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Foreword 1

Foreword

From the reform and open — door policy were initially enforced in China, Chinese
capital market came to being and were gradually growing. After the development in the
last more than ten years, the listed companies have become the indispensably important
component of national economy. From the establishment of Shanghai Stock Exchange
and Shenzhen Stock Exchange in early 1990s to December 2007, the number of
companies listed on the Stock Exchanges has reached 1550. The number of listed
foreign shares (B shares) is 109; companies listed in Hong Kong (H) reached 148.
Companies that issue A shares reach 1396, those issue B shares reach 23, and those
who issue H shares reach 108. The number of overseas listed companies that issue both
A and B shares is 86. Still there are 45 companies that issue both A and H shares.
The total market value of listed companies reaches RMB 32 714.089 billion Yuan in
December 2007 comparing with RMB 10.9 billion Yuan in 1991. The market value of
circulation shares is 9 306.435 billion Yuan which is accounting for 28.45 percent of
total market value. The total equity shares are 2 241.685 billion shares. Non =i
circulation shares reach 1208.533 billion shares at the end of December 2007
comparing with 0.248 billion shares in 1990, but the ratio between non - circulation
shares and total shares has decreased (from the top point 72.24 percent in 1993 to
53.91 percent in late December 2007 ) . The coexistence of the circulation and non —
circulation shares which is a particular phenomenon at the beginning of development of
Chinese capital market has positive effects on the financing of listed companies,
improving the management mechanism, advancing economic development , accelerating
the reform of economic system.

However, as the development of market economy, the coexistence of the
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circulation and non — circulation shares has slowly become shackles to restrict the
healthy growth of the capital market. It is rooted departure from “the same share has
the same right and benefit” which is fundamental principle of joint stock economy, and
it leads the unbalanced interest structure between circulation and non — circulation
shareholders, especially in the interest claims, moreover it destroys the common
interest basis of total shareholders and distorts the integration function of capital
market. Chinese capital market has lost the internal driving force for sustainable
development, and it becomes real causes for irrational equity structure, unsound
corporate governance structure, inappropriate incentive mechanisms, and weak
operating performance of listed companies. As a result, there are series of problems
such as non — normal financing, short — term behavior of management, unbalance of
internal control, failure of market signals, lack of credit and so on. Solutions to these
problems are of great significance to the perfection of Chinese capital market as well as
the improvement of the overall management and sustainable development of listed
companies.

On February 1*, 2004, the document “Several Comments on the Advancing the
Reform and Opening up and Stable Development of Capital market by State Council”
was issued. It states, “Positively and Steadily solve the issue of equity division”, “the
solution must accord to the law of market economy, be beneficial for market stability
and development, and actually protect the lawful rights of investors ‘especially public
investors’”, and these are the overall requirements of the central government on the
issue of equity division. On April 29, 2005, with the confirmation of State Council,
China Securities Regulatory Commission issued the “Notice on the issues of equity
division pilot reform of listed companies”, since then, division equity pilot reform in
domestic listed companies has gradually proceed. We have not only found that Sanyi
Group, Zijiang Enterprise, Jinniu Energy Resources, Tsinghus Tongfang become the
first listed firms of pilot reform, but also witness thousands of listed companies
successively inform reform programs and negotiate with circulation shareholders. Now,
the reform is drawing to a close.

Based on the important project of Soft Science Plan in Shandong province, this

book is generated by refilling and modifying the former research which is spent more
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than six years. Then considering the economic environment switch to WTO, we focuses
on the interrelations among the equity structure of listed companies, incentive
mechanism and governance efficiency, whether the relationship matches to economic
structure adjustment and development, whether it is beneficial to the establishment of
modern enterprise sygtem. What’s more, the book is devoted to discuss the methods to
optimize equity structure of listed companies, improve incentive mechanism and
enhance governance efficiency in order to provide advice to the establishment of capital
management mechanism which adapts to the development of market economy .

The seminal points of this book :

Firstly, the proposal is pretty new and analytic perspective is special. It is the
first time to analyze the influence of equity division on listed companies from the
perspective of institutional change and innovation of Chinese capital market, then we
analyze the particular equity structure and incentive mechanism of listed companies and
their effects on corporate governance efficiency with the detailed data from listed
companies in Shanghai and Shenzhen Stock Exchanges in order to provide references to
the further development and completeness of capital market.

Secondly, the content is fruitful . Avoiding the existing partial analysis, we firstly
build the framework involving with core concepts such as equity structure of listed
companies, incentive mechanism and governance efficiency. Our theoretical and
empirical researches cover all above and some others such as control right, profit and
distribution policy and so on.

Thirdly, the structure of this book is compact and the analysis framework is
legible. Analyzing every problem totally in the similar way—theoretical analysis,
empirical test and suggestion. In theoretical analysis, we demonstrate the traits and
cause of equity structure of Chinese listed companies on the basis of analyses and
comments on the literatures. In empirical analysis, we apply several analyses, such as
single — factor analysis, T — test and scale regression which makes the empirical
analysis more perfect. According to the consequences of empirical test, we propose
some suggestions.

Fourthly, the materials are informative and the conclusions are objective.

Comparing with the other researches, our research materials are more detailed, the
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duration is much longer and the conclusions are more objective and scientific. In order
to explain some phenomena of Chinese listed companies and causes behind them, we
collect the whole sample data cover 6 fiscal years, and it is more than one hundred
thousand observations. Then we totally and systemically sort, arrange and screen these
data. Through building models and mathematical deduction, the scientific analyses on
empirical consequences provide data support to the development and completeness of
Chinese capital market.

The research on the interrelations among the equity structure of listed companies,
incentive mechanism and governance efficiency is one of important theoretical and
empirical projects. We have done adequate preparations, demonstrated seriously and
tried to probe the status of Chinese listed companies from the perspective of combining
the theoretical research with empirical one, because of some reasons such as
institutional shortcoming of capital market, the complexity of equity structure of listed
companies, particularity of incentive mechanism and imperfectness of governance
structure and so on, the statements of some issues need to be continued and deepened,
and the issues need long — termed examinations and following researches.

Any suggestion and idea from readers are welcome and expected.

Author
March 2008
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