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Stock Market Segmentation, Large Shareholders Control and Equity

Financing Preference of Chinese Listed Firms
Jiang Wei
(Center for Financial Studies, School of Management, Xiamen University)

Abstract: In this paper, it is proposed that it is not efficient to explain the equity financing
preference of Chinese listed firms based on financing cost. The empirical results in this paper
show that, under the weak investor protection and special dual stock market structure, large
shareholders, who hold large non-tradable shares, can make rights offering priced much higher
than net wealth per share. Through this way of tunneling from tradable shares held by minority
shareholders, large shareholders can acquire large increase in net wealth per share, and lots of
increase in equity value, in this reason, large shareholders have strong motivation to prefer equity
financing, which leads to the equity financing preference of Chinese listed firms.
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