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Highlights
e Blockholders sell shares during rights-trading periods to depress prices and buy rights cheaply.

e Rights-trading windows show significantly negative abnormal returns, especially near the end.

e Top rights buyers are also the largest pre-period sellers, indicating manipulation.

e Manipulation causes wealth transfer from retail investors to blockholders.

e A small group of institutional investors repeatedly engages in this behavior.
Abstract

Rights offering is the main equity financing method in the secondary market
by listed companies in Iran. Rights are traded for a pre-determined period and
subsequently, rights whose shareholders do not participate, are auctioned off by
an underwriter. We find evidence of extensive price manipulation by blockholders
during the rights offerings on the Tehran Stock Exchange (TSE). Specifically, we
find that blockholders on average sell between 1-2 percent of shares outstanding
during the rights trading period, which leads to significant drop in stock and rights
prices. This allows them to purchase rights from non-participating shareholders at
a discount, which in turn leads to wealth transfer from non-participating
shareholders, usually retail investors, to the blockholders. Our findings contribute
to our understanding of the conflict between blockholders and minority
shareholders and the methods of tunneling by large shareholders in markets with
weak legal protection.
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Introduction

Rights offerings are the dominant equity-financing mechanism for publicly
listed firms in Iran. Existing shareholders receive tradable rights to purchase
new shares at a preset price; unexercised rights are later auctioned by an
underwriter. Although intended to prevent dilution, market participants have
long suspected systematic price manipulation during rights-trading periods—
particularly by large shareholders (blockholders). The alleged mechanism
involves blockholders depressing stock prices through selling, allowing them
to acquire unexercised rights at artificially low prices and transfer wealth from
non-participating (often retail) investors.

This study examines the extent, mechanisms, and consequences of such
manipulation on the Tehran Stock Exchange (TSE). It contributes to the
corporate governance literature by focusing on emerging markets with
weak investor protection, where blockholders may act as both monitors
and expropriators. While concentrated ownership can mitigate managerial
agency problems (Shleifer & Vishny, 1997), it can also facilitate tunneling
from minority shareholders (Johnson et al; 2000). Trade-based price
manipulation represents one such tunneling channel, especially when
blockholders possess informational and trading advantages.

Despite widespread anecdotal claims, no prior study has systematically
documented manipulation in TSE rights offerings. Similar concerns have
prompted regulatory responses elsewhere (e.g; disclosure rules introduced
by the UK Financial Services Authority in 2008). This paper fills that gap
by testing whether blockholders routinely depress prices during rights-
trading windows, quantifying the magnitude of the behavior, and assessing
its impact on returns and ownership outcomes.

The analysis focuses on abnormal returns during rights-trading periods,
blockholder selling and subsequent rights purchases, and the relationship
between these actions and cumulative abnormal returns. The study is aimed
at financial economists, regulators, and policymakers concerned with
market integrity and investor protection in emerging markets. The
empirical approach follows established theories of trade-based
manipulation (Allen & Gale, 1992; Aggarwal & Wu, 2003), exploiting the
fact that rights-trading calendars are exogenously determined and unlikely
to coincide with genuine changes in firm fundamentals.

Methodology

The study uses a quantitative, multi-stage research design combining
event-study methods, ownership analysis, and panel regressions. Stock
returns and trading data are obtained from the TSE database, while daily
ownership records for shareholders with at least 1% stakes are
programmatically extracted. Information on rights offerings, including key
dates and trading windows, is manually collected.
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Abnormal returns are computed over standardized event windows
aligned relative to the end of the rights-trading period. A custom market
index composed of firms undergoing rights offerings is used to calculate
abnormal returns, with CAPM-based measures serving as robustness
checks. Ownership changes are measured as cumulative net selling by
blockholders, expressed as a percentage of shares outstanding.

To identify manipulation-consistent behavior, expected rights
entitlements are calculated based on pre-offering ownership and compared
with post-offering outcomes. Blockholders in the top decile of excess
rights purchases are classified as manipulation candidates. Panel
regressions with offering-level fixed effects link blockholder selling
behavior to cumulative abnormal returns.

The final sample covers nearly the full population of eligible TSE rights
offerings, comprising over 600 offerings and more than 3,600
blockholder—event observations. All data are publicly available, and no
human subjects are involved.

Results

The event-study reveals large and persistent negative abnormal returns
during rights-trading periods, averaging —11% to —14%, with price declines
accelerating in the final weeks of trading. Trading volume in rights spikes
near the deadline, consistent with strategic timing of sales and purchases
rather than information-driven trading.

Ownership data show that blockholders are net sellers during rights-
trading windows, selling on average about 2.7% of shares outstanding,
with legal entities selling more aggressively than individuals. Blockholders
who later acquire unusually large amounts of unexercised rights are
typically the same investors who sold heavily earlier in the period.
Regression results indicate that these manipulation candidates sell
significantly more shares than other blockholders, and their selling has a
strong negative effect on cumulative abnormal returns.

Both individual and institutional blockholders engage in manipulation-
consistent behavior, though institutional investors account for most
repeated cases. A small group of institutional blockholders emerges as
systematic manipulators, participating in multiple offerings and accounting

for a disproportionate share of suspected tunneling activity.

Discussion and Conclusion

The evidence strongly supports the presence of systematic price
manipulation during rights-offering trading periods on the TSE. The
observed patterns align closely with theoretical models of trade-based
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manipulation: blockholders depress prices through selling and
subsequently acquire unexercised rights at discounted prices, undermining
the protective intent of rights offerings and transferring wealth from
minority shareholders.

These findings highlight a significant corporate-governance weakness
in markets characterized by concentrated ownership and limited
enforcement. They also reinforce international evidence that equity
offerings are particularly vulnerable to manipulation.

From a policy perspective, the results suggest a need for stronger
regulatory oversight, such as enhanced disclosure of large sales during
rights periods, improved market surveillance, or redesigned auction
mechanisms for unexercised rights. More broadly, the study provides a
framework for quantifying tunneling risk and evaluating investor-
protection reforms, while leaving open questions about coordination
among manipulators, the role of liquidity and firm visibility, and potential
spillover effects on other corporate actions.
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