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The main problems tackled by this thesis are private benefits
from control of listed companies in China and its effects on the cor-
porate efficiency and financial development. Research on these is-
sues mainly involves the following areas: first, the measurement of
private benefits of control of listed companies in China; secondly,
the factors that determine the private benefits of listed companies in
China; thirdly, the impacts of private benefits of control on corpo-
rate efficiency; fourthly, how private benefits of control affect fi-
nancial development.

The logic behind these aspects is as following. This study is to
focus on the interest conflicts between controlling shareholders and
small shareholders. The agency problem between control share-
holders and small shareholders is on the basis of the other three is-
sues. The basic characteristics of conflicts between controlling
shareholders and small shareholders is that the former seeks private
benefits at the cost of the latter’s interests. Under the premise of
measuring the size of benefits, to research what impacts them will
become the proper meaning. Though private benefits are consumed
exclusively by controlling shareholders, they are one part of the
company’s total value. How much and how the controlling share-
holder consumes the benefits will impact over the company’s con-

duction and efficiency. Because a company is the basic unit of equi-
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ty markets and modern economy, private benefits of control of
companies will effect financial development also. To sum up, the
study on the latter two issues is the natural extent of the first one.

The main features of the modern company raised by Berle &
Means (1932) are the separation between ownership and control
because of dispersed shareholders. Based on the principal-agent
framework, Jensen & Meckling (1976) studied the conflict be-
tween the external shareholders and the company’s internal manag-
ers. Shleifer & Vishny (1997), La Porta, Lopez-de-Silanes, Shle-
ifer (1999, later known as the LLS, 1999), and other researches
found that in European and East Asian countries and regions con-
trolling shareholders widespread. These shareholders often ran
companies by pyramid structure, the dual share ( dual-class
shares), and other ways to strengthen its control of the company
and the separation between ownership and control (Claessens et al,
2000; Faccio & Lang, 2002 ). As the capacity of the controlling
shareholder of the company in the exercise of control and decision-
making is often beyond their responsibilities and obligations, the
acting conflict between controlling shareholders and small share-
holders arises. In other words, the controlled shareholders have
the ability and motivation impinge on the interests of small share-
holders. Johnson et al. (2000) said that controlling shareholders of
listed companies can tunnel companies recourses to get private ben-
efits. But Friedman et al. (2003) pointed out that in certain cir-
cumstances, controlling shareholders may also use their own re-
sources to prop and to maintain the operation of listed companies.
Grossman & Hart (1988) suggested the formal concept for private
benefits of control for the first time, Barclay & Holderness (1989)

researched private benefits of control systematically for the first
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time. Barclay & Holderness (1989) and Zingales (1994) use block-
trade premium approach and voting premium approach to measure
the size of private benefits separately. Dyck & Zingales (2004)
made a comparative study on the size of private benefits of the
world's major countries and found that the ownership structure and
legal mechanisms have significant impact on the size of private ben-
efits.

It's a common situation that major shareholders control almost
all of a listed company’s resources in China. Based on foreign re-
searchers’ methods, Tang and Jiang (2002), Ye (2003), Shi
(2003) and Ma (2007) measure the size of the private benefits of
control in China’s listed companies and analyze the factors influen-
cing private benefits. After reviewing the related literatures in Chi-
nese in this field, we find that the researches on the private benefits
of control are sporadically seen in the literatures on corporate own-
ership, control, and investor protection. Systematic studies on the
problem of private benefits of control are quite rare. In fact, as the
focus of the conflict between controlling shareholders and small
shareholders of listed companies, private benefits of control in-
volves not only the company’s shareholding structure and govern-
ance mechanisms, but also the external regulatory environment and
competition condition in the market. The latter is the new perspec-
tive of corporate finance study. For that reason, this dissertation
focuses on the size, determinants, and effects of private benefits of
control.

In my viewpoint, the study on the private benefits of control in
China is very important for the following two respects;

On one hand, from theoretical dimension, the study on the

private benefits of control helps to clarify some basic theoretical
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problems, which includes: 1) the relationship between ownership
structure and private benefits of control for listed corporations; 2)
the value judgment about the private benefits of control, including
the effects on microeconomic agents (listed companies) and macro-
economic indicators. The discussion of those issues has positive
significance for enriching our research on corporate finance. Fur-
thermore, as one of the biggest developing and transition econo-
mies, China has good prospect of development and development
characteristics different from the western countries, Many prob-
lems in China cannot be explained with established western theo-
ries. As China economy has been rapidly developed, the economic
and financial development in China is attracting more and more re-
searchers from abroad. At present, the researches on China's econ-
omy are burgeoning in both Chinese and foreign learning communi-
ties and more and more results are reached. This paper is expected
do some contribution for constructing the theoretical mansion of
corporate finance in China.

On the other hand, from the practice perspective, research on
the private benefits helps: 1) to analyses the effects of ownership
structure on corporate governance and efficiency, 2) to fully under-
stand the problem of “one-stockholder-dominance” in public compa-
nies in China, 3) to further perceive the infraction against small
shareholders by controlling shareholders, and 4) to put forward
reasonable suggestions to improve the mechanism of investor pro-
tection in China and enhance the healthy development of our finan-
cial and stock markets.

This study deployed around the problems put forward above.
The existing theoretical and empirical literatures are the basis of

the whole research, which are reviewed at the first part of this the-

DD>DDDD--




D LBAALEHREF, LARESSMER

sis following the introduction, After literature review, this paper
engages in measuring the size of the private benefits of control, dis-
cussing the determinants of it, analyzing the role of the private
benefits of control in economic development from micro— and mac-
roeconomic level, and putting forward corresponding policy sugges-
tion,

Based on the data of control transactions in China, we find
that the scale of the private benefits of control in china is higher
than abroad, but hold an intermediate position among the develo-
ping and transition countries. Furthermore, our empirical research
shows that the factors affecting the private benefits of control in-
clude: 1) the share of the controlling shareholder, which has posi-
tive impact on the private benefits; 2) the share of circulating
stocks, which is negatively related with the private benefits; 3) the
debt ratio of company, which has positive effects on the private
benefits significantly; 4) the ownership property of the transferee
of control has significant effects on the transaction premium.

In theory, the private benefits of control have uncertain effects
on the efficiency of company, positive for some cases and negative
for the others. Which effects will appear ultimately? It will lie on
the relative size of improvement in company performance caused by
the controlling shareholder in one hand, and the private benefits of
control in the other hand. Given the controlling stockholder will.
improve the company performance after it has gotten the private
benefits, and the improvement in company performance is bigger
than the size of private benefits of control, we can conclude that
the private benefits of control will have positive effects on company
efficiency at this case, and negative otherwise. Because of the pri-

vacy of the private benefits of control, it is difficult to measure it



accurately. As an approximation, we construct a model to gage the
effects of private benefits on the company performance according to
whether the private benefits do goods for company efficiency. Our
result shows that the effects of private benefits of control on com-
pany efficiency are uncertain, and that the more efficient transfer-
ees of control have positive effects on company efficiency. The em-
pirical research conducted in this article confirms this conclusion.

As far as the effects of private benefits on financial develop-
ment, previous studies show that the more the private benefits of
control, the higher the hurdle before equity market development
(Dyck & Zingales,2004). Based on theoretical analysis and empiri-
cal test, we find that the relation between the private benefits and
stock market (financial in general) development is not linear, but
similar to inverse U-shape curve. The private benefits of control
positively relate with financial development in the early stage of fi-
nancial development and the period of bad protection for investors,
and negatively relate with financial development in the stage of
good protection for investors. Based on the sample of listed compa-
nies in China, we confirm that the private benefits of control have
significant and positive correlation with financial (stock market)
development,

This dissertation makes three aspects of scientific innovation,
two of which involves research content, while the other of which
falls into methodology.

The innovation of research content. This study expand the ex-
isting the researching extent of the private benefits abroad and at
home. For the first time, this article performs the theoretical and
empirical research on: 1) the private benefits of control in China’s

listed companies, 2) the relationship between the private benefits
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of control and financial development.

Methodology innovation, Also for the first time, this thesis
relates the private benefits of control in microeconomic level with
financial (stock market) development in macroeconomic level, con-
structs theoretical models and demonstrates that the private bene-
fits of control have impact on financial development. Furthermore,
we try to find right microeconomic foundation for financial develop-

ment theory and test the hypothesis based on data of China.

Keywords: Private Benefits of Control; Corporate Efficiency;

Financial Development
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