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Abstract

Chinese government implemented the split-share structure reform in 2005, with an attempt to
eliminate controlling shareholders’ incentive to expropriate the minority shareholders’ wealth
through aligning the interest of controlling shareholders and minority shareholders. Using
the sample of all companies listed on the Shenzhen and the Shanghai Stock Exchange during
the years from 2002 to 2013, the study scrutinizes the impact of the split-share structure
reform on the relationship between ultimate controlling shareholder and related party
transactions. Through the PLS regression models, empirical results show that related party
transactions are reduced after the split share structure reform in firms controlled by state-
owned firms, especially in firms controlled by the central government. In addition, the
second-largest sharcholder tends to collude with the controlling shareholders and increase
the use of related party transaction after the reform. Our findings have implications for
policy makers and investors.

[ Keywords ] ultimate controlling shareholder, related party transactions, split-share
structure reform
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3 EFENSHEEESEZRREE SR EEHEE G EMAN L AR T RO MEES [ R - B
INFHEREE - P - 12 EiEDURER S -
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3’ 2 EHIIRR A B ERFRE AR BRI EN (%)

A BEARAZS BRERAZS
A 100.0 22.5 77.5
EHEE% 411 8.4 32.7
AR AT 10.7 1.2 9.5
75 B 30.4 7.2 23.2
B 58.9 14.1 44.8
IBIMEBIRE A 1.9 0.4 1.5
IEAEEIREA 54.2 12.8 41.4
FHEFEZKIKE 40.6 1.1 29.5
EErE 9.3 25 6.8
JEEB 31.3 8.6 22.7
REEEZ KRR 59.4 11.3 48.1
EEE 31.8 5.8 26.0
JEEBRE 27.6 5.5 22.1

(2~ EREREDHT
EEE AR I B EES 53+ B0 53 DARGIL 1 3 A R BH R AR Y - B R 14 » G LR
B E B AR I 1 BT - IREG A TAER - 5 T E i B S (B BB 2
& » LA Panel Least Squares (PLS) sEIFRTR AU A kR FE(RER + LER Petersen (2009) Fritagny
Cluster Standard Error ZR¥EHIFEAEFS + - DIGHEOR B 38 45 SR 2 A fmaR

— ~ BORTERGT 5P

FABE RO R - FER AR TS 3 o HHER 3 AIA 0 RZBEEBBUE RS B I
HH > RITHEEER - BRI BRAEE (RPT _Sales) » R ANEE
(RPT _Purchase) FIEATR NIEE N EHENER] (RPT _Sum) BIP{A B E S B ERE
EEEHIRENN - 43 B -47.434 B5 28 -41.819 ~-41.945 B4 % -35.648 I -68.600 142 -59.657 »
HZ R E 52 1% BIEE K YE - BRSO IER (RPT_L&G) BIH A7 #H -19.572
FEZE -59.657 @ ZEFEMEMIEINE 1% BB /KAE - DL G RER PR A s g
WET B SRR I IEITRITRA G 5 » 85 KR ARSI SR A RF RS LRI (L21) 1R
TEST B AR NS SR TR BCER B REE Y TR - BB & 88 R s VBB BE S ERS R
%N o HARYERIE AT P LR S IR E 1% B KYE -

4 JREE R R -
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RIZEBHZEGSERT
Fi58 A& Mann-
ERRE Whitney U
28 ELT %ALY t{E 28 EL=T % ALY
BA ] Bxch1g BA ] P& ERpe 7 (B
RPT _
4.349 -3.652 6.817 1.492 -43.099 -47.434 -41.819 4.039***
Sales
RPT
- 3.287 -0.445 4.420 0.863 -36.929 -41.945 -35.648 4.987***
Purchase
RPT
s - 7.671 -1.600 10.617 1.443 -61.663 -68.600 -59.657 3.343***
um
RPT _
L8G -18.607 0.980 -21.781 -2.320** -52.299 -19.572 -58.330 -7.308***
Size 14.987 14.353 15.183  27.242*** 14.877 14.268 15.061 27.776***
Growth 1.742 1.155 1.922 8.436*** 1.298 1.059 1.449 33.747***
Leverage 0.541 0.530 0.544 1.465 0.533 0.512 0.541 5.406***
OCF 0.073 0.118 0.059  -3.631*** 0.070 0.082 0.065 -4.201***
ROE -0.018 -0.003 -0.070 0.950 0.066 0.071 0.052  -11.430***
Board _
. 2.217 2.254 2.206  -9.405*** 2.197 2.197 2.197 -8.523***
size
In_Dir 0.357 0.331 0.365 24.293*** 0.333 0.333 0.333 19.362***
L21 0.188 0.224 0.177  -6.328*** 0.000 0.000 0.000 -5.260***

1 SEEBAREMERAT » RPT_Sales » FRAHERRLIEEEIREIEE 5 RPT_Purchase » B8
BRABERLEEERTEE ) RPT_Sum > R AHEHEBESBMRLIEEEREEE s RPT_
L&G > FARABE REREMRLEEEIREE(E 5 Size ' In( ARREERTEE ) 5 Growth »
R THhIBEE / HRIREEE ; Leverage > BBERLUBEEEIREEE  OCF AEEHESRE/
HEEHEE 5 ROE ARYERAEIRRANR ; Board_Size » EEEH#AE ) CEO_Dual » EERE{EISIEF®
£=1K[8l =0; In_Dir BaIEEAE/ EEFAE  Big 4 ERANKEEEHFEM=1"58
A =0; L27 B KRSERABE RS R ARG ELA]
X2 EEE10% BEEIKEE - 3E 5% BEEIKEE - E 1% BAEIKE

Ryt R AG R m R - EETTEER TR - Jota i S B e B 2 E IR ERORTE
AW FEERH Pearson FEZEFARA AT o AFR > B2 I AFHBR AR B =R 0.5 - Al
RAHARVERE - #ERRIOR AINE SRR (RPT_Sum) BiRAR ASHE (RPT Sales)
ZAHRATREL (0.848) FIRATRAMEE (RPT_Purchase) B2 FHRATREL (0.642) BEANL 0.5 -
(B Ry RS, > HAFAE S R LR RE -

5  PHEIERGERYIZE - 0E T2 - (BB LR -
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TEBER

F 4B BREAT » BIE RIFBE IR EHARETRR AR S 2T 2
AR R M o B O T A T8 - Horp > BB B 1EHI B 5 (SOE) FHBA 2] B s Bl
P RESS B PR S A A2 TR TE (SOE *Reform) » 5538 HI1 FWUHESR -

Bl FE i e SR P RE 3 B AR AT - FERAMR ASHE (RPT _Sales) (1 1) K EBAGR A
B EREA (RPT_Sum) (1 3) JTH » Bl e e SRR e i 53 B G R Z AR B (SOE)
53 B Rs 0.180 5z 0.182 » /=] 10% HYRHZE /KUE » BN B A HE I sRAHB R IR
PEHIRER - (R IRRAZLS) -

B 22 I e BRI B 1 43 B DB T 12 A2 Y 2 AR B0 (SOE *Reform) » TERAR N SHE
(RPT_Sales) F-0.160 * 3% 10% HJREZE/KHE - BEREA FEH Ry B A mER RS
B  [EHERIRER R RS H R S ESEAFISEEGFERET - ghid
ETRIRAZZ S » B FREIEEILIERE %% - 54 HI i9HEs -

i’ 4 BARIFBEHZEFIR R MERIRAR S

(1) RPT_Sales (2) RPT_Purchase (3) RPT_Sum (4) RPT_L&G

c 0.018 0.157 0.062 -0.046

(0.177) (0.188) (0.164) (0.180)

0.180* 0.141 0.182** 0.171
SOE

(0.097) (0.089) (0.089) (0.111)

0.205 -0.222 0.067 0.138
Reform

(0.168) (0.185) (0.159) (0.165)

-0.160* 0.016 -0.077 -0.137
SOE*Reform

(0.092) (0.090) (0.086) (0.119)
Control Variables Yes Yes Yes Yes
N 6,363 6,146 7,121 3,060
Adjusted-R? 0.611 0.318 0.601 0.292
F value 3.68*** 3.11%** 4.07*** 4.14***

51 BEEBAVGREMETEIRANT © RPT_Sales » RIRAHER LR EIRE{E(E  RPT_Purchase * 8
FRABERLEE EREEE ) RPT_Sum > BARAHEHE EEMRLIEE EREEE  RPT_
L&G  RARABEREFEMFELIEEEREEE SO ZHIREARAF =1 T8l =0;
Reform » 2002-2005 £/ 0 * 2006-2013 &/ 1 5 Size » In( ATEAEEMREE(E ) 5 Growth » #E%
MG EE/ #RIREEE ; Leverage ' MEBMERLEE EREEE ' ROE BRL RS IRANZR ;
OCF B BIRERE / #8$4E ; Board_Size * EEEHAB ; CEO_Dual - EEREESIERT =
1> &8I =0 In_Dir BYEEBEAEB/EESANE > Big_ 4 BEANAKETENEFAT =1 FBHl=0-

32 RINEREAZAFERXNEESE  ERFREIAEEEBINERE 1B REE -

FE3 1 EEE 10% BEE K 5 3E 5% BEEIKIEE 5 > E 1% FEEIKEE o

6 [KRIEIRS - FTE EEE R N I R BRI - AE TR EE - (B T DR -
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5 RBAEHIR R T A - AR FEE— i HE o Bl e B 5 BU - Hroke
B 22 1 st R TA B M 43 B R R R A8 BT AR B (SOE *Reform) » TERIR NG & R IER
(RPT_L&G) (F4) T F -0.344 » 3£ 10% S /K UE » Bl H2 AYHERTEI - ARIFSEHERR
AIREIR AR - R BT R R 2 B R S ER B2 - (R B D R v SR
AT SRR N E0 BB S B R A R B AR A B M T B 2
HRBITRAAE 5 N IRENE S L it BURF IR % -

;| 5 PRE S EAFIEHIRY RMRARARZ B

(1) RPT_Sales (2) RPT_Purchase (3) RPT_Sum (4) RPT_L&G

c 0.120 0.424* 0.251 0.131

(0.180) (0.307) (0.212) (0.419)
cG -0.173 0.008 -0.162 0.450**

(0.148) (0.177) (0.142) (0.225)

0.142 -0.468* -0.090 -0.015
Reform

(0.153) (0.245) (0.177) (0.158)

0.024 -0.012 0.052 -0.344~
CG*Reform

(0.076) (0.124) (0.082) (0.192)
Control Variables Yes Yes Yes Yes
N 2,664 2,539 2,918 971
Adjusted-R? 0.617 0.343 0.626 0.388
F value 2.74*** 4 .55%** 2.62*** 17.19***

1 BEBHAIRELERFERKR 4 CG - EHIRRARREA =1 HABF=0-
5 2 RREEREIERNNEEY - BRFREHARELERIRE - 1ERAIREE
FE3 1 ERIE 10% REE K - **iE 5% RRFOKLE - E 1% FAEKE o

7% 6 I EBIA IR AT TR - W o R B MR 2 1 i SR R SR O e e R
FTERATR AR 5 (BB B R MBS /K - S B M R SR (e SE T ke e
7T B ICER TE R R R A A S iiE R B T A B T I R AU (R 3L > AT G H3 » /]
REJFR A fs R i %+ BESR BRI o BE 25 B9 QFIL A A T35 - (HZ2HHY QFIL HyF%
E LIRIRFRH - IRIEHEEE S 5 EEHZ BN 2005 F£HEMAYINE R E H L
N FIERS R S o R B R IR E S A e BT R TR
&&E - JHIRTEBS G E RIRE NS IR LEPIRR SR 10% - B =4 NN SRy
fe o [FIRF - R FIRE 25% s B FERARF - FFREEPIT SRR 25% -
Rl - 5828 QFIL BT FR R IR AN IR m e - ELaE SE % (3 R PRl Ry e i 70 B DA T
AT - ESERIE BRI - AlREANIE] 52 A B AE R H e R A28 - MR iR AL 5
TISArR&EE -
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ik 6 IRIMEIB RIBRHIBIEHIIR R RRAR AR S

(1) RPT_Sales (2) RPT_Purchase (3) RPT_Sum (4) RPT_L&G
c 0.085 -0.222 -0.026 -0.209
(0.240) (0.189) (0.177) (0.295)
= -0.315 -0.607 -0.622 0.216
(0.256) (0.611) (0.550) (0.405)
0.101 0.194 0.144 0.364
Reform
(0.232) (0.184) (0.169) (0.283)
0.222 0.817 0.633 -0.217
FI*Reform
(0.241) (0.564) (0.483) (0.246)
. 0.048 0.034 0.037 0.011
In_Dir
- (0.039) (0.022) (0.025) (0.088)
. 0.108 0.318* 0.237* -0.036
Big 4
(0.129) (0.166) (0.129) (0.218)
Control Variables Yes Yes Yes Yes
N 3,699 3,607 4,203 2,089
Adjusted-R? 0.642 0.381 0.632 0.291
F value 2.59*** 2.44*** 2.84*** 2.93***
1 HEEHANREMERBERIR 4 RPT_Sales » FI » i=HIRRAIEIMEEIRE A = 1 BREIER

ﬁ* =Qc¢°
i 2 BRIEEAZAERNNEEEY - ARARBEIIAFELBRIRE - EIRAELEE -
BE3 T ERIE 10% FEE KL - 3FE 5% RAF KLE - 7 E 1% RAFKEE -

= BRI BHER AR S

7 BEFRE T N A B B SR AR IR LB (L21) R E B ) B PR T
THIAS HIA (L21*Reform) » AT RS — KIEHRER BTN RRETRIR AL B 2T RES
8 R PR 53 B DA T AR

A YEARE (L21*Reform) TERARNSSE (RPT Sales) (1 1) HHRAGR IS E K5
FEF] (RPT _Sum) (8 3) T » 2381k 0.063 81 0.071 - ¥ 5% BEE/KHE - FRIFAES
TR R  FERER EEAE BRIR AR S 0 AN H4 - nIRERREERE
s BROPHER A T2 1 IR SR A 1 I EL B B e 3k T e - RS PRI Y 22% TRk
Y 18% » & 28 — R ML R L il B BRAVRE ST T I - SBEEE R I R BB 2 il e B
REJT I - B 2SS TR R - BB R N A SRR ALF -

FRE— 03 7 2Ry Bz i B B A S B W {8 R A A T Al A 5R
LA  th o PRI EUREREEE N (SOE = 1) » 22 HIERE (L21*Reform) TERATR
NEEE (RPT_Purchase) (il 2) BRI ANBEE KEHEMF (RPT_Sum) (1 3) - 5351k
0.164 B2 0.101 » =3 5% #HE/KUE  TEEGIR SRBIEBIETHEE T (SOE = 0) » FiE R
TRNAE SH A B2 R (A B /K HE o BEURTERR PR » 55 K i B fe ) B e o e 3R
HER - SE BB AR SR RALA B IAEF R B A RS -
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K7 EZKBRRERARARS

(1) RPT_Sales (2) RPT_Purchase (3) RPT_Sum (4) RPT_L&G

c 0.127 0.150 0.114 0.074

(0.159) (0.180) (0.148) (0.164)
124 -0.041 -0.007 -0.037 -0.026

(0.030) (0.039) (0.029) (0.048)

0.097 -0.222 0.012 0.016
Reform

(0.146) (0.175) (0.141) (0.146)

0.063** 0.056 0.071** 0.014
L21*Reform

(0.031) (0.039) (0.03) (0.048)
Control Variables Yes Yes Yes Yes
N 6,312 6,092 7,063 3,031
Adjusted-R? 0.612 0.317 0.601 0.293
F value 4.09*** 3.33*** 4.27*** 3.27***

1 BASHMNIREMESERIR 4 L21 AE - KBS E AN HIBS R AYERS L -
512 BWIEEAZAERXNESSE - ERREBIAIZECRNRE - FREIZEEE -
SE 3¢ ERE 10% FEEIKE - 5E 5% REEIKHE - iE 1% FEE KA o

3R 8 FEHIRRE - E_KIRERMEARARS

PRHIB R A ELT > SOE = 1

PRHIBR R A IEERT » SOE =0

(M

)

3)

“4)

(3) (6)

(7) (8)

RPT_ RPT_ RPT_ RPT_ RPT_ RPT_ RPT_ RPT_
Sales  Purchase Sum L&G Sales  Purchase Sum L&G
C 0.534 -1.027***  0.020 -0.536*** 0.125 _0.226 0.023 -0.235
(0.222) (0.332) (0.221) (0.158) (0.252)  (0.270) (0.222)  (0.329)
[ 21 -0.072 0.107 -0.013 0.071 -0.005 0.015 -0.009 0.005
(0.051) (0.091) (0.058) (0.085) (0.058) (0.070) (0.053) (0.088)
Reform 0.144 -0.396* -0.042 -0.145 0.057 0.207 0.095 0.390
(0.147)  (0.240) (0.172) (0.143) (0.245) (0.264) (0.215) (0.315)
1 21%Reform 0.039 0.164** 0.101*** -0.132* 0.067 0.036 0.081 -0.060
(0.029) (0.070) (0.035) (0.079) (0.056) (0.073) (0.055) (0.091)
Control
Variables Yes Yes Yes Yes Yes Yes Yes Yes
N 2,616 2,489 2,865 945 3,696 3,603 4,198 2,086
Adjusted-R?  0.619 0.347 0.628 0.427 0.643 0.380 0.632 0.292
F value 3.46*** 5.69*** 3.51*** 2.67** 2.64*** 2.73** 3.21* 2,97

1 SESEAIREUHTEERFERK 4 L21 BB AR RAAEHEHIRR R AVIFAL LB
5 2 | BWIEREAASENAEEE - ARFRBIIAEELBAIRE - EIRAEEE -
FE 3 ERIE 10% BREIKLE -+ 3E 5% BaFEIKLE - ¥ 3Z 1% RAFEIKE -
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oty Al SR - B SR S8 K e B (U [ B 2 A P PR g s A= SR AL A2 ]
AE R RIATRIT e - 58 K e BRAH RS P2 il i BR A 55 fie EEIAE e 20 1% T e FB IR ERCRITIY
11% (BIHEESE) MREERSIRET 8% (BIEME3E) - fEJI#EREST MREARET » B2
R B B PR e B 20 SRR PR N A2 B RSRALA -

Pg - R TR

AT SR H YT I R A S S eI AR R MR IR 5 % DA EE SR S A R
EME e (—) AFEIH (Size) @ DA In( $HEFE ) B In(MEEIREEE ) (=) #
FIBEST (ROE) : DISHESBIZR (Return On Sales) U EEHERSEINIER : (=) B4
(OCF) : DGR SEEYIUCE ER ST (1Y) IRES B EE (Reform) :
ARG E B 5 YN e e M B A B DU GRS SRR A5 AR A ¢ (1) 2001 £F28 2004 FE3%
B0 2006 F2 2009 F R 1 > GRS BEEEREE (2005 ) 5 () LEHA
FIETI RS BECER H IR YE - MR HI R E S 6 H30 HRTR 06 H30 HR R 1
DAFAs AR B SO T AR R MR G A SR B RS SR — 2 -

i~ Hithfix iR -

FHA s M 53 B P F i o e B S e 777 5 0 i AL s e Y 22 SRAE R R 2
FFEE I RERBUFELIEEUR - BRI AT ZE1E 3 B A5 SR T A b A SR IR il i 3R
ARG 53 B (3 EIEE G 2 - AR - ZLHVFEEIE B2 T RE B R R E 2 2
RiEEFE » HeEOR TRt HRERAZ S EGRE - Ft - FETRFEEZER
M ARSGE—FIEEA 3R & 5 R E 2 B IR 2 EH 1R 2E (He, Mao, Rui, and
Zha, 2013) * AR F R EHEIEF R (Xu, Xu, and Yuan, 2013) » i L H RS B
TR REEREE R HRRALZ G 2 R -

SEE R R BN IERA 2R B U HT R BRAR A B s B R
et ERVEEEE (RY1FER) - HulsBR RS EE A E R AR A ENETE &
%5 (Masulis, Pham, and Zein, 2011) * H#EHRBEIR AL G ARG ESESZ I EEST K
HYEA A E] - TSRS EE S 7 N & 2 2 E B BL I EE B O 8 - T
o HRNE S EE B REIAR 2004 5 - SR RFTHERBIEARE » mEK
JEEF A RN -

7 EKEHTE RV AR
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FRIGEFERFEETIEBE (AR A 7 B DGR RTR I B RAR AR BRI BN R E
MET ERVEEETE CRYIZR) o HATRE R ARy A BRI 22 e 1 6 A MR & i R IR - 111
EIRENE (Underinvestment) HIE I EELE (Xu et al., 2013) » WAL EARFEA S E 11
BRI E S FE AR DEC - fEERAITED I - BREEEEERRAL S I REE
IRERE ST K - IEK B R RE 3 B B S e F R i B B om i s 2 - (o
R IEEZER RS A 5 B R RTIR ZRAR AR B BN TR -

h ~ #55%

(e s R 3 B )R {5 7 e st e B B 5 e 5 et e PR B A 2 S — T S R R A A
fIRE - £78 5 ELBIF E G R AR i SR R B R N2 5 F FEAGETT B AT Ry
EJiE R R BB & A2 48 - TR BT A 2005 R eE FaltREERTE « (R HEEARTHSE
BEAb - HEHG IR E > B DO 5 o DIMEBRET R B B i A RIBERA R A AZ SR ER - it Fe e
H A RE 4 B L HT] (Berkman, Cole, and Fu, 2009; Cheung et al., 2010; Lei and Song,
2011; Peng et al., 2011) » FIfAMRE > B CACESSE BT A RERS S IO - 3[BT B R 1%
NZZ G HIRIFR R B R ARG AR =2 nT RER ATl « [RIIEL - AWFFEEH S 2002 £ 2013 FF1EHE »
B AT EARRETHISE - HAYE Ry T BRI RE 7 B R S S P I R T A
AR GRS EATE » DU T RSO A I I R T R A A S B AT I HE

DEICREREGRTE - DUE—F TRETRES BEUCEH IS TR S ARG
[ REAY B -

ABFEIe et B B R i R s TR B T2 R T T LU - A REUR - B R
SRAE R 73 B R AR I8 O FH A £2 A A2 B B IR E LEIR BT T2 I R 26 - A —20 il o0 B
5 PRI g BORs th UL BUR R TR - S8R TR O BURFAE R 1 70 B DR 1R kA R F BRI AR
G LI TR 2 - AEBS R HRTTTA - B Ha il i o s TR B T e R
F] NS ORISR B B RCRE TR B - SEIRAERAE D B DGR R - 58 R SR U A B
BHEHIRR 25 - WA AZZ S -

AHFeiE R R BORHIEE IR ENEFEH TR o Bt B 7 5 AT BRI
EHEME » HREBERETS > AAELEERE Y > EREEEEGREAEE - 45
R L NER A RV ELA S - AR E R AR - ERREA - REHEHSEEE
BRI R I RERL » [UOh - N AR RFE R IR ARVEERET) - DAtk
YT DB R AR A -

WFFERREIITI - B 5T - PR B e 7 S P R P RS N e SR R B B e AR 2
tEF ] GE S AR B B R A B R SR T U B MR B It & E B T 55 (Takeover
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Market) FJ7E#E » 2R SN FIREE - ST (B il i SR R MR R By BB * 5 HoK
38 25 SRR AR AZARAN [RIRE Y P22 il i PR (e HE 1T (RIRE A £2 A 22 5 - mTREE RE R e IR A
) - FFAE B ORGSR © Rl - AW e R E T 72 & nl ST A A [FE R A2 H R -
PRI HAIRIFIBATR A A S R R I A - AH(E S EOR T BE& A T 52 H A 5 A
HIBhE

8 EEHTEAEFERIER -
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The Impact of the Chinese Split-Share Structure Reform on the
Relationship between Ultimate Controlling Shareholder and
Related Party Transactions

Wen-Sheng Wang, Lecturer, Department of Finance and Accounting, Dhurakij Pundit University
Chi-Kit Choi, Master, Department of Business Administration, National Central University

I-Cheng Li, Assistant Research Fellow, Research Department of Business Model Innovation, Commerce
Development Research Institute

Jung-Hua Hung, Professor, Department of Business Administration, National Central University

1. Purpose/Objective

The split-share structure has resulted in conflicts of interest between tradable
shareholders and non-tradable shareholders, leading to the agency problem. The controlling
shareholders, who usually hold a high proportion of non-tradable shares, have the means to
exploit related party transactions in order to pursue private benefits at the expense of tradable
shareholders. In 2005, the Chinese government initiated the split-share structure reform in
order to alleviate the aforementioned agency problem and to facilitate the efficiency of
capital markets. Existing studies regarding the relationship between Chinese listed firms and
related party transactions have mainly focused on the pre-reform period (Berkman et al.,
2009; Cheung et al., 2010; Lei and Song, 2011; Peng et al., 2011). However, the split-share
structure reform could have a great impact on the ownership structure of Chinese listed
firms, and this ownership change could thereby affect the motives and ability of the
controlling shareholders to conduct related party transactions. This study examines how the
split-share structure reform has affected the different types of controlling shareholders, in
particular their ability to take advantage of related party transactions, and whether the
second-largest shareholders now have an impact on determining how controlling
shareholders conduct related party transactions. The goal is to obtain a better understanding
of the effects of the split-share structure reform on improving the corporate governance

problems of Chinese listed firms.

2. Design/Methodology/Approach
The research sample consists of firms listed on the Shanghai and Shenzhen Stock
Exchanges for the period between 2002 and 2013. We collected ownership and financial data
from the Taiwan Economic Journal Database (TEJ) and related party transaction data from
the China Stock Market and Accounting Research Database (CSMAR). Since the split-share
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structure reform began in April, 2005, we have separated our data into two periods based on
this date. The pre-reform period is between 2002 and 2005 while the post-reform period is
between 2006 and 2013. We have also filtered the sample by excluding financial firms,
restructured firms, firms without related party transactions, firms with missing data and firms
marked as receiving special or particular treatment. This leaves a total of 8,789 observations,
including 2,073 pre-reform observations and 6,716 post-reform observations. Panel Least
Squares regression is used to verify the hypotheses, and clustering the standard errors

suggested by Petersen (2009) is used to avoid biasing the results.

3. Findings

Our empirical results show that state-controlled firms carried out fewer related party
transactions compared to non-state-controlled firms after the split-share structure reform.
The reason could be that the controlling ownership of state-controlled firms has been diluted
so that the capital gains can be obtained by the controlling shareholders after the split-share
structure reform, which would contribute to fewer related party transactions. In addition,
firms controlled by the central government conducted fewer related party transactions than
firms controlled by the local government. We conjecture that firms controlled by the central
government are core businesses, which are of greater concern and would thus receive more
attention from mass media. Consequently, firms controlled by the central government have to
conduct fewer related party transactions to show a good example that the reform indeed
lessens the agency problem in Chinese listed firms. Furthermore, firms with a second-largest
shareholder carried out more related party transactions than firms without a second-largest
shareholder. The reason could be that the contestability of the second-largest shareholder has
decreased after the reform, leading to a decrease in the monitoring efficiency of the second-
largest shareholder. As a result, the second-largest shareholder turns to collude with the

controlling shareholders to pursue private benefits through related party transactions.

4. Research Limitations/Implications
Recently, as a consequence of immense economic growth, Chinese listed firms have
been experiencing an increased demand for funds. Even banks in Taiwan have been accessed
as one of their financing channels. For example, the offering of syndicated loans for
Sinosteel International Holding Company Ltd. has attracted twelve Taiwanese banks and

raised a total of 2.3 billion US dollars. However, for investors who are less aware of the
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characteristics of Chinese firms, such investment could be highly risky and they could suffer
a huge loss. To help alleviate this type of problem, this study investigates whether controlling
shareholders are prone to extract private benefits through related party transactions. Our
study has implications for both policy makers and investors. For policy makers in other
emerging markets like China, privatization is only the first step to enhance the stock market.
The key point is to implement the transfer of control from the state to other types of
shareholders. In this case, corporate governance mechanisms can be enhanced and the
diversion of corporate resources can be restricted. In emerging markets like China’s,
investors should focus on the identity of the controlling shareholders of the target company
because different types of controlling shareholders have different motives and abilities to
conduct related party transactions, which could impact investors’ wealth. In addition,
investors should not rely too heavily on the monitoring efficiency of institutional investors in
China because these institutional investors may lack the experience or capability to monitor
management in the same way as in other countries.

Like most studies of this nature, this paper has some limitations. First, the impact of the
split-share structure reform on the motives of the controlling shareholders to expropriate
minority shareholders could also be scrutinized from the viewpoint of external governance
mechanisms. Whether an increase in stock liquidity results in a more active takeover market
and thereby reduces the motivation of the controlling shareholders to expropriate minority
shareholders’ benefits remains unclear. Second, the extant literature does not examine
whether different types of the controlling shareholders prefer different kinds of related party
transactions. Consequently, follow-up studies can follow the line of thought initiated in this
paper and investigate the impact of the takeover market on related market transactions after
split-share structure reform or study the preference for the kind of related party transactions
by different types of controlling shareholders, to help investors better understand the firm

characteristics in China.

5. Originality/Contribution
Compared to the previous literature on related party transactions, this study considers
the exogenous impact of institutional reform (split share structure reform), an area seldom
mentioned in previous studies (Cheung et al., 2009; Peng et al., 2011; Liu et al., 2014). In
addition, most past studies have focused on the impact of the reform on the volatility of the
stock market or extended issues of price announcements; few studies have made

comparisons between pre- and post-reform periods, which can affect corporate decisions
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through the changes in the ownership structure.

This study thus fills a gap in the literature by examining whether country-level
institutional reform can hamper the expropriation of the controlling shareholder, and whether
the monitoring ability of the second-largest shareholder can be enhanced by the reform. In
addition, we extend the work of Cheung et al. (2010) to examine the motivation for related
party transactions in non-state-controlled firms, including the controlling shareholders who
are domestic legal persons and foreign legal persons. Last but not least, few studies have
focused on the relationship between the second-largest shareholder and related party
transactions. Liu et al. (2014) argued that the power of large shareholders other than the
controlling shareholders can efficiently reduce the expropriation through related party
transactions. However, their sample only included data from the post-reform period between
2008 and 2010, neglecting the difference analysis between the two periods. In the pre-reform
period, the government held a high proportion of non-tradable shares, and the ability and
motivation of the second-largest shareholder was weak. After the split-share structure
reform, the second-largest shareholder is able to purchase released shares to enhance their
power against the controlling shareholders. In their examination of stock market volatilities
between the pre- and post-reform periods, Lo et al. (2012) found that investors were easily
affected by government policies before the reform, but became more rational after the
reform. Therefore, considering cases where the second-largest shareholder is an important
corporate governance mechanism, split-share structure reform in China has offered a rare
platform to examine the behavior of the second-largest shareholder, and this study

complements this line of thought in the literature.
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