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Abstract

Abstract

With the booming development of the capital market, although financing channels are
becoming increasingly diversified, given the relatively high financing threshold, financing
channels are limited for many companies. The direct trading behavior of stocks held by
controlling shareholders faces many restrictions from regulatory authorities, but the equity of
listed companies is easy to evaluate and circulate, and the risk of financial institutions not
being able to recover is low. Financial institutions can provide loans with confidence, and
controlling shareholders can easily obtain financing by pledging their equity. Equity pledge
provides a convenient financing channel for most companies and to some extent solves the
problem of limited corporate financing. However, equity pledge also carries certain risks. The
equity pledge of controlling shareholders is easily affected by market stock prices. If the stock
price continues to decline, controlling shareholders need to supplement the pledged funds. If it
falls to the bottom line, it may be forced to close the position. Affected by the equity pledge
behavior of the controlling shareholder, managers may increase their short-sighted behavior
due to their own financial difficulties, affecting the innovation of the enterprise, exacerbating
financial crises, and thus triggering the risk of control transfer of the enterprise. In order to
maintain a stable stock price, controlling shareholders will promote production, increase
corporate performance, increase corporate profits, and thus increase corporate value; It is also
possible that due to environmental changes, the company's performance may not be ideal,
negative news may have an impact, investors may not be optimistic about the future
development of the company, and the stock price may decline, thereby damaging the
company's value. Everything has two sides, and the same goes for the pledge of controlling
shareholder equity, which has both positive and negative effects. Studying the economic
consequences of controlling shareholder equity pledge and preventing its negative effects is of
positive significance for the development of enterprises.

This article takes the development and current situation of equity pledge as the research
background, analyzes the research significance of this article, and uses literature research,
case analysis, and event study methods to study the equity pledge of controlling shareholders.
Based on the relevant theories of controlling shareholder equity pledge, this study takes the
private enterprise of Wenke Landscape, a small and medium-sized traditional landscaping
business, as a case study. Combining with the development of the landscaping industry, the

operating overview and equity structure of Wenke Landscape are introduced. The details and
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proportions of controlling shareholder equity pledge are statistically analyzed, and compared
with the proportion of controlling shareholder equity pledge in landscape enterprises in the
same industry. The proportion of controlling shareholder equity pledge in Wenke Landscape is
high. At the same time, the reasons for the pledge of controlling equity in Wenke Landscape
are analyzed. On the basis of the case study, an in-depth analysis will be conducted on the
economic consequences and impact paths generated by the equity pledge of the controlling
shareholder of Wenke Landscape. Through the event study method, it is analyzed that the
short-term market response of the equity pledge of the controlling shareholder of Wenke
Landscape to the stock price is negative. The equity pledge of the controlling shareholder
focuses on current business while neglecting innovation investment, and may bring short-term
financial risks, as well as financial difficulties of the controlling shareholder and the
enterprise leading to the transfer of control. At the same time, an analysis is conducted on the
impact path of the economic consequences of the equity pledge of the controlling shareholder
of Wenke Landscape: the equity pledge of the controlling shareholder transmits negative
market effects through a high proportion of equity pledge, the high cash dividend policy
reduces innovation investment, and the dependence on loose credit policies affects financial
performance. Finally, it is concluded that the equity pledge of the controlling shareholder in
the Wenke Landscape industry is not suitable for the development stage of the enterprise. The
high proportion of equity pledge by the controlling shareholder inhibits the innovation vitality
of the enterprise and deteriorates the operating performance of the enterprise, leading to
changes in control rights. Based on the conclusion of this case, it is proposed to strengthen the
supervision mechanism for managing differences in equity pledge, strengthen equity pledge
constraints, and suggest enterprise incentive mechanisms, as well as establish and improve

internal risk management mechanisms for controlling shareholder equity pledge.
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