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Abstract

The internal capital market is a capital allocation mechanism within the enterprise
group. Numerous studies show that, in mature markets, enterprise groups build internal
capital markets to help to ease financing constraints, and use the advantage of inside
information to supervise the member companies to achieve optimal allocation of capital.
Since the reform and opening up, with the development of Chinese market economy and
the deepening of the reform of state-owned enterprises, the Enterprise Group
Development Model has been on the gradual rise, under the government's policy support
and market orientation, and enterprise groups have been controlling shareholder of 80%
listed companies. On the one hand, these enterprises actively alocate capital and carry on
financing through related-party transactions with listed companies as the center, and build
up substantial internal capital market. On the other hand, these enterprise groups as the
ultimate controller of listed companies, often control listed companies through pyramid
ownership structure, and output the interest of listed companies through unfair asset
transactions and occupation of funds and providing guaranties between the related parties.
So that the allocation function of internal capital market based on the principle of
efficiency is changed, and the largest shareholder utilize internal capital market to
encroach the interests of minority shareholders. Therefore, re-examining the difficulties
faced by internal capital market in Chinese enterprise groups, so as to promote the sound
development of enterprise group internal capital market, has important theoretical and
practical significance.

This paper firstly reviews and summarizes the internal capital market theory and
relaied research literature. Next, the paper elaborates the causes of the formation of
internal capital market in Chinese enterprise groups, and taking this as a starting point, the
paper systematically discusses the reasons for function dissimilation of internal capital
market in Chinese enterprise groups from a theoretical point, based on Chinese scholars
empirical research of factors which influence the tunneling behavior of the largest
shareholder. Then, this paper offers a case study on the alienation of internal capital
market in Chinese enterprise groups. The paper analyses the operations and its impact of
the Hongyi's internal capital market in depth, and try to explain the inefficiency of the
Hongyi's internal capital market with case background. Finally, the paper summarizes the



previous theoretical analysis and case study results of internal capital market in Chinese
enterprise groups, and proposes some appropriate recommendations for improving
enterprise group interna capital market, for example, strengthening the Government's
policy guidance, improving the legal and regulatory environment, and improving the

corporate governance of listed companies.

Keywords: enterprise group; internal capital market; efficiency of capital

alocation
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N EB BT A T I 0 B T AP ER R A T 3 2k R EURCFAR T~ A/ . B M
Alchian (1969) F1 Williamson (1975) S5 H “ WE TR AT (10 X —~M&, BEE
M 22 TE AR IR R DL R Al R B2 H 28 AR, DASE [ DR = (10 78 07 SR F0
PR AT T T REWT . FHIRWT 0 R — B T3kl i AR,
B SXof i AR Al F) P 3 % AR T 47 (10 B R B8R DA R NS AR T 3 5 2 ooy ik i
KEAT THHTC. HJa, BEAE A2 2G5 16 AN W G R A 30 5% A 1T 3 0 A
MR, 20 22 90 AR S, A EE AT S IR S8 RIF IR K2 H 245 A Al
#:[# (Khanna and Palepu, 1997) “. PE7“2H M KEM LR, ERIEM AT
yrp, AR AT I AVCE B TR MRl R 2, T ELA B N RS BTE A
P, ESRPESSTHIRSS . AET IR ATE (B2, 2007) .

A —F N T — S50 2 A —Fh a4 2. Khanna and
Palepu (2000) 48 H,  HH - A4 BIA B A7 7E 1UNE B 20 DR BN RIUBE 22 0 368t i1
Al A s B T L], RESS G0 H B RAIME” . Rk, 2 oafh R R k4
50 B AE R R R E RIE S RIS ERET 2 E R, NN
147 1B 58 e A7 7 o« 73 SCR A —BUA A B SR W], 2RI 70% 44 1A F] 54
FIOCHG: fEHA, SRR AT A 83%; (EIRETE, S KEKIN A
bbZe 297y 73%; FERIE, XLy 40%; TAE EFHE . BRI g, i bk
T 60%.

ME R RE, EEA DR TR E KB FCE S8 7RISR RHN
HRATN . Claessens et al. (2000) i k% 730 U E (B 70 R I, ATl

® KhannaT., K. Palepu. Why focused strategies may be wrong for emerging countries[J]. Harvard Business Review,
1997,(75):41-51.
C B, 2 AT N BEATTIZ B R (). 21HFEAE, 2007, (11) :44-49.
® KhannaT., K.G. Palepu. Is group affiliation profitable in emerging markets? An analysis of diversified Indian
business groups]J]. Journal of Finance,2000,(55/2):867-891.
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AN, ARG 3 A s %t B AR AT a%], He B A E iR
(B & i BRI s B R BB A 2 (R 4> BB %. (Claessens et al., 2000); “iX
P Ol 2 BT A A ARSI NGB R EA A IR T =5 5 AR 4
RIRHOR, K bTiT A W) BRI T 40 H BE A%, DTS N 3 0 AN T 3 5 A e J U )
PIRECE e RAE AL, 3N BT AR KRR RFE R DNRAEBGIN TR, R,
2000 FELLR, 7E “ELRREHE” MetsiRE T, E AT BRIt K& ) R R AR
WEEH, G “HERERT. CRMRBIURR Y. CHKIGRT R “UB{URT . XL REED]
R KRBT 38 Gz Ll AR, St E AR T 7R T 5O IR A R o

BT BRSNS 5, A ST TRE Al AR [ NS TR AS T 3 BT BGRR] B A
KERHA, H PEEREARERNIBEA TS IR AR, FHAEAE K S
SYMTIOFER b, 2R R R ol R I P 0 T A T 3 I R I A

=\ MxE

ASC VAR o, o e ) ol B [ PN 38 B3 A T 37 Th e S AL F) 1) AT 1
Foo EHNTE, FEMOEZENTMEN T,

B, k. B MEIRAILSE ANy T A TR BN S AT AT
5, REXS AT TR . WHFOTERAT v, R A SO R L A EAT B A .

@ Clagssens S., S. Djankov, J.P.H. Fan, L.H.P Lang.The costs of group affiliation:evidence from East Asia[R]. Working
paper of World Bank,2000.
® KhannaT., K.G. Pdepu. Isgroup affiliation profitable in emerging markets? An analysis of diversified Indian
business groups]J]. Journal of Finance,2000,(55/2):867-891.
® Claessens S., S. Djankov, L.H.P. Lang.The separation of ownership and control in East Asian corporations]J]. Journal
of Financial Economics,2000,(58):81-112.
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@ Alchian, A. Albert. Corporate management and property rightsiM]. in: H. Manne, ed., Economics Policy and the
Regulation of Corporate Securities (American Enterprise Institute, Washington, D.C.),1969:337-360.

® Williamson O.E..Markets and hierarchies: analysis and antitrust implicationgM]. New Y ork: Collier Macmillan
Publishers ,Inc., 1975.
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