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0L I0FR MEAABEARES YT RANLE UK HM
BERGHX), AMMARET R4 #H Berle f# Means 38 X & A
TREERBNE,BEETURERBER S RL2RAARKEH
W & %A (LLSV, 1999; Claessens %, 2000; Faccio # Lang,
2002), EAEBRREMHSBRHAFAT RENELZERTHHRE
5R#4EE 2 |t fl 3 9% R (Jensen fr Meckling, 1976); T &£ &
PHEREWT FHAEIREIERANARES MR EZ AW
#| 2 % K (Shleifer #1 Vishny, 1997), WBHFEE, AR E K@
WL FRRAFRENUBR PR NRBLAAEHNICATEARE
Wl Al LW AR BB ER RN ABAKE., AREKK
HETAURBRRKRERPREAEREAEGLEON RFE. &
HRPAZEEHEEZEFMX, ZEAREHFNRPTURD &
HA A A 3R, B K B A R o A 48 & % (LLSV, 1997,
1998,2000;Dyck # Zingale, 2004),

RHABKARERN, REARXH AT ALZFIRERS
EXEE, AMBER AR AERPHARINERAHE, X
BEEBEEWNARREAFNTREAXTERAY, RELTAHNW
FrAREME-—RABERITHER TAEAE AL EREANHE
RE. TREFHAFEEHNTHEARARA L THERERRE LFA
AAREAEBHENESE S RHAR A BFRCRFWEHN T AER
ABRERAET AR LTHEAHABRE, AREKEBAELEFLRRE L
BEEAMSAET AR RBELHN ARES LW AT HHE
VRAGMELRESETERLETAARENGESY. AREEHBIH
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HRERPRENER T AREEALFARARERY EHAT A,
N TR 2 B MR S

AFRHUABRE K LBER - HETHENFEAL, B
BEESTH TN N FRER ERAHR YR BT E A A
SAEHSEREF o, LAER T AT AL BEFHESET,
ABREEHTHFANBEABESA NN B HARAREZHRE
HEATHNEFE R,

ERRETATAREEH THFAN LA ETH WYY
B AR R T AR B A MR R s
NE SN S S EL N LT S T & L) &
W, RATLRR AR EME T W Shapley 6 Bk F B2 — AR A M
BHR., TERRERLI, K BAES S T 85 A AE R 34 &
FHFAETE#® W, RETE . ARENELR S5 HALHAH
LA ERE LA FHME R YA RERLL R A A
PABEERA LFAARBEAOVEHHN, EARLAEN LR
R, ARFBHTHH S EELRTLEHTHEABREA
H U EWAFARBERAREARERER EXFRARARSE
FHER BRI EERT AR ARENHZITH.

WA MEFEIATHRE SOV HARL R, £k LHAT
BERES, HATEREETAT, ZALTATNASLKERS
BHRNGERERELTATEMTE, Rk LA BLEE
ASRBARMAFEEN LA LT AAWRRLESH., B, &
FRAXEMURKBHY EFAANFERA, ERT Rk EFA
AR HE A ERERE T ERRENA B A NY W, &
HERFRETATRLBHARAL A ERPEHAFLLA,
SFEEMYH T EHERERSHHN AL, SHERERA
WAAREN S EH AN EEFAMEL. BHERAA LK ERF
BHRWABRE S EHEANEETHE, FELLA, RHELE
TAR AR N E R AR TRE EHERRR ARSI T
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MR R, EXEATRENAR, ALK ERFEHRL ER
BERANSHERARBSAHENTE,

ERHTAREBH THRARSEREREAANBHE,
AFEURKERPAF AL, DAL N EALHELFE
BHALRARFEHNREE ST HNEFF R,

Lh RIRBTAREBHERHETINATNEYBH,
KITAN  ARERBET IR EMA LT AT NMSRG HE L
WA THERKEH NTREATNEAE Y, TRE LY
BHARANEZAYREBAAERYFRBFER, LERK
GREL. QDAL TAAMSRELEEE ARARLR ER
EEIHAARMBARLEAME, @ RERLREWAT 54
RAERARENAIENERHEEL R, B2, S U HRLWAT
RERAGBEN, AANEEERI RARF L E ML TR LA T
WEABREAH. @ AFANEEARAR KL ZAETHRE L
FER AR AIREEARETRRLBREBE M AA, T A
BRALABFERBMEURLBAEARERAATHERAREY
W, WFAREFAREEZAFRBEWEE, L EFRERRY
HRERGHARARBAFENBEFREGRETHE, # 45K
A PN YN IE ST L

EXBINAB T ARARHREREAANLUHBLKEW
B, NN BARBARZBEARARHREHZAANERE
B REEAMSLHEREIAARE N T ERE, AEHEEERA
HURKEERS v LA EEEF (Bushman F Smith, 2001), B
FEETAANFRREA, LARBRERLA: O BHBRENHE
ERAMETARNBAG BRI ZZF BT, BKT
AU BAWTERAMEMEY, LHFAANEBLNEREEHS
RABEEME, 2HBANEELEEHEAHEZ M X,
Q ABRIANLEMABAEEL BN BB THH M RE AR
BERE R ARRERNHRBHNLE. REWALEEN
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SFAENEHEARE ANTRFEARGESE:TEARTASKE
BARE BB XK R ZOAPEEIN, T EAER
HRR, REAKESTE WA, U RHAUXERRELTAA 4
Re MR THAERENEL BRTBLAEELE. X-FREK
FREE RS RALRENRERTARERARERKL R, BI X
EREHRFENRAIRENMS R,

BRURERIER, AKRRANHEZAAFRBRE T HARAKA
AP HEATHNRERRERRE. AN, EFEREHHEH
ET FRARKABHZITAURIBTANEFER, A TRE Y
MNEERHEY RJUELTHREARAAEEERX., AHR Y
FRAMERE: F—  AFEERFTHP A DREZ B WA R
MEBBABERENCEURJTEENELRIER. F A8 T
LEERANEERMEZHIRBEN L FLAARE, mBERX A
RAFAHNEE . ARRRPBEHEALR P OIRANFAE. £=,
AFRMTEELBOFRAXRAAFEANE. A ML B
EARURARPARARE DI ER AU THRRNE-EE
FEKRPRY Y. 2AFAZA AREENWEEXRRT, ¥ A K
ANBRTEHAREY  ARKTUELEH G AR LW T AMK
BEEWE RN BOR A 5 AR R T o R R
TAAMERR U BRERRE, AR BELARREITIRERE
KRR,



Abstract I I

In 1990s, as the researchers looked outside the American,
many studies have shown that the Berle and Means widely held
corporation is only a common organizational form for large
corporations in the United States. In most countries, large publicly
traded companies are not widely held, but rather have controlling
shareholders and are family controlled (LLSV, 1999; Claessens et
al; 2000; Faccio and Lang, 2002). The central agency problem in
the wildly held corporations is the conflict between the managers
and shareholders (Jensen and Meckling, 1976). Under concentrated
ownership, conflict of interest arises between controlling and
minority shareholders, and the controlling shareholders’ decision
may result in the expropriation of the minority shareholders
(Shleifer and Vishny, 1997). Also, the controlling shareholders’
voting rights frequently exceed cash flow right via pyramid
structure. The ultimate owner’s incentive to tunnel the listed
company increases as the separation of their cash flow rights and
voting rights become larger. But the controlling shareholder’s
tunneling and legal protections of investors are highly associated
with the institutions of the country. The legal protection of
investors is important in curbing the private benefit of controlling
shareholders (LLSV, 1997, 1998, 2000; Dyck and Zingale, 2004).

The researches on law and finance indicate that ownership
concentration is indeed a response to the country’s legal protection.
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In the countries with weak legal protection, the direct control by
large shareholders is helpful in self-protection. In Chinese security
market, the ownership structures of listed companies are not the
market response to our legal environment but the outcome of the
system design. Unilateral emphasis on the status of state ownership
and the administrative examination and approval during the Initial
Public Offer (IPO) results in the serious problem of large
shareholders controlling. The reorganization mode of strip non-core
assets off force the controlling shareholders to bear the cost of the
reorganization and give them great incentives to expropriate the
resource of the listed companies either for survival or development,
Also the controlling shareholders are endowed with the ability to
expropriate because of the close relationship between them, With
the weak investor protection in our country, the fund embezzlement
of controlling shareholders from the listed companies becomes the
most serious conflict between controlling and minority
shareholders.

Based on the background of Chinese traditional economy, using
the fund embezzlement of controlling shareholders to describe
tunneling, the study empirically researches the effect of ownership
structure under large shareholders controlling on tunneling and the
economic consequences of large shareholders controlling and
tunneling by descriptive statistics, univariate analysis and multi-
regression methods.

In the research of the effect of ownership structure under large
shareholders controlling on tunneling, the study traces back to the
property and holding ratio of controlling shareholders by ultimate
property theory and measures the control power of the controlling
shareholders by Shapley index in voting game. The empirical
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Abstract I I

research shows that the ownership structure under large
shareholders controlling has a significant effect on the tunneling:
Specially, the relationship between the fund embezzlement of
controlling shareholders and cash flow rights is a fall U shape,
When the cash flow rights of controlling shareholders are bellow
50%, tunneling increases as the cash flow rights increase. When
the cash flow rights of controlling shareholders are above 50%,
tunneling decreases as the cash flow rights increase. Also, the
firms with high separation of cash flow rights and voting rights and
the firms belonging to state-owned group are more likely to be
tunneled by the controlling shareholders. Finally, some board
characteristics under large shareholders controlling affect the
tunneling significantly, When the key management comes from the
controlling shareholders, the tunneling is serious. But the
independent directors can’t reduce the tunneling of controlling
shareholders.

In addition, as the rapidly development of Chinese security
market and private companies, more and more family controlled
companies go public. The separations of cash flow rights and voting
rights in these companies are more severe compared to the state
controlled listed companies. The ultimate controller of the family
usually adopts a complex pyramid group structure to maintain
excess control of the listed companies. So, using the family
controlled listed companies as the research sample, the study
further investigates the effects of legal environment and pyramid
group structure on the ultimate controller’s tunneling. We find that
pyramid group structure affects the ultimate controller’s tunneling
significantly. Tunneling is negative correlative with the cash flow

rights of the controlling family and positive correlative with the
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separation of cash flow rights and voting rights of the controlling
family. We also find that good legal environment can reduce the
probability of the tunneling effectively and the tunneling of the
controlling family with large separation of cash flow rights and
voting rights is severe in the area of weak legal environment.

In the research of the economic consequences of large
shareholders controlling and tunneling, the study begins from the
angle of investor protection.

Firstly, we investigate the economic consequences of large
shareholders controlling and tunneling from the point of corporate
value. We expect that the tunneling of controlling shareholders will
increase the financial risk, decrease the sustainable growth ability
and further reduce the earning power of the listed companies. But
investors can identify the controlling shareholders’ tunneling and its
bad economic consequences. The empirical research shows that
earning power is negative correlative with the tunneling after we
control the financial characteristics of the listed companies. Also,
the difference of corporate value between the tunneled companies
and non-tunneled companies is not significant. But controlling
shareholder’s tunneling does decrease the corporate value of the
companies with lower earning power. This means the investors are
more care about the tunneling in lower earning power companies,
Finally, the relationship between the corporate value and
controlling shareholders’ cash flow rights is a U shape and the
corporate value is negative correlative with the separation of cash
flow right and voting rights. But the property of controlling
shareholders and key manager’s duality don’t affect corporate value
significantly. Because the ownership structure of the company is
publicly disclosed, the above results suggest that the investors can
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Abstract I I

partly identify the agency problems included in ownership structure
and discount the corporate value with high agency cost,

Secondly, we investigate the economic consequences of large
shareholders controlling and tunneling from the point of earnings
quality. This is because that the financial accounting information is
the main source of corporate information which have an important
role in mitigating information asymmetry and investor protection
(Bushman and Smith, 2001). Using the family controlled listed
companies as a research sample, we find that the controlling
family’s tunneling accelerates the information asymmetry between
the insider and outside investors and then decreases the reliability
and value relevance of accounting earnings. Earnings management
is positive correlative with tunneling and earnings information
content is negative correlative with tunneling, The effect of
ultimate ownership structure on earnings information content
depends on the controlling families’ “interest alignment effect” and
“interest entrenchment effect”. Higher cash flow rights can
generate the “interest alignment effect”, thus enhances the earnings
information content. While the separation of cash flow rights and
voting rights will accelerate the incentive of controlling families’
tunneling and result in the “interest entrenchment effect” which
further decreases the earnings information content. Also earnings
information content decreases when the family members are
incumbent in the list companies. The above results suggest that the
investors can identify the agency costs included in ultimate
ownership structure and less care about the accounting information
disclosed by the companies with serious agency problems.

Prior literatures suggest that tunneling of controlling

shareholders will not only infringe the interest of minority
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shareholders but also impede the healthy development of the
security market, So, the research of tunneling and its economic
consequences based on Chinese institutional background is
meaningful both in protecting the minority shareholders and
promoting the development of Chinese security market. The
contributions of the study are the following. Firstly, the study
provides direct evidences on the agency conflict between controlling
and minority shareholders and the rationality of the split-share
structure reform in Chinese security market. Secondly, the study is
helpful for the regulators to identify the characteristics of the
companies with great incentive and ability to tunnel. And it is also
helpful for the regulators to strengthens the regulations on these
companies and protect the interest of minority shareholders
effectively. Thirdly, the study has academic value for the
literatures of law and finance. Prior literatures have proved the
positive effects of investor protection on corporate governance, firm
performance, development of financial markets and even the
economic growth of the country. In our study, we find that the
controlling shareholders can expropriate the interest of minority
shareholders by direct fund embezzlement because of the weak
investor protection in Chinese security market. The tunneling effect
under large shareholders controlling has decreased the corporate
value and earnings quality of the listed companies and will
ultimately reduce the capital allocation efficiency of the capital

market.
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AFRBRBRIE 30 F£REZRENE T HANMY FER R
Bz—. AMAFREMIAMERIBXRE, RYRIR EEEEH,
A BTSN EBE SRR Z R, 20 42 90
F£R,HEATNREHAZLT BRIIZEAMIHEMER GEEK), A
ERBET AR B Berle #l Means i R{UEH FREF KR
AT ANEPHRKEERNA BERA A FTENEANERES
(La Porta %,1999;Claessens %, 2000), Shleifer il Vishny (1997)
IR BAEREDBARBAT S, FERBARE /MR RIS &
%, BAKBAR—BEST AR, BI1HE %2 F A & 3R RER
BRI FAN MR , 30 HARBIR AR 2 A BFI 42

FE Berle 1 Means {4, 22 Al IQ B AT B AR P A9 2.0 I B 2 AR
K52BEZ RKF SRS, MARNERRNETX
BEB, ARRBNMRAESRNIURDRTRASEHZZ KA
B, TR E 2 WX E R DRAMA S RARER S, L8R
B, KBER F R E 13 R B AT 5 B B 20wl B 77 AR i ke 8 B4
FUHFAA M 25 . Johnson %5 (2000) %5 K B 4 i _E R 4T R b “ 385
(Tunneling)”, F G SITHEF NN HE A LR, LEEREE
KUNARE.
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S5 [Faf, L La Porta, Lopez-de-Silances, Shleifer 1 Vishny
(AT LLSV IR RN EFE XM REXRERETRIIA LM
FRSTUER ST , N B HTE s 5 &Rl (Law Hl Finance)”iX —$ 3%
BRSO, KEMNERSFMERIEEEN, EENEEENR
PR W T 2 5§ BRAEH (LLSV, 1998, 2000) \#ZH##T
FAF] (Nenova, 2003; Dyck #l Zingale, 2004), % 24~ i 4= (LLSV,
1997; Bhattacharya 1 Daouk, 2002) . #| & {7 % (LLSV, 2000),
B (Leuz %,2003; Ball %,2003; Defond %,2007) F1/\ Al 4t
{H(LLSV, 2002; Johnson %, 2000; Lemmon HI Lins, 2003), i# i
AEMBE EZWE T —E 8% AL BHE ML FFE K (Wurgler,
2000),

LLSV (1998) AN, M ER T E M R RPN BRH M E
KX, KEAREZEEH WX EAH TRA#TAREF. %
B EHREHARMBERREENRTRENER., RE LW
AT ANERH AR T HERENY, ©R—FHE RIS
R, BOrHISdh FEEREAE RO RS T E R AT KT
AT BCHT AR ], B R B A B A B AR R AR
AETES, FHAAAZSZ—BE ETRE, =02 ZRBER
EiE  JEWE R B S BV EA K.

AL B SBURAL S 4 R HLEh T %A T e bl 2 &
B LA KRR VE R ETE T 5 8m f2a s, MR A E#E
T ERARBRAREFZ Y —B M, WA THEAT S RER BN
HMEES, EXBRAEHT. RE LA RRESEHEI NN

© —Mih¥,La Porta BT 1998 fF & FE MY Law and Finance)— AR EF X —HR
B EE .

@ #FEFRF,201 . CKBAEH BRERS LA RMLSRE), LBMEKERE
LA,

® fEXT LR BB TEBRAG RAN S B R R 52 % VT A T S R B B — KRS
20054F 4 H 29 B, RE ETARIE TR BSCERTFE.
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BHREWASHE, JNRRENLFITIES L. AEREEHRD. BREKX
LM AR U ABERTEN S 25 AR BN, EE Mt
BRI, WHSNERA R MBAGE % TR SME RN
i, SRR RE A ROt R B /D BR F 25, 2 W I AT 3 M R B
B EgRe. SR, FEWBREATHEREEA L
sl b riet el MR T — e R E R B, R R R IR
HEHFHEBHR=EA LTA T, MEIELE ER A %™
BAERAR, KB AR a5 IPO Bikg . #EdE
BU B = B e i 2 RA B A HE R R BB ) R A E SR R AT
FEME 1S KA ARE T A R LA A, AP RIEET SR,
INBRZ BN PRETRE, KBRALEANEFLREE LE
HERFIBSHLE A LA RRR, KIRAER S LA F Z 5% 5%
RUEHRAET SHETARRERNEN.,

S A R SEBAEH , KRR RS 1T A MURE T /MR A
# . BREEREAT G HEERYELE. Johson, Boone, Breach #l
Friedman (2000)tA K, KRR B #2317 R 2 1997—1998 W & &l
VN EEFRRZ —; YT, KRR SRENFREE
3, NI S BRI HI KB TE. Lemmon F Lins (2003) 43 #7
T 8 ANVE I 0 Y 4 B S HILEK) S B, R BRAE R AR 725 £1 A
2 /PMEAGZREVERD, LM EN LR Q LETREEE
L'

Hit, A EEEHHETRT . IR KBRENE ST R U EX
MAT R AT R R S TRE R /MNRIRF R AL #5515 R
REAAEEE XL,

o0 BAMAS®E D H

A5 BB AT B B7E T AT 2 R R BOR E R B A AU AR 1)
AR ZR R P EFOMERIEFE T S RRRRETT S
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