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The “Burning Money” Behavior and the Corporate Governance System

Design of New Economy Enterprises
ZHENG Zhigang, JIN Tian, HUANG Jicheng ( Renmin University of China, 100872)
ZHANG Hao ( Capital University of Economics and Business, 100070)
Summary : In order to seek rapid market expansion and accelerate the business model to mature, new economy
enterprises would seek external financing, “burn money” and spend beyond their means, a behavior that is
hard for traditional enterprises to understand. As a typical characteristic of new economy enterprises, “burning
money” brings about a “spider” structure of cash flow distribution and thus an unconventional change in the
financing pattern different from that of traditional enterprises. It raises corporate governance concerns about
whether the investment can be recovered on time and with reasonable returns.

We used the China Concepts Stocks data of US-listed Chinese firms from 2009 to 2021 to empirically
examine the influence of “burning money” behavior on the design of corporate governance system in new
economy enterprises. The study finds that new economy enterprises that have raised multiple rounds of financing
before IPO and are known for “burning money” tend to choose the control rights arrangement that tilts toward
the founding team. They are more likely to go public with dual-class share structures, with founding members
serving as both chairman and CEO. The external investors who give up some control rights would seek to protect
themselves from the risk of control tilt by signing the shareholder agreement with the restriction clause of
directors’ arrangement. By taking into account the interests of the founding team and external investors, the
design of corporate governance system strikes a balance between innovation incentivizing and rights protection in
corporate governance of new economy enterprises.

The conclusion of our research has the following three contributions. First, this paper systematically
demonstrates the internal logic of “burning money” behavior of new economy enterprises, whichare different
from traditional enterprises. On this basis, through the analysis of cash flow distribution and equity financing
structure, this paper is among the first to reveal the unique corporate governance problems facing the money-
burning new economy enterprises. Secondly, by analyzing the differential influence exerted by the founding
team and external investors on the control rights arrangement of new economy enterprises, this paper contributes
to the literature on the protection of control rights of the founding team and the protection of investors’ interests.
Thirdly, this paper draws lessons from the practice of US-listed Chinese firms, and brings positive reference and
useful inspiration for the design of corporate governance system and the listing system reform of new economy
enterprises.

Keywords: New Economy Enterprises, Corporate Governance System Design, “Burning Money” Behavior,
Tilted Control Rights Allocation, Protection of Investor Interests
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