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Abstract

The theory of firm has become the favorite preoccupation of the
modern microeconomics. The theory addresses the existence of firm,
the boundaries of firm, and the internal organization of firm. The
main theme of the internal organization of firm and corporate gov-
ernance is incentive conflicts, which are the central problem of this
book. This book will analyze the mechanism of ownership and the
protection of investors, which are the main access to addressing the
problem of incentive conflicts. Due to information asymmetry and in-
complete contract, individual egoistical behavior changes into op-
portunism behavior in transaction, which results in incentive con-
flicts. On fixed transaction cost, the mechanism of ownership will
realize the equilibrium structure of ownership, the equilibrium
structure of control, and second-efficiency. Intensifying the protec-
tion of investors can also decrease incentive conflicts.

This book model the equilibrium structure of ownership, inclu-
ding incentive conflict between manager and shareholders, incentive
conflict between large shareholder and minority shareholder, and gen-
eral equilibrium model. Structure of ownership is the equilibrium out-

come of marginal revenue and cost of control, marginal cost of risk,
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and marginal cost of human-specific investment. In the process of equi-
librium, value of corporate is concave in a fraction held by the largest
shareholder. However, when structure of ownership and value of corpo-
rate have realized equilibrium, structure of ownership is not relevant
to value of corporate. The equilibrium outcome is determined exoge-
nously. By comparative static analysis, we can find that the fraction
held by the largest shareholder is decreasing in the protection intensity
of investors and that the equilibrium of maximal corporate value is in-
creasing in the protection intensity of investors. Strengthening protect of
investors is the most access to enhancing corporate efficiency.

The market of control is one of important access to settling in-
centive conflict. This book models the effects of information asym-
metry, legal protection of investors, and competition on control on
the efficiency of takeovers. The intensification legal protection of in-
vestors and competition will decrease the probability of takeovers,
protect the rights and interests of minority shareholders, and ad-
vance the social efficiency.

As a conclusion, the exogenous factors such as information
disclose and legal protection of investors is essential access to sol-
ving incentive conflicts and advancing the efficiency of corporate
governance. Finally, this book in details analyzes three ways to ad-
vancing the protection of investors: intensifying information disclose
in security market, enhancing the liquidity of security, and perfec-

ting legislation and judiciary.

[ key words] incentive conflicts ownership control infor-

mation legal protection of investors
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