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Free-rider problem and the behaviors of shareholders

in corporate governance

Xia donglin and Qian Ping

School of Economics and Management at Tsinghua University

Abstract

This article analyzes the free-rider problem in corporate control, and develops a game-theoretic
model to further analyze the behaviors of shareholders. We show the small shareholders take free-
riding on monitor by reason of the collective action and the share of stock, unlike other free-rider,
they haven’t been beneficial from free-riding, but got loss. Furthermore, free-rider problem make
the meeting of stockholders exist in name only. The large shareholders have incentive to provide
corporate monitoring for the capital lock-in and the benefit of information trading in future market,
and have opportunity to extract monitoring rent by seizing interest of small shareholders. Given
the condition of capital market, the monitoring rent is determined by legal system. We conclude in
order to hold the effective of capital market and corporate governance, it is important to protect
the rights and interests of small shareholders for institution designer.
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