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Foreword

In recent years, agency issue between controlling major shareholders and managers
has become the focus of research in corporate governance field. Shleifer, Vishny and
Johnson all thought that controlling major shareholders’ invading to minority shareholders
benefit is the core agency issue of modern company. Johnson et al. even use “tunneling”
to describe the controlling shareholders’ invading to minority shareholders. However, the
newest research indicated that controlling major shareholders” invade to minority share—
holders is the result of collusion with corporate managers. Because controlling sharehold—
ers rarely care about specific affairs of companies and only managers have the real capa—
bility to transfer company profits to private income, so major shareholders have to coop—
erate with managers and take advantage of managers’ professional skill to realize their
private interests. The Chinese market is an emerging and switching market. Because the
development time is short, the investor legal protection system is not perfect, and mo—
reover the government excessively uses administrative method to intervene economical
movement instead of economic means and legal means, Chinese listed companies have
formed the abnormal ownership structure of “one share dominates exclusively”, which
leads to serious invading of state — owned controlling shareholders to minority sharehold—
ers through collusion with corporate managers. This article analyses the major sharehold—
ers — managers collusion’ s mechanism, influencing factors and the influence to major
shareholders” governance efficiency both in theoretical and in empirical, and then pro-
poses the corresponding guard countermeasure. We hope our work can provide beneficial
model for the capital market supervision organization’ s policy formulation.

This article argues that the basic factor that affects the extent of collusion between
controlling shareholders and managers of listed companies is not the interal governance
structure,, but is the external governance environment. The external governance environ—
ment including legalization level, government intervention degree and so on affects cor—
porate information asymmetry and mutual interdependence of economic benefit between
controlling shareholders and managers through affecting corporate ownership structure,

board of directors’ constitution and so on internal governance structure, which finally af—
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fects the collusion between controlling shareholders and managers.

with regard to the influence of major shareholder — manager collusion on corporate
governance efficiency, the result of this article’ s theoretical analysis and empirical ex—
amination both support the following conclusion: Firstly, major shareholders need help
and support of managers if they want to invade minority shareholders”’ benefit by means
of related transaction, funds embezzlement, earnings management and so on. They can
get the help and support of managers if only they give up in partly supervision over man—
agers and permit managers obtain private interest through position — related consump—
tion, lower working strength and so on. Therefore, major shareholder — manager collu-
sion cannot strengthen major shareholders” supervision over managers, instead it attenu—
ates the supervision. Secondly, major shareholder — manager collusion contradicts corpo—
rate value promotion, so there is no force for major shareholders to drive managers” ben—
efit compatible with corporate benefit by means of stock ownership incentive, which
leads to distortion of incentive mechanism and drops the incentive efficiency. Thirdly,
controlling resources out of investment is the basic source of collusion income. Under col-
lusion condition, the criterion that major shareholders choose an investment project is
that the sum of stockholder rights income and collusion income is bigger than zero, in—
stead of the net present value of the project is bigger than zero. Such investment decision
will lead to second optimal investment and over investment.

This article finally proposes some measures of guard against collusion between con—
trolling major shareholders and managers. It argues that since the basic factor affecting
the extent of collusion between controlling shareholders and managers of listed companies
is the external governance environment, so the basic way of guard against collusion is to
improve the external governance environment. First, in order to enhance investor protec—
tion level, we should take some measures to consummate information disclosure system
of he listed company, promote securities civil compensation system, and strengthen the
law enforcement. Second, the government should reduce state — owned ownership of lis—
ted companies decisively, and reduce direct administrative intervention into economy,
instead increasingly use legal means and economic means to regulate economy, so that

the listed company can get a good external governance environment.
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