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ABSTRACT

When the young securities market of China has experienced
a lot of cases about earnings manipulation, financial statement
dressing, fraud listing and major shareholders occupying assets
of firms, such as QiongminYuan Event, Hongguang Event,
Eastern Boiler Event, Daqing Lianyi Event, Guojia Event, St
Zhengbaiweng Event, St Jinman, ST Monkey King, Kangsan
Group, Liming Garment, Tonghai High Tech, 999 Pharmacy,
ST Zhangjiajie, Maikete, Eastern Electronics and Xin Guan Xia,
understanding of people about shareholders protection, especial-
ly minority shareholder protection is more and more profound,
and demands of society about the mechanism of minority inter-
ests protection are more and more imperative .

Interests of minority shareholder suffered invasion, which is
not only a specific event of China, and other counties, including
developed ones but also are subject to invasion. The difference
between counties is the different degree suffered. Problems of
minority shareholder interest protection have been one of hot
topic of the current academic, especially in USA. Although
problems of China about minority shareholder interest protection
is not very satisfying, there is hardly any schelar does such re-

search.
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Minority shareholder is puny collective in other counties in
spite of China, and their inferior position in corporate governance
makes their interest more easily invaded. As an exterior institu-
tional arrangement about the duty, power and interests between
shareholders and managers, corporate governance includes a lot
of contents. But corporate governance movement usually has
considered focus on the relationship between major shareholder
and management, and the relationship between minority share-
holder and management is often neglected. Under the state of
disperse ownership structure, this is the key of corporate gov-
ernance, but in the economy of high concentrated ownership, the
relationship between shareholder and management is just one fac-
et of problems, which is often not important one. In fact, major
shareholders have large share among capital suppliers, and they
have incentives to conquer problems of free fide problems during
supervision, and they have capability to control agency costs and
vindicate their interests. ‘However, due to their inferior position
in corporate governance, minority shareholder not only under-
takes agency costs because of opportunism behavior of manage-
ment, but also is subject to invasion from major shareholder.
Therefore they are subject to two impairments from major share-
holder and management.

The two impairments are from the damage because of oppor-
tunism behavior of unqualified management on the first place,
which is called agency costs, and all shareholders must under-
take the costs. However, due to above reasons, minority share-
holder is more incapable. On the other place, the impairments

are from control shareholder. In the business theory, we often
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call it as plunder or expropriation, which is the behavior of con-
trol shareholder to use its control position to expropriate minori-
ty shareholder. Agency costs and expropriation have close rela-
tion. When major shareholder control management or manage-
ment has large ownership, agency costs and expropriation often
change one. Although major shareholder does not join the opera-
tion of firms, managers do decisions favorable to major share-
holder in order to get support from them. In such state, agency
costs directly express as expropriation from major shareholder.
The expropriation of minority shareholder from major sharehold-
er is a popular issue, and especially in counties of concentrated
ownership, the expropriation is frequent. '

Although in the third session of fourteenth conference of
CCP, our country clearly put forward to construct social market
economy, and develop capital market. But during the construc-
tion of securities market, there are a lot of traditional administra-
tive ideas used to development of emerging securities market. At
the found of our securities, the authorities put it on the path of
traditional administration under arrangement of forceful institu-
tional transition, and capital market is severely administratelized
and governmentlized. The government is not only coach, but
participants.

In the governmentlized capital market, the securities market
appears some characteristics of low level of governance, and the
state of restrained finance of developing counties also exists in
China. There is no institution innovation in the selection of listed
firms, and China also use the old examine and approve system of

plan economy. The initial goal of foundation of securities mar-
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ket, especially stock market of China is to attempt of reform of
SOE. Our government originally wanted to foster stock first,
and then support the stock market by reformed SOE. But with
stated owned banks changed into the second public financial
source, the stock market changed into a tool to solve the prob-
lems of high debts and cash difficulties of SOE and to reduce
credit risk accumulated by the system of state owned commercial
banks. Although a lot of private firms of high-tech small busi-
nesses have excellent performance and prospects, they cannot en-
ter the market to raise imperative capital.

The long planning management of securities market must
cause the default in the inside efficiency of it. During the process
of transitional path, government-oriented economy system natu-
rally produces government-oriented raising system. Because cap-
ital market itself is a product of high marketlization, the inside
power of market and administrative power from outside will
cause conflict and fiction, and lead to large institutional costs of
fiction.

As we all know, most of listed companies are from SOE.
Thus their limitation results from original institutional defect of
SOE. During the transitional process of market economy, a large
number of firms have not key competitive power. The authorities
need to support these them for the strategic goal. However,
most SOE undertake many policy burdens, which resulted from
the system before transition. Because potential vouches of gov-
ernment for business are from policy burden resulted from plan-
ning economy system, the government should be responsible to

loss of policy burden. This phenomenon is called “soft budget



restriction” .

A lot of problems in our economy can be expressed by “soft
budget restriction” . During the process of transitional econo-
my, although listed firms are reformed to change into public
firms, phenomenon of “soft budget restriction” does not ulti-
mately get change. Because when SOE reformed for public list,
as agent of state owned property right, administrative organiza-
tions undertake potential warrantor. Therefore, when listed
firms appear loss and face ST, PT or delist, administrative or-
ganizations have to setup assets reform, and phenomena, such as
financial statement reform, topics reform will come out. The
function of optimizing social sources of securities hardly embody,
and inside defect of SOE will transfer to listed firms, which are
important base of securities market. Under the guide of paternal
love ideas, the securities market hardly exert penalty right on
poor performance listed firms. Under such institutional arrange-
ment, stock market becomes a low efficient market, and loses at-
traction for investors, and they have to purchase short capital
gain, which become the rational behavior selection.

After reform of SOE, stated owned ownership of most listed
firms become control position. Therefore, phenomenon of “one
shareholder absolute control” becomes very outstanding, and
phenomenon of high concentrated ownership also becomes obvi-
ous. Most major sharecholders are superior units or other associ-
-ated units, such as parent firm or group firm. But as for the ulti-
mate ownership of listed firms, most national shares or national
owned law-person shares of them belong to national owned,

which then causes absence of owner. Major shareholders are just
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agent of stated owned assets, ant they are trusted to exert opera-
tion right of listed firms. The special relationship between prin-
ciple and agent results in corporate governance structure of state
control: state owned economy is ligament, and state owned share
of listed firms ownership structure become “one shareholder ab-
solute control”, which easily causes lawperson corporate govern-
ance of insider control composed by agents. Under such lawper-
son corporate governance, as agent of state owned assets, man-
agers of listed firms are often appointed by major shareholders or
local government, and they are more willing to obey interest of
major shareholders, or apparently are responsible to all share-
holders, but in fact only for major ones. Furthermore, control
shareholders of our listed firms is at a position above other share-
holders, and they often affect decision-making of firms and pro-
tect their interests through control boards of director, and super-
vision counsel of most of listed firms are only dressing, which
have no restraint on behavior of major shareholders. Therefore,
phenomenon of a series of invasion interests of minority share-
holders is produced. At the same time, there is no incentive
mechanism for insiders. There is no relation between economic
interests of managers and performance of firms, which results in
indifferent consciousness of managers for accountability and duty
of credit, and misstep behavior in the operation of listed firms.
As a result, it will cause “moral hazard and adverse selection” of
managers, and conflicts between shareholders and them. Not
other than specialty of ownership structure of our listed firms re-
sults in defect in corporate governance and eventually cause ma-

jor shareholders to expropriate minority shareholders and bring
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about constant occurrence of insider invasion against minority
shareholders.

This paper analyzes current state of minority shareholder in-
terests protection and reasons resulting in invasion of minority
shareholder interests from point of ownership structure and cor-
porate governance, and put forward some policy suggestions.
This paper is divided into ten chapters.

The first chapter is introduction. In this chapter, we firstly
analyze research background of this paper, and then discuss
deeply research issues. The third part define some important
concepts, and the fourth one is research range, and the forth is
research methodology, and the last part is structure arrangement
of this paper and its main conclusions.

The second chapter is investor structure, behavior of inves-
tor and analysis of investment ideas. This chapter expounds
more and more phenomena of invasion against interests of minor-
ity shareholders from major shareholders and inside management
because of the high proportional individual investors, naive in-
vestment behavior and insufficient development of institutional
investors. -

The third chapter is about the current state of protection of
minority shareholder interests. This chapter firstly discusses
some main procedures by foreign counties and regions, and ana-
lyzes some concerning laws and regulation of China, and at last
discusses the invasion against minority shareholder from major
shareholder and inside management and deeply analyzes its rea-
sons.

The fourth chapter is about institutional arrangement, own-



