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Does Expropriation Concerns of Controlling Shareholders
Cause Financing Constraint?

FANG Hong-xing', LI Zuo-kui’

(1. School of Accounting/China Internal Control Research Center, DUFE, Dalian 116025, China;
2. School of Innovation and Entrepreneurship, DUFE, Dalian 116025, China)

Summary: In the field of corporate governance, domestic and foreign researchers have studied the issue of benefit
expropriation, mainly focusing on two types of agency problems. At present, the academic research on the second type of
agency problem mainly focuses on the rationality of the static, and they are carried out in the framework of “shareholder
supremacy,” which is related to the situation of the occurrence of this problem at the end of the 20th century. However, with
the stakeholder theory proposed, it is found that some ideas of “shareholder supremacy” are flawed, and it is necessary to
study the behavior and economic consequences of controlling shareholders’ benefit expropriation from the perspective of
the reality of the dynamic game of relational subjects.

Based on the relationship between incomplete contract theory and the controlling shareholders’ residual control
rights, this paper derives a new agency problem of “investor-financier” from the second type of agency problem. This paper
empirically studies whether the expropriation concerns of controlling shareholders will cause financial constraints. The
findings indicate that Chinese listed companies exhibit financial constraints caused by the expropriation concerns of
controlling shareholders qualitatively and quantitatively. This conclusion remains valid after robustness tests. Further
analysis shows that firm ownership type and CEO Duality have a heterogeneous impact on financing constraints. Based on
the above analysis, it is confirmed that the greater the investors’ doubts about the benefit expropriation of controlling
shareholders, the greater the degree of financial constraints. This indicates that the financing party dominated by the
controlling shareholder has increased the reverse inhibition of the investors due to the benefit expropriation tendency of the
residual claim.

Compared with previous literature, this paper has contributions in the following two aspects. First, it is clear that the
agency problem of “investor-financier” does exist. Investors with inferior information will have concerns due to the benefit
expropriation of controlling shareholders. Consequently, they will reduce the confidence and willingness of capital supply,
or increase the price of capital supply, which will increase financial constraints. Second, based on the financial constraint
effect of controlling shareholders’ expropriation concerns, this paper discusses the governance effect on the agency problem
of “investor-financier” from aspects of information transparency, the degree of regulatory violation and the degree of equity
checks and balances. This study extends the scope of the original two types of agency problems, not only enriching
theoretical research on the relationship between controlling shareholders’ benefit expropriation and financing constraints,
but also providing reference for controlling shareholders to employ effective corporate governance mechanisms to improve
corporate financing efficiency.

Key words: controlling shareholder’s expropriation concerns; financial constraints; ownership structure

(RERE: HEE

[DO1]10.19654/j.cnki.cjwty}.2023.11.005
(UM e B e L . IR AR G B S i I BE 2 s 2 [ ], WP 2R IRl BF5Y, 2023 (11) : 57-70.

70



