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ABSTRACT

The relationship between the legal protection of investors and
the development of stock market belbngs to the category of
financial determinants’ factors in the financial development
theory, which is one of the most cutting-edge research areas. So,
it has important theoretical significance that we study the
relationship between the legal protection of investors and the
development stock market in China. Although China’s stock
market has made great progress, there are still many problems in
practice, in which the most prominent is the existence of the
phenomenon that a large number of controlling shareholders of
listed companies plunder the interests of small shareholders and
the private benefits of control through direct or indirect
occupation, related party transactions, illegal guarantees and
other forms, which will increase the company’s agency costs,
reduce the company’s value, seriously hinder the normal function
of the stock market and healthy development. In essence, the
existence of the phenomenon of private benefits of which is seized

by the controlling shareholders of listed company is due to the
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lower level of legal protection of the interests of small investors.
It cannot limit or restrict the controlling shareholder in the
infringement from external control or external constraints. Thus,
it has important practical significance to study the development of
China’s stock market from the point of the legal protection of the
investors.

Since LLSV created the study paradigm of which researched
the development of stock market from the legal protection of the
investors, many domestic and foreign scholars have conducted a
number of follow-up study. But, most of their researches are
cross-comparative study of static, or explaining directly its
relationship between the actual empirical data. Other, the study
about the ownership structure of listed companies, private
benefits of control and the value of the company has little link
with the legal protection of the investors and the stock market.
They are often the study on a single issue. I try to put the
investor protection, ownership structure, the private benefits of
control and the stock market development into a unified
framework of analysis, which shows the role in the decision of
laws protect investors in China’s stock market. The logic is as
follows: a lower degree of legal protection for foreign investors
will lead to concentration of ownership structure of listed
companies, while the concentrated ownership structure and the
lower level of legal protection of investors will have a higher level
of private benefits of control, which increases the company’s
agency costs, lower value of the company, impede the healthy

development of the stock market. In addition, the empirical
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analysis, which about the legal protection of the investors and
listed companies, by vertical angle from the time can also verify
the value of the relationship between the legal protection of the
investors in the stock market impact and effect. The middle
variables of the article analyze is the private benefits of control,
the value of the company.

To the logic of the above, the author clarified the relationship
between the relevant variables by building models. To the
theoretical model of the relationships about the legal protection of
the investors, the private benefits of control, the stock market
and the value of the company, the article highlighted and assessed
the theoretical model of Edwards and Weichenrieder (1999) and
LLSV (2002). About the theoretical model of Edwards and
Weichenrieder (1999 ), which about the relationship of the
ownership structure of listed companies, the private benefits of
control and the the firm value, the author pointed out that its
shortcomings are that they did not put the legal protection of the
investors, which is the important external governance variables,
into the analysis framework, and did not reach the clear
conclusions, etc. About the theoretical model of LLSV (2002)
which translates the relationship between the legal protection of
investors, the ownership structure of the controlling shareholder
of the company and the value of company, the author pointed out
that it did not distinguish the reflection the separation of the
control and cash flow of the listed companies over the private
benefits of control, the value of the company. With the basic of

the above model, the author builded the model about the
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relationship between the legal protection of the investors, the
private benefits of control and the development of the stock
market and derived the clear conclusions. According to the
conclusions from the model, the author proposed five hypotheses
and guided the research of the article with them.

Based on the above understanding, this analytical framework
is as follows: First, this article will analysis and measure the level
and its trends of the legal protection of the investors in China from
the the vertical angle of time; second, the article will empirically
research the trends of the ownership structure of the listed
companies and the concentration of ownership in china, and
analyse the main types of agency costs of listed companies in
China by the situation of the concentration of ownership of the
listed companies, and translate the role of the legal protection of
investors investors accoding to the relationship between the legal
protection of the investors and the trends of the ownership
structure of listed companies; third, if the assumption of the
concentrating ownership was confirmed, this article will analyse
and measure the level of the private benefits of control of the
listed companies and its relationship with the legal protection of
the investors; fourth, this article will empirically study the
relationship between the legal protection of the investors, the
value of the listed companies and the develoship of the stock
market; finally, with the basic of the above analysis, this article
will make the concolusion of the relationship between the
development of stock market and the legal protection of the

investors in china and propose the targeted and forward-looking
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recommendations of policy.

The findings show that: the level of the legal protection of
the investors in china shows a rising trend, and the conclusions of
the comparative study shows that the level of the legal protection
of the investors in china is still low; the ownership concentration
of the china’s listed companies basically shows the trend of
gradual downward, only a small recovery from 2008 to 2010,
and the study of the country comparison shows that the higher
ownership concentration of the listed companies in china and the
main agency cost of the listed companies is the private benefits and
the trends of the relationship between the legal protection of the
investors and the ownership structure of the listed companies in
China shows in the opposite direction; the mean level of private
benefits of control of the listed companies in China is 18. 561 % ,
and the comparative study concluded that the China’s listed
companies has a high level of private benefits of control, and its
trends show the characteristics by stage, which dues to the the
implementation of the laws and regulations of the legal protection
of the investors and the developments of the control market.
Along with the promoving level of legal protection, the level of
private benefits of control obtained by the controlling shareholders
of the listed companies is falling; the relationship between the
indicators of the separation of ownership and control and the level
of private benefits of control shows no significant change in the
same direction; the relation between the level protection of
investors and the velue of the listed companies in china shows a

positive correlation, that, with a higher level of the legal
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protection of investors, the higher the level of development of the
stock market.

Based on the above findings, the article proposed three
recommendations of the policy of the development of our stock
market: we should further perfect the system of the legal
protection of investors and improve the efficiency of law
enforcement. We should take measures to promote and improve
the control market in china, and inhibit the private benefits of
control through optimizing the structure of the corporate

governance.
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