 4- 1 Significance test of excess return on each trading day

Trading
day

average
value(%) t value Trading day average

value(%) t value

T-10 0.00 0.0316 T+1 0.02 0.4594

T-9 -0.10* -2.4907 T+2 0.08 1.8920

T-8 -0.11* -2.7521 T+3 0.03 0.7299

T-7 -0.02 -0.5774 T+4 -0.04 -1.0885

T-6 -0.02 -0.4304 T+5 0.00 0.0642

T-5 -0.13* -2.9888 T+6 -0.01 -0.3578

T-4 -0.15* -3.5977 T+7 -0.07 -1.8031

T-3 -0.27* -6.3314 T+8 0.01 0.3237

T-2 -0.34* -8.0165 T+9 -0.02 -0.5118
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T-1 -0.29* -6.8740 T+10 0.07 1.5337

T -0.02 -0.5062

Note: Items marked with * are significant at the 5% level.

Figure 4- 2 Significance test of cumulative excess return in each time window

window period average
value(%)

t value window period average
value(%)

t value

（T-10，T-1） -1.30* -13.148 （T-10，T+10） -1.39* -6.6841

（T，T+10） 0.01 0.1155

Note: Items marked with * are significant at the 5% level.

4.4.2 Grouped statistical analysis of cumulative excess return

The above conducted a significant T-test on the excess return of each trading day and time

window, determining that the unlocking event indeed has a significant negative impact on stock

price. In order to verify Hypotheses 2, 3, and 4, this section divides the samples into groups

according to the level of market capitalization, company ownership structure, and the percentage of

unlocking, comparing the cumulative excess return of the samples of different groups during the

entire unlocking period and assessing whether there is a significant difference in the excess return.

This is followed by an exploration of whether the three factors have a significant impact on the

cumulative excess return. In order to ensure the accuracy of the results, before the T-test, the

samples are tested for homogeneity of variance, and a corresponding mean T-test is performed to

determine whether the variance is homogeneous. The T-test results are shown in Table 4-3.

In terms of comparison of the cumulative excess return of various levels of market

capitalization, the difference between the cumulative excess return of large-cap stocks and

small-cap stocks is significantly positive at a 10% significance level. Therefore, it is reasonable to

believe that an unlocking event will bring about smaller negative impact on large-cap stocks.

Similarly, from the comparison of the cumulative excess return of different company structures, the

difference between the cumulative excess returns of non-state-owned enterprises and SOEs is
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significantly positive at a 1% significance level, and non-state-owned enterprises appear to be more

resilient. Judging from the comparison of the cumulative excess return of different percentages of

unlocked stock, the difference between the cumulative excess returns of companies with a lower

percentage of unlocked stock and a higher percentage of unlocked stock is significantly positive at a

1% significance level, indicating that the fall of stock price will be larger when the percentages of

unlocked stock is higher. The above empirical results are in preliminary congruence with our

research hypotheses.

Figure 4- 3 Significance test of the full-window cumulative excess return for different market

capitalization

Group
Number

of
samples

Average value Standard
deviation

95% confidence
interval

t value

Large-cap
stocks 664 -0.0038 0.1435

（-0.001，0.031） 1.81*
Small-cap
stocks 663 -0.0185* 0.1527

Note: The confidence interval and t value in this table correspond to the difference between the

full-window cumulative excess returns of large-cap stocks and small-cap stocks, ***, **, * indicate

1%, 5%, and 10% confidence level is significant.

Figure 4- 4 Significance test of the full-window cumulative excess return of different enterprise

properties

Group Number of
samples

average
value

Standard
deviation

95% confidence
interval t value

Non-state-owned
enterprise 819 0.0042 0.1542

（0.011，0.044） 3.29***
State-owned
enterprise 508 -0.0233** 0.1363

Note: The confidence interval and t value in this table correspond to the difference between

non-state-owned enterprises and state-owned enterprises in the full-window cumulative excess

return.
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Figure 4- 5 Significance test of the full-window cumulative excess return for different percentage of

unlocking

Group Number of
samples

average
value

Standard
deviation

95% confidence
interval

t value

Low
percentage of
unlocking

663 -0.0065* 0.1457

（0.014，0.046） 3.64***
High

percentage of
unlocking

664 -0.0361*** 0.1507

Note: The confidence interval and t value in this table correspond to the difference between the low

and high percentage of unlocking in the full-window cumulative excess return.

4.4.3 Regression analysis of cumulative excess return

A statistical analysis of samples from different groups was performed above, and the empirical

results are in preliminary congruence with the research hypotheses. On this basis, this section

further conducts multiple regression analysis on the period prior to unlocking (T-10, T-1), after

unlocking period (T, T). +10), and entire unlocking period (T-10, T+10) to explore whether the

three factors of level of stock market capitalization, structure of company and percentage of

unlocking will have a significant impact on the cumulative excess return and whether each time

interval there will reveal different characteristics. All models were tested for multicollinearity prior

to regression, and the maximum value of the variance expansion factor is less than 10, confirming

no collinearity problem, so the author will not repeat it below.

(1) Regression analysis of cumulative excess return before unlocking

The dependent variables in the (T-10, T-1) window period are regressed to the independent

variables, and the regression results are shown in Table 4-6. It can be seen from the table that, other

than the independent variable trend, which is not significant, the other variables are statistically

significant at a certain significance level, and the F statistic is significant at a 1% significance level,

indicating that the variables are jointly significant.
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In terms of the regression results of the three variables in this study, the coefficient before

Ln(Value) is significantly positive, indicating that the cumulative excess return is proportional; that

is, a company with a larger market capitalization will have less negative impact due to the

unlocking event, which is consistent with Hypothesis 2. Type is a virtual variable that characterizes

company ownership structure. The value of SOEs is 1, and the value of non-state-owned enterprises

is 0. The regression coefficient is significantly negative, indicating that SOEs experience greater

negative impact, which is consistent with Hypothesis 3. The regression coefficient before ratio is

significantly negative, indicating that the cumulative excess return before unlocking has a negative

relationship to the percentage of unlocking; that is, the higher the percentage of unlocking, the

greater the negative impact, which is consistent with Hypothesis 4.

In terms of the regression results of the control variables, the regression coefficient before

ROE is positive, indicating that a company with stronger profitability will suffer less negative

impact. This may be due to the fact that although the unlocking of non-tradable shares has increased

the stock supply, for profitable companies, investors will not choose to sell in large quantities, so

the impact on stock prices is also weak. The regression coefficient before AD is positive, indicating

that the higher the asset–liability ratio, the less negative impact the company will suffer. For

companies with high asset–liability ratios, the proportion of equity is relatively insufficient. Even if

the unlocking of non-tradable shares increases the supply of stocks, these equity holders will not

easily sell the stocks on hand. The regression coefficient before Ln (Asset) is positive, indicating

that a company with more total assets and larger size is subject to less negative impact. The

regression coefficient before share is positive, indicating that the higher the shareholding ratio of

major shareholders, the smaller the negative impact of the unlocking event. It may be that the

concentrated shareholding of major shareholders is conducive to optimizing the corporate

governance structure, and investors are more willing to work with major shareholders to witness the

company’s growth. Trend’s statistical results are not significant, indicating that whether the

occurrence of an unlocking event takes place in a bull or bear market will not have a substantial
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impact.

Figure 4- 6 Regression analysis results of cumulative excess returns before unlocking

Regression
coefficients

Standard error t statistics p value

Ln(Value) 0.020*** 0.003 7.15 0.000

Type -0.005* 0.003 -1.68 0.094

Ratio -0.019*** 0.006 -3.22 0.001

ROE 0.039** 0.017 2.32 0.020

AD 0.040*** 0.011 3.60 0.000

Ln(Asset) 0.005* 0.003 1.72 0.085

Share 0.026** 0.012 2.22 0.027

Trend -0.002 0.003 -0.65 0.515

Intercept -0.063*** 0.010 -6.48 0.000

Obs 1289

F statistics 9.42***

(2) Regression analysis of cumulative excess returns after unlocking.

The dependent variables in the (T, T+10) window period are regressed to the independent variables.

The regression results are shown in Table 4-7. Other than the independent variables ratio and ROE,

the table reveals that the other variables are not significant, and the F statistic is significant at the

5% significance level.

In term of regression results of the three variables in this study, only the regression coefficient

before ratio is significantly negative, indicating that the cumulative excess return after unlocking is

still in a negative relationship with the percentages of unlocked stock; that is, the higher the

percentages of unlocked stock, the more negative impact will be. The level of stock market

capitalization and company ownership structure have no obvious impact. In terms of regression

results of the control variables, only the regression coefficient before ROE is significantly positive,

indicating that a company with stronger profitability will have less negative impact from an

unlocking event.



40

Figure 4- 7 Regression analysis results of cumulative excess returns after unlocking

Regression
coefficients

Standard error t statistics p value

Ln(Value) -0.001 0.003 -0.44 0.659

Type -0.003 0.004 -0.80 0.424

Ratio -0.011* 0.006 -1.68 0.094

ROE 0.069*** 0.019 3.73 0.000

AD 0.002 0.012 0.17 0.863

Ln(Asset) 0.001 0.003 0.28 0.778

Share -0.007 0.012 -0.55 0.582

Trend 0.001 0.003 0.18 0.860

Intercept 0.003 0.010 0.26 0.792

Obs 1292

F statistics 2.36**

(3) Regression analysis of cumulative excess return during the unlocking period,

The dependent variables in the (T-10, T+10) window period are regressed to the independent

variables. The regression results are shown in Table 4-8. The F statistic is significant at a 1%

significance level. The regression results of all variables are in complete congruence with those

prior to unlocking; thus, the author will not repeat them here.

Figure 4- 8 Regression analysis results of cumulative excess returns during the unlocking period

Regression
coefficients

Standard error t statistics p value

Ln(Value) 0.017*** 0.004 4.00 0.000

Type -0.016*** 0.005 -3.29 0.001

Ratio -0.027*** 0.009 -3.06 0.002

ROE 0.060** 0.026 2.32 0.020

AD 0.045*** 0.016 2.79 0.005

Ln(Asset) 0.009** 0.004 2.22 0.027

Share 0.030* 0.017 1.77 0.077

Trend 0.005 0.005 1.02 0.305

Intercept -0.066*** 0.014 -4.59 0.000

Obs 1295

F statistics 5.19***
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4.4.4 Summary of empirical results

This subsection empirically tests whether the private placement of non-tradable shares will

have a significant negative impact on the stock price in terms of the moderating effect of three

factors, including the level of market capitalization of the stock, company ownership structure, and

the percentages of unlocked stock. The results demonstrate that the negative impact of the

unlocking event on stock prices is mainly reflected prior to unlocking, particularly concentrated in

the 5 trading days ahead of unlocking. The negative impact after unlocking is not significant.

Therefore, when the unlocking is announced, investors can consider selling prior to the unlocking

and buy it after the stock price pulls back. At the same time, smaller negative impact on stocks

occurs for companies with a larger level of market capitalization, lower percentage of unlocked

stock, and non-SOEs. Among them, the impact of the level of market capitalization and company

ownership structure is mainly reflected in the period prior to and during the unlocking event, and

the impact arising from percentages of unlocked stock occur during the entire unlocking period.

Therefore, in the corresponding time window, for large-cap stocks and companies or non-SOEs with

a small percentage of unlocking, investors can comprehensively consider the liquidity of funds and

transaction costs, etc. to determine whether to sell. For small-cap stocks, companies with a large

percentage of unlocking or SOEs, investors should maintain keen vigilance at the risk of loss caused

by falling stock prices and prepare to sell them in advance.

In addition, it was also found that the corporate profitability, asset–liability ratio, asset scale,

and major shareholder’s shareholding ratio also has an impact on the cumulative excess return. The

stronger the profitability, the higher the asset–liability ratio, and the larger the scale and the more

concentrated the holdings of major shareholders, the weaker the negative impact brought about by

the unlocking event. In contrast, in terms of companies with poor profitability, low asset–liability

ratio, small asset scale, or scattered holdings of major shareholders, investors should pay more

attention to the potential for negative effects of the unlocking event, and make correct investment

decisions after weighing the risks.
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CHAPTER 5

RESEARCH ON THE IMPACT OF ANNOUNCEMENT EFFECTS IN PRIVATE

PLACEMENTS

5.1 Theoretical Explanation of the Announcement Effect

The current domestic and international theories on the announcement effect are based

on six hypotheses: efficient market, supervisory effect, information asymmetry effect, an

investment opportunity effect, price pressure, and company quality hypothesis.

5.1.1 The Efficient Market Hypothesis

In 1970, Fama proposed categorizing the market into three effective markets

according to the level of the impact of the information on stock prices: strong, weak, and

semi-strong. The categorization is based on whether prices of security indicate all historical

information and whether investors can obtain an abnormal rate of return through technical

analysis. Investors cannot obtain an abnormal rate of return in a market, which is less

effective.

5.1.2 The Supervisory Effect Hypothesis

Wruck (1989) found that the generation of abnormal stock returns is directly related

to the concentration of equity. The target investors in private placements generally have

considerable experience and knowledge about investments and can provide professional

advice to the enterprises. The concentration of shares among mature investors due to private

placements increases the company’s value because the new investors expect supervision of

the company’s operation and management, thus positively influencing development.

5.1.3 The Information Asymmetry Effect Hypothesis

Based on the research of Mayers et al., Hertzel and Smith (1993) believed that private

equity financing can be used to solve the problem of underinvestment in case of high
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information asymmetry and the value is underestimated but there are good investment

opportunities.

Private placement is usually interpreted by the market as an underestimation of the

company's value. The greater the possibility of underestimation, the greater the

announcement effect caused by private placement.

5.1.4 The Investment Opportunity Hypothesis

In an empirical analysis, Miller and Rock (1985) found that any change in the external

financing of listed companies may improve the company's cash flow and potential

profitability. McConnell and Muscarella (1985) found that when a listed company announces

an investment opportunity with positive returns during private placement, it implies good

news to the market and has a positive impact on stock prices. Ambarish et al. (1987) believed

that the stock price effect of a listed company's additional issuance depends on whether the

content of information asymmetry is investment opportunities or the value of company assets.

If it is the value of company assets, there will be an increase in stock price of new shares

issued by companies with large investment opportunities.

5.1.5 The Price Pressure Hypothesis

Scholes (1972) proposed that under the premise of an incompletely efficient capital

market, there was no complete substitute for a company's stock in the market. Therefore, he

believed that the demand curve for company stocks should slope downward. The efficient

market theory assumes that securities are complete substitutes, so the stock demand curve

should be horizontal. When companies issue new shares, there is a sharp increase in the

number of shares, which reduces the stock price. The magnitude of the decrease is positively

related to the scale of the additional issuance.

Kalay and Shimrat (1987) also believed that if stocks are considered an overall
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combination of risks and returns, even if there is a replaceable combination in the securities

market, investors adjust their investment portfolios because of the increase in the number of

stocks caused by additional issuance. The additional transaction costs exert a temporary

downward pressure on the company's stock price.

5.1.6 The Company Quality Hypothesis

Heinkel and Schwartz (1986) opined that private equity subscribers can repeatedly

bargain with the issuer, and finally the issuer determines the price. Therefore, the company's

quality and prospects can be disclosed to the market through the issue discount rate. As a

high discount rate suggests an undervalued stock price, it also means that the investors hold a

pessimistic view of the issuing company’s prospects. Therefore, a low abnormal return for

privately issued stocks can be expected. According to the company quality hypothesis,

companies perceived as having better qualities tend to achieve a more positive market

response to the private placements of their stocks.

5.2 Factors Affecting the Effect of Private Placement Announcements

5.2.1 Inherent Factors in Private Placements

The inherent characteristics of private placement events such as scale, motivation, and

other factors are closely related to the announcement effect.

5.2.1.1 Relative Scale of Issuance of Private Placements of New Shares

The price pressure hypothesis holds that there is an increase in the supply of stocks

because of private placements of stocks of listed companies. As supply exceeds demand,

stock prices decline, and the extent of the decline is related to the scale of new shares

privately placed. Jensen (1986) proposed that in case of large sales of issuance, the brokers’

commission to be paid by shareholders increases, which results in the decline of the true

value of the companies. Thus, the scale of private placement by listed companies negatively
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impacts the effect of listed companies’ private placement announcements.

5.2.1.2 Target Investors in Private Placements

Krishnamurthy et al. (2005) proposed that, based on the extent to which investors are

related to the enterprises of interest, target investors in private placements are divided into

related investors (including major shareholders and parties related to major shareholders) and

unrelated investors. The subscription of privately placed shares by related investors is likely

to result in confirmation bias. Bakeetal (2006) proposed that controlling shareholders may

take advantage of private placements to make profits by manipulating issue prices.

Stock prices and performance of listed companies vary greatly because of the

difference in the choice of target investors in private placements. A company's internal

structure may change after private placement. This change may strengthen the supervision

over the management and costs, such as commission, would decrease. Studies have shown

that a company's profitability and the positive response to stock prices are all related to

private placement.

5.2.1.3 Motivation for Private Placements

The motivations for private placements can be very complex. Some private

placements are meant to raise funds and pay back interest groups in effect. Others are

intended to attract strategic investors, strengthen corporate management, and achieve good

corporate development. Still others are sound investment projects promising good returns but

lacking internal financing. Overall, the difference in motivations for private placements has

considerable impact on market investors’ decision-making and modulates the announcement

effect of listed companies.

5.2.2 Factors within Listed Companies

The announcement effect of private placements is related to not only the
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characteristics of private placements, but also the overall status of the listed company, such as

the scale of the listed company, capital structure, and growth potential, affect the

announcement effect of the listed company.

5.2.2.1 Scale of Listed Companies

The scale of listed companies is related to the announcement effect of private

placement through its negative correlation with the degree of information asymmetry, which

impacts the announcement effect of private placements. The degree of information

asymmetry between insiders and outsiders of the listed company increases as the scale of the

company decreases. Conversely, the increase in the scale of the listed company reduces the

degree of information asymmetry by contributing to the company’s information transparency.

5.2.2.2 Capital Structure

The asset–liability ratio is an important indicator of the company's capital structure

and has a positive correlation with its financial risks. Higher asset–liability ratios are

indicative of greater financial risks and unsatisfactory performance of the companies.

Although listed companies can raise funds and reduce their debt risks through private

placements, this often leads to the transfer of wealth from stockowners to creditors’

ownership, thus compromising the shareholders’ interest. Therefore, higher asset–liability

ratios have an impact on stock prices, resulting in a negative announcement effect (Masulis,

1983).

5.2.2.3 Equity Concentration

This index reflects the extent to which ownership is distributed among shareholders of

an enterprise and is measured in relation to the different shareholding ratios across individual

stockowners. Ownership concentration is the main indicator of whether a company’s equity is

widely dispersed and is considered an important parameter of the company’s stability and
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structure. The concentration of equity measured in terms of the different shareholding ratios

across individual shareholders is also a quantitative indicator of equity dispersion. Private

placement is aimed at a specific number of target investors usually on a large scale of

issuance. Therefore, it can increase the equity concentration. Changes in equity concentration

affect the intensity of the private placement announcement effect. The higher the equity

concentration, the easier it is for minority shareholders to amplify their interests. Conversely,

the more dispersed the equity, the easier it is for managers to realize their own benefits in

private placements (Wruck, 1989).

5.2.2.4 Growth Ability of Listed Companies

Under normal circumstances, investors judge the development status and growth

potential of a company based on the growth indicators of listed companies and make

investment decisions. Generally, listed companies with greater potential for growth probably

have more opportunities for attracting investment, which results in a greater effect of their

private placement announcements. The enterprise life cycle theory supports this assumption:

a company in development and growth stage has many investment opportunities due to its

strong demand for funds, while a company in a maturity or decline stage does not have a

good investment opportunity. Listed companies’ decision to initiate a private placement of

new shares is based on their needs for investment.

5.2.3 Other Factors

5.2.3.1 The Degree of the Effectiveness of the Securities Market

The effectiveness of the securities market also significantly impacts the effect of

private placement announcements. A market with low effectiveness, low information

transparency, information asymmetry, and inside information tends to augment the

announcement effect, while investors can respond quickly to public and inside information in
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a market with high effectiveness with the weakened effect of announcements.

5.2.3.2 Market Trend

The prevailing market trend affects the announcement effect of private placements of

listed companies. When the market index rises, investors exhibit a positive sentiment toward

the performance and the profit prospects of the listed companies, which leads to the rise of

stock prices in private placements. Conversely, when the market is in a downward trend,

investors with negative sentiment toward the outlook of the market are reluctant to accept the

issuance of new shares, which leads to a decrease in the stock price in the private placement

(Wang Xingyan, 2011; Luo Lu, 2012).

5.3 Sample Selection

5.3.1 Determination of the Event Cycle

In the whole process of private placement, the announcement date of the plan by the

board of directors, the date of approval by the China Securities Regulatory Commission, and

the implementation date of the private placement are three important time points in

chronological order. This study selects two event days as the research priorities:

The first event day selected in this study is the announcement date of the board of

directors’ plan, which can produce announcement effects and is relevant to the understanding

of the positive or negative impact of private placement announcements on stock prices. The

first event day was selected because investors receive the first information about the private

placement through the board plan announcement and marks the starting point of a single case.

This information has a significant impact on the market and best reflects the market’s

response to the news about private placement. Some studies have shown that the

announcement date of the plan has the greatest impact on the company's stock price.

The second event day selected in this study is the date of approval by the China
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Securities Regulatory Commission because this event at issue is believed to be significant to

the investors who obtain a definite knowledge about the private placement on the day when

the approval is made, considering the noticeable time lag between the announcement date for

the plan and the date of approval by the CSRC. Hence, (T, T + 10) was selected as the event

cycle in this study.

5.3.2 Determination of the Research Object

Huangshan Tourism Development Co., Ltd., is considered as the case study object

because it has been evaluated as an ideal example illustrating the announcement effect of

lockup expirations following private placements. The company has never reduced its stock

holdings. The record of its operation shows that the major shareholder and principal

businesses have remained unchanged. The overall performance of the company has been

steadily improving since 2013 with its stock recognized as a “stable growth” stock.
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CHAPTER 6

A CASE STUDY

6.1 Case Introduction

Huangshan Tourism was chosen for a case study because the company went public on

May 6, 1997, and has stood the test of a big bull and bear market from 2006 to 2008.

Huangshan Tourism Group Co. Ltd., the largest shareholder and controlling shareholder, has

never increased or decreased its holdings. With regard to the company’s shares, the actual

controller has always been Huangshan State-owned Assets Management Committee Office.

The office has never changed and the main business has never undergone major changes. The

operating situation has been rising steadily since 2013. Overall, it is a typical stable growth

stock that allows investors to understand the impact of lockup expirations following private

placements.

6.1.1 Company Profile

Huangshan Tourism Development Co. Ltd. (hereinafter referred to as "Huangshan

Tourism," code 600054) landed on the A-share market on May 6, 1997, with the stock code

600054. The company’s main business consists of six major segments: tourist spot

development and management, cableways, hotels, travel agencies, restaurants and catering

services featuring local cuisines, and smart tourism. Its tourist business mainly includes

Huangshan Scenic Area, Huashan Mysterious Cave Scenic Area, and Taiping Lake Scenic

Area, which is the benchmark for operation and management of scenic spots in China. The

business in cableways is highly diversified. In China, Huangshan Cableway is a leader in

terms of equipment maintenance, safety assurance, operation management, and customer

service. It has participated in several national and industry-related studies.

Its hospitality business, which is also considerably diversified, includes more than a
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dozen boutique hotels, including Shilin Hotel and Baiyun Hotel, and high-end five-star resort

and conference hotels, such as Crowne Plaza Yucheng. Its business related to travel agencies

covers domestic and foreign inbound and outbound trips, flight tickets booking, and tourism

promotion. The company's subsidiary China Overseas Travel Service is a 5A-level travel

agency in Anhui Province.

The company’s catering business featuring Huizhou cuisine uses "the kitchen of

Huizhou merchants and the taste of hometown" as its business slogan and has opened a chain

of restaurants in many cities across the country, which have successively won honorary titles,

including "Famous Chinese Restaurant," "Famous Chinese Restaurant of Huizhou," and

"China’s Top Ten Featured Catering Brands," "China Top Ten Cultural Catering Brands,"

"Enterprise with an Outstanding Catering Brand." During the study period, the company

established the Nanhui Catering Company, a platform that focuses on expanding its business

in catering and high-quality raw food materials in the Yangtze River Delta. The company

founded businesses such as the Anhui Cuisine Experience Center, Huangshan Tourism and

Anhui Culture Promotion Center, and Huizhou Product Display Center, which helped in

remarkable business expansion. The company’s smart tourism business consists of the

official website of Huangshan Tourism, new media operations, OTA business undertaking,

tourist product development and promotion, hospitality services, and online sales of tourist

products. Currently, the official website of Huangshan Tourism has been successfully

launched and the main products are for sale in tourist spots, hotels, and B&Bs in and outside

Huangshan City.

6.1.2 Profile of Shareholders

Huangshan Tourism Group Co. Ltd. is the controlling shareholder of Huangshan

Tourism and the State-owned Assets Supervision and Administration Commission of
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Huangshan City is the actual controller. Figure 1 shows the latest information about the major

shareholders (Data source: Listed company's 2020 first quarter report).

Figure 6- 1 The Top Ten Shareholders of Huangshan Tourism (2020 Q1)

Shareholder name Nature of
shareholders

Number of
shares held
(shares)

Shareholding
ratio (%)

Huangshan Tourism Group Co., Ltd. other 296,595,750 40.66
Kuwait Government Investment
Authority

QFlI 10,212,938 1.4

GREENWOODS CHINAALPHA
MASTER FUND

other 7,926,905 1.09

Guotai Junan Securities Co., Ltd. Securities
company

7,509,616 1.03

GAOLING FUND,L.P. other 6,169,215 0.85
VALUE PARTNERS CLASSIC FUND other 5,531,605 0.76
SEAHAWK CHINADYNAMIC FUND other 4,912,839 0.67
Central Bank of Norway QFlI 4,346,504 0.6
PINPOINT CHINA FUND other 4,201,752 0.58
VANGUARD TOTAL
INTERNATIONAL STOCK INDEX
FUND

Fund
management
company

3,899,429 0.53

total 351,306,553 48.17

Figure 6- 2 The Top Ten Shareholders of Huangshan Tourism (August 13, 2015)

Shareholder name Nature of
shareholders

Number of
shares held
(shares)

Shareholding
ratio (%)

Huangshan Tourism Group Co., Ltd. other 197,730,500 39.69
GREENWOODS CHINAALPHA
MASTER FUND

other 15,117,493 3.03

Shanghai Bank of China Fund-Shanghai
Pudong Development Bank-Bank of
China Fund Wealth No.48 Asset
Management Plan

Fund asset
management
plan

12,722,371 2.55

Kuwait Government Investment
Authority

QFll 8,188,117 1.64

GSI S/A GOLDEN CHINAMASTER
FUND

other 6,328,523 1.27

China Merchants Wealth-China
Merchants Bank-Zhongmin No. 1 Special
Asset Management Plan

Fund asset
management
plan

6,041,377 1.21

China Construction Bank-Bank of
Communications Schroder Blue Chip
Stock Securities Investment Fund

Securities
Investment
Funds

5,724,109 1.15

SCBSHA/C BBHA/C FIDELITY
CHINAREGION FUND

other 5,630,176 1.13
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Guotai Junan Securities (Hong Kong)
Co., Ltd.

securities
company

5,484,113 1.1

Shanxi Securities Co., Ltd. securities
company

5.390,835 1.08

total 268,357,614 53.85

6.2 Private Placement

6.2.1 The Issuance Process

On September 2, 2014, Huangshan Tourism held the 20th meeting of the fifth board

of directors. It reviewed and approved the "Proposal on the Company's Non-public Issuance

of Stocks" and other meeting proposals. The meeting passed resolutions on several issues,

including the face value and type of the shares to be issued, method and quantity of the

issuance, main target investors in the issuance, method of subscription, lockup period, scale

and use of the funds to be raised, validity period of the resolution, and other related

information and matters.

On September 30, 2014, the proposal entitled "Matters of Non-public Issuance of

Stocks" was approved by the State-owned Assets Supervision and Administration

Commission of Anhui Province.

On March 27, 2015, the application document entitled "Non-Public Issuance of

Shares" was conditionally approved by the China Securities Regulatory Commission’s

Issuance Review Committee. On June 6, 2015, it received the China Securities Regulatory

Commission’s document entitled "Approval of the Non-public Offering of Huangshan

Tourism Development Co., Ltd." and "Approval of the Issuance of Shares," which stipulated

that a maximum of 40.2 million new shares would be privately placed at the issue price 12.38

yuan per share within a valid period of 6 months since the date of the approval of the

issuance.
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On August 13, 2015, the company completed the nonpublic offering. In total,

26,850,000 shares were issued at an issue price of 18.55 yuan per share and 488,661,300

yuan was raised as funds and the total target investors were 4.

6.2.2 Issuance Plan

The final issuance price was 18.55 yuan per share, which was 149.96% the reserve

price of 12.37 yuan per share and 94.79% of the average price of 19.57 yuan per share in the

20 trading days before the deadline for the issuance inquiry (i.e., July 29, 2015). The uses of

the raised funds are as follows:

Figure 6- 3 The Use of Funds Raised by Additional Issuance

Serial
number project name

Total project
investment

(Ten thousand yuan)

Investment amount of
raised funds

(Ten thousand yuan)
1 Yuping Cableway Reconstruction

Project in Huangshan Scenic Area
17 ,865.80 14.166.13

2 Environmental renovation project of
Beihai Hotel in Huangshan Scenic Area

28.000.00 28.000.00

3 Repay bank loan 6,700.00 6,700.00
total 52, 565.80 48, 866.13

(1) Yuping Cableway Reconstruction Project in Huangshan Scenic Area

The Yuping Cableway reconstruction project entailed the renovation of ropeways,

down stations, and up stations. This renovation extended the original routes. Specifically, the

position of the upper station of the ropeway remained unchanged, and the main structure of

the original upper station of the ropeway was modified. The lower station of the ropeway was

demolished and relocated to Chakedi of the Baishagang area. Simultaneously, the foundations

of no. 2, 3, 5–10 support towers along the original route were strengthened. The six-seater

cable cars equipped with detachable grips for one-way aerial ropeways were replaced with

eight-seater cable cars. The length of the reconstructed ropeway was extended by 397.22 m
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from the original 2,409.42 m. The height difference after the transformation was increased to

871.6m, 118.85m higher than that of the original ropeway. The normal operating speed after

the reconstruction reached 3 m/s, the normal transportation capacity increased to 1,000p/h,

and the peak evacuation capacity reached 2,400 p/h with passenger evacuation efficiency

during peak hours significantly increased.

The total investment made into the project was 178,658,800 yuan, which consists of

176,274,100 yuan for construction, 802,500 yuan for initial working capital, and a 1,581,400

yuan worth of original fixed assets. The details of the construction investment are as follows:

Figure 6- 4 Detailed List of Construction Investment

Project Name Amount
Construction cost 3.383.70

Installation engineering cost 644.92
Equipment and spare parts purchase cost 10,071.19

Tools and manufacturers and purchase costs 30.21
Other costs of engineering construction 3.497.39

total 17,627.41

Out of the funds raised from the private placement, Huangshan Tourism contributed

141,661,300 yuan to the total investment

Project profitability forecast: According to the "Feasibility Report for the

Reconstruction of the Yuping Cableway in Huangshan Scenic Area (application document)"

compiled by China Enfei Engineering Technology Co. Ltd., the construction period of this

project is 2 years, and the financial estimates based on the evaluation period of 20 years are

as follows:

Figure 6- 5 Project Income Forecast Table

Project Name Value
Annual average operating income during operation
period (ten thousand yuan)

19,838.17
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Annual average net profit during operation period
(ten thousand yuan)

12,180.44

Internal rate of return after tax (%) 50.12
Dynamic investment payback period (year, i=12%,
including construction period)

3.84

(2) The Beihai Hotel renovation project in Huangshan Scenic Area

Beihai Hotel is at the center of the scenic area of   Huangshan Mountain. It is

located along the only route connecting the Yungu Cableway with Xihaijing District and

Guangmingding. It is also rated as one of the top-class hospitality service providers in

Huangshan Mountain Scenic Area.

This renovation project optimized the design of the front square of the Beihai Hotel,

demolished and moved the hotel façade forward by 3–5 m and built a new basement

connecting Unminding—the basketball square in front of the hotel at its north end and with

the back side of the hotel through a corridor. The layout of the front building of the hotel and

the tourist service center opposite the hotel was modified. The exterior wall of the building at

the rear was upgraded. The Gongyang Villa was expanded, with one floor added to its

original two floors. In addition to the renovation, the adjacent area of the hotel was also

redesigned for better configuration of elements such as transport, tourist service, and

architectures. The area of the demolished building within the project totaled 4,263.60 sq.m,

the area of newly built constructions reached 4,141.40 sq.m, and buildings with an area of

9,968.80 square meters were renovated.

The estimated investment in this renovation project of Beihai Hotel in Huangshan

Scenic Area is 280 million yuan. Huangshan Tourism made the investment out of the funds

raised from the private placement. The breakdown of the investment according to the

purposes is as follows:
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Figure 6- 6 Investment Analysis Table Divided by Investment Composition

Project name Amount
Construction cost 18,163.75

Equipment purchase cost 5,194.25
Installation engineering cost 1341.02

Other costs of engineering construction 1, 738.93
Site preparation cost 1，000.00
Mountain subsidy 62.05
Basic reserve cost 500.00

Total 28，000.00

Project profitability forecast: According to the "Feasibility Report on the

Environmental Improvement and Reconstruction Project of Beihai Hotel in Huangshan

Scenic Area" compiled by the Anhui Industrial Engineering Design Institute, the duration of

the construction was 2 years. The financial estimates based on the 20-year operation

evaluation period are as follows:

Figure 6- 7 Estimated Earning of the Project

Project Name Value
Annual average operating income during operation
period (ten thousand yuan)

7,899.29

Annual average net profit during operation period
(ten thousand yuan)

2,849.40

Internal rate of return after tax (%) 9.29
Dynamic investment payback period (year, i=12%,
including construction period)

10.63

6.2.3 Target Investors and Quantities of Allotted Shares

A total of 26,850,000 shares were privately placed, which was allotted to 4–10 target

investors.

According to the relevant principles established in the "Issuance Plan" and

"Subscription Invitation," the company and the lead underwriter determined the issue price

and quantity of shares to be allotted. Four investors were finally selected based on the
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subscription prices offered, amount of shares subscribed, and time when the "Subscription

Quotations" were received. Details of the four target investors, number of allotted shares, and

amount of subscription are as follows:

Figure 6- 8 Details about the Subscriptions Made by the Target Investors

S/n Subscriber's full name Allotment price
(yuan/share)

Number of
allotted shares
(10,000 shares)

Subscription
amount (ten

thousand yuan)
1 Shanxi Securities Co., Ltd. 18.55 539.0835 9,999 9989
2 Zhang Youming 18.55 269.5417 4,999.9985
3 BOSCAsset Management 18.55 1,272.2371 23,599.9982
4 China Merchants Wealth

Asset Management Co.,
Ltd.

18.55 604.1377 11,206.7543

total 2,685.00 49,806.75

6.2.4 The Announcement Effect

Observing the announcement effect of private placement means observing and

deciding how the announcement affects stock price on the secondary market.

On September 2, 2014, the company simultaneously announced the resolutions of the

20th meeting of the fifth board of directors and the "Preplan for Non-public Issuance of A

Shares." The board of directors resolved to pass the company’s nonpublic issuance of A

shares. In the 20 trading days after the announcement, the cumulative excess return of the

CSI 300 was close to 1.3%. Considering that the nonpublic issuance of Huangshan Tourism

was meant to expand the main business and maintain the equipment related to the main

business, the release of the preplan can be regarded briefly as good news to the market.

However, given that the preplan only revealed the resolution of the board of directors, the

stock price was still expected to fall in consideration of the time it would take for the

Securities Regulatory Commission to review the preplan and uncertainty over its final

decision. Generally, the announcement effect of the release of the preplan by the board of
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directors resulted in good news to the market and incentivized the rise of the stock price.

Figure 6- 9 AARt and ACAR before and after the Release of the Private Placement Plan

On June 6, 2015, the company received the "Approval of the Non-public Issuance of

Shares of Huangshan Tourism Development Co., Ltd." issued by the China Securities

Regulatory Commission, which approved the company's nonpublic issuance of a maximum

of 40.2 million new shares at an issue price of 12.38 yuan within a validity of 6 months

beginning from the date of approval was granted. The stock price of the company fell by

0.94% on the day after the approval was received, and the CSI 300 index fell by 3.3% on the

same day. The fall of the stock price could be anticipated because of the premium of the

closing price of 16.09 yuan the day before the approval over the issue price of 12.38 yuan in

the private placement. Investors were concerned that those participating in the nonpublic

offering would take this arbitrage opportunity, and the sentiment led to the decline of the

stock price on that day. However, as the approval was still seen as good news to the market,

the CSI 300 index bounced significantly the following day, and an excess return of 1% was

recorded on the 10th day after the approval was received.

Excess return
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Figure 6- 10 AARt and ACAR after the Approval of the Private Placement Plan was Granted

6.2.5 Market Performance before and after the Lockup Expiration

The relevant data on the first day after the lockup expiration following the private

placement of Huangshan tourism are as follows:

Figure 6- 11 Performance of the Stock on the First Day after the Lock Expiration

Date Securities
name

Previous
closing
price

Opening
price

Highest
price

Lowest
price

Closing
price

Ups and
downs

Quote
change% Volume

Turnover
(ten
thousand
yuan)

2016/8/11 Huangshan
Tourism 50.93 50.84 51.03 49.51 49.64 -1.30 -2.54 4,863,915 75,398,868

Changes of the excess return within the 10 days before and after the lock expiration

are shown in Figure 6.12.

Excess return
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Figure 6- 12 Excess Return before and after the Lockup Expiration following Huangshan

Tourism's Private Placement in 2016

Huangshan Tourism’s excess return fell sharply from T − 5, which reflected the

investors’ concern about the impact of the lockup expiration, who reacted to the concern and

sold their shares in advance. The stock price of Huangshan Tourism fell by 2.54% on the

lockup expiration date. The CSI 300 index fell by 0.31% on the same day, while an excess

return of −2.24% was recorded. The changes resulted from the impact of the lockup

expiration on the expiration date. The stock price of Huangshan Tourism started to rise

continuously on T + 8 after a dramatic fall on T + 7.

6.3 Conclusions

The analysis of the impact of the lockup expiration before and after the expiration

date in the case of Huangshan tourism revealed that the impact is consistent with the

conclusions drawn from the study of sample data.

6.3.1 Small-cap stocks

Huangshan Tourism has a market value of 3.323 billion, as is typical of small-cap
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stocks. A comparison of Figure 6.13 (top and bottom panel) shows similar trends. Investors

sold their shares in advance on the expiration date and on days before the date to avoid the

impact of lockup expiration. The future stock price will gradually stabilize and rebound after

the expiration date. Despite the lasting impact, the stock price regained some of its drop.

Figure 6- 13 Comparison between Small-cap Stocks and Huangshan Tourism in Excess

Returns
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6.3.2 State-owned Enterprises

State-owned Assets Supervision and Administration Commission of Huangshan City

is the actual controller of Huangshan Tourism and it is a state-owned enterprise. By

comparing Figure 6.14 (top and bottom panel), it can be seen that the trends in the figures are

similar. Investors sold their shares in advance to avoid risks associated with the lockup

expiration. The stock price stabilized after the expiration date, while the overall impact of the

lock expiration had a long duration and greater depth.

Figure 6- 14 Comparison between State-owned Enterprises and Huangshan Tourism in

Excess Returns
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6.3.3 Lockup Ratios

The lockup ratio in the case of Huangshan Tourism is 5.39%, which is lower than the

average. A comparison of Figure 6.15 (top and bottom panel) shows that the trends are

similar in the two figures. Investors sold their shares in advance to avoid the impact of the

lockup expiration. Stock prices stabilized and rebounded after the lockup expiration date.

Figure 6- 15 Comparison of Excess Income of Companies with a Low Percentage of lockup

expiration and Huangshan Tourism
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The results of the case study of Huangshan Tourism are consistent with the

conclusions made on the basis of the study of the entire sample. It can also be inferred that

the private placement announcement has a huge impact on the market, which verifies our

conclusions from the previous analyses. First, the lockup expiration exerts the least

short-term impact on large-cap stocks, which lasts for a shortest duration; the lockup

expiration exerts a great impact on mid-cap stocks, which lasts longer; the lockup expiration

exert the greatest impact on small-cap stocks, which lasts for a short duration. Second, the

lockup expiration exerts a greater impact on SOEs for a longer duration, while having less

impact on private enterprises, which lasts for a short duration. The lockup expirations exert

the least short-term impact on large-cap stocks, which lasts for a shortest duration. Third, the

lockup expirations exert a greater and more lasting impact on stocks with above-average

lockup ratios, while they have a limited and less lasting impact on stocks with below-average

lockup ratios.
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CHAPTER 7

CONCLUSIONS AND RECOMMENDATIONS

7.1 Conclusions

The unlocking of stocks in lockups usually leads to negative excess returns. The

negative impact is mainly reflected before unlocking, especially in the five trading days

before unlocking, which may be due to that investors believe that the increase in the supply

of shares following the lockup periods often results in a decrease in both stock prices and

excess returns, thus driving the market to respond in advance. The negative effect after

unlocking is not significant. This study presents a preliminary quantitative study on the

impact of private placement and the factors that cause the difference in excess returns under

the impact. In addition, a detailed case study of Huangshan Tourism indicates that

announcements made at different time points regarding private placements lead to different

market reactions. The release of the plan on private placements by the board of directors and

the approvals of the private placements should be regarded as great news to the market,

stimulating increase in stock prices and affecting excess returns.

The statistical analysis presented in chapter 4 and the case study in chapter 6 verified

the hypothesis proposed in chapter 4. Specifically, the impact of lockup expirations following

private placements is related to the market value and the nature of the companies. The larger

the market value, the smaller the negative impact of private placement on the stock price.

SOEs are far more affected by the lockup expiration than private enterprises. The lockup ratio

is inversely proportional to cumulative excess returns, that is, the higher the percentage of

unlocking, the greater the negative impact of the private placement.

7.2 Suggestions

This study analyzes the advantages and disadvantages of private placements and the
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impact of corporate private placements on stock prices. It is of great significance to investors

but directly related to the interests of investors participating in private placements, thus

affecting the efficiency of resource allocation in China’s capital market. The efficiency of

resource allocation bears positive significance to the development and operation of China’s

financial market. With the continuous improvement of China's financial environment,

improving the financing efficiency of the securities market is important to ensure the growth

of enterprises. Therefore, this study suggests the following:

Understanding the impact of lockup expirations following private placements helps

the authorities develop regulatory strategies. If the shares to be unlocked are of a great value,

as in the market crash in 2015, the regulatory authorities should closely observe the

sentiments of participants in the market and introduce proactive plans against potential

impact to mitigate undesirable overreactions.

Moreover, the regulatory authority can direct the listed companies to issue timely

announcements on lockup expirations to inform the investors of the risks associated with the

unlocking of the stocks. Companies that violate regulations against information disclosure or

dissemination of misinformation incentivizing trading of stocks should be held responsible

for their misbehaviors and even be delisted in case of severe consequences. Regulatory

authorities seeking better market supervision should study the completed transactions for a

better understanding of the impact of lockup expirations on the market and individual stocks.

To diversify the underlying motivations of private placements into venture investment,

financing, and merging, the regulatory authorities should provide policy incentives to

encourage and promote private placements of high-risk and high-yield companies, while

using policies and regulations to restrict private placements in traditional industries only for

financing purposes.
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Although the scale of private placements has a relatively small impact on the market,

the impact of private placements become greater as the value of stocks unlocked after private

placements increases. Considering that lockup expirations have a great impact on individual

stocks, investors can develop trading strategies and undertake arbitrage operations consistent

with changes in stock prices before and after the expiration dates.

Numerous empirical studies have highlighted that stock prices are sensitive to the

effect of private placement announcements and react rather radically and acutely to the

announcements both before and after. Thus, there is notable information asymmetry in

China's domestic securities market. Therefore, some issues are yet to be addressed, such as

the proper mechanism for information disclosure by listed companies and the treatment of

related transactions. It depends on the joint efforts of market participants such as company

shareholders, institutional investors, and regulatory authorities to prevent the occurrence of

benefits transmission, information leakage, and the abuse of power by listed companies to

manipulate stock prices to profit from reducing shareholding at high prices so that the

interests of other investors can be safeguarded.
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