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Abstract

Cash dividend policy is an important area of research on modern cor-
porate financial theory. In China there exists a Chinese version of “cash
dividend puzzle”. Due to the concentrated ownership structure of the lis-
ted companies in China and lack of legal protection of minority sharehold-
ers, the principal-agent problem of the listed companies lies mainly in
the majority shareholders expropriating the interests of minority sharehold-
ers. In addition, majority shareholders’ inherent “fund-thirstiness” leads
to fierce interests conflicts between them surrounding the scramble for
cash, which is capable of being regulated by cash dividend. This paper
studies the effects of ownership structure and legal protection of minority
shareholders on the cash dividend policy of listed companies in China un-
der the background of the concentrated ownerships and controlling share-
holders, be surrounding the benefits conflicts between majority sharehold-
ers and minority shareholders. so shedding some fresh light on the Chi-
nese version of “the cash dividend puzzle,” and providing some policy
suggestions with a view to improving the ownership structure of the listed
companies and strengthening legal protection of minority shareholders.

This paper consists of four points of originality .

1. The paper identifies the overall “N” relationship between the
shares of the controlling majority shareholder and the cash dividend pay-
out ratio, and showing “U” under the concentrated ownerships. the ma-

jority shareholders have different preferences for the dividends in the dif-
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ferent area of holding shares percentage. When ownership structure is
modestly concentrated, majority shareholders prefer low cash dividend in
order to the cash is reserved in the company. when ownership structure is
highly concentrated, majority shareholders prefer high cash dividend.

[I. The influences of other majority shareholders on corporate cash
dividend policy are determined by the consistence of interests between the
controlling majority shareholders and other majority shareholders. When
their interests are consistent, other majority shareholders “plot with” the
controlling majority shareholders, their influences on the cash dividend
being consistent with those of the controlling majority shareholders; it’s
the reverse when their interests are not consistent. Empirical tests disclose
that other majority shareholders of the listed companies in China almost
don’t exercise their supervisory function because they “plot with” the
controlling majority shareholders in expropriating the interests of minority
shareholders, thus having no supervisory power.

III. As a whole, the legal protection of minority shareholders has a
significant effect on the cash dividend policy. The outcome model of divi-
dend legal protection of minority shareholders is applied in China, i
e. the cash dividend policy is the result of legal protection. But the cash
dividend policy is showing the periodic Characteristics in the different
phases of legal protection of minority shareholders in China; When the
legal protection of minority shareholders is wore, the cash dividend pay-
out ratio is lower, the dividend substitute model of the legal protection of
minority shareholders can make an explanation strenuously for the listed-
company’s cash dividend policy. when the legal protection of minority
shareholders is better, the cash dividend payout ratio is higher. the divi-
dend outcome model of the legal protection of minority shareholders is ap-
plied. Studies on the cash dividend policy of the cross-listed companies

reveal that the cash dividend payout ratio of the cross-listed companies
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are higher than that of the companies that are not cross-listed.

IV. The majority shareholders work out company’s cash dividends
policy according to the principle of maximizing their benefits, not to the
efficiency principle. So the cash dividend policy may become a kind of
tool that the majority shareholders expropriating the minority shareholders’
benefits. This paper testified theoretically and checked the characteristic
that the cash dividend has the 'expropriating benefits. We found that the
high cash dividend had the significant nature that the majority sharehold-
ers expropriated the minority shareholders’ benefits, but the low cash div-
idend didn’t have the same nature. The equity-dividend is wore in nature
than the cash dividend that is from the business operating cash, because
it expropriates the minority shareholders’ capital. the high concentrated-
ownerships and the ownerships structures that are not supervised by cir-
culating shareholders are higher risk’ ownerships structures that the ma-

jority shareholders expropriate the minority shareholders.
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