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On Listed Companies’ Preference for Equity Financing from
a Perspective of Ultimate Ownership: Private Benefit of
Control and Separation of Financing Demand

Ni Zhongxin', Wu Kaiwen”, Zhou Yahong®, Bian Sikai’

(1.School of Economics, Shanghai University, Shanghai 200444, China ;
2.School of Accountancy , Shanghai University of Finance and Economics, Shanghai 200433, China ;
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Abstract: This paper studies listed companies’ preference for equity financing in China
from a perspective of ultimate ownership. At theoretical level, it introduces equity fi-
nancing decision into the LLSV model to reveal the origin of listed companies’ preference
for equity financing. It shows that the tunneling of controlling shareholders is highly correlated
with equity financing scale and the demand for equity financing in listed companies is fea-
tured by separation, namely the demand for investment-based financing with high returns
and the demand for appropriation-based financing with low returns. At empirical level, this
paper makes a regression analysis of new shares scales of 1118 equity financing cases from
1803 A-share listed companies from 2007 to 2013 by using Tobit model with restricted de-
pendent variables. The results of empirical study confirm the hypothesis of separation of fi-
nancing demand. This paper provides theoretical explanation and empirical evidence for the
tunneling of controlling shareholders in financing process.

Key words: ultimate ownership; equity financing; tunneling; Tobit model
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