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Ownership concentration tunneling and managerial entrenchment

WU Yu-hui WU Shi-nong
School of Management Xiamen University Xiamen 361005 China

Abstract: In this paper we frame two theoretical models in concentrated ownership environments to study the
determinants on tunneling and managerial entrenchment. We find that: (1) When there are only agency prob—
lems between controlling shareholder and minority shareholders in a firm better investment opportunities
higher legal investor protection and higher ownership by controlling shareholder will result in less tunneling.
(2) When there are dual principal-agent problems in a firm better knowledgeable of controlling shareholder
higher legal investor protection and higher ownership by controlling shareholder will result in lower probability
and lower extent of tunneling. (3) When there are dual principal-agent problems in a firm better investment
opportunities higher legal investor protection and higher pay-performance sensitivity will result in lower prob—
ability and lower extent of managerial entrenchment.

Key words: tunneling; managerial entrenchment; dual principal-agent problems; corporate governance



