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The Rule of Differential Voting Rights in the Process of Company
Listing and Its Legal Improvments

—From the Perspective of Stock Exchange Competition

LiDongfang Li Gengkun
(Civil, Commercial and Economic Law School, China University of Political Science and Law,
Beijing 100088, P.R.China)

Abstract: Beijing Stock Exchange is the first corporate stock exchange in China, and it aims at serving
innovative small and medium-sized enterprises. The relation between company-based Beijing Stock
Exchange and other exchanges such as the Shanghai Stock Exchange, Shenzhen Stock Exchange, and
the exchanges of other countries and regions can be descrbed as “cooperation and competition”. There is
not only a mutual reference, a dislocation development relationship but also a competitive relationship.
Therefore, on the basis of maintaining the overall consistency of China’ s regulatory standards, it is
necessary to fit the characteristics of Innovative Small and Medium-Sized Enterprises, to improve the
relevant system design, to better serve Innovative Small and Medium-Sized Enterprises, to protect the
rights and interests of common shareholders, and to improve the competitiveness of China’ s stock
exchanges. The Dual Class Shares Structure is important both in theory and in practice. The important
reason for the construction of this system is that the competition between stock exchanges is the result of
theoretical innovation driven by practical needs. From a global perspective, there has been a trend and
reality of breaking through the traditional “same share and same vote” system and adopting the “same
share and different votes” system. China has introduced the latter system to respond to the actual needs
and the competition with the stock exchanges from extraterritorial countries and regions, but the actual
results have deviated from the theoretical expectations. Through comparison, it is found that there are
different regulations for DESS between the SSE, the SZSE, the BSE, and the National Equities
Exchange and Quotations of China, as well as with the stock exchanges of the United States, Singapore,
and Hong Kong. This difference is the reason for the deviation between practice and expectation.
Although China permits the IPOs of companies with the Dual Class Shares Structure, it adopts strict
protection rules to reduce potential agency costs, including setting time, company type, market value,
information disclosure, and sunset clauses. Too many strict restrictions on the Dual Class Shares
Structure reduce the significance and value of the structure, leading to the result that there is only one
company in China that has successfully listed on the SSE STAR Market using the Dual Class Shares
Structure, which makes a significant deviation between practice and expectation. Considering that the
original purpose of allowing the Dual Class Shares Structure is to attract and retain high-tech and
innovative companies to be listed in China through voting rights differentiation arrangements, therefore,
relaxing the mandatory restrictions on the structure is the future direction of institutional improvement.
To meet practical needs and respond to competition, a balance should be made between applying
strictrestrictions and lifting them off. Therefore, it is necessary to improve and innovate the differential
voting rules under the Dual Class Shares Structure system. The key is to lift off unnecessary restrictions
on access standards in advance, to refine the information disclosure system and relevant rules in the
process, and to improve the protection mechanisms of common shareholders afterward.

Keywords: Listed company; Stock exchange; Listing rules; Differentiation of voting rights; Dual-

Class share structure
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