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Does Market Timing of Refinancing Deteriorate Firms’ Operating Performance?
WANG Zhen-shan, WANG Bing-yang

(School of Finance, Donghei University of Finance and Economics, Dalian, Liaoning, 116025, China)

Abstract; Listed companies can raise long-term funds through the capital market, to grasp the opportunity of
development. The market timing theory points out that, listed companies prefer to make use of the opportunity of o-
vervalued share price to issue stocks, through which they can obtain greater financing benefits. Although China has
carried out the strict issuance approval system for a long time, listed companies can still lock the issue price before
the examination and approval process through private placement, which is a refinancing method becoming popular
in recent years. This means that Chinese listed companies have the ability of market timing. The market timing the-
ory has been fully verified in the recent bull market of China. In the context that China’s economy has entered the
new normal, the prosperity of the financial market should benefit the development of enterprises. Therefore, the re-
lationship between firms’ market timing behavior and its operating performance has become the focus of this paper.

The practice of capital market both at home and abroad has shown that listed companies’ market return and
operating performance often decline in a long-term after equity refinancing. This phenomenon is also called “SEO
performance puzzle”. Compared with the normal equity refinancing, the market timing behavior is specific in finan-
cing purpose, equity cost and the size of raised funds, which may exacerbate its negative impact on operating per-
formance. On the one hand, the market timing behavior improves the size of the raised fund through the misprice of
stock. It will put forward higher requirements on the ability of management planning and market estimation of com-
pany managers. Therefore, it is easy to cause the decreasing marginal revenue when the short-term investment oppor-
tunity is limited. On the other hand, some enterprises are eager to grasp the short timing of refinancing, causing that
the investment plan is often not scientific and prudent enough. This violates the principle that “financing comes from
the investment demand”, and will increase the subjectivity and arbitrariness of investment project selection greatly.

For private placement, major shareholders of listed companies are both important policy makers and partici-
pants. The major shareholders who participate in the subscription of private placement will pay more attention to the
results of company’s operation, and supervise the managers more actively. Therefore, the listed companies usually
offer an issue price discount as the compensation for the support behavior of major shareholders. However, in the
case of market timing, excessive issue price limits the compensation received by major shareholders, resulting in
lower enthusiasm for participating in the company’s operation and supporting the development of enterprises. In ad-
dition, the excessive payment will increase the liquidity pressure of major shareholders and strengthen their oppor-
tunistic motivation. Altogether, the behavior that large shareholders participate in the subscription of private place-
ment may strengthen the negative relationship between market timing and operating performance.

With the data of firms implementing private placement in Shanghai and Shenzhen A-share market from 2007 to
2012 as a sample, this paper use the difference in difference method to investigate the influence of market timing on
operating performance. The results show that, private placement will lead to a decline in operating performance,
while the performance of market timing firms decline more obviously. Major shareholders’ behavior can affect the
relationship between market timing and operating performance. When major shareholders participate in the sub-
scription of private placement, the negative impact of market timing on operating performance is more prominent. If
raised funds are used for mergers and acquisitions, market timing will not have a significant impact on operating
performance. Our research shows that the active capital market does not mean the prosperity of real economy. Only
by strengthening the internal control on the use of funds, can the real economy benefit from the coordinated devel-
opment of enterprise and capital market.

Key Words: market timing; operating performance; major shareholders’ participation; difference in differ-
ence method
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