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Between a Rock and a Hard Place: How Do Chinese Minority Shareholders Vote When
Controlling Shareholders Change Their Minds

An Empirical Assessment

Gong Haochuan' Cao Ning® Xi Chao’
(1.School of Law, Jilin University, Changchun 130012, P.R.China;
2.Faculty of Law, The Chinese University of Hong Kong, Hong Kong SAR, P.R.China)

Abstract: Binding undertakings by controlling shareholders are commonplace in Chinese listed com-
panies. Our study empirically examines the events where Chinese controlling shareholders announced
their intentions not to honor their undertakings. Using the event study method, our research shows
that these events are associated significantly with shareholder value destruction. Chinese law requires
that the proposed breach of undertakings by the controllers be approved ex ante by independent
shareholders. Paradoxically, Chinese minority investors almost invariably approve these value-de-
structive proposals. This paradox is explainable by our empirical finding that vetoing these proposals
is more costly than approving them. As such, Chinese minority investors find themselves between a
rock and a hard place, and they are left with no choice but to approve the proposals that come at
their expense. Our research proposes that Chinese public investors be duly compensated by the con-
trolling shareholders for the non-compliance of their undertakings. We also propose for an enhanced
disclosure regime pertaining to controlling-shareholder undertakings.

Keywords: Undertakings; Controlling shareholders; Minority shareholders; Shareholders’ meeting;

Event study method
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