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Abstract

In 1990s corporate ownership and control rights has always been one of
hot issues in finance. Some researchers, such as LLSV, showed evidence that
to some extent corporate ownership around the world is concentrated. There-
fore, recent researches on corporate governance are almost based on this LLSV
hypothesis, and the focus of study turnes to protecting minority shareholders’
interest, preventing controlling shareholders from extracting private benefit,
and accordingly fostering the development of capital market.

Ownership structure of China’s listed corporate has some unique charac-
teristics, for instance highly concentrated ownership and a lot of non-tradable
shares, so it seems that researches on this field should lies on LLSV hypothe-
sis. Thus, with LLSV hypothesis adopted in this book, I manage to find out
ultimate owners of China’s listed companies and their ownership ( cashflow
rights) and control rights ( voting rights). Moreover, the relationship between
ultimate owners, including their ownership, control rights, and corporate per-
formance has been studied. This book consists of seven chapters.

Chapter 1: An introduction that covers areas: research objectives, theo-
retical and practical value, contents and framework , improvement and innova-
tion.

Chapter 2 ; Theoretical literature review. This chapter briefly introduces
theory on the efficiency of state-owned companies, theory based on Berlé and
Means hypothesis, theory based on LLSV hypothesis and theory on pyramidal

structure, with the aim of providing theoretical background for study on
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China’s listed companies.
' Chapter 3; Empirical literature review. This chapter briefly introduces
" empirical papers home and abroad on concerning field, and provides founda-
tion for empirical study in this book.

Chapter 4 ; Analysis of the institutional background of the ultimate owners

and the ownership and control rights of China’s listed companies. Simultane-
ously some typical cases on entrenchment of ultimate owners have been ana-
lyzed in brief.

Chapter 5 : Theoretical model. On the ground of the model suggested by
LLSV (2002) and institutional background in China, a theoretical model has
been built to describe the relationship between cashflow rights of ultimate own-
ers and corporate values. Accordingly several interesting conclusions have
been deduced from this model.

Chapter 6 ; Procedure and resulis of empirical study on the relationship
between ownership and control rights of the ultimate owners and the perform-
ance of listed companies in China. Two samples analyzed state and non-state
owned listed companies, by means of statistical tools such as one-way ANOVA
and multiple linear regressions. Moreover, I compare the empirical results
with those of Eastern Asia countries or regions. Finally, through analyzing a
peculiar sample of listed companies whose ultimate owners change from state
owned to non-state owned listed companies, not only do I calculate CARs
( cumulative abnormal return) during these events but test whether corporate
performance changes around these events. Thus, I can show evidence if state
and non-state ultimate owners will make different impact on corporate perform-
ance. v

Chapter 7 ; Conclusion and suggestion. In this chapter, I sum up conclu-
sions in this book and put forward some suggestions.

After reviewing the theoretical and empirical research in the developed

countries, and considering the institutional background in China’s stock mar-
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ket, I study on the relationship between the ownership and control of ultimate
owners and the corporate performance of the listed companies in China thor-
oughly. Conclusions in three aspects have been made in this book :

Theoretically, a model which describes the relationship between cashflow
right of ultimate owners and corporate values has been built on the basis of
cost-of-theft function. Above all, I attain ten interesting inferences from two
theoretical models, which could be summed up as follows: Firstly, if all
shares, including shares owned by controlling shareholders, can be traded
publicly, then corporate Tobin Q will increase with the ownership of non-state
ultimate owners. However, other conditions being equal, corporate Tobin Q
will decrease with the ownership of state ultimate owners. Secondly, if a large
number of shares owned by ultimate owners are non-tradable, the relationship
between the ownership of non-state or state ultimate owners and corporate val-
ues still holds just as when shares segmentation doesn’t exist. Thus, corporate
values in two conditions are quite different, which is due to a large number of
non-tradable shares. Thirdly, no matter ultimate owners are non-state or state
owned listed companies, and whether shares held by ultimate owners are trad-
able or non-tradable, increasing internal monitoring level can lead to a higher
corporate values.

Empirically, through making an empirical study on the relationship be-
tween ownership and control of ultimate owners and performance of listed com-
panies in China, I find the following results: Firstly, direct control by govern-
ment seems to decrease corporate performance. Actually, cashflow rights

owned by state will not produce “convergence-of-interests effect” but “tunne-
ling effect” , so it seems that state shares have been made use of by managers
or politician to pursue private benefit. Simultaneously, the separation of state
cashflow rights and voting rights will not have significant impact on perform-

ance of state-owned listed companies. Secondly, with the increase of cashflow

rights of non-state ultimate owners, corporate performance will improve.
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Therefore, cashflow rights of non-state shareholders can produce “ conver-
gence-of-interests effect”. Most of non-state owners adopt pyramidal structure
to separate cashflow rights and voting rights, which decreases corporate per-
formance. However, all results of non-state companies do not have enough
statistic significance. Thirdly, the stock price reaction to the announcement of
event that state controlling shareholders transfer corporate control to non-state
owners is significantly positive, and CARs from day —4 to +4 average 3.5%
using standard event study. However, through non-parameter test no signifi-
cant change has been found on corporate performance from years —2 to +1.

In international comparison, after comparing the empirical data in this

book with that in Eastern Asia, I discover on one hand that the ownership and
control of China’s state ultimate owners is much higher than that of partners in
Eastern Asia, but the separation of cashflow rights and voting rights of China's
state ultimate owners is the lowest. On the other hand, ownership and control
rights of China’s non-state ultimate owners is higher than those of some part-

ners in Eastern Asia, and the separation of cashflow rights and voting rights of
China’s non-state ultimate owners is more serious than that of any other East-

ern Asian countries or regions. Moreover, I don’t think that “tunneling
effect” brought about by the separation of cashflow rights and voting rights in
China is significantly more serious than that of Eastern Asia.

This book makes innovation and improvement in some aspects as follows:

1. After researching ultimate owners of listed companies in China’s stock
market, I classify them into two types: state owners and non-state owners.
Most importantly, this book studies this issue on the ground of LLSV hypothe-
sis instead of Berle and Means hypothesis.

2. A theoretical model, which describes the relationship between cash-
flow rights of ultimate owners and corporate value, has been built on the basis

of cost-of-theft function. Above all, ten interesting deductions have been in-
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ferred.

3. Based on theories abroad and deductions from theoretical models, I
study empirically the relationship between corporate perfermance and the own-
ership and control rights of ultimate owners with two different samples. state
and non-state owned listed companies. Some important results have been ar-
rived at.

4. Through comparing empirical data in this book with that of Eastern A-
sia, this book reached some meaningful conclusions.

In conclusion, this book reviews theoretical and empirical research in the

developed countries, surveys institutional background in China’s stock mar-
ket, and then studies thoroughly the relationship between the ownership and
control rights of ultimate owners and corporate performance of listed companies
in China. Results achieved are as follows: Firstly, Direct control by govern-
ment will decrease corporate performance. Cashflow rights owned by state will
not produce “convergence-of-interests effect” but “tunneling effect” , and the
separation of state cashflow rights and voting rights will not have significant
impact on performance of state-owned listed companies. Secondly, with the
increase of cashflow rights of non-state ultimate owners, corporate performance
will improve. Therefore, cashflow rights of non-state shareholders can produce
“convergence-of-interests effect”. The separation of cashflow rights and own-
ership will decrease non-state corporate performance. However, all results of

non-state companies do not have enough statistic significance.
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