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Preface

The issues of corporate governance in China result from the
economic institution reform. The embryo of the corporate
governance emerged in 1980s when the horizontal economic
relations among sectors and regions were accentuated and the joint-
stock companies were established on a large scale. Why the
“embryo” is termed is attributed to the following two arguments;
one is that a corporate governance can not be derived from the then
firms that combined economic function with administrative affairs;
one is that the then corporate governance, with only board of
directors, was far from complete. As a matter of fact, the early
board of directors was a cosmetic one, and by no means could play a
role in business management. It is, therefore, not in surprise that
few analyses dealt with the subject of corporate governance.

However, the academies pay its attention gradually to the
subject as the modern corporation system was being established,
which may be divided into two stages:

The first stage came between 1994 and 1995, when the hot

spots in academic discussion were at the necessity, characteristics
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and contents of modern business system, the limited liability,
property right and its reform, normal corporation management, and
experimental scenarios carrying out such programs. Papers on
corporate governance occasionally appeared in the leading economic
journals of China but only a few.

The second stage began in 1996 and thereafter the corporate
governance has been one of the important subjects in the academies.
Two ingredients may contribute to researchers’ favors to these
1ssues ;

One is from the practical problems facing China in changing its
business system, which may be described as follows. 1. The change
of organizational forms is so far from the modern corporation system
in nature that a business can not be run well without the normative
corporate governance. 2. The attrition and impediment in the
transition of business leadership from the old to the new are so
many that solutions to them must be carefully classified and chosen.
3. The general meetings and board of directors are only in name and
hence the so-called corporations are of malfunction.

The other is from the theoretical problems such as; 1. The
issues of residual and controlling rights, the risk taking and return
distribution become more and more significant as the discussion of
property right is going on and the bodies of property right is
clearer, and all of the issues are much concerned with the
arrangement of corporate governance. 2. The corporate governance
is of importance when the principal-agent model prevails in the
medium and large scale of companies and the firm as a contract is
incomplete. So, the corporate governance issues will naturally

follow the principal-agent problems discussed more deeply from
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1996 on. 3. The literatures dotted in leading economic journals in
1994 and 1995 made a basis on, a prelude to, the hot discussion of
corporate governance. 4. The debates in 1996 on the ownership of
the firms and principal-agent problems triggered the discussion of
corporate governance further, which eventually made the subject
become one of the most important issues in theories.

This is the backgrounds in which the dissertation, lastly taking
the shape of this book, was written by Lu Changchong. The
significance of the main subject aimed at by him now should be
unambiguous even without further explanation.

After reading through the dissertation, I am strongly
impressed by the followings.

The first is the high jumping-off place where he begins his
studies. He had been concerned with the subject long before he
made the dissertation, as the author stated in the foreword of his
own, he had published several papers on corporate governance since
1993.

The second is the all and the one of the framework of the
dissertation. The writing is decomposed of three parts. The part I
(from chapter 1 to chapter 3) is dealt with the summary,
comparison and comments of the three representatives of corporate
governance in the world. The part II (chapter 4,5 and 6) is on the
fundamental theories of corporate governance and the relevant
arguments. The part III (chapters 7 and 8) concerns the applied
analysis. The logic relation between chapters is tightly connected
and the train of reasoning is sound, thereby shaping a discipline
system on corporate governance with his own style.

The third is the originalities embodied in the book. The
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comments on corporate governance seem fresh in part 1. The
creative argument in part II and III follows even one after another,
for example, the fundamentally theoretical models (see figure 4—4
and 4-—5) in chapter 4, the substitution of corporate governance for
government regulation and its analysises in chapter 5, the two
approaches to inferring the dimensions of board members while
taking the corporate governance as a contract in chapter 6, the
modeling of a new theory on corporate governance in chapter 7 and
8, and so on.

This writing is worthy of reading.

Wang Xiangchun

Dongbei University of Finance and Economics
Dalian, P.R. of China

June, 1999
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