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Abstract

Recent research have found that the separation of the control right and the cash
flow right makes the ultimate controlling shareholders have not only the power, but
also the motivation to expropriate the minority shareholders. The larger the
divergence, the bigger the likelihood of expropriation is. This relationship has been
significantly proved under the Asian financial crisis. However, Friedman et al. (2003)
and Riyanto and Toolsema (2008) have recently found that ultimate controlling
shareholders will prop up their companies when they went into financial distress,
which will also benefit the minority shareholders.

Will the corporate be subject to tunneling or be propped up by ultimate controlling
shareholders under financial crisis? What’s the reaction by the market valuation? This
paper is trying to answer them.

In this paper, we have chosen March 2008-December 2009 as the period under
financial crisis, and May 2006-Febrary 2008 as the pre-crisis period. By tracing the
ultimate controlling shareholders from the control chains, we try to investigate the
relationship between the excess control and the corporate valuation. The results are as
follows:

Under financial crisis, the nonmonotonicity in the relationship of the excess control
right of the ultimate controlling shareholders and the corporate valuation is confirmed.
When the wedge between the control right and the cash flow right is small, the value
of the corporate has been protected because of being propped up. But when the wedge
becomes larger and larger, the corporate valuation decreases significantly. However,
the latter is not true when it comes to the state ultimate controlling shareholder.

Comparing to the pre-crisis period, the relationship has significantly changed.
Generally speaking, once the excess control right occurs, the corporate valuation must
been significantly discounted. However, under financial crisis this excess control right

does not do harm to firm valuation at the beginning. Instead it kept the firm from



experiencing worse stock performance since the minority shareholders expect the
corporate will be propped up when it gets into troubles. It is the same to the

companies under state control.

Key words: Financial Crisis; Ultimate Controlling Shareholder; Excess Control;

Corporate Valuation
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