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[ERZ 1 b e St e ik 32 B e DS P Sl e 7 R e U R A A R R e Y= R S

1 BELLA, 248 A0 BE Al e b B R O A BRI W 51 o R AR B B AR R A T A
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5434 4 0 T AR 2 R BRI L AR B R 7o BT RS2, SR VT A AP W EUR 5 A,
AT AL PRV B T K B 2 5 1 OB S IR HE H2 32 SR VU B 3R 7R, BURT 7E U vk L 20 kS 32 B 4E
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PP, WA 0.64 1470 . MEMREE BN Fk BE =406 )5, MR EEIEHR IR 0.30 12 7o fii 55, A HRFA 1
PR IR 7 - 6 R 5T A A 26.67% HIIEBUR PR 45 (Rl 5e i, ARG B 1+ A
H P A 20 o3 R 115 5% o &b AR AR VT4l A PR 5T 4T 2 W PP A4S, X 2B AU AN 0.32 27T
Jei DR 21 30 K 8 JBE 20, 40 H B 10 8 56 16 R 5T 4 I BUVE A HR RS R 5T o I TRUEE 2 R, fRE R R IR AR
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BEPELIE T 2 6.73 1L TTA5 55, $-15 4.5106.73-2.22) 12 T0 M » (&N $E %8 2 I 858 9 4ol 8 47
SE VIR E , 5 A0 5% 38 R BT IE , W0) I06) J5 BT 62 A R 5 % Al A 8 4 I T 858 P 2 ) 1) 5t
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T A E G, BUN I SRR AN BE RS B R R 10 BT 4 R R T BURF I I R . AR I il B
AN % 77 B BT SR BB A A i 5.17€0.64+0.02+4.51)42. 70 « M Ah, HE 4 3 R R 77 8 e 20
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2003 AR, FEE AR IR Y 857N 11,19 1478, 16l 8.75 44T, ¥ 857N 2.44 {0 7T, &%
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Have Foreign Holding Shareholders Transferred Profits?
A Case Study of Giti Tire Co. Ltd.

Bu Danlu’, Wang Duoren, Wang Yuhan', Guo Feng2

(1. School of Accountancy, Southwestern University of Finance and Economics, Chengdu 611130, China;
2. Hua Chuang Securities, Guiyang 550000, China)

Summary: The continuous increase in the scale of foreign investment has made important contributions
to China’s economic development. Meanwhile, the loss rate of foreign-funded enterprises is much higher than
that of domestic-funded enterprises. Whether the phenomenon of high losses in foreign-funded enterprises is
normal operating losses or deliberately shifting profits needs to be further explored.

This paper takes the acquisition of the first share of a Chinese company (Giti Tire) by foreign capital as
an example to discuss the specific behavior of foreign capital after entering China in the past 20 years and its
impact on the company’s profit flow. It is found that foreign capital has implemented the following behaviors
after entering China: First, foreign shareholders obtained the equity of listed companies from original state-
owned controlling shareholders below the market value. Second, foreign shareholders accrued high-quality as-
sets from original shareholders. Third, foreign shareholders exchanged all assets and liabilities of listed com-
panies with the equity of their controlled subsidiaries, making listed companies an “empty shell” . Fourth, for-
eign shareholders tried to pass the share structure reform to exit China, but it was unsuccessful due to minority
shareholders and regulatory inquiries. The profit flow of listed companies has been made by foreign sharehold-
ers: First, they acquire profit return by controlling supply and marketing channels. Second, they use high cash
dividend distribution to acquire profit return. Third, they adopt performance commitments to accelerate profit
backflow. This paper further finds that: (1) Foreign capital has gained demographic dividends, environmental
dividends and economic interests in China. (2) A sound governance mechanism and an effective supervision
system have curbed the profit-seeking behavior of foreign capital and effectively alleviated the Type II agency

problem.
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AR ELIC EHEE W INFHERIRARER T el D ?

The following suggestions are put forward: (1) A market participation mechanism for fair competition
should be established, allowing foreign capital to compete with other domestic enterprises in an equal and re-
ciprocal form. (2) Regulators should improve the governance system of listed companies, actively encourage
small and medium shareholders to participate in the governance of listed companies, and give them the power
to protect their own interests. (3) The regulatory inquiry mechanism should be actively used to ease the opera-
tion of small and medium shareholders and listed companies.

The possible contributions of this paper are that: (1) It explains why the loss rate of foreign-funded enter-
prises is much higher than that of domestic-funded enterprises, and provides some evidence from a microscop-
ic perspective. (2) It analyzes the behavior of foreign capital and its impact on profit flow by tracing the differ-
ences in parent and subsidiary report data, and analyzes the profit flow within the group from the differences
between the consolidated statement and the parent company’s statement. (3) The case analysis method can cla-
rify the underlying reasons for the changes in the behavior of foreign shareholders, and make up for the fact
that the archival research emphasizes the average characteristics and ignores the microscopic characteristics of
enterprises.

Key words: foreign holdings; behavior evolution; profit flow; system improvement
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borne by investors, and the cost of equity capital they require enterprises to pay will be adjusted downward ac-
cordingly. Further research finds that: (1) Among different types of corporate digitalization, the relatively ba-
sic “bottom technology application” has become more common in business practice, and it plays a more signi-
ficant positive role in reducing the cost of equity capital; while the “practical technology application” , which
is more complex and difficult to implement, is still being explored, and its impact on the cost of equity capital
is not significant. (2) With the accumulation of experience in corporate digitalization, its effect on reducing the
cost of equity capital will become more obvious.

The contributions are as follows: First, unlike previous literature focusing on how the application of digit-
al technology affects the liquidity, stability, and information content of corporate stocks, this paper examines
the impact of corporate digitalization on its capital market financing more directly from the perspective of fin-
ancing costs. Second, this paper enriches the literature on the cost of equity capital and provides new ideas for
reducing capital costs in the real economy. In the digital age, taking more use of digital technology in business
practice, so as to improve the information environment of the capital market and optimize corporate gov-
ernance, is an effective way for entity enterprises to obtain low-cost equity funds.

Key words: corporate digitalization; cost of equity capital; information environment; operating risk;

agency costs
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