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Financing Inertia, Benefits from Control
Right and Privatization Efficiency:
Based on the Case of Stellar Megaunion Corporation

Bu Danlu!,Diao Yuan®

(1.School of Accountancy s Southwestern University of Finance and Economics sChengdu 611130,China ;
2.Sichuan Branch ,Anbang Property Insurance Co.,Ltd.,Chengdu 610000,China)

Abstract: Based on the facts of Stellar Megaunion Corporation, this paper finds that
after the privatization of state-owned enterprises, the private enterprise that take over the
privatized state-owned enterprises still get continuous bank loans with quite low interest
rates,and financing inertia resulting from this kind of path-dependence supports the rapid
growth of corporate assets through massive debt. At the same time, because privatization
has never changed the control right benefits of the controlling shareholders,the controlling
shareholders who take over the privatized state-owned enterprises have strong motive for
tunneling the accumulated assets resulting from financing inertia by related party transac-
tions,and escape from the constraints of large amounts of bank loans further through mak-
ing full use of the bankruptcy reorganization and the defects of non-tradable shares reform,
thereby resulting in double losses of state-owned assets. It is thus clear that the true mo-
tive for privatization is the critical factor affecting privatization efficiency,and the separa-
tion between control right and residual claim straightly leads to the tunneling of listed
companies by large shareholders. And defects of state-owned capital management, loan
management of financial enterprises and the regulation of transactions of listed companies
provide a guarantee of double losses of state-owned assets. This paper makes a pioneering
research of specific sources of benefits from control right and argues that financing inertia
leads to the increase in controlling shareholders’ benefits from control right after privatiza-
tion, which is a concealed channel concerning double tunneling of state-owned assets.
Therefore, the perfection of loan mechanisms in financial institutions and the enhancement
of the regulation and punishment of tunneling listed companies are the basis of avoiding the
expropriation of state-owned assets by financing inertia in the process of state-owned enter-
prise withdraw and private enterprise entry.

Key words: state-owned enterprise withdraw and private enterprise entry; financing
inertia; benefit from control right; privatization efficiency; path dependence

(AR KD



