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Preface

Private benefits of control, which are the world recognized corporate
governance problems, are also the focus of the current Chinese corporate
governance practice issues. Under the special governance environment of
Economic Transition in China, neither the development of market system
nor the relevant laws and regulations are perfect. There is a possibility
that, by their control for the shareholders’ committee, the board of
directors, managers and even affiliated companies, the large
shareholders in state-owned holding companies or family holding
companies violate the interests of the minority shareholders and the
public, destroy the corporate governance environment in their pursuit of
private benefits, resulted in higher level of private benefits of control of
Chinese listed companies. Facts show that the large shareholders of
listed companies tend to use their powerful control for management
decisions to tunnel to satisfy their self-interest, which violates the
interests of minority shareholders.

In the mainstream of the past studies, scholars at home and abroad
have done a large number of researches on the measurement of private
benefits of control of the large shareholders or controlling shareholders
and the effects of tunneling and private benefits of control on the value or
the performance of the company. The private benefits of control have
complex effects on corporate performance—the entrenchment effect or

incentive effect. Because of their complexity, —they can’t be solved
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from the perspective of principal-agent relationship. Then the most
direct breakthrough to understand the factors affecting private benefits
of control are studies on correlation of large shareholders’ characteristics
and private benefits of control, corporate governance structure
characteristics which reflect the real level of governance of listed
companies, the political connection of top managers, etc. However,
only to understand the influence factors of private benefits of control is
not enough, we must broaden the existing analysis framework and
perform in-depth analysis of the formation mechanism of them. In terms
of the current study, it has become a consensus to analyze the formation
of private benefits of control based on the perspective of behavior, but
the coordinated relationship between influencing factors and situational
variables is not yet clear. The existence of private benefits of control
attracts worldwide studies about its governance mechanism design, and
the basic conclusion is that supervision behavior in purely institutional
aspect must be based on the in-depth understanding of large
shareholders’ behavior. In addition, given that whether large
shareholders tunnel or not is clearly an ethical decision dilemma,
carrying on researches from the perspective of ethical decisions is a
breakthrough.

As early as 2000, the empirical study of LLSV® showed that the

phenomenon of executives'tunneling private benefits of control

@ La Porta, Lopez-De-Silanes, Andrei Shleifer, Robert W. Vishny are committed
to the application of financial economics and econometric methods to analyze and explore
the influence of the relationship between law and finance as well as law and legal system
on the formation of country’s financial system, the efficiency of the financial system in
allocating resources, corporate finance, financial development and economic growth.
Since they often work together to publish articles, they are referred as LLSV in the

academic field.
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universally existed, and this kind of phenomenon is more obvious in the
countries whose market is not developed. In China, as many executives
hold a concurrent post as deputies to people’s congresses, they can use
the political connection to bring a lot of explicit and implicit resources for
their companies, which allows companies to obtain financing and
taxation advantages, and it can also make it easier for companies to
obtain government support. At the same time, the means for executives
to tunnel private benefits of control are increasingly diverse. Related
party transactions, insider trading and other acts of low-cost transfer of
assets will reduce company’s value and violate the interests of minority
shareholders. Looking at the current academic research on political
connection, it can be summed up that researches on private benefits of
control mainly focus on measurement methods, impact on business
performance and analysis of means of tunneling private benefits of
control. In general, the studies are to identify private benefits of control
and determine whether they have positive impact on the business.
However, as for the pre-conditions of them, which is the black box that
what factors can exacerbate tunneling private benefits of control and
what factors can restrict them, there are a lack of in-depth research.
Analyzing the promotion conditions and constraints of private benefits of
control can’t reduce the extent of tunneling. Meanwhile, the perspective
of political connection has gradually been accepted in the field of
corporate governance. Researches on political connection develop from
analysis of their impact to the listed companies to using them to help
improve performance by resolving their positive impacts of taxation,
financing, property protection and government aid and so on, or their
negative impacts of lowering corporate performance by making

enterprises take more social responsibility and government regulation



