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Are Government Subsidies Contributed to the “Feast” of
Private Placement Indirectly?

.1 1 . 2
Peng Shaobing , Wang Yu, Zheng Weihong
(1. School of Accounting, Southwestern University of Finance and Economics, Chengdu 611130, China;
2. School of Business, Sichuan Normal University, Chengdu 610091, China)

Summary: High discount rates of private placement are an important way to realize tunneling for large
shareholders, which is a continuous attention from theorists and practitioners. Previous research focuses on fin-
ancial factors, ownership structure and other micro level factors, ignoring the impacts of macro level factors.
Based on the macro environment system of China, this paper examines how government subsidies affect the
discount rates of private placement from a new perspective of government subsidies, through the analysis of
the pricing mechanism of private placement. The empirical results show that high-level government subsidies
lead to the high fixed discounts, but the relationship between government subsidies and private placement dis-
counts varies with property right nature and objects who will buy the shares. The details are as follows: first,
high-level government subsidies lead to high fixed discounts, because on the one hand, government subsidies
help to release good news, making the secondary market prices higher, and on the other hand, they also help to
bring down SEO prices by the agency costs that it has caused, but the former effect is higher than the latter.
Second, the positive correlation between government subsidies and the discount rates of private placement is
more significant in state-owned enterprises. On the one hand, compared with private enterprises, state-owned
enterprises can release more good news (the support hand of the governments ) , amplifying the positive effect
of government subsidies, and the prices of the secondary market are more easily to be overvalued; on the other
hand, the agency costs of state-owned enterprises are greater (the governments’ grabbing hand) , and the ef-
fects of agency costs caused by government subsidies are magnified, thus the reduction in the SEO prices is
greater; but the former effect is higher than the latter. Third, considering there are differences among the ob-
jects of the private placement, this paper pursues research from the following three major cases, namely parti-
cipation of only large shareholders, participation of only institutional investors, and participation of both large

shareholders and institutional investors. The empirical results are as follows: ( 1)the positive correlation is
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