A Study on the Relationship between the Family Control and
Dividend Decision of the Listed Company

Deng Jian-ping, Zeng Yong

(School of Management, UEST of China, Chengdu 610054, China)

Abstract: There are two groups of agency problems exist in a family-controlled listed company. One is the agency problem between shareholders and mangers, and the other is problem between the controlling family and the minority shareholders of the listed company. Our study on dividend decision of family-controlled listed companies reveals that the dividend decision of these companies in China is not made for the purpose of avoiding the risk of managers’ abuse of free cash flow but for the maximization of family profits. The higher cash flow rights the controlling family has, the higher tendency the company has to pay out high dividend and the stronger desire it has for irrational dividend payment. On the contrary, a higher separation degree of the control rights and cash flow rights in a company will lead to its tendency to pay a relatively low dividend or even not to pay any thus result in a weaker desire for irrational dividend payment. Our empirical study also finds that the family-controlled listed company takes the advantage of dividend decision to control the ROE to satisfy the need to refinance. 
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1. Introduction
Recent studies in many countries find that there is a common phenomena of controlling shareholders in many companies which is against Berle & Means(1932) and Jensen & Meckling’s（1976）hypothesis of widely dispersed corporate ownership. La Porta al. (1999) traced the control chains of observations of 20 largest corporations in 27 respective rich countries and regions and documented that the corporations were controlled mostly by families or states except for a few countries (such as American). Claessens al. (2000) analyze the ultimate control structures of corporations in 9 East Asian countries and regions. They find that more than half of the listed corporations are controlled by families or individuals at using 20% definition of control. Indonesia, with about 71.5% corporations controlled by families, tops the list, Hong Kong 66.7%, Taiwan 48.4%, and Japan has the lowest percentage of 9.7%. Facco al.（2002）carry out a similar task for companies in 13 Western European countries, and reveal that 44.29% listed corporations are family-controlled at using 20% definition of control, the highest percentage of family-controlled listed companies are in France (64.82%), and the lowest are in UK (23.68%). These studies show that family-controlled listed companies exist so commonly around the world. Compared to East Asian and Western European countries, family or individual-controlled companies are not commonly found in China. Only about 12% listed companies are controlled by families or individuals and more than 80% listed companies are state-controlled in China. But with the retreating of state-owned capitol from competitive industry field, and the entry of private capital, the family-controlled companies must grow in large numbers. The appearance of “Yongyou Sofeware” in 2001 also represented a new trend of rapid growth of family-controlled listed companies in China. 
There are two groups of agency problems exist in a family-controlled listed company. One is the agency problem between shareholders and mangers, and the other is problem between the controlling family and the minority shareholders of the listed company. With high cash flow rights and control rights in hand the controlling family has an incentive to monitor the managers and avoid the problem of “free rider”. Meanwhile, many directors and senior managers are from controlling family. Claessens al. (2000) find that family members assume directors or senior managers in 57.1% family-controlled listed companies, and in Western European countries only, this percentage goes up to 66.7% (Facco al., 2002). As a result, the conflicts between shareholders and managers become less severe. La Porta al.（1999）also suggest that the major agency problem in large companies is the one between controlling shareholder and minority shareholders, but not what Jensen and Meckling argued (1976), the one between shareholders and managers. The agency problem comes from the larger proportion control rights held by controlling shareholders, and the separation of control rights and cash flow rights will inspire the controlling shareholders to expropriate the minority shareholders (Claessens al., 2002). Pyramid structure, holdings through multiple control chains and crossing-holdings are devices controlled-family use to attain enough control rights in excess of their cash flow rights to wholly control the corporation. The higher separation degree of control rights and cash flow rights will lead to a stronger incentive of the controlling shareholders to expropriate, and the higher agency cost of the firm. So the structure of control rights and cash flow rights will greatly affect the firm’s decision of benefit distribution. As an important way of benefit distribution, dividend is a typical type of shared benefit and should be paid according to the shares hold strictly. When controlling shareholders held the high control rights, they tend not to pay dividends or just pay a little, but privately take the cash for themselves through tunneling. But they would pay the price for their tunneling (La porta al., 2002). The price might be the loss of reputation or the risk of law suit. (Dyck and Zingales, 2001). La porta al. (2002) state that the higher is the cash flow rights by the controlling shareholders, the greater are their incentives to distribute dividends rather than expropriate minority shareholders. So different structures of control right and cash flow right determine different controlling families to attain profits in apparently different ways.
There are a few literatures on the behavior of benefit distribution (dividend decision) of listed companies controlled by families, such as the study on the relationship between family control and control efficiency (McConaughy al., 1998）, the study on the relationship between family control and firm value (Mshra al., 2001）and the study on the relationship between family control and firm value in china (Su al., 2003). But these studies do not involve the study on dividend decision affected by different structures of control right and cash flow right under the family control. And investigation of this issue will help the investors to know more about the motivation of dividend distribution of family-controlled listed company.
2. Model and Hypothesis

Controlling family controls the listed company through controlling the largest shareholders of listed company, and let their control rights in excess of cash flow rights by using pyramid structure or other devices. We assume that this controlling family has cash flow rights
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is exogenously determined by the history


. We also assume the controlling family severe as manager
.
The company’s profits are RI (I is the amount of cash invested with the gross rate of return R) and the company has no costs. At controlling the company, the controlling family can divert a share s of the profits from the company to himself, before he distributes the rest as dividends. The controlling family has control rights p. C(s, p) is the cost-of-theft function, i.e., the costs that are paid out when controlling family divert private benefits. Formally, we assume 
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The first inequality means that the marginal cost of stealing is positive, the second means that the marginal cost of stealing rises as more is stolen, the third means that the cost of stealing decreases, as controlling family’s control rights increase, the finial means that the marginal cost of stealing is lower when controlling family’s control rights are higher.
The total benefits of controlling family include shared benefits and private benefits 
. The shared benefits of controlling family are
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, i.e., the benefits gained based on the shares hold. The private benefits is sIR - IRC(s, p), so the controlling family maximizes
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Differentiating Eq. (4) with respect to 
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, and according Eq.(1).
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Eq.(5) implies that the higher are controlling family’s cash flow rights, the greater are his incentive to get benefits through shared benefits rather than expropriate minority shareholders, so the firm has a higher probability to pay out or pay high dividends.
Differentiating Eq. (4) with respect to p, and according Eq. (1).
                         
[image: image10.wmf]0

)

,

(

)

,

(

*

'

'

'

'

=

+

dp

ds

p

s

C

p

s

C

ss

sp

                    （6）

                            
[image: image11.wmf]0

)

,

(

)

,

(

'

'

'

'

*

>

-

=

p

s

C

p

s

C

dp

ds

ss

sp

                      （7）

Eq. (7) implies that the higher are controlling family’s control rights, the greater are his incentive to expropriate and get private benefits.

The models above imply that the cash flow rights and control rights held by the controlling family have opposing effects on the extraction of private benefits. Because the tunneling requires costs, so the higher are the controlling family’s cash flow rights, the stronger are his incentive to get benefits through shared benefits rather than expropriate minority shareholders. Especially under Chinese special ownership structure, the shares the controlling families have are non-tradable Shares which can not bring the owners profits from the rise of the stock price, so dividend is the only normal way to gain benefits. So the higher are controlling family’s cash flow rights, the greater his incentive to pay out dividends. When the controlling family hold high control rights and low cash flow rights, i.e. the separation degree of control rights and cash flow rights is high, then the benefits the controlling family gets through dividends are low, but the high control rights the family has makes it less difficult and less expensive for him to extract private benefits, so controlling family tend to keep more cash in company, and use his high control rights to manage this sum of money, thus lead to a weaker incentive to pay out cash dividend. 
Two hypotheses are proposed based on the analyses above. 

H1: The higher are controlling family’s cash flow rights, the higher is the probability and ratio of dividend payout.
H2: The higher is separation degree of controlling family’s control rights and cash flow rights, the lower is the probability and ratio of dividend payout.
3. Calculations of control rights, cash flow rights and separation degree of control rights and cash flow rights 

We use the defining method of La Porta al.（1999）and Faccoal.（2002）to measure control rights and cash flow rights, and get the separation degree with control rights divided by cash flow rights. The controlling families control the listed corporation by pyramiding and holdings through multiple control chains in East Asia including China. For example, supposing that a family X owns 20% of Firm A, who owns 30% of firm B, then the family X holds 20% of control rights (Min (20%, 30%)) and owns 6% of cash flow rights (20% × 30%) in firm B, the separation degree of control rights and cash flow rights is 20% ÷ 6% = 3.33. If family X owns 100% of firm A, then this structure is not pyramiding, and there is no separation between control rights and cash flow rights.
If family X directly owns an additional 10% of firm B, then family X holds 30% of control rights (min(20%, 30%) + 10%) and 16% of cash flow rights (20% × 30% + 10%) of firm B, the separation degree of control rights and cash flow rights is 1.85.

Let’s use the once famous Tang-family’s control over “DeLong Xi” listed companies to serve as an example to illustrate the separation of control rights and cash flow rights (Fig.1). The ultimate controller of four listed companies, ST Zhong Yan (600763）, Xinjiang Tunhe (600737), Hejin Investment (000633) and Xiang Houju (000549) is Tang-family. Then the cash flow rights and control rights Tang-family has for these four companies are as following respectively:
There are four control chains for Tang-family to control Xingjiang TunHe. The first chain (Tang Family-Delong International-Xinjiang Delong-Xinjiang Tunhe Group-Xinjiang Dunhe), the second chain (Tang Family-Delong Internation-Xinjiang Delong-Xinjiang Tunhe), the third chain (Tang Family-Xinjiang Delong-Xinjiang Tunhe Group-Xinjiang Tunhe) and the last chain (Tang Family-Xinjiang Delong-Xinjiang Tunhe). The cash flow rights and control rights of the first chain are 33.7% × 92% × 90% × 15.15% = 4.23% and Min(33.7%, 92%, 15.15%) = 15.15% respectively; the cash flow rights and control rights of the second chain are 33.7% × 92% × 7.35% = 2.28% and Min(33.7%, 92%, 7.35%) = 7.35% respectively; The cash flow rights and control rights of the third chain are 8% × 90% × 15.15% = 1.1% and Min(8%, 90%, 0) = 0 respectively. Note that Xinjiang Tunhe Group controls 15.15% of Xinjiang Tunhe, this 15.15% stake has already been considered in the first chain, so we use 0%. The cash flow rights and control rights of the fourth chain are 8% × 7.35% = 0.59% and Min (8%, 0) = 0 respectively. Note that Xinjiang Delong controls 7.35% of Xinjiang Tunhe, this 7.35% stake has already been considered in the second chain, so we also use 0%. The Family’s overall cash flow rights in Xinjiang Tunhe are the sum of these four chains: 4.23% + 2.28% + 1.1% + 0.59% = 8.19%. And the overall control rights are: 15.15% + 7.35% + 0 + 0 = 22.5%. So the ratio of control rights to cash flow rights is 22.5% ÷ 8.19% = 2.75.
There are two control chains for Hejin Investment: The first is Tang Family-Delong Internation- Xinjiang Delong-Hejin Investment; the second is Tang Family-Xinjiang Delong-Hejin Investment. The cash flow rights and control rights of the first chain are 33.7% × 92% × 22.32% = 6.92% and Min(33.7%, 92%, 22.32%) = 22.32% respectively and 8% × 22.32% = 1.79% and Min(8%, 0) = 0 for the second chain. So the overall control rights and overall cash flow rights of Tang Family are 22.32% + 0 = 22.32% and 6.92% + 1.79% = 8.71% respectively. Thus the ratio of control rights to cash flow rights is 2.56.
Tang Family’s cash flow rights and control rights over Xiang Huoju are 33.7% × 92% × 21.92% + 8% × 21.92% = 8.55% and 21.92% + 0 = 21.92% respectively. And the ratio of control rights to cash flow rights is 2.56.

Tang Family’s cash flow rights and control rights over ST Zhongyan are 33.7% × 92% × 90% × 26.69% + 8% × 90% × 29.69% = 10.4% and 29.69% + 0 = 29.69% respectively. And the ratio of control rights to cash flow rights is 2.85.
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4. Empirical analyses
4.1 data
We choose some listed companies whose ultimate controllers are families or individuals as observations. Because detailed control chains structure and shares hold proportion in control chains of many family-controlled listed companies are not available in Annual report, so we only select observations with complete ownership structure and financial data to analyze. From year 2001 to 2002, there are 157 observations. We make this year as analyzing period because the China Securities Regulatory Commission (CSRC) related dividend distribution and refinancing of the company after year 2000 and these Policy and regulations affect dividend decision of the company
.
The source of the ownership structure comes from annual reports, NEW FORTUNE and webs of listed companies. And dividend distribution and financial data come from CSMAR database.
4.2 The Determinants of Dividend Decision

We’ve known that there are two groups of agency problems exist in a listed company controlled by majority shareholders. One is the agency problem between shareholders and mangers, and the other is problem between the majority and the minority shareholders of the listed company. Some overseas studies argue that the major agency problem is the latter one, .i.e. the agency problem between majority shareholder and minority shareholders but not the former one. (La Porta al., 1999). Is this the case in Chinese family-controlled listed companies?
The first agency problem .i.e. the conflict between shareholders and managers mainly lies in the use of free cash flow. Jensen (1986) suggests that company must return the free cash flow back to shareholders in the form of dividend or stock repurchase to avoid wasting a large sum of free cash flow on low profitable projects in order to achieve efficiency and the maximization of company’s value. But the managers are unwilling to do so. Jensen thinks that there are two reasons that contribute to this divergence. Firstly, paying out free cash flow to shareholders will certainly reduce the resource controlled by managers through which the manager can realized his own purpose (such as perquisites) or manage the achievement growth which is closely related to his rewards and position. Secondly, paying free cash flow to shareholders will result in the problem of financing outside (such as being in debt) to satisfy the need for cash in the future. And some compulsory commitments like paying debts and interests will put the managers in the confine of the supervision of capital market. Easterbrook（1984）also argues that paying out dividends provides the company more opportunity of financing outside, and at the same time gives the outside investors more chances to supervise the managers. So Jensen thinks that more free cash flow will lead to a more severe conflict between managers and shareholders on dividend distribution. So if the controlling family wants to solve the problem of manager’s abuse of free cash flow, then when the company has more free cash flow, there should be higher probability and higher level of paying dividend accordingly.
The second group of agency problem reveals the fact that controlling family exploits minority shareholders and the benefits of the company. One important exploiting way for the controlling family is for them to use seasoned new issue and rights offering to gain a great deal of cash for the company and then divert the company’s cash through unjust party transaction. But the gaining of the qualification for refinancing of the company is a precondition for this exploitation. In 1999 CSRC established a new regulation on rights offering. Under the rules, companies can only launch rights offering “if their return on equity (ROE) for the previous three accounting years is average no less than 10 pct, and if every ROE in previous three accounting years is no less than 6 pct”. In 2001 CSRC readjusted the requirement for rights offering qualification namely companies can launch rights offering “if their weighted average return on equity
 for the previous three accounting years is no less than 6 pct”. But for a long time, CSRC’s 6 pct of ROE regulation has been a divide to tell the profit level of a company for most public companies and investors, and keeping 6 pct has also become a pressure and driving force for most companies. So in order to meet the requirement of rights offering and satisfy investors’ expectation, some listed companies with ROE lower but close to 6 pct choose paying out cash dividends and lowering the net assets as a short-cut to make ROE reach 6 pct. As Li Zhiwen al. (2003) point out, most listed companies have a preference for equity financing and have an epidemic “thirst for capital”. And family-controlled listed companies have a relatively narrow channel for refinancing and have more difficulties in gaining financial support from banks than state-owned companies. Therefore, family-controlled listed companies may use dividend decision to manage ROE to reach the refinancing requirement of supervisor (CSRC).
Firstly, we adopt Logit Regression Model to analyze the determinants that influence the family-controlled listed companies’ willingness to pay out dividends.  
From year 2000, there are more and more listed companies paid out cash dividends. This phenomenon is closely related to the guidance of policy. But dividend per share is lower than that of before 2000 (Table 1). From the table, we notice that dividend per share of many companies is less than RMB 0.05
 which also includes the tax. And so after paying the personal income tax and trading cost, the investors have just little profit gained. This reveals that the purpose for those companies to pay out dividends is to reach the requirement of refinancing. Apart from the influence of policy, the purpose of less and equal than RMB 0.05 dividend per share pay-out is to meet the requirement of CSRC. We divide the observations into two groups. Those who do not pay and pay less or equal than RMB 0.05 dividend per share are belonging to the first group in which companies are considered as the one who do not pay or are unwilling to pay out dividends. And those who pay out dividend per share more than RMB 0.05 belong to the second group. When the dependent variable of group 1 is 0, the dependent variable of group 2 would be 1. And the Logit regression result can be found in the Table 5.

Table 1        Cash dividend distribution in China
	year
	1996
	1997
	1998
	1999
	2000
	2001
	2002

	Number of cash 

dividend payers
	185
	227
	254
	295
	681
	676
	620

	Total Number of

 Listed Companies
	530
	745
	851
	924
	1084
	1173
	1199

	Proportion of cash dividend payers
	0.349
	0.305
	0.298
	0.319
	0.628
	0.576
	0.517

	Cash dividend per share (yuan)
	0.17
	0.179
	0.182
	0.162
	0.136
	0.12
	0.133


 Source: CSMAR Database

Secondly, we test the relationships between dividend payout ratio and cash flow rights, dividend payout ratio and the separation ratio of control rights to cash flow rights of controlling family. The dependent variable is dividend per share. And the regression result can be found in Table 6.
Finally, we analyze the irrational dividend payout. Compared with less than RMB0.05 dividend per share, some family-controlled listed companies pay out extraordinary high dividends (irrational dividends) which are beyond the net income, net cash flow of the year or the overall cash of the company at the end of the year. This means that the company should use the profit of former years or use refinancing to support dividends payout. Apparently, this phenomenon can’t be fully explained by policy guidance of CSRC. It’s known to all that the purpose of running a company is to maximize the interests of shareholders and to realize the sustainable development of the company. Though this kind of dividend payout may bring short-term income to shareholders, but in the long run, it is bad for the sustainable development of the company and will damage the long-term interests of investors. Therefore, this dividend payment is irrational. There is no strict definition of irrational dividend payment. According to foreign dividend policy, if the dividend payment is higher than the net income of the company or is much higher than the interest rate of long-term bonds, then this kind of dividend payment is irrational. And base on Chinese actuality, if the dividend payment meets the following two conditions at the same time, then it can be considered as irrational. 
Condition 1, the dividend is more than the net income of the year, namely dividend payment spends not only all the net income of the year but also has to use the former profit; or the dividend is more than the net cash flow of the year and has to turn to the former cash reserved; or the dividend is more than the overall cash at the end of the year and has to financing. The investment financed dividends and debt financed dividends Kalay (1982) stated belong to the condition mentioned above. 
Condition 2, the dividend per share is more than RMB 0.10. We add this condition for the following two reasons. First is to eliminate the influence of paying dividend first and refinancing second policy of CSRC. Second, dividend per share lower than RMB 0.10 is lower payout by normal standard
. 
We also use Logit Model to see whether the structure of cash flow rights and control rights of the controlled family can influence irrational dividend payout decision. When there is irrational dividend payout in the company, the dependent variable of is 1 or otherwise 0. And the Logit regression result can be found in the Table 7.

Based on the analysis above, we define the relative variables (Table 2).
At using 20% definition of control, we compare the separation degree of control rights and cash flow rights of family-controlled listed companies of our country to that of East Asian companies. In table 3, though the proportion of family-controlled listed companies in our country is relatively low, the separation degree of these companies is higher than that of East Asian ones. This shows that the conflict between the majority shareholders and the minority shareholders in our family-controlled listed companies are more severe.
Table 4 shows that Group 2 observations (higher dividend payout family-controlled listed companies) have higher cash flow rights than that of Group 1 observations (none or little dividend payout family-controlled listed companies), and the separation degree of control rights and cash flow rights of Group 1 is higher than that of Group 2 which show that companies with high cash flow rights and low separation degree of control rights and cash flow rights are more willing to pay out relatively high dividends. These two groups both have negative free cash flow which shows that there is a common free cash flow shortage in Chinese family-controlled listed companies. Companies in Group 2 are of larger size and better profit-making ability than companies in Group 1 which suggests that large size and good profit-making family-controlled listed companies are more willingly to distribute high dividends. And Table 4 also suggests that companies with large size, high cash flow rights, high profit making, low separation degree of control rights and cash flow rights have a strong desire of paying out irrational dividends. 
Table2                  Definition of variables
	
	Note
	Variable
	Measurement

	Dependent

Variables
	DIVP
	The probability of 
dividends payout
	If dividend per share less or equal than 0.05, DIVP is 0, otherwise is 1.

	
	DIVR
	Dividend payout ratio
	Dividend per share

	
	IDIVP
	The probability of irrational dividend payout
	If irrational dividend is paid out, IDIDP is 1, otherwise is 0.

	Independent

Variables
	FCF
	Free cash flow

	The ratio of the free cash flow to total shares

	
	V
	Does weighted ROE range from 6% to 7%?
	If weighted ROE ranges from 6% to 7%, V is 1, and equals 0 otherwise.

	
	CD
	Involvement of controlling family members in decision making and management of the company
	If top positions
 are taken by controlling family members, CD is 1, and 0 otherwise

	
	CFR
	The cash flow rights of controlling family
	Using method of La Porta al.（1999）and Facco al.（2002）

	
	CR
	The control rights of controlling family
	Using method of La Porta al.（1999 and Facco al.（2002）

	
	SCF
	The separation degree of control rights and cash flow rights
	The ratio of control rights to cash flow rights

	Control

Variables
	ROE
	Profitability
	Return on equity

	
	SIZE
	Size of the company
	The natural logarithm 
of total assets


Table 3     A comparison of Separation degree of cash flow and 
control rights of corporations in different countries or regions 
	
	China
	Hong Kong
	Indonesia
	Japan
	Korea
	Malaysia
	Philippines
	Singapore
	Taiwan
	Thailand

	SCF
	2.005
	1.211
	1.456
	1.082
	1.201
	1.274
	1.22
	1.385
	1.321
	1.087


Note: Using 20% definition of control, the data of nine East Asian countries and regions (not including China) come from Claessens al.（2000）. The separation degree of control rights and cash flow rights is measured by ratio cash flow rights to control rights according to Claessens al.（2000）, we take their reciprocal.
Table 4         Descriptive Statistics of Sample Data
	Category 
	Sample 
	CFR
	CR
	SCF
	FCF
	SIZE
	ROE
	Obs.

	Willingness to Pay out Dividends
	Group1
	0.161
	0.279
	2.28
	-0.274
	1.1E+09
	0.033
	109

	
	Group2
	0.224
	0.336
	1.8
	-0.33
	1.7E+09
	0.094
	48

	
	Total
	0.18
	0.297
	2.133
	-0.291
	1.3E+09
	0.052
	157

	Willingness to Pay out Irrational Dividends 
	Irrational Dividends 
	0.256
	0.376
	1.8
	-0.567
	2.0E+09
	0.116
	17

	
	Other Kinds of Dividends
	0.19
	0.299
	1.88
	-0.256
	1.5E+09
	0.085
	57

	
	Total
	0.205
	0.317
	1.86
	-0.338
	1.6E+09
	0.092
	74


Note: SIZE stands for the total assets of the company, but not the natural logarithm of total assets (RMB Yuan)
We use Logit Model and OLS Model to further analyze factors that influence dividend decision of family-controlled listed company. The statistically insignificant coefficient of FCF in Table 5 and Table 6 suggests that the amount of free cash flow of the company has nothing to do with dividend decision. The hypothesis of solving free cash flow agency problem with dividend raised by Jensen could not explain the problem of dividend decision of family-controlled listed company. There are 67.5% of family-controlled listed companies whose top positions (such as board chairman or directors) are taken by controlling family members in China. And in the rest of the family-controlled listed companies, though family members don’t occupy positions in the company, the controlling family still has powerful control rights to influence and control the management and decision making. So in family-controlled listed companies, the agency problems between managers and shareholders are not so serious. The dividend decision of the company is not for solving the problem of manager’s abuse use of free cash flow. 
The positive and statistical significant coefficient of CFR in table 5 and 6 shows that the higher cash flow rights the controlling family has, the higher probablity of this family to pay out dividends and the higher is the dividends payout ratio. La pota al. (2002) and Claessens al. (2002) state that the higher are majority shareholders’ cash flow rights, the lower is his incentive to extract the profits of the company. Their research show the higher are the majority shareholders’ cash flow rights, the higher is the value of the company. Our research further prove that the higher are the family’s cash flow rights, the higher possibility for him to gain investment benefits through shared benefits (dividend). This is also related to the special ownership structure in China. The shares the controlling families have are non-tradable Shares which can not bring the owners profits through the rise of the stock price; dividend is a major way for them to gain benefits. So the higher are the controlling family’s cash flow rights, the greater is his incentive to pay out dividends and the higher is the dividends payout ratio.

The negative and statistical significant coefficient of SCF in table 5 and 6 shows that the higher is the seperation degree of control rights and cash flow rights of the controlling family, the weaker is his desire to pay out dividends and the lower is the dividends paidout ratio. This is because the higer seperation degree will lead to the  worsening problem of responsibility dissymmetry and incentive incompatibleness. So the incentive to gain personal interests grows stronger and thus results in the unwillingness to pay out dividend or leads to little dividend payment. La porta al. propose two agency models (Outcome Model&Substitue Model) base on the comparision of relationship of dividend distribution and the protecting degree  minority shareholders have in different countries. Outcome model states that dividend payment is the result of effective protection of shareholders, if minority shareholders are well protected, then the dividend payment is high. However, substitute model states the opposite. Their empirical results support the outcome model. We can define minority rights are stronger when the seperation degree of control rights and cash flow rights of family-controlled listed company is lower, and, contrariwise, minority rights are weaker. Our empirical results also support outcome model and agree with Facco al.’s (2001) conclusion that higher seperation degree of control rights and cash flow rights will result in a lower dividend payout ratio in a loosely-controlled company
. 
The positive and statistical significant coefficient of CD of Model 4 in Table 5 indicates that company with controlling family members directly involved in managment and decision making are more likely to pay out high dividends. But in Model 5, aftering adding the control variable of size of the company, this significance disappear. We found that the correlation between CD and SIZE is positive (correlative coefficient is 0.358, p=0.002). This means that the controlling family is more likely to participate directly in management in the large-sized company
. There is no significant correlation between CD and dividend per share in Model 11&12 of Table 6. Meanwhile, the coefficents of the intersections of CFR *CD, SCF *CD in Model 6, 7, 13, 14 in Table 5&6 are not statistical significant. All this shows that the involvment of contolling family in management has little influence on dividend decision of the company.
The positive and statistical significant coefficient of V in table 5 indicates that the controlling family take the advantage of dividend decision to manipulate ROE to make it match the CSRC’s requirement for refinancing. But in Table 6, coefficient V is positive but is statistical insignificant. This means that the controlling family may use dividend decision as one way but not the only way to regulate ROE
. Besides, In 2001 CSRC readjusted the requirement for shares offer qualification “if the weighted average return on equity for the previous three accounting years is no less than 6 pct”. This lightens some companies’ pressure of reaching 6 pct. So for company whose ROE is far less than 6 pct, the desire to match 6 pct by paying out high dividends is weak. So in the model, the correlation between V and dividend per share is not obvious. 
Table 5 Economic determinants of company’s willingness to pay out dividend 
	Variable
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7

	C
	-14.8***

(9.3)
	-18.4***

(12.03)
	-15.6***

(9.626)
	-1.98***

(20.2)
	-14.1***

(7.867)
	-18.0***

(10.35)
	-14.2***

(7.201)

	FCF
	-0.069

(0.098)
	
	
	
	
	-0.05

(0.044)
	-0.05

(0.04)

	CFR
	
	6.08***

(9.97)
	
	
	
	6.13**

(2.786)
	

	SCF
	
	
	-0.473**

(4.27)
	
	
	
	-0.701**
(5.726)

	V
	
	
	
	1.69***

(10.11)
	1.68***

(9.356)
	1.70***

(8.921)
	1.87***
(9.656)

	CD
	
	
	
	0.751*

(3.144)
	0.438

(0.99)
	
	

	CFR*CD
	
	
	
	
	
	-0.028

(0.001)
	

	SCF*CD
	
	
	
	
	
	
	0.279

(1.531)

	ROE
	4.618**

(4.874)
	3.664*

(3.03)
	4.476**

(4.27)
	5.02***

(6.995)
	5.317**

(5.411)
	4.102*

(3.145)
	5.218**

(5.176)

	SIZE
	0.66***

(7.963)
	0.78***

(9.716)
	0.75***

(9.626)
	
	0.597**

(5.944)
	0.75***

(7.971)
	0.66***

(6.623)

	Nagelkerke R square
	0.16
	0.246
	0.204
	0.192
	0.241
	0.315
	0.294
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	18.9***
	30.0***
	24.4***
	23.0***
	29.4***
	39.7***
	36.6***

	Obs.
	157
	157
	157
	157
	157
	157
	157


Note: When the dependent variable of group 1 is 0, the dependent variable of group 2 would be 1.In the bracket is tested Wald value, C stands for constant, ***indicates significant at 1% level, ** significant at 5% level and * significant at 10% level

The negative coefficient of FCF in Table 7 indicates that family-controlled listed company with less free cash flow is more likely to pay out irrational dividends, and this further proves that irrational dividends payout has nothing to do with manager agency problem. The positive statistical significant coefficient of CFR in Model 15 reveals that the controlling family extracts excessive cash from the company through dividend distribution which has been an important means for the controlling family to gain cash when transferring cash from listed company through party transaction becomes more difficult under stricter supervision of CSRC over party transaction. In the process of IPO, many high-tech family-controlled listed companies issued stocks of several tens times P/E ratio to accumulated capital reserve, and this stimulated the family’s desire to extract cash. So the higher is the cash flow rights of the controlling family, the stronger is the desire of the family to extract cash through irrational dividend payout. The negative coefficient of SCF of Model 16 can only pass the 12% significant level test. This shows that the higher is the seperation degree of control rights and cash flow rights, the lower probability is the company’s irrational dividend payout. But this doesn’t mean that the controlling family’s unwillingness to pay out irrational divedend is for the sustainable development of the company or for the maximization of profits of all shareholders. From our former analyses we know that high separation degree of control rights and cash flow rights of a company will result in its unwillingness to pay out dividends or it will just pay out little dividends. So these companies would not use profits reserve of former years or refinancing to pay dividends when the net income, net cash flow and the overall cash at the end of the year are not enough to support the dividend distribution plan of the company. The negative influence of high separation degree of control rights and cash flow rights on the probability of irrational dividend payout is also related to the controlling family’s maximization of his own profit. The family holds high control rights to gain personal profits through less dividend payout.  In addition, we don’t find any obvious evidences to show that the involvment of contolling family in management will influence the irrational dividend payout
.
Table 6       Economic determinants of dividend per share
	Variable
	Model 8
	Model 9
	Model 10
	Model 11
	Model 12
	Model 13
	Model 14

	C
	-0.521

(-1.609)
	-0.88***

(-2.933)
	-0.656**

(-2.029)
	0.073**

(2.173)
	-0.436

(-1.296)
	-0.815**

(-2.393)
	-0.548

(-1.602)

	FCF
	0.008

(0.471)
	
	
	
	
	0.007

(0.465)
	0.003

(0.165)

	CFR
	
	0.454***

(4.141)
	
	
	
	0.427**

(2.408)
	

	SCF
	
	
	-0.026*

(1.759)
	
	
	
	-0.05

(-1.539)

	V
	
	
	
	0.054

(1.567)
	0.05

(1.436)
	0.04

(1.403)
	0.043

(1.247)

	CD
	
	
	
	0.04

(1.295)
	0.021

(0.643)
	
	

	CFR*CD
	
	
	
	
	
	0.02

(0.126)
	

	SCF*CD
	
	
	
	
	
	
	0.012

(0.712)

	ROE
	0.035

(0.203)
	-0.043

(-0.276)
	0.042

(0.25)
	0.16

(0.887)
	0.122

(0.673)
	-0.008

(-0.045)
	0.106

(0.593)

	SIZE
	0.03**

(2.002)
	0.044***

(3.11)
	0.04**

(2.505)
	
	0.025

(1.522)
	0.04**

(2.531)
	0.034**

(2.021)

	Adjusted R2
	0.02
	0.21
	0.06
	0.02
	0.04
	0.201
	0.05

	Obs.
	74
	74
	74
	74
	74
	74
	74


Note: The dependent variable is dividend per share. In the bracket is tested t value, C stands for constant, ***indicates significant at 1% level, ** significant at 5% level and * significant at 10% level

Table 7      Economic determinants of irrational dividend payment
	Model
	FCF
	CFR
	SCF
	V
	SIZE
	ROE
	Nagelkerke R square
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	Obs.

	Model 15
	-0.82*

(3.543)
	7.01**

(5.999)
	
	-0.664

(0.544)
	1.067***

(5.965)
	4.332

(0.968)
	0.302
	16.5***
	74

	Model 16
	-0.95**

(4.498)
	
	-0.694

(2.453)
	-0.984

(1.116)
	1.001**

(5.357)
	5.351

(1.883)
	0.235
	12.5**
	74


Note: When there is irrational dividend payout in the company, the dependent variable of is 1 or otherwise 0. The model omits constant, in the bracket is the tested Wald value, ***indicates significant at 1% level, ** significant at 5% level and * significant at 10% level
5. Conclusion

Family-controlled listed corporations exist commonly in the world and the number of them is increasing in our country. We analyze the ultimate control structure of Chinese family-controlled listed companies and discovered that most of Chinese controlling families use ways such as pyramiding and holdings through multiple control chains to cause the separation of control rights and cash flow rights and the separation degree is much higher than that of other family-controlled companies of East Asia. We also find out that the separation of ownership right and management right is not so common in family-controlled listed companies in China. And in more than two thirds of Chinese family-controlled listed companies the controlling owners occupy top positions. Our study on dividend decision of family-controlled listed companies reveals that the dividend decision of these companies in our country is not made for the purpose of avoiding the risk of managers’ abuse use of free cash flow but for the maximization of family profit. Controlling family will work out different dividend distribution plans according to different structures of control rights and cash flow rights the family holds. When the controlling family has high cash flow rights, it tends to gain the returns of investment through shared benefits (dividend), or even extract a large amount of cash from the company through irrational dividend payout. A high seperation degree of control rights and cash flow rights of the controlling family will result in his incentives to exploit others through unjust party transaction and the company will tend to pay out lesser dividends or even not to pay any, and become less interested in extracting cash from the company through irrational dividend payout. Empirical study also finds that controlling family also uses dividend decision to regulate ROE to meet CSRC’s requirement for refiancing. All these conclusions indicate that the major agency problem of Chinese family-controlled companies is not the problem between the shareholders and the managers, but the agency conflict between the controlling family and the minority shareholders, and this conflict may be severer than that of family-controlled companies in East Asia. 
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� The basic assume is similar as La Porta al.（2002）. We assume that the ownership structure has been chosen in the past. Alternatively, the ownership structure can be endogenized, for example, in Demsetz（1985）


� Facco al.（2002）and Claessens al.（2000）find that the controlling family’s members are the managers, in firms with professional managers, we still assume that the controlling family has the power to influence managerial decision-making.


� Grossman and Hart（1988）divide the total benefits of control into shared benefits and private benefits.


� In 2000-2001, CSRC announced some new stipulations on seasoned new issue and rights offering. According to the stipulations, firms apply to provide seasoned new issue or rights offering must have paid cash dividend in the previous 3 years.


� When calculating its return on equity, the company must use whichever figures are lower -- the weighted average return on equity or the weighted average return after exclusion of extraordinary items.


� According to stipulations of “Individual Income Tax Law”, cash dividends are taxed at 20% tax rate. So the cash dividend is pretax cash dividend in this paper.


� When the condition of more than RMB 0.1 is changed into more than BMB 0.05, the results are not changed accordingly.


� FCF is calculated as cash from operating activities minus cash paid in fixed assets, intangible assets, and construction-in-process. Total share at the year is used as a deflator. The results are not changed when using total asset and operating income at the year as a deflator. 


� The top positions of the company include chairman, directors, supervisors and senior managers according to annual report.


� Ultimate controller controls listed firm through control chains, control rights of every layer range from 10% to 20%. 


� La porta al. (1999) think that one important method for controlling family to strengthen their control rights is to directly participate in the management of the firm. It is more difficult to control large-sized firms, so family is more likely to manage the firm directly.  


� The managers often manipulate earnings to control ROE.


� The results of the empirical study are not presented here due to the length limitation. 
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