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Abstract

Since 1994, the first corporate control transfer of Chinese listed companies that
Zhuaihai Hengtong bought the shares of Shanghai Lengguang from Shanghai Jiancai,
the corporate control transfer of listed companies has been the mainstream of M&As
activities under the special setup of Chinese institution. The innovations of M&As of
listed companies in recent years have attracted the market and researchers. Some re-
searchers pointed out that M&As had been the most important mean of resources allo-
cation in Chinese securities market.

Many studies on the operation performance and value creation of Chinese listed
companies experienced M&As show that M&As of listed companies improved corporate
performance in short run, but not the ability of value creation of listed companies. It
even hurt the value of shareholders in the long run. So why the acquirers spend a great
deal of money and resources to takeover the listed companies. The theories, such as
Synergy Hypothesis, Hubris Hypothesis and Agency Hypothesis, can only interpret
takeovers in China partiallly. This study on the facts that large shareholders got great
deal of private benefits from listed companies under the institution setup of large share-
holders control and weak law protection of investors, synthesizes the characteristics of
takeover targets, post restructuring activities, accounting and stock returns. In accord
of the theory of private benefits, it bases on Zhangxin (2003) “value distribution hy-
pothesis” , and advances private benefits of large shareholder hypothesis of takeover of
Chinese listed companies. We then studied the takeovers of Chinese listed companies
under this hypothesis.

This study analyzed the distribution of private benefits under the share structure
of Chinese listed companies by a game model. The model showed that under the con-
dition that liquid shares is very dispersed and the initial shareholder can choose the
other initiator shareholders, the large shareholder can control the company by a low
share of corporate equity and capture the private benefits of control alone. A two — pe-
riod model was used to analyze the initial shareholder’ s IPO - takeover decision under
the institution setup of IPO in China. We obtained the results that the initial share-
holder adopted an ownership structure to maintain the corporate control after IPO and

she or he can sell the control to reduce the lost or seize some of private benefits from



AL . AR SRS

the acquirer in the case of decrease of corporate performance; the acquirer can made
profit by way of better transfer technology and more resource transferred even in the
case of no operation performance improved.

The study investigated the 10 largest shareholdings at IPO and post IPO and the
control of shareholders meetings of Chinese listed companies in accord of the relation
of variables in the section of model analysis. We found that the initial shareholders
maintained the control of corporate at IPO and they lowered their shareholding after
IPO remaining the control of corporate. Large shareholder control is very prevalent in
China. The empirical study of the relation between performance and ownership struc-
ture , control structure and loan to large shareholders showed that the large shareholder
control is positive related to private benefit; performance is negative related to large
shareholder control and private benefits; the largest shareholder’ share is positive re-
lated to performance after controlling its control effect. This study investigated the 117
takeovers in 1999 ~2001. We analyzed the accounting indices, ownership structures
and share structures by one variable analysis and multi variables analysis, summarized
the characteristics of takeover targets of Chinese listed companies that bad perform-
ance, lack of cash flow and other resources; the lower shareholding of the controlling
shareholder. After empirical investigation of related transactions, related fund flow,
operation performance and shareholder value pre and post takeover, we found that
takeover only increased the operation performance in the year or the next year of take-
over and reverted afterward, and so did the shareholder value. It indicates that the ac-
quirers can only make profit by way of private benefits. After takeover, loans to con-
trolling shareholder positively relate to large shareholder control; corporate perform-
ance negatively relate to large shareholder control and private benefits, the controlling
shareholder’ s share positively relate to corporate performance. Event - study was ap-
plied to test the impact of takeover event on stock price. It was showed that the stock
price and turnover reacted significantly before the announcement of corporate control
transfer. The pre announcement CAR to the total CAR is up 84%. The Buy and Hold
Abnormal Return was high in the year and the next of takeover also indicated that the
acquirers can capture big private benefits by way of insider trading.

The private benefit hypothesis of takeover of Chinese listed companies is suppor-

ted by either the model analysis or the empirical evidences.
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