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Overrating One’s Own Strength? A Research on the
Market Reaction to Minority Shareholder Litigation

Zhao Ruirui, Chen Yunsen
(School of Accountancy, Central University of Finance and Economics, Beijing 100081, China)

Summary: Safeguarding the rights of minority investors is a crucial task in maintaining the healthy de-
velopment of the capital market. The report to the 20th National Congress of the Communist Party of China
emphasized the need to strengthen and improve modern financial supervision. In the process of enhancing
modern financial supervision, a multi-level public enforcement mechanism has been established to deter secur-
ities violations, including administrative supervision and inquiry letters. However, compared to the strong de-
terrent effect of the public enforcement mechanism, the private enforcement mechanism in China is still imper-
fect, and its effectiveness is not optimistic. Enhancing the legal infrastructure for minority shareholder litiga-
tion is of significant importance in protecting the rights of minority shareholders and promoting the healthy
and high-quality development of the capital market.

This paper aims to investigate how the capital market perceives the practice of judicial relief for minority
shareholders. The findings reveal that the capital market has a significantly negative reaction to shareholder lit-
igation. This negative reaction is more pronounced for cases related to securities misrepresentation and class
actions. Additionally, the market reaction becomes increasingly negative as more money and more people be-
ing involved, and lawsuit support from China Securities Investor Services Center being obtained. The market
reaction is also more negative for companies with higher risks of violations, lower awareness of investor pro-
tection, lower quality of information disclosure, and better external information environment. Further analysis
shows that after the approval of the new “Securities Law” , the market reaction to the characteristics of minor-
ity shareholder litigation becomes more sensitive, which indicates that the legal construction in the capital mar-
ket can improve the deterrent effect of minority shareholder litigation. The conclusions show that minority
shareholder litigation has a deterrent effect, but its information content depends on the consolidation of legal
infrastructure.

The marginal contributions are as follows: First, this paper provides empirical evidence on the effective-
ness of minority shareholder litigation under the background of Chinese system. Second, this paper enriches
the research on the legislative impact on the capital market. The study suggests that the implementation of the
new “Securities Law” improves the legal infrastructure of the capital market. Third, this paper offers policy
implications for improving the mechanisms of protecting the rights of minority shareholders and promoting the
high-quality and healthy development of the capital market. Importantly, it provides policy insights on how to
implement the requirements outlined in the report to the 20th National Congress of the Communist Party of
China regarding the standardized development of the capital market.
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