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Abstract 
In recent years, with the active capital in the liquor market, enterprise mergers and 
acquisitions events are common. However, in these cases of introducing strategic 
investors, there are no failures, and the controlling shareholders infringe on the 
interests of enterprises through a variety of hidden means. How to prevent the 
infringement of major shareholders has become a hot issue. Starting from the opening 
of the restructuring event, we review the process of implementing the hollowing 
behavior of Tianyang, conduct the motivation analysis and the economic consequences 
analysis, and finally put forward relevant suggestions to prevent the controlling 
shareholders to implement the hollowing behavior. 
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1. Foreword

On April 10,2022, the Opinions of the CPC Central Committee and The State Council on 
Accelerating the Construction of a national unified market were released, which mentioned 
further regulating improper market competition and market intervention, and required the 
removal of local protection and regional barriers. The release and implementation of this major 
policy is undoubtedly a great positive for the liquor industry, which means that some local 
liquor enterprises in the greenhouse environment for a long time will fully participate in the 
fierce market competition. After the survival of the fittest, the liquor industry may usher in a 
more fair, transparent and predictable business environment. 
[1] So how can liquor enterprises better participate in the comprehensive market competition?
Merger and reorganization is a major direction of the development of China's liquor industry, 
and it is an inevitable trend for listed liquor enterprises to use the capital platform to become 
bigger and stronger (Yangliu, Zhang Xuebin, 2017) []. Over the past year, dozens of well-known 
companies from all walks of life, including Correction Pharmaceutical, Wuyeshen Group, Sunac 
China and Jihong Holdings, have announced their formal entry into the liquor industry. But 
reforms to bring in strategic investors are often uncertain, including some failures. The study 
of these cases has a strong reference significance for the enterprises that are about to introduce 
strategic investors. This paper takes the reform as an example, studies the motivation and 
economic consequences of Tianyang hollowing and willing, and provides theoretical valuable 
risk warning for liquor enterprises in the preliminary preparation process of the introduction 
of strategic investment.
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2. Literature Review 

2.1. Major Shareholders Hollowing Out the Research Status Quo 
At present, mainstream scholars on the motivation of major shareholder hollowing behavior 
can be summarized from the perspectives of internal and external factors. 
[2,3] From the perspective of internal reasons, scholars generally believe that the hollowing out 
of major shareholders is caused by the mismanagement of the company. On the one hand, 
corporate ownership is highly concentrated. Generally speaking, equity concentration is 
negatively correlated with the synergistic effect. When the company ownership is highly 
concentrated and the synergistic effect is weak, the profit-seeking behavior of major 
shareholders often harms the interests of minority shareholders (CAI Weixing, Gao Minghua, 
2010) []. This phenomenon can also be reasonably explained through the perspective of the 
control of the private benefit theory. On the other hand, cash flow ownership and control are 
separated. Claessens et al. (2000) [] believe that in companies with highly concentrated 
ownership, major shareholders play a significant impact on the day-to-day business activities 
and major strategic decisions, and the process is often accompanied by the separation of 
ownership and control of cash flow. In the long run, the actual controller of the listed company 
demand for personal gains goes counter to the minority shareholders and the overall value of 
the company. The controlling shareholder occupies the resources of the listed company 
through various ways, transfers the property of the listed company, and further grabs the 
excess returns. 
[4,5] Besides, the imperfect construction of the relevant legal system makes the major 
shareholders take chances in the process of hollowing out behavior.Qian M. Law et al. (2005) [] 
[] believes that China is still in the period of economic transformation. Although the legal 
environment of the economic market has been greatly improved, the regulatory link lacks 
effective means and the efficiency is low, and the punishment is mainly administrative means. 
For those who disturb the market order, the cost of violations is low, leading to the common 
phenomenon of "thunder" after mergers and acquisitions. 

2.2. Research Status Quo of the Economic Consequences of Major Shareholders 
Hollowing Out 

From the perspective of economic consequences, scholars generally believe that the hollowing 
out of major shareholders damages the interests of small and medium investors, disturbs the 
market order, and easily becomes the reservoir of financial risks. Reviewing the Asian financial 
crisis in 1997, the controlling shareholder occupied the resources of listed companies and 
became one of the triggers for the outbreak of the financial crisis (Johnson et al., 2000) 
[].hollowing out behavior will lead to the aggravation of information asymmetry. Due to the 
various cover-ups of major shareholders in the process of hollowing out, external investors face 
huge risks and uncertainties. In China, under the background of highly concentrated enterprise 
equity, it is more common for actual enterprise holders to serve as CEO. The deviation of the 
fiduciary responsibility of managers may lead to the inaccurate accounting information 
disclosure (Li Changqing et al., 2018) []. Gu Naikang et al. (2015) [] analyzed the economic 
consequences caused by the infringement of major shareholders from the perspective of the 
financial market.[6,7,8] Research shows that the higher the shareholding ratio of major 
shareholders, the greater the risk of the future stock price collapse, especially when the 
regulation of major shareholders fails, and the positive correlation between the two intensifies. 
At the same time, the encroachment of controlling shareholders is often accompanied by the 
book phenomenon of double high deposits and loans. The major shareholders are crazy 
demanding and transfer enterprise assets and at the same time whitewash the book data of the 
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company, do high performance, and further absorb external financing. This forms a cycle, 
making enterprises into a debt crisis. 

3. Case Review 

Tuopai Shide (referred to as: Shide), is a local old state-owned enterprise in Suining City, 
Sichuan Province, one of the "six golden flowers of Sichuan wine", in Sichuan Province has a 
greater popularity in Sichuan Province. As of 2019, Tuopai Shide has been selected as the 
"China's 500 Most Valuable Brand List" for 15 consecutive years. Its subsidiary, Shide Liquor 
Industry, was listed on the Shanghai Stock Exchange in 1996 (stock code: 600072). 
Tianyang Holding Group Co., LTD. (hereinafter referred to as: Tianyang), was founded in 1993, 
started with the electrical appliance retail industry, after more than 20 years of development, 
now the business has covered a number of real estate, business, investment three main 
business sectors, is a large holding group. Before Tianyang participated in the mixed reform, its 
Dream Oriental Group was listed on the Hong Kong Stock Exchange in 1993 (00593, HK). 
On September 1,2014, Shehong County government made the decision on the strategic 
restructuring of Sichuan Tuopai Group Group Co., LTD., to Sichuan Tuopai Group Co., LTD., 
restructuring, taking the way of state-owned shares transfer and capital increase to introduce 
strategic investors. On August 19,2015, Tianyang Holding Group Co., Ltd. successfully won the 
bid and became a strategic investor of Sichuan Tuopai Shede Group Co., LTD., and determined 
the total purchase price of 3.822 billion yuan. On August 19,2020, Shede Wine issued the "Shede 
Wine Co., Ltd. on the company's self-examination of the controlling shareholders and their 
related parties capital occupation matters prompt notice" said that its controlling shareholder 
Tianyang Group and its related parties have the use of the company's funds through the non-
operating situation. After the release of the news, the capital market reacted strongly, the 
market value of more than 1 billion yuan. On September 21,2020, Shede Wine industry issued 
the "Shede Wine Co., Ltd. on the company's stock implementation of other risk warnings and 
temporary suspension of the advisory notice", the next day, Shede Wine industry was 
suspended, was officially "ST wearing a hat". 

4. Willing to Major Shareholders Hollowed Out Behavior Motivation 
Analysis 

4.1. Equity Pledge Buried Thunder 
In June 2016, Tianyang signed the M & a Financing Contract with Langfang Branch of China 
Construction Bank, providing financing for Tianyang. The financing pledge is 70% of the shares 
of Tuopai Shide Group held by Tianyang, and the financing amount is 2.3 billion yuan. According 
to the agreement, the relevant funds will be repaid before June 28,2019. Equity pledge is one of 
the common means of enterprise merger and acquisition, which is fast in capital acquisition and 
low in cost. At the same time, the disadvantages of equity pledge are also relatively obvious, 
and the potential risk of forced liquidation and warehouse explosion aggravate the uncertainty 
of the transfer of enterprise control. In order to avoid the transfer of corporate control, the 
controlling shareholder has a strong motivation to manipulate the stock price through market 
value management, which, in the long run, will ultimately damage the value of the company. 

4.2. Shareholders Debt 
Real estate development and sales is the main business of Tianyang. In 2014, Tianyang won the 
successful Plaza in Yanjiao, Beijing, and almost won the Fangshan Super Honeycomb project 
outside the South Fifth Ring Road in Beijing at the same time. Three years later, it successfully 
acquired MengOriental, a Hong Kong listed company. Tianyang actual holding person Zhou 
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Zheng is determined to be in the cultural tourism industry real estate industry bigger and 
stronger. However, is the development of Tianyang really plain sailing? After 2015, Tianyang 
successively released "Tianyang Yanjiao Innovation Center No.1,2" trust plan, raising a total of 
4.8 billion yuan; in 2017, Beijing issued "the strictest purchase restriction policy", Tianyang 
Beijing real estate project was cold; in 2018, Tianyang's trust plan was forced to extend the 
payment, in the same year, Tianyang actual controller Zhou Zheng was listed as the trust subject 
to enforcement; in 2019, Tianyang holding dream Oriental group net profit, fell 227%. The huge 
debt pressure of the controlling shareholder Tianyang has become an important motivation for 
its hollowing out behavior. 

4.3. Internal Governance Defects 
First, the structure of the board is unreasonable (as shown in Table 1). After the strategic 
restructuring, the board members of the Tianyang directors occupy half of the country, while 
the former shande director only 1, and vice chairman Liu Li for the chairman Zhou Zheng 
brother-in-law, there is a kinship relationship. In the major decision matters of willing to give 
corporate governance, Tianyang has an absolute right to speak, which provides convenience 
for Tianyang illegal operation, but also greatly reduces the cost of Tianyang collusion. 
 

Table 1. Comparison of the board structure before and after the strategic restructuring 
Board member before strategic restructuring Board members after a strategic restructuring 

post surname and 
personal 

name 

background post surname and 
personal 

name 

background 

chairman Li Jiashun The original 
willing to 

department 

chairman Zhou Zheng Tianyang 
department vice-president Zhang 

Shuping 
vice-president Liu Li 

director Chen Liang director Jing-yong xu 
director Ma Lijun director Yang Lei 
director Li Fuquan director Xie as 
director Yu Xiaodong director Pu Jizhou The original willing 

to department 
independent 

director 
Yun-long li chartered public 

accountant 
independent 

director 
Yun-long li chartered public 

accountant 
independent 

director 
Zou Xuerong Southwest 

University 
independent 

director 
Zou Xuerong Southwest 

University 
independent 

director 
Hu Zonghai practicing 

lawyer 
independent 

director 
Hu Zonghai practicing lawyer 

   independent 
director 

Gang Chen The Central 
University Of 
Finance and 
Economics 

   independent 
director 

Sheng Zhang China University of 
Political Science 

and Law 

 
Second, the shareholding structure is unreasonable (as shown in Figure 1). Willing to equity 
concentration, Tianyang implementation of its significant impact, and Tianyang 80% owned by 
Zhou Zheng. This kind of dominant shareholding structure has obvious disadvantages, and 
Zhou Zheng has strong control over willing up, leading to the disconnection with the interests 
of minority shareholders. 
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Figure 1. Willing to give up the equity schematic diagram 

4.4. Failure of External Supervision 
China's financial legal mechanism is not yet perfect. On the one hand, the current Company Law 
has insufficient prevention means and insufficient punishment for major shareholders, 
resulting in the low cost of violation of some market violations and the repeated prohibition of 
market misconduct. On the other hand, due to the high correlation between most restructured 
state-owned enterprises and the interests of the local government, it is difficult for the 
government law enforcement and supervision departments to fully play their role. 

5. Willing to Major Shareholders Hollowing Out Behavior Economic 
Consequences Analysis 

5.1. Short-Term Market Effects (Car) Analysis 
In this chapter, we chose the research behavior to disclose its controlling shareholder on August 
19,2020, because this behavior exposed the event of Tianyang hollowing out to the public eye, 
which also triggered the subsequent collapse of the stock price. Therefore, we choose this 
disclosure behavior, want to through the event research method of enterprise announcement 
day (August 19,2020) short-term market reaction analysis, because the short-term market 
reaction need to exclude the interference of other events, our research period set to (-10,10), 
namely time before 10 working days to 10 working days after the event, namely on August 
5,2016 to September 2,2016, calculate the daily yield. 
The market adjustment model is used to select the excess return rate (AR) and the cumulative 
abnormal return rate (CAR) occupied by the major shareholders. 
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Table 2. willing AR and CAR calculation table 
panel point time AR CAR 

-10 2020-08-05 -0.31% -0.31% 

-9 2020-08-06 -0.76% -1.07% 

-8 2020-08-07 -0.73% -1.80% 

-7 2020-08-10 -0.41% -2.21% 

-6 2020-08-11 -0.38% -2.58% 

-5 2020-08-12 -1.11% -3.69% 

-4 2020-08-13 -0.17% -3.86% 

-3 2020-08-14 0.27% -3.59% 

-2 2020-08-17 -0.05% -3.64% 

-1 2020-08-18 0.24% -3.40% 

0 2020-08-19 -0.50% -3.90% 

1 2020-08-20 -1.84% -5.73% 

2 2020-08-21 0.18% -5.55% 

3 2020-08-24 -0.17% -5.73% 

4 2020-08-25 -0.05% -5.77% 

5 2020-08-26 -0.63% -6.40% 

6 2020-08-27 -0.10% -6.51% 

7 2020-08-28 1.45% -5.06% 

8 2020-08-31 0.58% -4.48% 

9 2020-09-01 -0.14% -4.63% 

10 2020-09-02 -1.16% -5.79% 

 

 
Figure 2. Willing to give up AR, CAR trend chart 

 
As can be seen from the cumulative abnormal yield trend in Figure 2, in the selected event 
period, the cumulative abnormal yield continued to decline during the period (-10, -5), but 
during the period (-5, -1) showed an upward trend. However, in the range of the announcement 
day (-1,1), the cumulative abnormal rate of return fell sharply, and in the future period (1,6) 
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Yin fell, indicating that the major shareholder capital occupation disclosure event has a 
significant negative impact, damaged investor confidence, resulting in the reduction of the 
value of the company. 

5.2. Economic Added Value (EVA) Analysis 
In August 2015, Tianyang became the actual controlling party of The Willing, and gradually 
hollowed-out the willing party by means of capital occupation, related party transactions, loan 
guarantee, operating cash dividend policies and other means. Due to the hidden 
implementation methods of Tianyang, it was not until August 2020, which attracted close public 
attention. The hollowing out behavior implemented by Tianyang has a great impact on the 
overall value of Willing. In order to evaluate the value of Willing, this section uses the economic 
added value (EVA) to evaluate the company's performance before and after the event. 
The calculation process of economic added value (EVA) is as follows: 
 

capital gross Adjustedratio capital ofcost  average Weightedafter taxprofit  operatingNet EVA

  rates tax Income-1adjustment expense D&RexpenseInterest profitNet after taxprofit  operatingNet 

progressin on constructi Average-sliabilitie free-interest Average-sliabilitie Averageequityowner  Averagecapital gross Adjusted 

ratiocost  capitaldebt tax -After
tioncapitaliza

capitalDebt 
ratio capitalequity  ofCost 

tioncapitaliza

capitalEquity 
ratio capital ofcost  average Weighted   

 
Table 3. Economic added value (EVA) from 2016 to 2020 calculation table unit: ten thousand 

yuan 
 In 16 years In 17 years In 18 years In 19 years In 20 years 

net margin 8019.90 36127.93 37289.18 53837.30 60726.57 

interest expense 2306.36 943.76 1179.18 2011.38 1715.33 

Capitalized R & D expenses 0 0 0 0 0 
Operating net profit after tax 10699.14 15861.78 39365.95 55773.87 54642.34 

The average owner 
rights and interests 

232532.18 
 

265487.14 271474.89 324044.02 378130.20 

Average debt 169094.15 172321.55 212761.00 253606.52 267226.15 
Average interest-free current liabilities 80051.06 134729.97 141132.06 165073.64 181521.04 

Projects under construction on 
average 

6801.35 16493.33 12164.36 17013.63 5480.10 

Adjusted capital 314773.92 286585.39 330939.47 395563.27 458355.21 
Risk-free yield 3.36 3.94 3.13 3.05 3.23 

Average risk stock return rate 4% 4% 4% 4% 4% 
Individual sebum value 1.21 1.38 1.43 1.20 0.88 
Equity capital cost ratio 4.08% 4.02% 4.37% 4.19% 3.91% 

Debt capital cost ratio ratio 1.40% 0.43% 0.51% 0.73% 0.60% 
Enterprise income tax rate 25% 25% 25% 25% 25% 

After-tax debt capital cost ratio 1.05% 0.32% 0.38% 0.55% 0.45% 
equity capital 113927.34 117869.81 118302.99 121226.84 122622.89 

debenture capital 163977.56 204407.09 212761.00 253606.52 267266.15 
capitalization 307819.71 312908.23 324374.65 390343.44 413213.06 

Weighted average capital cost ratio 
ratio 

-6.10% -8.53% -6.39% -5.84% -4.56% 

EVA value (diameter 2) -8528.08 -6792.86 18223.15 32689.45 33748.57 
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It can be concluded from Table 2 that the growth rate of willing economic added value (EVA) 
from 2016 to 2020 is 20.35%, 368.27%, 79.38% and 3.24%. We can find that before the 
disclosure of EVA) behavior, the economic added value (EVA) grows rapidly, and the economic 
added value (E V A) grows slowly, and the enterprise value is seriously affected. 

6. Countermeasures and Suggestions 

6.1. Introduce High-quality Strategic Investors 
The introduction of strategic investors is crucial to the development of enterprises. Good 
strategic investors can bring "1 + 1> 2" synergistic effect to enterprises. The poor strategic 
investors can hinder the development of enterprises and even push the enterprise to the cliff. 
How to identify strategic investors? First, we should understand the needs of enterprises for 
their own development, so that the introduction of strategic investors can make up for the 
shortcomings and give full play to their advantages. Second, to understand the needs of 
strategic investors, to find out the relevant situation of strategic investors, to prevent malicious 
bidding with ulterior motives. For liquor enterprises, it is necessary to further integrate the 
upstream and downstream industrial chains, on the one hand, to reduce the production cost of 
enterprises, on the other hand, to better play the scale effect, so as to introduce strategic 
investors as a standard, to promote the high-quality development of enterprises. 

6.2. Build the Enterprise Financial Early Warning System 
Enterprise financial early warning system can give full play to the advantages of big data finance, 
find problems and trace them in time. Under the background of promoting the modernization 
and informatization of enterprise governance capacity, the construction of enterprise financial 
early warning system has become a hot issue, which can play a positive role in preventing the 
hollowing out of major shareholders. In liquor industry, however, the construction of 
enterprise financial early warning system is still in a relatively backward level, to give full play 
to the role of financial early warning system, first need effective information system, timely and 
accurate collection of the enterprise own data and industry related data, then need effective 
organization structure, optimize the allocation of resources, improve the operation efficiency 
of enterprise financial early warning system, finally need scientific financial early warning 
indicators, according to the specific situation of enterprise production and operation of 
scientific analysis. 

6.3. We Will Strengthen External Supervision 
China's market supervision mechanism is not yet mature, especially the protection of the rights 
and interests of minority shareholders is not in place, which leads to the frequent hollowing out 
of major shareholders of enterprises. However, China's market supervision system is gradually 
improving, under the background of building a national unified large market, a good market 
environment is essential. To strengthen external supervision, first, we will improve the 
regulatory system. On the one hand, improve the shareholder litigation system, improve the 
risk prevention consciousness, smooth the feedback channels of minority shareholders, protect 
the reasonable and legitimate rights and interests of minority shareholders, eliminate the abuse 
of power, improve the information disclosure system, protect the right to know, effectively 
reduce the negative effects of information asymmetry, strengthen regulatory measures. Timely 
monitor the abnormal behavior of the controlling shareholders, pay attention to the large 
capital flow and loan guarantee situation of the related parties of the enterprise, improve the 
relevant laws and measures, increase the punishment for violations, link the rights and 
interests of minority shareholders to the major shareholders, and explore the integration of 
interests. 
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7. Conclusions and Outlook 

Through the case study of willing to big shareholders hollowing behavior, found that the 
controlling shareholder hollowing behavior motivation affected by internal and external dual 
factors, enterprise internal management is not fine on the one hand, this gives the big 
shareholders implement hollow behavior of the opportunity, on the other hand, the controlling 
shareholder own financial crisis makes it has a strong motivation to transfer the assets of the 
holding enterprise, while the market supervision system is yet to be perfected, the protection 
mechanism of minority shareholders is not mature. The resulting economic consequences are 
quite heavy for enterprises. Through the analysis of the event research method (CAR), the 
hollowing behavior of major shareholders will cause drastic fluctuations in the stock price in 
the short term. Through the analysis of the economic added value method (EVA), it is found that 
the hollowing behavior of major shareholders will affect the overall value of the enterprise in 
the long term. 
In order to prevent the controlling shareholders of enterprises from hollowing out behavior 
and protect the high-quality development of enterprises, this paper puts forward measures and 
suggestions from the two aspects of standardizing internal governance and strengthening 
external supervision. From the perspective of internal governance, enterprises should identify 
the motivation of introducing strategic investors, and build the enterprise financial early 
warning system; From the perspective of external supervision, the relevant government 
departments should improve the regulatory system, and strengthen the regulatory measures. 
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