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This study aims to explore the influence of the controlling shareholders' equity pledge 
on the company's investment structure and simultaneously investigate the regulatory 
effect of the ownership nature on the controlling shareholders' equity pledge and 
investment structure. We take China Shanghai and Shenzhen A-share listed companies 
as the research object, covering the data from 2013 to 2021, including 14,870 firm-year 
observations. The results show that the stock pledge behavior of the controlling 
shareholder tends to encourage the company to make more financial investments than 
physical investments. In addition, we find that ownership nature helps alleviate the 
above relationship to a certain extent. It is worth noting that non-manufacturing 
companies and non-big4 companies have a stronger positive impact on the company's 
investment structure than manufacturing companies and big4 companies. Finally, we 
also test the robustness of the research results using the propensity score matching 
method and the adding control variables method, which is consistent with the results of 
the baseline regression analysis. The proportion of equity pledged by controlling 
shareholders should be controlled, especially when the proportion of financial assets in 
the company's investment structure is too high. This measure can reduce the risk of 
financialization and maintain the stability of the financial market.  
 

Contribution/ Originality: From the perspective of controlling shareholders' equity pledges, it fills the 

academic literature gap that affects the company's investment structure and enriches the cognition of the economic 

consequences of equity pledges. In addition, it enriches the relevant literature on the ownership nature of 

shareholders. 

 

1. INTRODUCTION 

The financial trend of China's market economy has been noticeable (Wu & Wu, 2020; Zhou et al., 2021). From 

a macro perspective, the scale of the financial sector is expanding daily, and the proportion of the financial industry 

in the national economy is on the rise. By the end of 2022, the total assets of non-bank financial institutions in 

China reached 152.6 trillion yuan, up 18.5% year-on-year, accounting for 29.8% of the total assets of national 

financial institutions. The added value of China's financial industry accounts for 7.8% of GDP, much higher than the 

global average of 4%. 

From the perspective of microenterprises, economic financialization is highlighted by the fact that entity 

enterprises invest a large amount of holding funds in financial assets to pursue short -term excess returns. By the 
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end of 2022, the investment scale of trading financial assets and available -for-sale financial assets of non-financial A-

share listed companies reached 2.09 trillion. There are 2959 non-financial A-share listed companies involved in the 

financial field, accounting for more than half the number of A-share listed companies. This phenomenon shows that 

corporate financialization generally exists in non-financial listed companies in China. Although financial 

development is in many fields, such as improving the efficiency of capital use, promoting capital accumulation, 

easing financing constraints, and absorbing social employment (Abdul Bahri, Shaari Md Nor, Sarmidi, & Haji Mohd 

Nor, 2019; Asongu, 2012), it has played an important role that cannot be ignored. However, economic 

financialization has caused problems such as economic fragility, bubbles, and a mismatch between finance and the 

real economy (Banerjee, Bose, & Rath, 2019), attracting close attention from practical and academic circles. 

According to the investment substitution theory (Duménil & Lévy, 2004), the total amount of investable cash 

in an enterprise is limited, and the business management of an enterprise is aimed at maximizing profits. Due to 

resource constraints, enterprises will also prefer to invest in financial asset with excess returns, reducing the 

resources for industrial investment. Therefore, there is a substitution between financial asset investment and 

industrial investment (Huang, Luo, & Peng, 2021; Xu, Mu, & Wang, 2023). Compared with fixed assets, research 

and development investment, and other industrial investments, financial assets investment can gain returns in a 

short time, and the return on investment is high (Demir, 2009). Moreover, financial assets have strong liquidity, can 

be quickly realized in the short term, and can play the role of cash (Ma, Shen, Wang, & Wu, 2022; Zhang, Zhou, & 

Tian, 2022). These are the reasons why listed companies prefer to invest in financial assets. 

Meanwhile, equity pledges are prevalent in China's capital market as a new financing method for creditor's 

rights. Shareholders use their company shares as collateral for financing or loans from banks, securities companies, 

or other financial institutions. Equity pledges can alleviate the financing constraints of listed companies (Xiao, 

Chen, Fang, & Zhang, 2021; Zhu, Xia, & Zheng, 2021). As the largest shareholder of a listed company, can the 

equity pledge of the controlling shareholder alleviate the preference of the company's investment structure for 

financial assets? It is a question worth thinking about. 

The existing research on corporate investment mainly focuses on external factors such as a country or region's 

politics, economy, and culture and the macro level of uncertainty of these external factors. When the macro-

environmental uncertainty increases, enterprises face more significant operational risks, and  in order to maintain 

stable income, enterprises will be prompted to increase investment in financial assets (Demir, 2009; Kaplan, Özmen, 

& Yalç, 2006). The micro-level factors mainly include corporate governance structure and management 

characteristics. Regarding management characteristics, Malmendier and Tate (2005) found that the overconfidence 

of management led to the distortion of company investment. Therefore, the research gap is that little literature 

exists on the investment structure from the perspective of controlling shareholders' equity pledges.  

 Based on the investment substitution theory, we study the relationship between the controlling shareholder's 

equity pledge and the company's investment structure. Secondly, the moderating effect of ownership nature on the 

relationship between the equity pledge of the controlling shareholder and the company's investment is investigated. 

Thirdly, the heterogeneity is analyzed based on the nature of the industry and whether the Big4 audit. Finally, the 

robustness of the baseline study is tested by using the tendency score matching method and increasing control 

variables. 

The primary contribution of this paper is to expand the research perspective on the impact of  investment 

structure. From the perspective of controlling shareholder's equity pledges, it fills the academic literature gap that 

affects the company's investment structure. Traditional literature often focuses on the macroeconomic environment 

(Guo, Wei, Zhong, Liu, & Huang, 2020; Kim & Kung, 2017) and the investment structure while ignoring the role of 

corporate financing as a critical factor. This study provides a new theoretical perspective for us to understand the 

shaping mechanism of the company's investment structure more comprehensively by deeply discussing the equity 

pledge of the controlling shareholder.  
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Secondly, it enriches the cognition of the economic consequences of an equity pledge. The previous literature 

mainly focused on the controlling shareholders' equity pledge to the company's investment efficiency (Huang, Li, & 

Zhao, 2022; Mu, Zhou, & Cao, 2020)mergers and acquisitions(Duan, Nor, & Selamat, 2023; Li & Li, 2022), but there 

is little research on corporate investment structure. Our research provides a deeper insight into the influence of the 

equity pledge on the company's investment strategy.  

Finally, it enriches the relevant literature on the ownership nature of shareholders. Our research provides more 

insights to help better understand how ownership nature plays a role in the controlling shareholders' equity pledge 

and the investment structure of the company. 

The remaining five parts of the study are organized as follows: Literature review and hypothesis development 

are in Section 2. Section 3 is the methodology. Empirical results are in Section 4. Robustness analysis and 

heterogeneity analysis are discussed in Section 5. Section 6 is the conclusion.  

 

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

2.1. Investment Substitution Theory 

The investment substitution theory was put forward by Duménil and Lévy (2004) in their book Capital 

Resume: Roots of the Neonatal Revolution. This book analyzes the income distribution between financial capital 

and physical capital, pointing out that the income of financial capital mainly comes from interest and dividends. In 

contrast, the income from physical capital mainly comes from operational profits. When the interest rate is higher 

than the profit rate, enterprises will reduce their physical investment and switch to financial investment, leading to 

the slowdown and instability of economic growth. The interests of financial capital are usually taken seriously, 

which leads to the short-termism of capital and the pursuit of instant benefits rather than long-term productive 

investment. This investment substitution effect will affect the development of the real economy and financia l 

stability. 

However, there is no denying the preventive reservoir function of the company's investment structure 

(Cardella, Fairhurst, & Klasa, 2021; Huang et al., 2021). The follow-up literature has supported (Duménil & Lévy, 

2004) investment substitution theory. Speculation is the potential motivation to drive enterprises to increase their 

holdings of non-monetary financial assets (Huang et al., 2021). Holding financial assets will aggravate the volatility 

and uncertainty of financial performance and squeeze out the company's capital expenditure and R&D investment 

(Xu et al., 2023). Jin, Mai, and Cheung (2022) found a negative correlation between the financialization of 

companies and the fixed investment rate. This result is consistent with the view that companies invest in financial 

assets and crowd out entity investment (Jiang, Shen, & Cai, 2022; Xu et al., 2023). Research results in different 

countries also support the investment substitution theory. Based on the data of non-financial enterprises in Turkey 

(Kaplan et al., 2006), they found that non-financial enterprises tend to hold financial assets for speculative reasons 

and have a substitute function for actual investment when the real rate of return of financial assets is too high due 

to macroeconomic instability. Demir (2009) analyzed the impact of the return gap between financial and fixed 

investments on the actual investment in three emerging markets: Argentina, Mexico, and Turkey. The empirical 

results show that fixed investment reduces the effect, while financial investment is the opposite. Tori and Onaran 

(2017) found that the non-financial sector turned to financial activities in Western European countries. The 

physical investment eventually decreased, and the development of the non-financial sector was stagnant or fragile, 

leading to long-term productivity stagnation. In South Korea, financialization inhibits R&D investment in Korean 

non-financial enterprises (Seo, Kim, & Kim, 2012) and fixed investment in manufacturing enterprises (Shin, 2012). 

Orhangazi (2008) used the sample data of American non-financial enterprises and found that American 

financialization crowded out the actual investment because the increase in financial investment and financial profit 

changed the incentive of company managers. 
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2.2. Equity Pledge and Investment Structure 

The prevalence of equity pledges is attributed to their advantages. Equity pledge is a vital tool  to obtain loans 

outside the traditional banking industry (Guo, Kryzanowski, Li, & Zhang, 2021), which is conducive to alleviating 

the financing constraints of individuals or companies (Li, Huang, Shi, & Yang, 2022). Moreover, the equity pledge 

benefits shareholders by converting their shares into money, converting ownership into cash flow rights, and 

enjoying wealth in advance (Fabisik, 2019). In addition, equity pledges play a role in delaying tax payments 

(Chauhan, Mishra, & Spahr, 2021) and providing short-term cash flow for the company (Hwang, Qiao, & Ku, 2016). 

Contrary to its advantages, some scholars have raised concerns about the equity pledges. Equity ple dge will 

reduce the return on assets of the company and damage its long-term value (Ni, Fang, Liu, & Lu, 2022; Wang & 

Chen, 2020). Although it pushes up the stock price in the short term, it damages the company's long-term value 

(DeJong, Liao, & Xie, 2020). The characteristics of financial assets, short investment cycles, and high return on 

investment can meet the requirements of listed companies to support stock prices quickly. Therefore, companies 

tend to invest in financial assets in order to reduce the margin-call risk. An equity pledge intensifies the company's 

risk. Equity pledge is sensitive to changes in stock price, and stock price fluctuation and market instability lead to 

the risk of additional margin for shareholders (Chauhan et al., 2021). The risk of potential loss of control brought by 

an equity pledge reduces the risk tolerance of decision-makers. Moreover, Xie, Wang, Zhang, and Wang (2023) and 

Tian, Tang, Liu, and Qi (2024) provide empirical evidence that equity pledges exacerbate corporate financialization.  

In contrast, the investment cycle of fixed assets is long, and the rate of return is low. Intangible assets have a 

long investment cycle and intense uncertainty in return. Therefore, the pledge of equity leads to the company's 

reduction of R&D and expenditure investment (Wang, Qiu, & Tan, 2020). Therefore, the hypothesis was put 

forward. 

Hypothesis 1: The equity pledge of controlling shareholders positively affects the company's investment structure.  

 

2.3. Moderation Role of State-Controlled Shareholder 

The company's investment orientation shows a preference for financial investment, but insufficient attention is 

paid to entity investment, such as production equipment renewal and technological upgrading. This tendency may 

lead the company to fall into the investment strategy of over-financialization, adversely affecting the entity's 

investment and thus hindering the company's long-term development. Academic research has verified the 

crowding-out effect of excessive financialization on entity investment (Akkemik & Özen, 2014; Chen, Shen, Cao, & 

Wang, 2024; Seo et al., 2012). The trend of financialization at the micro-company level is gradually transmitted to 

the social and economic fields, which hurts the country's development, innovation, and social progress and causes 

economic fluctuations. 

In order to promote the development of the real economy, the government encourages companies to invest in 

real entities. Because state-owned controlling shareholders are usually associated with the government (Tihanyi et 

al., 2019; Zhang, Wu, Feng, & Chen, 2022), they conform to the national policy in practice, prevent excessive 

financial risks through their influence on the company, and guide the company's entity investment. In addition, the 

State-owned Assets Supervision and Administration Commission of the State Council (SASAC) plays a crucial role 

in overseeing state-owned assets in China (Lin, Lu, Zhang, & Zheng, 2020), which makes the state-owned 

controlling shareholders subject to specific supervision in transferring control rights. These measures help to 

reduce the motivation of state-owned controlling shareholder companies to invest in financial services. 

Hypothesis 2: State-controlled shareholders alleviate the relationship between controlling shareholders’ equity pledge and 

company's investment structure. 
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3. METHODOLOGY 

3.1. Samples and Data 

This paper uses data from China’s Shanghai and Shenzhen A-share listed companies from 2013 to 2021 as the 

research sample. On the basis of the total sample, clean the data: First, eliminate ST and *ST companies. Then, 

exclude financial and insurance-listed companies. Secondly, eliminate companies that have been listed for less than 

one year. Thirdly, ignore discontinuous data or other missing data. Finally, the quantiles of all continuous variables 

below 1% and above 99% are truncated. A total of 14,870 firm-year observations were collected. This paper's data 

on controlling shareholders' equity pledge, ownership nature of controlling shareholders, and company investment 

are from the China Stock Market & Accounting Research (CSMAR) database. The CSMAR database provides 

abundant financial, market, and corporate governance data, which makes it convenient for researchers and investors 

to conduct related research and monitoring. 

 

3.2. Variable Selection 

Based on Hala, Abdullah, Andayani, Ilyas, and Akob (2020), we divide the company's investment into two 

categories: financial asset investment and physical asset investment, in which physical asset investment refers to the 

cash paid by the company for purchasing fixed assets, intangible assets, and other long-term assets. Financial 

investment refers to the company's trading financial assets, net held-to-maturity investment, net available-for-sale 

financial assets, and cash to pay interest, fees, and commissions. The investment indicators of physical and fina ncial 

assets come from the "cash paid by investment" in the company's cash flow statement in the CSMAR database . In 

this paper, the investment structure of the company is measured by dividing the investment in financial assets by 

the investment in physical assets. The larger the index, the higher the company's financial asset investment bias 

(Zhang & Wang, 2016). According to Du, Jun, and Jiali (2018) and Hu, Teng, Lin, and Li (2023), ple_dum is a 

dummy variable of equity pledge, which is 1 if the company has a controlling shareholder's equity pledge; othe rwise, 

it is 0. Ple_rate, which represents the proportion of the controlling shareholder's equity pledge in the company's 

shares. Considering that the equity pledge's influence on the company's investment structure is lagging, the 

controlling shareholder's equity pledge variable lags by one period. According to Yin and Zhang (2019), the owner 

represents the ownership nature of the controlling shareholder. If the controlling shareholder is state -owned, it is 1; 

otherwise, it is 0. The variable also lags by one period. The control variables' influence on investment structure is 

lagging, so the control variables are also lagging for one period. The definition of control variables is shown in 

Table 1. Year-and industry-dummy variables are used for regression analysis. 

 

Table 1. Measurement of variables. 

Variables 
type 

Variables 
name 

Measure 

Dependent 
variable 

Instr 
The ratio of cash paid for financial investment to cash paid for the purchase 
and construction of fixed assets, intangible assets, and other long-term 
assets. 

Independent 
variables 
 

Ple_dumt-1 Controlling shareholders pledge their equity is 1; Otherwise, 0. 

Ple_Ratet-1 
The proportion of shares pledged by the controlling shareholder to the 
shares held by the controlling shareholder. 

Moderating 
variables 

Ownert-1 If the controlling shareholder is state-owned, it is 1; Otherwise, it is 0. 

Control 
variable 

Sizet-1 In(Total assets). 
Levt-1 Total liabilities divided by total assets. 

Roat-1 Return on assets. 
Casht-1 Net cash flow from operating activities/Total assets. 
Aget-1 Ln(Current year - year of listing + 1). 

Year The dummy variable is equal to in a specific year, otherwise it is equal to 0. 
Industry The dummy variable to control the influence of a specific industry. 
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3.3. Model Specification 

In model selection, this paper carries out the F-Limer test (p<0.01), and the Hausman test (p<0.01), and the 

results show that the fixed effect model is more effective than the random effect model and the mixed effect model. 

Therefore, the fixed effect model is adopted to control the inherent unobservable factors of individuals (Zulfikar & 

STp, 2018). 

To test hypotheses, the model (1) was constructed. 

𝐼𝑛𝑠𝑡𝑟𝑖 ,𝑡 = 𝛼0 + 𝛼1𝑃𝑙𝑒𝑖,𝑡 −1 + 𝛼2 ∑ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖 ,𝑡−1 + ∑ 𝑌𝑒𝑎𝑟 + ∑ 𝐼𝑛𝑑 + 𝜀𝑖,𝑡  (1)
 

Where Instr stands for the investment structure of the company, Ple includes two indicators: ple_dum and 

ple_rate. Control stands for control variables. Year and Ind represent year-fixed effects and industry-fixed effects, 

respectively. 

To test hypothesis 2, the model (2) was constructed. 

𝐼𝑛𝑠𝑡𝑟𝑖 ,𝑡 = 𝛼0 + 𝛼1𝑃𝑙𝑒𝑖,𝑡 −1 + 𝛼2𝑜𝑤𝑛𝑒 𝑟𝑖 ,𝑡−1 + 𝛼3𝑃𝑙𝑒𝑖 ,𝑡−1 ∗ 𝑜𝑤𝑛𝑒 𝑟𝑖 ,𝑡−1 + 𝛼4 ∑ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑠𝑖 ,𝑡−1 

+ ∑ 𝑌𝑒𝑎𝑟 + ∑ 𝐼𝑛𝑑 + 𝜀𝑖 ,𝑡(2)

 
Where Owner stands for the ownership nature of  the controlling shareholder of  the company.

 

3 , 1 , 1*i t i townP erle − −
stands for the interaction term. 

 

Table 2. Descriptive statistics. 

Variables Obs. Mean Std. dev. Min. Max. 

Instr 14870 6.6113 20.7534 0.0000 206.9996 
Ple dum 14870 0.2608 0.4391 0.0000 1.0000 
Ple rate 14870 5.4495 14.2517 0.0000 84.9600 

Owner 14870 0.0995 0.2993 0.0000 1.0000 
Size 14870 22.4228 1.2194 20.0616 26.2494 

Lev 14870 0.4366 0.1945 0.0610 0.8753 
Roa 14870 0.0353 0.0566 -0.2189 0.1940 
Cash 14870 0.0509 0.0649 -0.1433 0.2411 

Age 14870 11.8584 6.8754 3.0000 27.0000 
Note: Instr represents the investment structure. Ple_dum and ple_rate  represent equity pledge. Owner represents 

ownership nature. Size represents company size. Lev represents the asset-liability ratio. Roa represents the 
return on total assets. Cash represents the cash flow ratio. Age represents the company listing age.  

 

4. EMPIRICAL RESULTS 

4.1. Descriptive Statistical Analysis 

Table 2 is the descriptive statistical analysis, instr stands for the company's investment structure, with a 

variance of 20.75. The investment structure of listed companies in China, Shanghai, and Shenzhen is quite different. 

Some companies in the sample invest more than 200 times more in financial assets than in physical investments. 

The average ratio of this data is 6.61. It shows that investment in financial assets is widespread in the A-share 

market, especially since some listed companies' financial assets are much higher than those of physical investment.  

The variance of ple_rate is 14.25, and the highest value is 84.96, which shows a significant difference in the 

proportion of equity pledged by the controlling shareholders of listed companies. The controlling shareholders 

pledged their shares up to 80% in the sample. 
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Table 3. Correlation coefficient matrix. 

Variables Instr Ple_dum Ple_rate Owner Size Lev Roa Cash Age 

Instr 1.000         

Ple_dum 0.037*** 1.000        
Ple_rate 0.048*** 0.644*** 1.000       

Owner -0.042*** -0.124*** -0.076*** 1.000      
Size -0.067*** -0.044*** -0.089*** 0.192*** 1.000     
Lev -0.121*** 0.013 0.011 0.135*** 0.504*** 1.000    

Roa 0.035*** -0.033*** -0.042*** -0.040*** 0.036*** -0.326*** 1.000   
Cash -0.018** -0.041*** -0.053*** -0.030*** 0.047*** -0.182*** 0.422*** 1.000  

Age 0.012 -0.108*** -0.030*** 0.227*** 0.371*** 0.283*** -0.064*** -0.016* 1.000 
Note:  * Stands for significant at 10%, * * stands for significant at 5% and *** stands for significant at 1%.  

 

4.2. Correlation Analysis 

It can be seen from Table 3 that the correlation coefficient between each variable is less than 0.8, and it can be 

considered that there are no multicollinearity problems. 

 

4.3. Benchmark Regression 

It can be found in Table 4that the coefficient of ple_dum to instr is 1.853, which is significant at the level of 1%, 

indicating that the existence of the equity pledge of the controlling shareholder is more biased towards the 

company's financial investment. The coefficient of ple_rate to instr is 0.061, which is significant at the level of 1%, 

indicating that the higher the proportion of controlling shareholders' equity pledge, the more the company's 

investment is biased towards financial investment rather than entity investment. The results are consistent with 

(Hou & Zheng, 2021). 

 

Table 4.Benchmark regression. 

Variables (1) (2) 

Instr Instr 

Ple_dum 1.853*** 
(4.122) 

 

Ple_rate  0.061*** 
(3.681) 

Size -0.407*** 
(-2.757) 

-0.341** 
(-2.325) 

Lev -18.095*** 
(-13.524) 

-18.087*** 
(-13.511) 

Roa 1.200 
(0.345) 

1.123 
(0.323) 

Cash -3.781 
(-0.997) 

-3.700 
(-0.976) 

Age 0.127*** 
(4.396) 

0.114*** 
(3.996) 

_Cons 21.233*** 
(6.386) 

20.011*** 
(6.020) 

Year Yes Yes 
Industry Yes Yes 

N 14870 14870 
R2 0.062 0.062 

Note: Table 4 shows the results of benchmark regression. The values in brackets represent the t-statistics of the 

coefficients. ** stands for significant at 5% and *** stands for significant at 1%. 

 

4.4. Moderation Effect of State-Controlled Shareholder 

It can be found in Table 5that the interaction term of ple_dum and owner is -3.519, which is significant at the 

level of 1%. The interaction term of ple_rate and owner is -0.096, which is significant at 1%, indicating that the 

nature of state-owned controlling shareholders' equity can adjust the relationship between equity pledge and 
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investment structure. When the controlling shareholder is state-owned, it can alleviate the tendency to pledge 

equity to the company's financial investments and adjust the investment structure.  

  

Table 5. Moderation effect of state-controlled shareholder. 

Variables (1) (2) 

Instr Instr 

Ple_dum 1.552*** 
(3.623) 

 

Ownership_ple_dum -3.519*** 
(-4.433) 

 

Ple_rate  0.053*** 
(3.363) 

Ownership_ple_rate  -0.096*** 
(-3.564) 

Ownership -2.337*** 
(-5.592) 

-2.158*** 
(-4.976) 

Size -0.359** 
(-2.425) 

-0.292** 
(-1.990) 

Lev -18.069*** 
(-13.510) 

-18.068*** 
(-13.501) 

Roa 0.944 
(0.272) 

0.909 
(0.262) 

Cash -3.914 
(-1.033) 

-3.863 
(-1.020) 

Age 0.142*** 
(4.823) 

0.129*** 
(4.452) 

_Cons 20.306*** 
(6.110) 

19.053*** 
(5.738) 

N 14870 14870 

R2 0.062 0.063 
Note: Table 5 shows the moderation effect of state-controlled shareholder. The values in brackets represent the t-

statistics of the coefficients.  ** stands for significant at 5% and *** stands for significant at 1%. 

 

5. FURTHER ANALYSIS 

5.1. Robustness Analysis   

The propensity matching scoring method (Kryzanowski, Li, Xu, & Zhang, 2021) is used for the robustness test. 

This method matches the treatment and control groups to be more similar in some key covariates, thus reducing 

the selectivity bias. We adopt 1:2 nearest neighbor matching with return. Columns (1) and (2) in Table 6 show the 

coefficients of ple_dum and ple_rate to be positive and significant, indicating the benchmark regression results are 

robust. 

Moreover, we test the robustness by adding control variables. M share represents management shareholding. 

Management shareholding refers to the situation in which the company's senior management team holds shares or 

equity. Management shareholding influences company investment with a governance role (Arthur, 2001; 

Filatotchev, Lien, & Piesse, 2005). Big4 refers to audits carried out by the four biggest accounting firms. The four 

major accounting firms have a supervisory role in corporate investment (Bae, Choi, Dhaliwal, & Lamoreaux, 2017). 

Therefore, we add these two variables to test the robustness of the baseline regression. Columns (3) and column (4) 

in Table 6 show the benchmark regression results are robust. 
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Table 6. Robustness analysis. 

Variables (1) (2) (3) (4) 
Instr Instr Instr Instr 

Ple_dum 1.870*** 
(3.986) 

 1.751*** 
(3.878) 

 

Ple_rate  0.058*** 
(3.469) 

 0.059*** 
(3.531) 

Size -0.452** 
(-2.157) 

-0.337 
(-1.625) 

-0.310** 
(-1.982) 

-0.239 
(-1.549) 

Lev -18.561*** 
(-10.529) 

-18.621*** 
(-10.553) 

-18.351*** 
(-13.669) 

-18.356*** 
(-13.667) 

Roa 0.402 
(0.086) 

0.331 
(0.071) 

1.994 
(0.574) 

1.912 
(0.551) 

Cash -3.761 
(-0.694) 

-3.503 
(-0.646) 

-3.670 
(-0.966) 

-3.569 
(-0.939) 

Age 0.161*** 
(3.877) 

0.143*** 
(3.488) 

0.099*** 
(3.242) 

0.087*** 
(2.886) 

Mshare   -5.284*** 
(-3.714) 

-5.212*** 
(-3.685) 

Big4   -1.872*** 
(-3.734) 

-1.961*** 
(-3.925) 

_Cons 22.175*** 
(4.660) 

20.021*** 
(4.212) 

19.640*** 
(5.590) 

18.298*** 
(5.241) 

Year Yes Yes Yes Yes 

Industry Yes Yes Yes Yes 
N 9022 9022 14870 14870 

R2 0.064 0.065 0.063 0.063 
Note: Table 6 reflects the robustness analysis of baseline regression. * * stands for significant at 5% and *** stands for significant at 

1%. 

 

5.2. Industry Heterogeneity Analysis 

Considering that there may be differences in the investment structure of companies depending on the nature of 

different industries, the sample is divided into manufacturing and non-manufacturing companies. Table 7shows the 

results of the grouped regression. The coefficient of non-manufacturing companies in the investment structure is 

significant. In non-manufacturing companies, the impact of the controlling shareholders' equity pledge on the 

company's investment structure is more biased towards financial investment than physical investment. Compared 

with manufacturing companies, non-manufacturing companies usually do not need large-scale capital investment 

for production equipment or production lines, so it is easier to use capital for financial investment to seek faster 

financial returns. In addition, manufacturing enterprises need to use fixed assets to obtain loans, so their bias 

toward financial investment is not so strong. 

 

Table 7. Industry heterogeneity analysis. 

Variables (1) (2) (3) (4) 

Manufacturing Non-manufacturing Manufacturing Non-manufacturing 
Instr Instr Instr Instr 

Ple_dum 0.370 
(0.867) 

5.165*** 
(4.694) 

  

Ple_rate   0.013 
(0.949) 

0.163*** 
(3.898) 

Size -0.250 
(-1.432) 

-0.598** 
(-2.310) 

-0.233 
(-1.346) 

-0.471* 
(-1.822) 

Lev -17.502*** 
(-12.372) 

-20.430*** 
(-7.211) 

-17.506*** 
(-12.463) 

-20.353*** 
(-7.133) 

Roa 3.850 
(1.168) 

-4.614 
(-0.586) 

3.827 
(1.162) 

-4.493 
(-0.571) 

Cash -10.064*** 6.165 -10.068*** 6.855 
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Variables (1) (2) (3) (4) 

Manufacturing Non-manufacturing Manufacturing Non-manufacturing 
Instr Instr Instr Instr 

(-2.935) (0.754) (-2.937) (0.833) 

Age 0.179*** 
(5.007) 

-0.004 
(-0.089) 

0.176*** 
(5.055) 

-0.035 
(-0.707) 

_Cons 15.486*** 
(4.361) 

27.188*** 
(4.893) 

15.141*** 
(4.272) 

25.042*** 
(4.507) 

Year Yes Yes Yes Yes 
Industry Yes Yes Yes Yes 

Bdiff 5.537*** 0.173*** 
N 9748 5122 9748 5122 

R2 0.038 0.084 0.038 0.085 
Note: Table 7 reflects the heterogeneity of industry nature. * Stands for significant at 10%, * * stands for significant at 5% and *** stands for 

significant at 1%. 

 

5.3. Audit Heterogeneity Analysis 

Table 8 presents Big4 and non-big4 group regression results and the difference coefficient between groups. 

Non-Big Four companies' audit quality and external governance effects are weak (Che, Hope, & Langli, 2020). 

Therefore, for companies not audited by the Big Four accounting firms, the equity pledge of controlling 

shareholders has a more significant impact on the company's investment structure. 

 

Table 8. Audit heterogeneity analysis. 

Variables (1) (2) (3) (4) 
Big4 Non-big4 Big4 Non-big4 

Instr Instr Instr Instr 

Ple_dum 4.090* 
(1.649) 

1.720*** 
(3.729) 

  

Ple_rate   0.308 
(1.469) 

0.054*** 
(3.333) 

Size -0.076 
(-0.256) 

-0.370** 
(-2.150) 

0.080 
(0.246) 

-0.299* 
(-1.757) 

Lev -7.615** 
(-2.384) 

-18.660*** 
(-13.419) 

-7.543** 
(-2.361) 

-18.664*** 
(-13.420) 

Roa 17.052 
(1.170) 

1.065 
(0.299) 

20.310 
(1.603) 

0.953 
(0.267) 

Cash -11.569 
(-0.799) 

-3.307 
(-0.844) 

-12.914 
(-0.962) 

-3.242 
(-0.828) 

Age -0.064 
(-1.004) 

0.141*** 
(4.553) 

-0.078 
(-1.290) 

0.128*** 
(4.211) 

_Cons 4.162 
(0.670) 

20.557*** 
(5.415) 

0.565 
(0.089) 

19.230*** 
(5.094) 

Year Yes Yes Yes Yes 
Industry Yes Yes Yes Yes 

Bdiff -2.814* -0.270*** 
N 932 13938 932 13938 

R2 0.105 0.063 0.140 0.063 
Note: Table 8 reflects the audit heterogeneity. * Stands for significant at 10%, * * stands for 

significant at 5% and *** stands for significant at 1%. 

 

6. CONCLUSIONS 

This paper studies the influence of the controlling shareholders' equity pledge on the company's investment 

structure. The empirical results show that the behavior of controlling shareholders' equity pledges significantly 

impacts the company's investment structure. Companies with controlling shareholders' equity pledges tend to 

invest in financial assets rather than physical investments. Compared with manufacturing and audits by Big4 
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companies, controlling shareholders' equity pledges on the company's investment structure is more significant in 

non-manufacturing and non-big4 companies.  

This paper is important from a theoretical point of view because it confirms again, using the investment 

substitution theory, that investing in financial assets can crowd out investments in entities. This adds to theory of 

company investments. Secondly, from the perspective of the controlling shareholder's equity pledge, this paper 

studies the influencing factors of the company's investment structure, expands the research perspective on the 

influence of the investment structure, and enriches the academic literature affecting the company's investment 

structure. Finally, this paper studies the moderating effect of ownership nature, which provides more empirical 

evidence of ownership nature effects. 

The practical significance lies in the fact that regulatory agencies formulate policies more specifically to prevent 

the risk of corporate financialization. Based on the findings of this study, the proportion of the equity pledge of 

controlling shareholders should be controlled, especially when the proportion of financial assets in the company's 

investment structure is too high. This measure can reduce the risk of financialization and maintain the stability of 

the financial market. In addition, it guides the controlling shareholders' equity pledge funds to flow to the 

company's entity investment, improves the company's innovation ability and production efficiency, and 

fundamentally enhances the company's long-term profitability. 

The limitation of this paper lies in the measurement of investment structure, which is divided into two 

categories: financial assets and entity investment. This simplification may need to pay attention to the diversity of 

investment structures. The company's investment structure may include many types of asset s and projects, such as 

equity investment, debt investment, fixed asset investment, and R&D investment. Simplifying it into only two 

categories may only partially reflect the actual investment structure of the company.  
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