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Abstract

State—owned Holding Companies, represented by central state—owned enterpris—
es, are located in the essential industries and key fields of China’s economy. They
are mastering the lifeblood of China’s economy and undertaking the mission to build a
creative country. Their primary strategic challenge in a long period from now on is how
to establish modern corporate system meanwhile developing a scientific and efficient
management mechanism.

As the main structure and traits, a parent—subsidiary company system has been
formed in the state—owned holding companies with the reforming of stale‘—(;wned enter—
prises, the exploring of state—owned assets supervision and the development of capital
market.

By its very nature, the state—owned parent holding companies’ control over their
subsidiaries is a series arrangement for the latter by law and regulations, which are in
order to keep the safety and integrity of the parent companies’ investments and to im—
plement the strategy of the whole group. It is the vital base of the state—owned holding
companies control system.

Central statg —owned enterprises, supervised and administrated by the SASAC
(State Assets Supervision and Administration Commission of the State Council) , are
bestowed by high quality resources and have formed a modern corporate system. They
are the mainly inflection of the exploring of state—owned assets supervision.

Central stated—owned parent companies’ control over their listed companies (in
Shanghai and Shenzhen A Share Market) typically shows the character of the state—
owned parent holding companies’ control over their subsidiaries. This paper takes it as
the focus to give some representative conclusions on the issue.

The patterns of the state —owned holding parent companies’ control over their

subsidiaries mainly refer to assembly of the factors of corporate governance and enter—
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prise network, depending on the property relationship between parent companies and
their subsidiaries. They are influenced by many factors from inner and outside parts of
the state—owned enterprises, reflecting how the state—owned holding companies are
establishing modern enterprise system and operation mechanism.

The relationship between state —owned parent holding companies and their sub—
sidiaries is based on property which is the foundation of the former’s control over the
latter. The property relationship between parent companies and their subsidiaries is re—
alized as stock relationship by the company law and shareholding system.

In China, stable stock—holders have been made in state—owned ’holding compa—
nies, so the property relationship between parent companies and their subsidiaries
ought to be kept mono—directional, in other word there should be no interlocking
shareholding.

By the company law and shareholding system, the property relationship between
parent companies and their subsidiaries has been quantified. Parent companies share-
holding of their f‘.ubsidiaries shows rigidity which means it does not vary chronically,
as is the key trll‘il of the control patterns of the state—owned holding companies. The
shareholding ,portion of parent companies in their subsidiaries is the premise of the
former’s control over the latter, meanwhile deciding the former’s other rights derived
from property relationship.

The state —owned parent holding companies, as capital contributors, have the
right to enjoy the benefits of the assets of the company, make majordecisions, choose
managers etc. in accordance with the amount of capital they have invested in the com-
pany. These rights are derived from property and are the fundamental conditions of
control patterns.

The subsidiaries also have the right to establish their own “subsidiaries”. With
the spreading of property relationship, a chain of companies will come into being.

The governance in the patterns of the state —owned parent holding companies’
control over their subsidiaries, which are represented by the central stated —owned
parent companies and their listed companies, mainly involves the arrangements of the
scale, members and operation of the board of directors, board of supervisors and
managers.

The scale of board of directors is determined by the assets, employees, multi-
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line operation and so on, influenced by other inside and outside factors. Generally
speaking, the more difficult the control is, the larger the scale will be. As the con-
trolling shareholder, the parent company’s key structural control over its sub-
sidiaries’ hoard of directors lies in the settlement of the scale of board directors, the
portion of the directors assigned by the parent company and whether the parent com-
pany nominates the chairman of the board.

The scale of board of supervisors is set by the same factors that determine that of
the board of directors. The parent company’s key structural control over its sub-
sidiaries’ board of supervisors lies in the scale, the portion and the nomination as
well.

The scale of managers is fixed by many factors. The parent company ought to as-
sign the power of deciding the numbers of managers to the board of directors. The par—
ent company s key structural control over its subsidiaries’ managers lies in the scale,
the portion and the nomination.

The enterprise network in the patterns of the state—owned parent h(’)](,ling compa-—
nies’ control over their subsidiaries, which are represented by the fentral stated -
owned parent companies and their listed companies, mainly includes the arrange—
ments of the span from parent company to its subsidiaries, the capacity of the partial
network (with listed company as its central point) , the finance control and the intra—
transactions.

The span from parent company to its subsidiaries is defines as how many compa—
nies have been established in the chain of ultra—parent company to the listed company.
It has two results: one and more than one. The first condition means ultra—parent
company directly holds shares of the listed company while the second means indirectly
share—holding.

The capacity of the partial network equals to the number of companies which are
hold by the listed company.

The finance control organization in the enterprise network of state—owned holding
company sets the channels and systems of the capital currents.

The intratransactions between the partial network and other parts is a type of al-
location of resources, by which the parent company controls its subsidiaries.

The patterns of stated—owned parent holding companies’ control over their sub-
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sidiaries are the assemblies of corporate governance and enterprise network, based on
property relationship. They have influences on the performances of the subsidiaries.

Due to the theoretic analysis of data from listed companies, four patterns can be
made :

(1) Integrating Pattern. In this pattern, the power of control mainly centralizes to
parent company that governs the subsidiaries firmly and makes the latter as the key
point of the partial network.

(2) Embedding Pattern. In this pattern, the power of control mainly tends to be
centralized to parent company and keeps the latter as strategy operaliné units.

(3) Scattering Pattern. In this pattern, the power of control properly decentral-
izes to parent company and their subsidiaries. The former governs the latter firmly and
makes them as the key point of the partial network.

(4) Separating Pattern. In this pattern, the power of control mainly decentralizes
to parent company and their subsidiaries. The former governs the latter al certain de-
gree and the latt?r are a strategy operating units.

The four pé‘tterns can be approved by the case study of the central-state owned

enterprises after the have been listed as a whole in the a share market.
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