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ARFESH . BREBES LHATWEBR

In the past years, majority control, earn-
ings management and the poor performance of
the listed companies characterized the develop-
ment of the China’s securities market.

Researchers often ignored the intinsic
connection between these phenomena. Fur-
thermore, the former researches not only lack
the detailed analysis on the special institutional
background, but also provide little empirical
evidence. As a result, these researches con-
tribute little to the advancement of academic
research and are often misleading for policy —
making, even harmful to way of resolving the
capital market issues completely.

The first institutional background needs
mentioned is the arrangements of stock issuing

and pricing. The thesis explores the following



Abstract

issues; How stock issuance system comes into place in such a
transforming and emerging economy as china, which oriented to a
socialist market economy from a highly central concentrated
planned economy’ How companies are selected to issue shares and
list their shares on the stock exchange? How do the above ar-
- rangements affect behavior of the listed companies, especially the
earnings management? The author points out, owing to the
planned economy system, including the investment and financing
system, and special market environment in the early period of
stock market development, approval system and quota system on
new issuing are adopted as the basic system arrangements for
stock issuance in China’s securities market. The integration of is-
suance and listing becomes the major characteristic of the China’s
securities market. Furthermore, the approval and pricing of stock
often depends on some single financial index, EPS for instance,
and in particular, operation history of big and medium sized State
Owned Enterprises (SOEs) are allowed to be calculated continual-
ly. All above leads to very popular and serious problems of finan-
cial packaging and rent — seeking, in the corporatisation procedure
of SOEs.

The second institutional background needed to emphasize is
asset restructure before the companies’ Initial Public Offering
(IPO). When State ~ owned Enterprises (SOEs) prepare for the
issuance and listing, it’s vitally important to adopt the corporate
reform and redefine the enterprise’s boundary. It is necessary and
proper to separate the non - operational asset of the SOEs. How-

ever, the practice often swift away from the government — setted
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objective of the asset restructure, and asset divestment becomes
the main method of financial packaging. The measures for earn-

ings management extend from the discretionary accruals to the re-
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al assets bundling and divestment. What makes the issue much

worse is that the related parties involved can not undertake the

risk stemming from the over - packaging and it is difficult to at-

Jintig )u(l

tribute the responsibilities to specific persons.

The third institutional background is also fundmental,
which is how to determine the equity structure of the corporation
during the process of corporatisation. The most important aspect

of equity structure is state — owned equity arrangement. In prac-

Solbag e TS

tice, some SOEs set up corporation with the State ~ owned Shares
8 being held directly by government or held by institutions and en-
terprises approved by the government, by injecting the majority of
net asset even the total net asset, whose shares are defined as
“State - owned shares” . More firms select the pattern of group
company share - holding, forming the corporate with “Legal Per-
son’s Shares” by injecting the group’s the subordinate company’s
net asset or within the limits of 50% of the group’s total net as-
sets. This pattern separates the listed company from the govern-
ment, but also leads to the common issues of majority control and
the insider control.

After analyzing the special background of the originality of
China’s listed companies, the thesis outlines an analytic paradise
of earnings management. The author points out that many foreign
researches on earnings management are based on the hypothesis of

share disPersing and the separation of ownership and manage-



