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Abstract

Corporate governance is the hot topic in capital market. Different
mechanism acts as different role to reduce the object gap between the prin-
cipal and the agent, and in the 1990’s institutional investors have become
more and more important. According to the latest development about the
theory and practice in this area, this book focuses on how our country’s in-
stitutional investors affect corporate governance in the emerging and transi-
tion markets.

Based on the review of theories on corporate governance, ownership
structure and some researches focusing the relationship between institution-
al investors and corporate governance, and the background of China, we
study the characteristics of the companies which are held by institutional
investors. Then we investigate the relationship between the institutional
ownership and executive compensation, and actions of institutional inves-
tors taking in takeover using the data of the listed companies in China, the
results of these studies will help us to understand the relationship between
institutional investors and corporate governance. We take our research year
by year to look for different characteristics in different times because insti-
tutional investors do develop stage by stage. The empirical results are
these.

1. The companies held by institutional investors were better in corpo-
rate governance and earning than those not held by institutional investors,
but only in 2003 and in 2004, we found that institutional investors can af-
fect performance of the companies through “vote with voice” and “vote
with feet” , and they acted as active investors. We also found that the in-
stitutional investors in our country have begun to care about corporate gov-
ernance, and they tried to make influence to corporate decision through

private negotiation, general meeting or stock market. These findings were
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necessary conditions for studying relationship between institutional inves-
tors and corporate governance in next step.

2. Though the relationship between institutional investors and execu-
tive compensation is very important, there are few relevant studies in our
country. We made an investigation on whether institutional investors in
China could affect executive compensation. The results were that the exist-
ence of institutional investors in top ten shareholders of Chinese listed com-
panies significantly reducing executive compensation according to the data
of SOE in 2003, but in other years we couldn’t find any evidence. So there
were few evidences that institutional investors in our country actively attend
corporate governance and affected executive compensation.

3. In the third step we studied what do institutional investors do dur-
ing takeover. The empirical results were that our country’s institutional in-
vestors still can not attend corporate governance and take,actions to low the
probability of being targets according to the data of 2000 —2002. However,
after takeover we can find that there existed positive relationship between
the change of institutional ownership and the change of company’s value,
this told us that institutional investors had begun affect corporate govern-
ance and acted as active investors since 2003 in China.

In a word, the institutional investors in our country are forming the
idea of value investment in this transitional time. They have taken some
actions to affect corporate governance and corporate decisions actively since
2003.

Based on these empirical results, we make some advice to govern-
ance, listed company and institutional investors, these advices will benefit
to promote the development of institutional investors and promoting institu-

tional investors to care more about corporate governance.
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