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Abstract

This paper tries to study venture capitals’ exit behavior and the influence on stock
market. In this paper, we explore the following three questions progressively. First of
all, we investigate the influence of venture capitals’ divestment speed on the listed
companies’ performance and venture capitals’ investment profit. Secondly, the venture
capitals’ transaction data enables us to explore whether venture capitals involve in the
insider trading and how the situation varies with their characteristics. Finally we
examine the market reaction to the venture capitals’ divestment. Based on a sample of
605 venture capitals from 2007 to 2012, this paper provides an empirical study and
draws a few conclusions as follows. The venture capitals’ holding periods have no
significant effects on the listed companies’ performance. Venture capitals establishing
early, non-syndicate and participating have longer holding periods. Further, venture
capitals with long holding periods have lower initial investment prices and higher
overall investment profit, but worse divestment profit because of holding the market.

We also find venture capitals appear insider trading behavior in principle. Among
them, the syndication venture capitals divest more before earnings announcement
with insider information. Venture capitals participating in the board and holding long
periods wouldn’t take advantage of insider information to divest for extra profit. And
the old venture capitals have insider trading behavior in some extent. Finally there is a
negative relationship between venture capitals’ divestment and the firms’ market
performance in both short and long future.

This study not only observes venture capitals’ exiting behavior directly on the
transaction level, measures the IPO investment profit precisely, provides direct and
reliable evidence for venture capitals’ insider trading behavior, but also has important
practical significance. First of all, it contributes to the security regulatory agency
improving the efficiency of supervision. Secondly, it helps start-ups choose venture
capital partners with less information asymmetry. At last, it’s also helpful for investors
to judge the future performance of the listed companies.

Key Words: Venture Capital; Investment Profit; Insider Trading
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