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A Study on the Reduction and Motivation of Original Shareholders Holding IPO’s Restricted Shares
ZHANG Cheng-rui', WANG Hua®, LIANG Si-ning'
(1. Economic and Management School of South China Normal University, Guangzhou, Guangdong, 510006, China;
2. Accounting School of Guangdong University of Finance and Economics, Guangzhou, Guangdong, 510320, China)

Abstract ; With the end of the reform of non-tradable shares in China, restricted shares from the reform is reduced
year by year, however the IPO’s restricted shares increased significantly. After the IPO’s restricted shares are released
from its lock-up period, the original shareholders selling and reducing the released shares is very common, and it ap-
pears that the inside large shareholders deprive the outside small and medium shareholders’ interests by malicious reduc-
tion of shares. However, the current domestic literature on the restricted stock is still focused on the one from non-trad-
able shares reform. After the reform of non-tradable shares has ended, the reduction behavior character and motivations
of the IPO’s original shareholders deserve special attention in the new era of market supervision and investor protection.
Therefore, this paper takes the reduction events of the original shareholders after the IPO’s restricted shares” lock-up pe-
riod ending from 2009 to 2012 as samples, groups the original shareholders according to their influence power to the com-
pany and the property of controlling shareholder’s ownership, and comparatively and empirically analyze the reduction
behavior, market impacts and selling motivations of different types of original shareholders .

The results show: (1) From 2009 to 2012, with the release scale of IPO’s restricted shares increasing, the
number of companies which shares are reduced by the original shareholders rises . However, That the controlling
shareholder and the original shareholders of the state controlled enterprises reduce shares becomes gradually cau-
tiously. In order to avoid regulations, the reduction behavior of the original shareholders arises new trend, from
heavy reduction at a time to small amount but time after time. (2) The stock price fluctuates unusually around the
reduction announcement, and we find that the original shareholders has vicious reduction behavior after the IPO’s
restricted shares released. They time sales successfully and make abnormal profit from the deprivation of outside in-
vestors by reduction of IPO’s restricted shares. The reduction of shares by different type of original shareholders has
different market impacts, the signs of artificial control and negative influence on market are especially seriously
when reduction occurred by the controlling shareholders, non-controlling substantial shareholders, as well as in pri-
vate control companies. (3) The reduction motivations of different type of original shareholders are dissimilar. The
main reason for the reduction of controlling shareholders is of company performance decline and the low local law
level, and the possibility of pursuing profit and cash by original shareholders of state-owned companies would in-
crease when the proportion of controlling shareholders reduces. The causes of non-controlling large shareholders’
sales is related to avoid risk and choose time to arbitrage, such as company overvalued, high concentration of share-
holding, big size of lockup expiration, particularly in the private controlled companies. However, the small and me-
dium original shareholders reduce shares mainly because of the poor investor protection of local law.

The results implicate that it is highly important for outside small and medium investor protection to implement
classification supervision according to the reduction reasons of different categories of the original shareholders, in-
crease costs of the illegal, improve information transparency, and strengthen the supervision of malicious reduction
and cash withdrawing respectively by the controlling shareholders, non-controlling large shareholders of IPO’s firms,
and those original shareholders in private controlled companies. Our study provides solid theoretical and empirical
support for the suppression of insider trading, promotion of investor protection and securities market supervision in
the full circulation era.
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