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Table 1 Definitions of variables

(1)
( Pledge_dum)

( Pledge_per)

Tunnel

Pledge_dum

Pledge_per

Law

2004  —2005 0 20064

—2010 1.

Balance

Top2_10 Topl

1 0.

Roa

TobinQ

Topl

Top2_10

State

Size

Lev

Roe

Grow
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Industry
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Year

( State) .

( Lev) .
( Topl) . ( Grow)
( Top2_10) .

( Size) . 2a

( Roe) .
( Big4d) .

Tunnel, , = oy +a, Pledge, , | Pledge, , | +a,Law, , +a,Pledge, ,/ Pledge,, | xLaw, , +a,Topl; , +asTop2_10, , +

agState; , +a,Size; , +ag Lev; , +a,Roe, , +a, Grow, , +a, Bigd,, + z Industry,, +e& (2)



Law

( Law) 2004 —2005 0

2006  —2010 1. 2006

( Pledge x Law)
2b
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2
Table 2 Descriptive statistics of sample and main variables
A N
(%) (%) (%)
2004 1287 365 28.36 258 20.05 107 8.31
2005 1278 400 31.30 278 21.75 122 9.55
2006 1269 414 32.62 284 22.38 130 10.24
2007 1 366 420 30.75 317 23.21 103 7.54
2008 1492 451 30.23 365 24.46 86 5.76
2009 1 498 504 33.64 418 27.90 86 5.74
2010 1787 554 31.00 469 26.25 85 4.76
9977 3108 31.15 2 389 23.95 719 7.21
B
Tunnel 9977 0.005 0.000 0.031 0.000 0.538
Pledge_dum 9977 0.312 0.000 0.463 0.000 1.000
Pledge_per 9977 0.198 0. 000 0.350 0.000 1.000
Roa 9977 0.032 0.033 0.071 -0.953 0.429
TobinQ 9977 1.713 1.308 1.184 0.681 13.949
Topl 9977 0.377 0.358 0.156 0.085 0.758
Top2_10 9977 0.193 0.172 0.132 0.006 0.559
State 9977 0.598 1.000 0.490 0.000 1.000
Size 9977 21.503 21.379 1.147 18.203 25.518
Lev 9977 0.494 0.507 0.195 0.027 1.095
Roe 9977 0.042 0.067 0.262 -2.772 1.489
Grow 9977 0.005 0.001 0.019 -0.016 0.234
Bigd 9977 0.076 0.000 0.265 0.000 1.000
3
Table 3 Grouped description of main variables according to whether stock pledging or not
T A
« ) « )
Tunnel 3108 0.010 0.000 0.048 6 869 0.002 0.000 0.019 11.486 7 5.8827%**
Roa 3108 0.017 0.022 0.080 6 869 0.039 0.037 0. 065 — 14,751 | - 18.0827*"*
TobinQ 3108 1.754 1.299 1.270 6 869 1.694 1.311 1.143 2.340*F -0.287
Topl 3108 0.361 0.335 0.151 6 869 0.385 0.368 0.158 —-7.219%% | —7.102%**
Top2_10 3108 0.176 0.155 0.123 6 869 0.200 0.179 0.135 - 8.396™ | —7.563%**
State 3108 0.469 0.000 0.499 6 869 0.656 1.000 0.475 —17.848*** | —17.570***
Size 3108 21.366 | 21.314 0.997 6 869 21.564 | 21.408 1.204 -8.0377 | -5.594%**
Lev 3108 0.531 0.543 0.187 6 869 0.478 0.491 0.196 12.592 % 11.863***
Roe 3108 0.001 0.049 0.345 6 869 0. 060 0.075 0.211 —10.461 % | - 14.314*
Grow 3108 0.006 0.001 0.022 6 869 0.005 0.001 0.018 2.813% 0.470
Big4 3108 0.039 0.000 0.194 6 869 0.093 0.000 0.290 - 9,412 | ~9.371 %

1% 5% ~10%
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(0.010) (0.002) 4 1 1
1% T Z 2 ( Pledge_dum-
1. Pledge_per) 3 4
( Pledge_dum)
0.0064 0.005 2
( Pledge_per) 0.009 0 0.007 4
1%
3.2
3.2.1  Rix 1 8948
4
Table 4 Controlling shareholders’ financial constraints and tunneling
= Tunnel
Pledge Pledge
(1) (2) (3) (4)
Intercept 0.028 3*** 0.026 4** 0.017 3** 0.015 4**
(2.706) (2.509) (2.234) (1.967)
Pledge._dum 0.006 43 *** 0.005 21 ***
(5.650) (5.783)
Pledge_por 0.009 00 *** 0.007 40 ***
(4.834) (4.986)
Topl 0.010 9*** 0.012 2% 0.008 41 *** 0.009 21 ***
(3.432) (3.634) (3.241) (3.378)
Top2_10 - 0.000 705 -0.000 274 0.000 345 0.000 576
( -0.208) ( - 0.080) (0.128) (0.213)
State 0.000 774 0.001 36 0.000 019 6 0.000 484
(0.680) (1.207) (0.021) (0.544)
Gine -0.001 25** -0.001 20** -0.000 684" -0.000 621"
( -2.555) (- 2.465) (-1.852) (-1.684)
Koo -0.020 3% -0.019 9*** -0.015 1% -0.014 8***
(-5.454) (-5.413) (-4.014) (-3.991)
Lon 0.006 90 *** 0.006 59 *** 0.005 15*** 0.004 92 ***
(3.136) (3.054) (2.764) (2.715)
-0.0118 -0.0139 0.002 40 -0.001 14
Grow
(-0.827) ( -0.970) (0.300) ( - 0.140)
) 0.000 499 0.000 420 0.000 519 0.000 442
Bt (0.387) (0.329) (0.468) (0.401)
Industry Yes Yes Yes Yes
Year Yes Yes Yes Yes
N 9977 9977 8 361 8 361
R? 0.085 0.085 0.072 0.073
NN 1% 5% 10% Z (time series dependence)
Cluster 849
1 5 2a .
3.2.2  fRIR2 e9AR IR
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( Law)
( Pledge_dum-Pledge_per) ( ) ( 10%
Pledge_dum x Law -0.020 8 1% @,
- 0.025 4 Pledge_per x Law
-0.0238 -0.0318 1%
2
5 N
Table 5 Legal supervision controlling shareholders’ financial constraints and tunneling
= Tunnel
Pledge Pledge
(1) (2) (3) (4)
0.027 7% 0.027 37 0.016 7 0.016 27*
Intercept
(2.799) (2.708) (2.286) (2.158)
L —0.003 847 - 0.005 157 - 0.002 83 - 0.004 08
aw
(—4.573) (—5.040) ( =2.906) (= 3.590)
*kk *kk
Pledge_dum 0.022 0 0.027 0
(5.759) (5.684)
_ . 2 *kk _ . 2 4*“!(*)\‘
Pledge_dum x Law 0.0208 0.025
(-5.625) (=5.461)
0.026 47 0.034 77
Pledge_per
(4.888) (4.753)
Fxk *kk
Pledge_per x Law 0.023 8 0.0318
(-4.653) (- 4.486)
Tonl 0.010 17 0.011 37 0.007 20 *** 0.008 03 ***
0,
P (3.242) (3.472) (2.833) (3.039)
-0.002 63 -0.002 82 -0.001 57 -0.001 74
Top2_10
(-0.767) (-0.813) (-0.574) (-0.633)
Srar 0.000 756 0.001 23 0.000 105 0.000 554
otate (0.673) (1.106) (0.116) (0.633)
5 -0.001 47 *** -0.001 437 - 0.000 896 ** - 0.000 830**
vize
(- 3.044) (-2.955) (-2.476) (-2.301)
R -0.018 6™ -0.018 0*** -0.013 27°** -0.012 7%
oe
(-5.074) (-5.036) (-3.610) (-3.577)
I 0.006 86 *** 0.006 61 *** 0.005 44 *** 0.005 07 ***
ev
(3.189) (3.136) (2.942) (2.853)
. —-0.009 00 -0.0112 0.004 03 0.002 49
Grow
(-0.638) (-0.789) (0.506) (0.305)
Bivd 0.001 13 0.001 03 0.001 28 0.001 10
'€ (0.903) (0.836) (1.183) (1.028)
Industry Yes Yes Yes Yes
N 9977 9977 8 361 8 361
R? 0.102 0.099 0.097 0.095
NN 1% 5% ~10% ( time series dependence)
Cluster 849
6 2b N Pledge_dum x Balance - 0.005

( Pledge_dum-Pledge_per)

14 -0.003 38 5% 10%
x Balance

-0.007 24 5%

Pledge_per
- 0.009 02



( Roa) 5

2b
6 N
Table 6 Inside balance of ownership controlling shareholders’ financial constraints and tunneling
= Tunnel
Pledge Pledge
(1) (2) (3) (4)
0.026 7** 0.024 77°* 0.016 2** 0.014 4"
Intercept
(2.577) (2.390) (2.103) (1.858)
0.003 38** 0.003 58 ** 0.002 08" 0.002 56 **
Balance
(2.300) (2.112) (1.899) (1.977)
0.008 86 *** 0.006 80 ***
Pledge_dum
(4.892) (4.918)
-0.005 14** -0.003 38"
Pledge_dum x Balance
(-2.189) (- 1.740)
Plod 0.013 9™ 0.011 37
edge_per
(3.828) (4.015)
-0.009 02** -0.007 24**
Pledge_per x Balance
(-2.211) (-2.197)
ool 0.013 0 0.014 6™ 0.009 78 *** 0.010 9***
op
(3.504) (3.652) (3.389) (3.520)
-0.005 11 -0.004 57 -0.002 35 -0.002 30
Top2_10
(- 1.080) (-0.939) (-0.623) (-0.587)
S 0. 000 865 0.001 63 0.000 094 0 0.000 705
tate
(0.761) (1.434) (0.103) (0.786)
S -0.001 247 -0.001 217** -0.000 673" -0.000 633"
ize
(—2.548) (—2.504) (-1.829) (-1.729)
R -0.020 4% -0.020 0*** -0.015 1% -0.014 8%
oe
(—5.461) (-5.422) (-4.017) (—3.993)
. 0.006 83 *** 0.006 46 *** 0.005 08 *** 0.004 77 ***
ev
(3.111) (3.008) (2.722) (2.637)
-0.0131 -0.0152 0.001 66 -0.002 88
Grow
(-0.913) (-1.049) (0.208) (-0.351)
Biud 0.000 518 0.000 475 0.000 519 0.000 484
L
(0.402) (0.376) (0.468) (0.441)
Industry Yes Yes Yes Yes
Year Yes Yes Yes Yes
N 9977 9977 8 361 8 361
R 0.086 0.088 0.073 0.075
N 1% 5% 10% A ( time series dependence)
Cluster 849
i3 4t ATobinQ);  1.25 6
7 ( Pledge_dum-Pledge_per)
4.7 8 7
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( Tunnel x Pledge_dum  Tunnel x Pledge_per)
; Q
( Tunnel x Pledge_dum) 5% 10%
( Tunnel x Pledge_per)
3
3.3
3.3.1  BAERS A BAALR AT L0 A B AU 2540
7 N
Table 7 Controlling shareholders’ financial constraints tunneling and firm value
= Roa = TobinQ
Pledge Pledge Pledge Pledge
(1) (2) (3) (4) (5) (6) (7) (8)
Intercept -0.2717% -0.261 -0.2627* —0.2547 8.3257% | 8,357 | 8.870*** | 8.897
(-12.255) | (-11.831) (-11.011) ( - 10.727) (19.569) | (19.652) | (18.950) | (18.993)
—0.008 03™**| —0.007 72*** | -0.007 237 - 0.007 18*** 0.034 9 0.024 1 0.0351 0.028 5
Tunnel (-3.733) (-3.773) ( -3.081) ( -3.170) (1.168) | (0.841) | (1.009) | (0.853)
- 0.005 64 - 0.008 17*** 0.025 2 0.011 7
Pledge_dum
( - 2.690) ( - 3.650) (0.717) (0.308)
Tunnel x |-0.017 2% -0.013 6 —-0.104** -0.107"
Pledge_dum | ( - 4.025) (-2.757) (-2.144) (- 1.847)
Pledge_per -0.013 0% —-0.015 4% -0.0100 -0.014 1
( - 4.160) ( -4.741) ( - 0.206) (-0.257)
Tunnel x -0.025 5% -0.018 8** -0.101 -0.125
Pledge_per (-3.721) ( -2.361) ( - 1.544) (-1.542)
Topl 0.065 47** 0.061 27** 0.064 27** 0.061 0*** —0.650 ™ |- 0.661** |- 0.526*** |- 0.537***
(9.436) (8.843) (8.547) (8.116) (-6.149) | ( - 6.242) |( - 4.445) |( -4.531)
Top2_10 0.062 17 0.059 5 0.070 77 0.068 7*** —0.515™|-0.528**| -0.192 -0.202
(8.282) (7.932) (8.595) (8.334) (-4.132) |(-4.261) |( -1.322) |( -1.399)
—0.006 69**| —0.008 66 | —0.007 94 -0.009 62*** | -0.009 73| -0.0163 | —0.0495 | —0.055 1
State ( -3.258) (-4.171) ( -3.610) ( -4.359) (-0.314) |(-0.518) |( - 1.406) |( - 1.538)
Sive 0.014 87 0.014 57 0.014 07 0.013 87 - 0.309 " |- 0.309 *** |- 0.335™ |- 0.336
(13.507) (13.301) (11.814) (11.683) (- 15.219) |( - 15.258) |( - 14.964) |( - 14.994)
Low -0.137* - 0.134% - 0.134™ -0.133% - 0.626™ |- 0.615™* |- 0.863 " |- 0.855*
(-22.891) | (-22.659) ( - 20.496) (-20.433) |(-6.513) |(-6.385) [( —7.686) |( -7.615)
Crom 0.1117** 0.1117** 0.094 3" 0.102" -0.892" | -0.893" | -1.030" | -1.021"
(2.054) (2.080) (1.757) (1.898) (-1.678) |(-1.689) |( -1.773) |( - 1.767)
Bigd —0.008 80™* | —0.008 77 ** —-0.009 71** - 0.009 57*F 0.154™ 10,1537 | 0. 141 | 0.141
( - 2.386) ( - 2.396) (-2.315) (-2.294) (3.356) | (3.346) | (2.627) | (2.629)
Industry Yes Yes Yes Yes Yes Yes Yes Yes
Year Yes Yes Yes Yes Yes Yes Yes Yes
N 9977 9977 8 361 8 361 9977 9977 8 361 8 361
R? 0.246 0.252 0.240 0.244 0.381 0.381 0.390 0.390
N 1% 5% 10% VA (time series dependence)

Cluster

48-49



8
R ’ ( Law) (2007
WIND —2010 ) (2004
—2006 )
( )
( Balance) -5
( )
( )
4
3.3.2 FERARMEMIFEEIRRAE EHITA
50 51 IR ‘
) ) | 2004
~ —2010 9977
2 ( Tunnel2) .
( Tunnel3) 3
( Tunnel4)
4
> CSMAR
( ) .
3.3.3  FJERAAACIARH Z SR T G B E A .
P 3 B A ) 7
2005 2006

2005 2006



— 84 — 2014 9

1 Johnson S La Porta R Lopez-De-Silanes F et al. Tunneling J . American Economic Review 2000 2(90): 22 -27.

Bae K Kang J Kim J. Tunneling or value added? Evidence from mergers by Korean business groups J . Journal of Fi—
nance 2002 57(6): 2695 -2740.

Baek ] Kang J Lee I. Business groups and tunneling: Evidence from private securities offerings by Korean chaebols J .
Journal of Finance 2006 61(5): 2415 -2449.

Bertrand M Mehta P Mullainathan S. Ferreting out tunneling: An application to Indian business groups J . The Quarterly
Journal of Economics 2002 117(1): 121 - 148.

5 Jian M Wong T. Propping through related party transactions J . Review of Accounting Studies 2010 15(1): 70 —105.

10

11

12

13

14

15

16

17

18

Peng W Q Wei KCJ YangZ. Tunneling or propping: Evidence from connected transactions in China J . Journal of Cor—
porate Finance 2011 17(2): 306 -325.
Cheung Y Rau P R Stouraitis A. Tunneling propping and expropriation: Evidence from connected party transactions in
Hong Kong J . Journal of Financial Economics 2006 82(2): 343 —386.
Jiang G Lee C M C Yue H. Tunneling through interoperate loans: The China experience J . Journal of Financial Eco—
nomics 2010 98(1): 1-20.
Jensen M C Meckling W H. Theory of the firm: Managerial behavior agency costs and ownership structure J . Journal of
Financial Economics 1976 3(4): 305 -360.

Shleifer A Vishny R W. A survey of corporate governance J . Journal of Finance 1997 52(2): 737 -783.

Claessens S Fan J P H. Corporate governance in Asia: A survey J . International Review of Finance 2002 3(2): 71

-103.

N J. 2009 (5): 128 —144.
Hao Ying Liu Xing. Capital investment tunneling and crowding out effect J . Management World 2009 (5): 128 -
144. ( in Chinese)
N I 2012 15(3): 83 -96.
Hao Ying Li Xiaoou Liu Xing. Ultimate control capital allocation and investment performance J . Journal of Manage—

ment Sciences in China 2012 15(3): 83 -96. (in Chinese)

2010 13(6): 73 -83.
Ran Rong Liu Xing. Research on reasonable private benefits of control and excessive private benefits of control small
shareholders’ perspective ] . Journal of Management Sciences in China 2010 13(6): 73 —83. (in Chinese)
N J. 2011 14(8): 35 -44.

Wu Yuhui Wu Shinong. Ownership concentration tunneling and managerial entrenchment J . Journal of Management
Sciences in China 2011 14(8): 35 —-44. (in Chinese)

. “ ” “ 7 ?7 — J

2012 26(2): 77 -84.
Xiao Zuoping Su Zhonggin. Is cash dividend policy a tool for tunneling or masking expropriations?: Empirical evidence
from Chinese listed companies J . Journal of Industrial Engineering and Engineering Management 2012 26(2): 77 —
84. (in Chinese)
J. 2009 24(5): 549 -595.
Song Xiaobao Liu Xing. Evolutionary game analysis for large shareholders’ expropriation and external supervising J .
Journal of Systems Engineering 2009 24(5): 549 -595. ( in Chinese)
N — ?2 7.
2011 14(11): 81 -96.

Dou Wei Liu Xing An Ling. Ownership concentration allocation of control rights and inefficient investment in firms: Mo-



. — 85 —

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

nitoring or colluding among multiple large shareholders? J . Journal of Management Sciences in China 2011 14( 11):
81 —96. ( in Chinese)
La Porta R Lopez-De-Silanes I Shleifer A. Legal determinants of external finance J . Journal of Finance 1997 52
(3): 1131 -1150.
La Porta R Lopez-De-Silanes F Shleifer A et al. Law and finance J . Journal of Political Economy 1998 106(6) :
1113 - 1155.
La Porta R Lopez-De-Silanes F  Shleifer A. Corporate ownership around the world J . Journal of Finance 1999 54
(2): 471 -517.
Chang S J. Ownership structure expropriation and performance of group-affiliated companies in Korea J . Academy of
Management Journal 2003 46 (2): 238 —253.
Kim J Yi C H. Ownership structure business group affiliation listing status and earnings management: Evidence from
Korea J . Contemporary Accounting Research 2006 23(2): 427 -464.
Deng J Jie G Jia H. Political Constraints Organizational Forms and Privatization Performance: Evidence from China
R . Social Science Electronic Publishing Inc. 2010.
Aharonya ] Wang J Yuan H. Tunneling as an incentive for earnings management during the IPO process in China J .
Journal of Accounting and Public Policy 2010 29(1): 1 -26.
Cheung Y Jing L Lu T et al. Tunneling and propping up: An analysis of related party transactions by Chinese listed
companies J . Pacific-Basin Finance Journal 2009 17(3): 372 -393.
Friedman E Johnson S Mitton T. Propping and tunneling J . Journal of Comparative Economics 2003 31(4): 732 -
750.
?2 ). 2009 (7): 57 -63.
Hao Xiangchao Liang Qi. Does stock pledge of ultimate owner impair firm value? J . Accounting Research 2009 (7):
57 -63. (in Chinese)
. : ?2 ). 2007 (4): 112 -123.
Deng Jianping Zeng Yong He Jia. To share or to monopolize profits? J . Economic Research Journal 2007 (4): 112
—123. ('in Chinese)
J. 2005 (9): 119
-126.
Jiang Guohua Yue Heng. A study of the relationship between big shareholders ‘diverting listed companies’ capital and the
stock returns of thesecompanies J . Management World 2005 (9): 119 —126. ( in Chinese)
“ 7 — J
2004 (12): 3-13.

Li Zengquan Sun Zheng Wang Zhiwei. Tunneling and ownership structure of a firm: Evidence from controlling sharehold—
er’ s embezzlement of listed company’s funds in China J . Accounting Research 2004 (12): 3 —13. (in Chinese)

N — I 2004 (8): 102
-110.
Liu Feng He Jiangang Wei Minghai. Control performance and tunneling: Based on Wuliangye case study J . Manage—
ment World 2004 (8): 102 —110. ( in Chinese)

I 2008 (8): 135 -144.
Shen Minghao. Analysis on the influence of governance structure to family—controlled tunneling behavior of Chinese private
listedcompanies J . Economic Research Journal 2008 (8): 135 —144. (in Chinese)
?2 T 2007 (4): 101 -111.

Ye Kangtao Lu Zhengfei Zhang Zhihua. Can independent directors deter the tunneling of large shareholders? J . Eco—
nomic Research Journal 2007 (4): 101 —111. (in Chinese)

2007 (9): 1-41.



— 86 — 2014 9

36

37

38

39

40

41

42

43

44

45

46

47

48

49
50

Zheng Guojian Wei Minghai Kong Dongming. The large shareholder’ s internal market and value of a listed firm: An em—
pirical test of the efficiency and tunneling theories J . China Accounting and Finance Review 2007 (9): 1 —41. (in
Chinese)
J. 2011 (3): 337 -352.
Zheng Guojian. The micromechanism of the process of marketization reform: The perspective of related party transactions
J . China Accounting Review 2011 (3): 337 —352. (in Chinese)
. : J . 2006 (2):
88 -98.
Wang Peng  Zhou Lian. Control of the controlling shareholders ownership and corporate performance: The empirical evi-
dence from Chinese listed companies J . Financial Research 2006 (2): 88 —98. ( in Chinese)
N — A
I 2011 (2): 107 -112.
Hong Jinming Xu Yude Li Yaru. Information disclosure quality controlling shareholder’ s embezzlement and auditor se—
lection: Empirical evidence from Shenzhen share a listed companies J . Auditing Research 2011 (2): 107 -=112. (in
Chinese)
N E— J. 2009 (1): 27
-39.
Xiao Zuoping. Large shareholders legal institutions and capital structure decisions: Empirical evidence from Chinese listed
companies J . Naikai Business Review 2009 (1): 27 —39. (in Chinese)
J. 2010 25(2): 216 -221.
Liu Xing Dou Zhongqiang. Study of large shareholder’ s expropriation behavior based on the intertemporal investment J .
Journal of Systems Engineering 2010 25(2): 216 —221. ( in Chinese)
Shleifer A Wolfenzon D. Investor protection and equity markets J . Journal of Financial Economics 2002 66(1): 3 -
27.
Pagano M Réell A. The choice of stock ownership structure: Agency costs monitoring and the decision to go public J .
The Quarterly Journal of Economics 1998 113( 1) : 187 -225.
Bennedsen M Wolfenzon D. The balance of power in closely held corporations J . Journal of Financial Economics
2000 58(1/2): 113 -139.
Maury B Pajuste A. Multiple large shareholders and firm value J . Journal of Banking and Finance 2005 29(7):
1813 - 1834.
“ 7 E— J. 2007
(4): 69-74.
Luo Danglun Tang Qingquan. Marketing environment and the “tunneling” behavior of controlling shareholders: The empir—
ical evidence from Chinese listed companies J . Accounting Research 2007 (4): 69 —-74. (in Chinese)
N J. 2009 24(3): 272 -279.
Tang Yuejun. Blockholders counterbalance interaction effects and cash dividend J . Journal of Systems Engineering
2009 24(3): 272 -279. ( in Chinese)
N I. 2007 (6): 74 -84.
Hu Yiming Tang Songlian. Audit information transparency and bank loan interest rate ] . Auditing Research 2007
(6): 74 —84. (in Chinese)
Petersen M A. Estimating standard errors in finance panel data sets: Comparing approaches ] . Review of Financial Stud—
ies 2009 22(1): 435 -480.
Rogers W. Regression standard errors in clustered samples J . Stata Technical Bulletin 1994 3( 13) ( ).
N I 2009 (5): 121 -140.
Gao Lei Zhang Jie. Corporate governance capital occupation and earnings management J . Journal of Financial Re—

search 2009 (5): 121 - 140. ( in Chinese)



51 . J. 2008 (6): 135 -144.
Shen Minghao. Analysis on the influence of governance structure to family-controlled tunneling behavior of chinese private
listed companies J . Economic Research Journal 2008 (6): 135 —144. (in Chinese)

52 . J. 2008 (6): 77 -84.
Hou Xiaohong Li Qi Luo Wei. Firm profitability and embezzlement behavior of controlling shareholder J . Accounting
Research 2008 (6): 77 —84. (in Chinese)

53 . ] ( ) 2006 (3): 1157 -1178.
Gao Lei He Shaohua Huang zhizhong. Corporate governance and tunneling J . China Economic Quarterly 2006 (3):
1157 = 1178. ( in Chinese)

Controlling shareholders’ financial constraints tunneling and firm value
from the perspective of stock pledge

ZHENG Guo—ian LIN Dong—ie LIN Bin

Sun Yat-sen Business School Sun Yat-sen University Guangzhou 510275 China

Abstract: This paper studies how the controlling shareholders’ financial constraints influence their tunneling
behavior and related economic consequences from the perspective of controlling shareholders’ stock pledge and
freezing. We have documented strong evidence suggesting that: When the controlling shareholders are facing
serious financial constraints ( when the equity is pledged or frozen) they tend to tunnel more money from lis—
ted companies which has negative effects on both the accounting performances and market values of listed
companies. At the same time although the tunneling behavior of large shareholders under financial constraints
is greatly mitigated by the external supervision and internal balance power the above results are still statisti—
cally significant even when external supervision and internal balance power are stronger. The above results
show that using stock pledge as a proxy for financial constraint and tunneling incentive of controlling share—
holders is more powerful to explain the behavior of controlling shareholders. This study provides not only an
analytical perspective and empirical variables to the existing controlling shareholders and corporate governance
literature but also important references for the regulators to monitor the behavior of controlling shareholders
and for outside investors to make investment decisions.

Key words: financial constraints of controlling shareholder; stock pledge and freezing; tunneling and capital

occupying; firm value



