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The Effect of Types of Outside Block Holders and Equity Restriction on R&D Input .
An Empirical Analysis from the Perspective of Double Agency Cost
CHEN Zhi-jun, ZHAO Yue-jiao, LIU Yang
(School of Management, Shandong University, Jinan, Shandong, 250100, China)

Abstract :In the context of rapidly integrating global economy, the impact of capital and knowledge on R&D
are no longer the primary contradiction. What’ s really important to making a decision on R&D is that whether man-
agers of corporate have a future vision and are sensitive to the opportunity of R&D. However, the proportion of the
first largest shareholders in Chinese listed companies is too high, which concentrate decision-making power of oper-
ation in hands of controlling shareholders. Other medium and small shareholders seldom proposed suggestions and
exerted great influence. For their own interests, controlling shareholders may probably transfer good profit or occupy
the assets of listed firms, which could have poor influence on decision of R&D. The existing research on the balance
of controlling shareholders is limited on the equity restriction ratio and focuses on the tunneling behavior of control-
ling shareholders. However, nearly nobody pay attention to the types of shareholders with power balance and their
relationship with controlling shareholders. In order to explain the contradiction of the existing conclusions, the na-
ture and category of shareholders to restrict controlling shareholders are first explored thoroughly in this paper. From
the perspective of double agency cost, this paper studies the influence mechanism of balance of shareholder power
on R&D decision making. This paper is hoped to enrich the field about the governance role of shareholders who re-
strict controlling shareholders.

Counter-balance towards the largest shareholder is an important way to alleviate double agency cost and reduce
the efficiency of investment. Counter-balance also has great effect on R&D input. However its effect depends largely
on the nature and types of the second largest shareholder. Check-and-balance ownership structure help companies to
reduce the cost of contract and agency costs associated with R&D, so that companies could take advantages in R&D
investment and patent output. What’s more, equity restriction increases the cost of tunneling and makes more funds
and high-quality assets to stay within companies, easing financing constraints of R&D. In this paper, we analyze the
issues referred above based on the data of Chinese listed companies from 2008 to 2013. We find that; (1) counter-
balance towards largest shareholder could ease the agency conflict between shareholders and top managers and im-
prove R&D Input by influencing the decision of board of directors; (2) the effect of counterbalance is most effec-
tive when there is on relationship between the first and second largest shareholders; (3) the positive effect of coun-
terbalance on R&D Input is more effective when the second block-holder belongs to persons, domestic non-state-
owned corporation or foreign corporation. To sum up, the effect of the balance of ownership depends on the types
and the relationship of the shareholders and controlling shareholders.

The theoretical contributions of this paper lie in three aspects. First of all, on the base of literatures which al-
ready analyze the relationship between equity restriction and R&D, this paper proves that the equity restriction alle-
viate the double agent conflicts and in turn, promote R&D investment. Secondly, since there are no articles about
types of shareholders with power balance which do have important impacts on governance effect, this paper made up
for this gap and may provide a reference for the reasonable allocation of equity financing and optimizing the owner-
ship structure. This paper also has some practice inspirations. Different shareholders should give full play to the role
of supervision and restraint of the controlling shareholders. Listed corporations should strengthen the rational struc-
ture of ownership and achieve a good balance of equity structure, so as to promote R&D investment. For regulators,
they should stress supervision on collusion between major shareholders and improve both internal and external gov-
ernance mechanism. It is hoped that this paper can provide reference for listed corporations to rationalize the stock
ownership structure and for mixed ownership reform of state owned enterprises.

Key Words: equity restriction; types of outside block holders; double agency cost; R&D input
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