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Preface

“Insider control problem” is not a specific phenomenon in China. An-
ciently studies in this field emphasized the maximization of effective re-
source allocation only happened in commercial or factor market of complete
competition according to traditional new classical economics. With absence
of private property right and protection, sound corporate governance, exe-
cution of identified contract, effective regulation and judicatory supervise
and transparent decision-making mechanism, administrative behavior domi-
nated the corporate governance in state-owned commercial bank and the
“insider control problem” should not be neglected.

Based on western theories, this paper explores how to perfect corpo-
rate governance structure and how to restrain insider control in empirical
and contrast approach. We analyze both the behavior of insider control un-
der the principle of “Big state-owned shareholders” and “Party supervising
cadres” and its affection on reform and performance of corporate govern-

ance, and thereon we establish relative mathematical model. We draw con-



clusions as follows:

1. For transit economy, the corporate governance has gone far beyond
the category of shareholder governance. Traditional governance theories
based on disperse shareholders can hardly perfectly explain the insider con-
trol problem in Chinese state-owned commercial banks.

2. For morbidity of inside control mechanism, “insider control prob-
lem” is not limited to managers, even counter workers may be involved in
cheating and stealing activities, so interior governance is more important
than exterior one. We should study further on how to reduce the conflict-
ing cost between the two different mechanism and how to deal with the re-
lationship between insider control and tactic investors if we wish to weaken
the insider control problem with “Party supervising cadre” principle un-
changed.

3. The empirical evidence on the relationship between insider control
and agency cost shows the power of board chairman should be separated
from bank president in favor of weaken the “insider control” problem which
might be even serious in capital-ample banks. This implies the government
should supervise strictly on the financial mobilization while they exert prin-
cipal assistance to state-owned banks if they wish to avoid the mass eroding
of national assets and being plunged into black hole of funds shortage. The
un-prominent statistical result shows “Big state-owned shareholders” exist
as well even though it may deteriorate the “insider control problem”.

4. The empirical evidence on the relationship between insider control
and governance performance shows disperse property rights are really pro-
pitious to improve the performance of banking governing. High bad-loan
ratio cripples their beneficial power while agency cost is not so obvious af-
fect the performance as we anticipated. Which do not completely match the
fact that state-owned assets are being seriously eroded. As our sample and
data mainly drawn from financial and yearly report, we doubt our bank
managers have the incentive to “embroidery” the financial data. Apparent
affection of bad-loans and in-apparent affection of agency cost argues in
some certain that bank insiders possibly cahoots with enterprises insiders to
transit partial control right benefit in concealed way such as loan activities.
So we put forward precise agency cost studies on managerial control better

combines the administration on affiliated enterprises. Controlling on the



approval and examination of loan items can restrain the asset shifting be-
havior to some extent. But specifying the criterion and process control on
loan is more important.

Our study shows, in transitional period of alternative mechanism for
old one, exterior independent director, supervising committee and share-
holder congress are not in well function to restrain the insider control prob-
lem in China. Based on the theoretical and empirical studies on the relation-
ship among insider control, corporate governance structure and perform-
ance, we indicate establishing and complementing the governance structure
is an important approach to solve the insider control problem. We also
bring forward political advices in expect to benefit for the improvement of

the governance of our state-owned commercial banks.
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