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Abstract

In this dissertation, it starts to research and compare explicit con-
tracts, implied contracts and its enforcement mechanism. Then it studies
the contract forms of regulating the principal-agent relationship of state-
owned enterprises. In the long term, the client and the agent in the
state-owned enterprises, also known as the country and the top execu-
tives, regulate their bilateral relationship of responsibility, power and
interest by explicit contracts, implied contracts or relational contracts.
But, because of asymmetric information, principals’particularity and
imperfect formal institution, the explicit contracts can’t put into force ef-
fectively, and the state-owned enterprises seldom adopt the explicit con-
tracts but the implied ones, based on executive order, to coordinate the
principal-agent relationship. Meanwhile, the government officials without
residual claim may possibly utilize the power of appointment and removal
to seek power rent. The agent is also pleased to cooperate with officials to
obtain the enterprise’s control power. And then the plot relational con-
tract is formed for both sides. The informal relational contract is sub-con-
tract in charge of supervision between officials and top executives. It re-
places the formal implied ones between the country and top executives,
becoming important contract form to regulate the principal-agent relation-
ship.

The top executive succession mechanism in state-owned enterprises
is the mechanism that the result of top executive succession has been in-
fluenced by some interrelated and interactive factors, such as the
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achievement and ability of top executives, presentation and screening of
information, government action and officials'rent seeking, the invest-
ment and conflict of authority, ete. It includes screening, dismissing
and selecting of the top executives.

State-owned enterprise’s coniract arrangement and its enforcement
mechanism, exert a great influence on their behaviors and the top execu-
tive succession. Firstly, under implied contract, government officials
have so less incentive and lower capability in information collecting for
assessment, appraisal and screening of top executives as to be unable to
eliminate the unqualified. And since implied contracts have no restriction
on government and its officials, officials on strong position may terminate
the contract halfway, so that qualified top executives may be deprived of
control power because of principal’s violation. As a result, there are less
excellent entrepreneurs and more mediocre managers in state-owned en-
terprise. Secondly, the existence of relational contracts makes it easy for
officials to be influenced by human relations not only in assessment, ap-
praisal, but also in election and elimination of top executives. The fair-
ness and justice of the decision-making can’t be guaranteed. Government
officials decide the top executives’removal or retain according to the rela-
tional contracts. That may exclude a group of excellent talented manag-
ers. Finally, under implied contracts and relational contracts, the in-
vestment and conflict of authority become an important part in the top ex-
ecutive succession. The main factor to succeed in competition for the
power of control may no longer be the achievement, the ability and the
prestige, thus leading to the adverse choice in the top executive succes-
sion.

Under implied contracts and relational contracts, the top executive
succession mechanism not only chooses inefficient incentive way of con-
trol power, but also weakens the motivational effect of reward drive,
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competitive system, prestige mechanism and internal promotion mecha-
nism. This succession mechanism also destroys the trustee (government)
supervision mechanism, the enterprise internal supervision mechanism
and the exterior restraint mechanism of manager-market and market of
control power. Then serious moral hazards, such as insider control, rent
seeking by cahoot of officials and top executives, come about.

Therefore, in order to avoid the adverse choice and moral hazard,
and to reduce the agency cost in choosing top executives of state-owned
enterprises, the top executive succession mechanism should be changed
to realize marketization and professionalism of the top executive succes-
sion. The option of top executives should be given back to the enterpri-
ses. The board of directors of the company should be more independent.
The top executive succession mechanism should take the board of direc-
tors as the core, and the interior control mechanism with the staff
members’ participating in the corporate governance should be established.
Manager-market, capital market and market of control power should be
improved and perfected. The training plan for successors should be laid
down. The top executives should be selected primarily by the internal
promotion under the principle of fair competition. And the exterior re-
cruitment increases simultaneously.

To realize marketization and professionalism of the succession mech-
anism of top executives, the contract form should be compatible with
market economy, transforming from implied contracts-oriented to explicit
contracts-oriented. And the third-party implementation mechanism taking

court as representative should be reinforced.
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