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ABSTRACT F

ABSTRACT

After accomplishing phased mission, the reform of corporate
governance in China has moved from the stage of “violation” after
breaking the shackles of planned economy to a new stage of
“compliance” with adjusting market mechanism. How to establish
and improve internal corporate governance mechanism has become
one of the key issues in China. Due to the lack of practical
experience, it is a preferable way to take the foreign successful
experiences for reference. From the present academic literature,
the research on European and American corporate governance
mechanism in China is comparatively in depth, but the research on
Japanese corporate governance mechanism in China only touches
the surface. In fact, there are no great differences between China
and Japan in the following situations: “internal control”, internal
supervision mechanism, company’s legal system, control of the
market development stage, shareholder structure, stock liquidity
and et al. Especially since the end of 1990s, Japan has started an
omni — directional and profound corporate governance reform to
tackle the situation that Japan’s international competitiveness is
severely dropping. China has also entered into a stage of improving
corporate governance since the beginning of 21st century,
Therefore, such research on Japan can not only provide a new
system of corporate governance with experiences and examples, but
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also is useful to reduce the system cost when Chinese enterprises
land on the Japanese stock market. In addition, the case study,
based on the company’s data in the 21st century, can be used to
examine the relevant theories that are still in dispute, and it also
has theoretical significance in enriching and developing the theory
of corporate governance.

In this book, various methods, such as History Induction,
Case Analysis, Evolution Analysis and et al, are conducted; Issues
like system background, acting factors, evolving characteristics
and reform in Japan’s Corporate Governance Mechanism are
primarily studied, Based on the principle of “theory — driven
modeling” and using the empirical analytical methods such as
statistical analysis, static non—equilibrium panel data and dynamic
panel data model, the parametéer and non — parameter
demonstration, and et al, the followings were studied: Japanese
Internal Corporate Governance Mechanism and its governance
efficiency, Japanese interaction mechanism and reform
performance, drawing the following conclusions:

(1) External governance mechanism and its governance
function are strengthened in Japan, leading to a coordinating
influence on internal governance mechanism. Under the
circumstance of economic globalization , further deepening of
informatization and dramatic change in domestic institutional
background, after “Japan — version financial reform”, great
changes in external corporate governance mechanism have taken
place in Japan, which are detailed as follows: (i) Indirect bank —
oriented financing is transforming to indirect market — oriented
financing, and its positive effects on the corporate governance are
emerging; (ii) Control market develops rapidly in Japan, which
promotes the reform of internal corporate governance type; (iii)

2
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The company legal system, which was actively revised, has been
changed from beforehand controlling to afterward monitoring. In
the meantime, the electronization of corporate governance has been
realized, and the right protection of investof has been
strengthened; (iv) The reform of the accounting system has
promoted the reduction of cross—ownership and improved the level
of information disclosure. And meanwhile, the emphasizing has
transformed from creditor interests to shareholder interests and the
standardization of related transaction has also been strengthened.

(2) In Japan, The internal corporate supervising and incentive
mechanism is developing toward overcoming the system defects and
strengthening the function of governance. As a result,
shareholders’ meeting is being transformed from the “empty shell”
model to “open and active” model. The defects of the system of
board of directors, such as dummy setup, poor efficiency,
imperfect mechanism and et al, are overcome. Meanwhile, the
diversification of introducing executive managers, engaging
independent director, setting up committee and at el. is developed.
Operator incentive mechanism is changing from “ fixed
remuneration” to “achievement — related remuneration”. A special
agency that determines salary is set up in a company.
Consequently, operator incentive mechanism has played a positive
role.

(3) The following views could be obtained through studying
the efficiency of Japanese internal corporate governance
mechanism: (i) Qwnership concentration has a significant positive
effect on corporate performance when external supervision
mechanism is effective. On the contrary, blockholders has
significant negative effects on corporate performance. The
centralized shareholder structure has better effect than the

3
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counterbalance structure on corporate performance, and certain
industry differences exist in the effect of blockholders. This
conclusion is different from the ones of some scholars in China; (i)
The scale and average age of board of directors have significant
positive correlation with corporate performance. The correlation
between the corporate performance of high growth enterprise and
the union of chairman and general manager positions is also
positive, but it should take one or two years for the function of
governance efficiency of independent director system to be brought
into full play, which is contrary to the most scholars’ pessimistic
attitude towards independent director system; (iii) The stock price
and performance of the company into which the operator stock
option system is introduced is obviously higher than one into which
the system is not done. The incentive effect of the operator stock
option system on the high—tech enterprise is obviously better than
on the enterprises with traditional technologies; (iv) The
supervision mechanism of board of directors and that of board of
supervisors are complementary to each other, and the followings
can be substituted with each other: mechanism of shareholder
controlling, supervision of board of directors, supervision of board
of supervisors, operator’s incentive and et al, which enriches the
hypothesis of “substitution effect” and provides empirical evidence
for the “complementary effect”.

Three innovative contributions are objectified in this book:

(1) New study conclusion. The research object is deepened
from overall size of the company to different sizes, properties and
industry, and the following four conclusions about the efficiency of
internal corporate governance mechanism could be obtained: (i)
Bank holding has significant positive influence on corporate
performance, especially on the small — and medium — sized, the
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middle and low liabilities and the middle rate of return enterprises;
(ii) Institutional holding has significant positive influence on
corporate performance, and its effect is particularly significant for
the large — scale, the high growth and the high rate of return
enterprises. The positive impact of domestic institutional
shareholder on corporate performance has exceeded that of foreign
institutional shareholder; (iii) Cross — ownership has significant
positive effect on corporate performance. The smaller the scale,
the higher the yield, the lower the rates of liabilities of the
enterprises are, the greater of the impact on corporate performance
cross— ownership is; (iv) Operator holding has an inverted “N”
type correlation with corporate performance.

(2) New research methods. The problem of reform
performance of Japanese internal corporate governance mechanism
is studied on the basis of group comparison with parameter and non
— parameter examining, revealing that introducing executive
manager mechanism is favorable to improve corporate performance.
In the enterprises made up with new system, according to the
efficiency of internal corporate governance model, the order of
models from high to low efficiency is: compromised Japan —
America model, Japanese reforming model and Japanese traditional
model. It is still difficult to judge whether the American model,
into which a committee system has been introduced, could improve
corporate performance. Based on the paradigm of evolutionary
economics, in addition, the effect of technological changes,
political rights and cultural consciousness on Japanese internal
corporate governance mechanism are studied. The *reverse”
phenomenon, arising from the reform of Japanese internal
corporation governance mechanism, is explained with the code of

practice and trial — and — error method. On the basis of the
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innovational and coordinative evolutionary theories, the interactive
mechanism between the innovation of internal mechanism of
corporate governance and corporate governance mechanism is
explained. Accordingly, the pluralistic modes of corporate
governance will still exist in Japan under the coupling action of the
path—dependence and butterfly effect is predicted. It will be a key
to reform Japan’s traditional mode in the future. The effect of
complementary institutional changes will prompt Japan to resume
the attention to shareholder interests again.

(3) New research perspective. The standardized analysis could
make up for the deficiency of the normative analysis, which is
based on the second—hand literature data, While in this book, it is
the first time in China to collect the first —hand full and accurate
data of all listed manufacturing companies in Tokyo No. 1 Stock
Market (Main Board). These data include 863 companies and 45
variables during the period of six years, and the total observation
value is up to more than 230, 000. In addition, the problems like

&

interactive mechanism, *substitution effect”, “complementary
effect” and “synergistic effect” of corporate governance mechanism
are studied from multi perspectives, which can break through the
past study limitation of single mechanism on Japanese corporate
governance.

On account of the research above, the following policy
proposals are put forward in this book to improve internal
corporate governance mechanism in China:

(1) Improving the policy orientation of shareholding structure
in China. The rate of the largest shareholder’s shareholding
shouldn’t be reduced, and the absolute controlling shareholding
structure should be replaced with the counter — balanced

shareholding structure. It is particularly unsuitable for some
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industries to adopt counter — balanced shareholding structure . It is
unsuitable to introduce Japanese main bank system, but the
Japanese bank holding enterprises’ shares can be used for
reference. Meanwhile, it is necessary to make banks play positive
role in corporate governance and remove the law that forbids banks
to hold shares. It is particularly valuable for bank to hold the
shares of the small and medium — sized, high yield, and low and
middle liability enterprises.

(2) The principle should be established that the domestic
institutional investors, such as fund management company,
security company, insurance company, property management
company and et al, are preferentially developed. Meanwhile,
institution shareholders should be roused to actively hold shares of
the large—scale, high yield and high growth enterprises in China.
The institution of cross — ownership between small and medium—
sized, weak anti— risk, high yield and low liabilities enterprises
should be highly encouraged.

(3) Persisting in establishing an independent director system.
The elder should be given priority while selecting and employing
directors, which is particularly suitable for the directors ranking
the first three. One of two staff in the high growth enterprises
should be advocated, but these two positions had better be
separated in the low growth enterprises.

(4) The key in practicing operator incentive mechanism lies
not in raising the operator’s shareholding ratio but in designing
rational shareholding interval. Especially, the stock option system
should be put forward in the high— tech enterprises, but it should
be prudently practiced in the enterprises with traditional
technology.

(5) It is necessary for a company to both strengthen its
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predominant governance mechanism according to the “substitution
effect”, and multi methods should also be adopted to efforts of
practicing the “complementary effect” of governance mechanism,
Meanwhile, the manager system should be actively popularized,
and the American — style reform program of committee system
should be cautiously adopted.

Key words: Japan, internal governance mechanism, corporate

performance, reform, panel data model
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