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Abstract

   Although the Chinese stock market has been experiencing a great expansion since 1991, Chinese companies have operated in an under-developed legal system with the government dominating and regulating the stock market. This study aims to investigate how minority shareholders are protected by examining the influence of an alternative ownership structures on corporate performance. The empirical findings suggest that local government controlling shareholder appear to play an important role in protecting minority shareholders. The World Trade Organization (WTO) accession is a commitment for the government to further reduce its control rights over listed firms. However, this may be asking the Chinese authorities to privatize too quickly. Further privatizing the state controlled companies may create problems in that large families gain control of firms and abuse their power. Without effective corporate governance mechanisms to monitor and control the inside shareholders, government ownership can be an intermediate step to build the institutions to protect minority shareholders. The finding of this study may have implications for the governments’ decision on the speed of the privatization process. 
1. Introduction
Recent financial research on corporate governance has focused on the question of how investors are protected to assure a return on their investment. La Porta et al. (1997, 1999, 2000 and 2002) and Shleifer and Vishny (1997) suggest that both ownership structure and the legal system are essential elements of an effective corporate governance system. The basic argument is that an effective legal framework improves minority shareholders power to claim wealth generated by the firm and lowers the costs of dispute resolution. Therefore, with effective legal protection, ownership structure can be dispersed, and the cost of funding investment projects is lower.
However, it is not always the case that the legal system is effective. With limited enforcement due to unobservability or verifiability of events, ownership structure makes a difference to incentives. The centre of this argument lies on agency theory (Berle and Means, 1932; Jensen and Meckling, 1976). With dispersed ownership structure, each shareholder owns only a small percentage of the corporation, giving powerful managers both incentives and ability to abuse their control rights. By delegating a firm’s daily operation to management, but without clearly specifying the ex post managerial behaviour, the outside shareholder suffers whenever the owner-manager mismanages the firm to maximize their own utility (Willianson, 1986; Alchian and Woodward, 1988).
Ownership related research proposes that ownership concentration and managerial shareholdings are the possible mechanisms to reduce agency conflicts. Unified ownership of assets increases shareholders’ incentive and ability to make selective intervention in a firms’ operation and these shareholders’ temptation to dilute is limited by their cash flow stake (Williamson, 1986; Shleifer and Vishny, 1997). Similarly, Grossman and Hart (1986) emphasize the importance of ownership integration in favor of the distribution of residual rights of control over asset. When control rights are concentrated in the hands of a small number of groups, Hart (1995) state that, the party who has obtained the residual control rights over unregulated contingencies is more motivated to monitor the other.
Numerous studies conducted within Western capital markets investigate the relationship between ownership structure and corporate performance, but the results have not been consistent. One of the main contributions to the literature is Demsetz and Lehn (1985), who argue that ownership structure plays no role in improving corporate performance as shareholders are aware that the cost of dispersed ownership is offset by the benefits of concentrated ownership. Following Demsetz and Lehn, Morck et al. (1988) and McConnell and Servaes (1990) examine the influence of managerial shareholding on firm performance in US sample firms. Both of them reach the conclusion that there is a non-monotonic relationship between insiders’ shareholding and firm performance. Further contributions to this debate are Loderer and Martin (1997), Cho (1998), and Demsetz and Villalonga (2001).
Recent empirical studies argue that, although concentrated ownership can be used to reduce agency conflicts, it raises the incentive problems between controlling shareholders and minority shareholders. This leads to potential fund diversion and asset expropriation by the controlling shareholders (La Porta et al., 2000). This expropriation problem of controlling shareholders is particularly pervasive in emerging market as the legal system is ineffective in terms of protecting minority shareholders, and the separation of cash flow and control rights through pyramidal structure or cross shareholding is sophisticated (Claessens et al., 2000; Dyck and Zngales, 2004). Hence, there is an increasing literature exploring the complicated relationship between concentrated ownership structure and firm performance (Claessens et al., 2000; Faccio and Lang, 2002 etc.)

Unfortunately, among the burgeoning literature that has broadened our view about global corporate governance systems, few studies have conducted in-depth analyses in the context of China. This omission is strange considering China’s continued rapid economic growth and continued integration into the world economy. China, to some extent, provides a counterexample to the Western view of ownership structure as it has an under-developed legal system which offers minority shareholders little protection, yet it has a rapidly growing financial system (Allen, et al, 2005). Moreover, the dominant position of the state within Chinese corporation allows the government to impose administrative controls over most corporations and preserve its monopoly power over the use of funds (Wong, 2006). This feature is the product of an ongoing process of gradual privatization, with gradual adjustment in legal system and ownership structure. The gradual reform process, together with the influential state ownership provides a particular opportunity to investigate how minority shareholders are protected. 
Recently, China has started to receive increasing research interest. On the one hand, some researchers (Xu and Wang, 1997; Sun and Tong, 2003; Tian, 2003; Bai et al., 2004; Wei et al., 2005 etc) investigate the relationship between ownership structure, in terms of percentage of shares held by each type of shareholders, and firm efficiency from different time periods. The common conclusion which has been reached is that legal person (domestic institutions with juristic person status in law) ownership has positive effect on firm performance, whereas state and individual shareholding either insignificantly or negatively impacts on firm performance. However, there has been much debate on the ambiguous definition of legal person.
 

On the other hand, following La Porta et al.’s (1998 and 1999) methodology, Liu and Sun (2004) and Delios et al. (2006) began to trace out the ultimate owner of Chinese listed firms. According to the shareholders’ incentives and abilities to participate in firms’ operation, Delios et al. (2006) categorized shareholders into 16 groups at first, and then regroup the 16 types of shareholder into 3 board categories: government shareholding; marketized corporate shareholding; and private shareholding. However, a lack of accurate data has been a major impediment for Delios et al. (2006) in conducting further analysis on ownership structure in the Chinese context. 

Similarly, Liu and Sun (2004) pointed out that the government was the ultimate owner of most Chinese companies, and it retained its control rights by using different classes of intermediate shareholding agents. By comparing nested performance among each pair, i.e. state direct control versus state indirect control, investment companies versus industrial firms, and diversified conglomerates versus specialized industrial companies, Liu and Sun (2004) summarized that the most efficient intermediate shareholding agent within the group was the diversified industrial companies in the pyramid of the state control chain. 

All the Chinese-based studies paid attention to agency cost associated with managers’ rent-seeking behavior, and relate part of the agency cost to government intervention on the firms’ daily operation. However, few of these studies address the issue of how and to what extent the Chinese government has committed itself to not expropriating minority shareholders. As few Chinese corporations have contestable control, minority shareholders’ interests can be easily ignored. Following the expansion of the stock market, minority shareholders have become increasingly important to the health of financial system as more and more shares have now become tradable. The issue of ensuring how minority shareholders get a return from their investment is the one on which this study sheds some light. 

This study advances the broad research agenda of comparative corporate governance by examining the evolution of ownership and control mechanisms, as well as their impact upon the performance of Chinese listed firms. There are three key findings in this study. Firstly, in general, government ownership has a positive influence on protecting minority shareholders in terms of improving firm’s performance. In addition, consistent with La Porta et al. (1997 and 2000), concentrated ownership is also positively associated with firm value, whereas power sharing among the largest shareholders does not generate significant improvement of firm performance. Secondly, local government controlled firms tend to be more protective to minority shareholders in terms of improving firm performance than the central government controlled firms. Thirdly, World Trade Organization (WTO) accession is a commitment for government to privatize further. However, this may be asking the Chinese authorities to privatize too quickly, and may create problems in that large families gain control of firms and abuse their power in the absence of essential institutions to regulate private activities. Consequently, the moderate level of government ownership is an intermediate step to regulate private activities and in turn to protect minority shareholders. 
The remainder of the essay is organized as follow: the following section describes the Chinese SOE reform and ownership structure of Chinese corporations. In the third section, I investigate the evolution of ownership and control mechanisms that are used to protect minority shareholders in Chinese listed companies. The fourth section describes the data used in this study. The fifth section analyses which ownership structure is best from perspective of minority shareholders by examining the influence of alternative ownership structures on firm performance. The final section is a brief conclusion. 
2.  China’s Corporate System

2.1. The Chinese State-Owned Enterprises Reform
It is virtually impossible to understand the emergence of the Chinese state- dominated corporate governance system without putting it into the broad context of China’s economic reforms. The evolution of Chinese State-Owned Enterprises (SOEs) reform can be divided into three major stages. Before 1978, the economy of China was organized along a model of socialist central planning, with production, distribution and capital accumulation decisions being centrally planned and controlled by the planning authorities (Chow, 2006). Due to the economic calculation problem with respect to central planning and the incentive problem that is inherent with a life-term guaranteed employment contract, the operation of SOEs was extremely inefficient and economic development was deteriorating.  In order to stimulate economic development, China started economic reforms in 1978, changing from a command economy to a socialist market economy with Chinese characteristics (Tenev and Zhang, 2002). In other words, the government abolished the central planning system in product market, but the government still maintained the dominant position in all corporations. 
This first stage of the reform lasted from 1978 to 1990. Based on the belief that the establishment of a competitive market for products and factors of production would promote long-term economic growth, the government transferred management authority to enterprises and allowed them to retain part of their profits. In return, SOEs had to promise a certain amount of tax to the government. By using the incentive contract, SOE managers were granted managerial autonomy in production, investment, profit allocation, and distribution of fringe benefits to managers, such as extra bonuses, based on predefined performance. 

Although the SOEs had autonomy on the allocation of profit, they were not fully responsible for their losses. The government absorbed some of the losses by issuing policy loans. Hence the soft budget constraint of enterprises under state socialism continued to be a major problem. Moreover, the managers may have had incentives to improve firm performance in order to expand their income in terms of fringe benefits, and at the same time, they also gained an ability to divert state assets to benefit themselves as a result of the classic separation of ownership and control. These problems arose as the pre-determined fringe benefit was miniscule, but managers could gain a large amount of benefits by abusing power of control (Chow, 2006). Therefore, after the first stage of reform, government intervention on daily operation was decreased, but the costs of a soft-budget constraint combined with increased agency costs as a result of ill-defined rights and accountability may have exceeded the benefits from reduction of government intervention. This decentralization resulted unexpectly in faster economic growth accompanied by a large amount of SOE losses.
Subsequently, the government realized the importance of well-defined property rights, and shifted the reform focus to ownership restructuring. The second stage (1991-2000) of reforms had a strategy known as “taking a firm grip on the large, letting go of the small” (Tenev and Zhang, 2002). In other words, the government retained control rights on large SOEs that operated in strategic industries, such as financial, mining and utility industries, but retreated from state control of small- and medium-sized enterprises that operated in a highly competitive market. In order to establish the “modern enterprise system”, the majority of large SOEs issued shares to their own employees or to other SOEs, thus converting them to joint-stock limited companies and shareholding corporations, in which the state and SOEs maintain a large percentage of total shares outstanding. Moreover, in order to stimulate the process of corporatization and to facilitate the mobilization of private savings to finance SOEs, the Shanghai and Shenzhen Stock Exchanges were established in 1990 and 1991 respectively. Since then, SOEs began to sell their shares to the public through the government-regulated national exchanges. After the establishment of these two national exchanges, the Chinese Securities Regulatory Commission (CSRC) was set up in 1992, playing a similar role as the Securities and Exchange Commission (SEC) in the US.  
Since the mid-1990s, China’s stock market has developed rapidly. More and more SOEs have been converted to shareholding corporations and listed on the two national exchanges. As shown in Table 1, in 2001, 1,373 companies were listed and traded on the two national exchanges, with a market capitalization of circa 3,705 billion Yuan. This compares to only 55 companies listed in 1992, with a market capitalization of circa 104 billion Yuan. 
Table 1. Summary for Chinese Stock Market

	
	Number of listed firms
	Market capitalization

(Million Yuan)
	% of GDP
	Trading Volume
(Million
	Turnover
(Million )

	1992
	53
	104,814.90
	3.93
	3,689.78
	68,303.73

	1993
	183
	354,152.07
	10.20
	22,656.47
	362,720.32

	1994
	291
	369,061.68
	7.89
	101,333.91
	812,762.89

	1995
	323
	347,427.64
	5.94
	70,547.06
	403,645.27

	1996
	530
	984,238.66
	14.50
	253,314.06
	2,133,217.43

	1997
	745
	1,752,923.70
	23.44
	256,079.12
	3,072,183.20

	1998
	851
	1,952,181.21
	24.52
	215,411.00
	2,352,731.48

	1999
	949
	2,647,117.52
	31.82
	293,238.88
	3,131,960.25

	2000
	1,088
	4,809,094.43
	53.79
	475,840.00
	6,082,664.99

	2001
	1,160
	4,352,220.39
	45.37
	315,228.76
	3,830,518.00

	2002
	1,224
	3,832,912.86
	37.43
	301,619.49
	2,799,045.51

	2003
	1,287
	4,245,771.60
	36.38
	416,308.40
	3,211,527.00

	2004
	1,377
	3,705,556.82
	27.14
	582,773.29
	4,233,394.72


Table 1. summarizes the growth of stock market since 1992. % of GDP= Total market capitalization as percentage of nominal GDP. Turnover=Trading value/ Total market capitalization.  Source: China Securities and Futures Statistical Year Book 2005.

Despite the rapid growth of the stock market, the shareholding corporations were still directly or indirectly controlled by the state, lacking independence from their parent SOEs (Liu, 2006). The majority of Chinese listed firms were transformed from former SOEs, and these SOEs carved out a portion of profitable physical assets to establish a new company for floatation. In order to prevent the rapid dilution of state ownership in the listed firms, the government forbade trading of state-owned shares on the two national stock exchanges, and shares could be transferred only after approval from state asset management authorities (Tenev and Zhang, 2002). By the 1990s, more than 90% of the enterprises listed on the two national stock exchanges had state-owned entities as their controlling shareholders (Wong, 2006). 
Figure 1 is a simplified picture of the restructuring process of a SOE which is incorporated through public listing.
 Before the ownership restructuring, all SOEs were directly owned and controlled by the central government. However, after the restructuring process, the public listed firms were either directly controlled by the government through State Asset Management Bureau at both central and local level, or indirectly controlled by government through parent SOEs. Only a small percentage of the shares of listed companies are owned by domestic non-state institutions and individuals. 
Figure1. Restructuring a SOE
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The issue of management incentives, however, could not be addressed as the problem of ill-defined rights had not been eliminated. Moreover, most top managers in listed firms were government-appointed bureaucrats, who were concerned about civil-servant rank rather than profit maximization. Simultaneously, the parent SOEs as controlling shareholders have an incentive to divert resources from the listed firm to themselves to solve their own financing problems. Consequently, the controlling shareholders may have either colluded with managers or forced managers to become involved in rent-seeking activities at the expense of outside shareholders. Furthermore, local governments obtained much control of corporate entities during the decentralization, leading to the divergent interests between the central and local governments (Qian, 2000).
Finally, with China’s successful accession to the World Trade Organization (WTO) in December 2001, the reform process has entered the third stage. As China becomes more integrated into the world economy, the government not only needs to address how it is involved in most domestic enterprises (as ultimate owner), but also to consider the influence of foreign trade policy. 
The government welcomes foreign investors in the domestic market because they bring new technology and intensify competition between foreign and domestic enterprises. Due to the competition, domestic corporations have the incentive to improve their efficiency by absorbing new technology, including managerial experience and more efficient governance mechanisms. Conversely, the government has also recognized that if foreign corporations enter China too rapidly, resulting in over-intensified competition, Chinese enterprises subject to that competition may have to make adjustments which are too severe to be socially desirable. Government officials believe that market forces should be regulated properly by the government in order to maintain the political and social stability. Consequently, the government has continued the reform process by allowing some industries to be more accessible to foreign investment, while maintaining their control over China’s infrastructure industries.  
2.2. Ownership Structure of Chinese Corporations
Since the 1990s, shareholders of a Chinese listed firm are classified as either domestic or foreign investors. Domestic investors include the state, legal persons (i.e. institutional shareholder), tradable A-share holders (Chinese citizens) and employees. Foreign ownership is categorized as B-shares and H-shares (Tenev and Zhang, 2002). Each type of shares is entitled to the same voting rights and dividend. 
According to the CSRC definition (as summarized in Table 2), the state shares are those held by the central government, local governments, or solely government-owned enterprises, with the ultimate owners being the State Council of China. After March 2003, the State Owned Assets Supervision Commission (SASAC) has assumed ownership of the state shares of central government controlled firms and oversees those owned by local (provincial level) SASACs. Domestic institutions such as industrial enterprises, securities companies, trust and investment companies, foundations and funds, banks, construction and real estate development companies, transportation and power companies, and technology and research institutions hold what are known as legal person shares. As described by Green (2004), the legal person shares can be sub-divided into state legal person shares and standard legal person shares. The state legal person shareholders, in which the state has more than 50% stake, are controlled by the state and contribute to state-owned assets to the restructured enterprises, whereas the standard legal person shares are issued to non-state enterprises that contribute to non-state assets. Both state and legal person shares are non-tradable on the two national stock exchanges, but can be transferred to domestic institutions with the approval from CSRC. However, it should be noted that in May 2005, the SASAC and CSRC initiated a plan to float the non-tradable shares on the two national stock exchanges. Since then, both the state and legal person shares can be traded on the two national stock exchanges with specified percentage shares in a specified time period. For example, in a one year period, the state share of a company cannot be floated more than 5%; in a two year period, the state shares cannot be floated more than 10%; and in a three year period, the state shares can be floated completely. 
Table 2: Ownership Structure of Chinese Corporation
	State
	Held by the central government, local governments, or solely government-owned enterprises, with ultimate owners being the State Council of China.  (Not freely tradable)

	Legal Person 
	Held by domestic institutions such as industrial enterprises, securities companies, trust and investment companies, foundations and funds, banks, construction and real estate development companies, transportation and power companies, and technology and research institutions. (Not freely tradable)

	Tradable-A Shares
	Traded by Chinese citizens and domestic institutions on the two national stock exchanges. 

	Employee shares
	Offered to workers and managers of a listed company at a substantial discount. They are collectively owned by the employees of the company under the control of labor union and can be sold on the stock exchanges following approval by the securities regulatory authorities. 

	B shares
	To attract foreign investors, quoted and traded in either US dollars on the Shanghai Stock Exchange or in Hong Kong dollars on the Shenzhen Stock Exchange.

	H shares
	Quoted and traded on Hong Kong Stock Exchange. 


Source: Chinese Securities Regulatory Commission
Tradable A-shares are traded by Chinese citizens and domestic institutions on the two national stock exchanges. B-shares are issued to attract foreign investors, and are quoted and traded in either US dollars on the Shanghai Stock Exchange (SHSE) or Hong Kong dollars on the Shenzhen Stock Exchange (SZSE). H-shares are similar to B-shares except that they are quoted and traded on the Hong Kong Stock Exchange. Employee shares are offered to workers and managers of a listed company at a substantial discount. They are collectively owned by the employees of the company under the control of labor union and can be sold on the stock exchanges following approval by the securities regulatory authorities. 
The overwhelming state dominance of the Chinese corporate system and capital market is summarized by the following comment by foreign investment bankers: “the stock market is operated by the state, regulated by the state, legislated by the state, and raises fund for the benefits of the state by selling shares in enterprises owned by the state” (Walter and Howie, 2001, pp.4). Subsequently, the question of how minority shareholders are protected from expropriation is raised and is the focus of this study.
3. Protecting Minority Shareholders in China
3.1.  State versus Private Ownership
Before the privatization wave started in the 1980s, state ownership was prevalent around the world (Megginson, 2005). Even after privatization, governments have remained the power to make the final decision of corporate policies, especially in developing countries, where privatization is an ongoing process (La Porta et al., 2002).

Generally, economists believe that government ownership is less efficient than private ownership because the property rights in corporate assets are much weaker (Alchian, 1965). The nontransferability of government ownership inhibits the nominal owners (i.e. the citizens), to materialize on future consequence through the selling of assets while also reducing owners’ incentive to monitor managerial behavior. Therefore, the free-rider problem applies to taxpayers even more than to diffused shareholders. 

In addition, the government directly intervenes in the operation of SOEs through appointing managers, who are normally government officials. These officials have less incentive to maximize the corporate profits because they are motivated by improving their civil servant rank. Moreover, since the bureaucratic managers have little accountability in SOEs, according to Shleifer and Vishny’s grabbing hand model, the self-dealing managers would deliberately transfer the resources to supporters, leading to corruption, excessive spending or private benefits of control. 

In the absence of institutions which are empowered to audit state decisions, limited disclosure becomes an even more serious problem in public enterprises. Even under the assumption that the government is acting benevolently to correct market failures, Perotti (2004) argues that politicians still have difficulties in making a credible commitment to refrain from manipulating regulation. Hence, the monopoly of authority in conjunction with bureaucratic opportunism leads to difficulties for the government in terms of committing themselves not to engage in rent-seeking.  

Privatization results in the transference of residual control rights to private owners. The ownership of assets endows the private owners with incentives to maximize corporation profits (Hart, 1997). More importantly, private ownership grants the owner stronger incentive to innovate in order to increase productivity and efficiency; government employees have little incentive to do so as they do not share the benefits arising from innovation (Perotti, 2004).  Moreover, private owners are subject to the scrutiny of the capital market and management decision-making in private enterprises is monitored by competing traders in the equity market. Therefore, private entrepreneurs have the incentive to establish a reputation of not expropriating outside investors. 

However, in the absence of essential institutions required to regulate private activities, the transfer of critical assets to the private sector cannot proceed safely in the terms of the loss of control over the economic system (Megginson, 2005). Moreover, recalling the La porta et al. (2000) discussion, concentrated private ownership in poor institutional contexts also raises the problem of controlling shareholders’ self-dealing. Consequently, state control could have a temporary or intermediate role in institution building. Direct state control may be required to address the difficulties in imposing regulations on private enterprises due to the regulatory power of the government.  
China’s partial privatization program seems to provide evidence to support this view. In order to stimulate and secure economic growth, the Chinese government maintains a large fraction of the cash flow stake (either directly or indirectly through legal person shareholders) in most firms, particularly in the infrastructure industries, while it is willing to transfer a large percentage of cash flow right to private investors in manufacturing firms. As suggested by Perotti (1995), a partial sale of state assets may be used to signal the commitment that the government is willing to bear the residual risk, as well as to commit to its future policy. Since part of the residual control rights are transferred to private owners, the government’s capacity to interfere is reduced by the private owners’ residual control rights, and government’s intention to reallocate the value to insiders through a future shift in policy is restrained by their cash flow rights.
Hence, the partial privatization at initial stages, where the government maintains a large percentage of cash flow rights in listed firms, but still allow the private sector to gain the cash flow stake gradually seems to signal the commitment that the government will bear the residual risk and hence provide some protection to minority shareholders.
Hypothesis 1: Partial government ownership provides protection for minority shareholders.
The problem associated with partial privatization is the difficulties in removing state ownership once it has been established. The way that the Chinese government tries to reduce its involvement in enterprises is to delegate the control rights to its controlled legal person entities by appointing board members who are always government officials. In general, shareholders exercise their control rights mainly through electing a board of directors, who would make investment decisions and select and control the top management on the behalf of all shareholders. By appointing the board of directors, the government maintains ultimate control as all top managers must be approved by the Organization Department of the local or central government (Green, 2003). Therefore, with state maintains dominant position, the state legal persons control the corporation on behalf of the state, and they do not play distinct role in protecting minority shareholders.
3.2. Central and Local Government as Controlling Shareholders

Along with the privatization process, the benefits of government ownership diminish as the inefficiency of ill-defined property rights associated with state ownership rises. In the case of China, the central government intends to further reducing its intervention on firms’ operation by delegating the de facto control rights to the local governments for local enterprises, while itself retaining control only for large enterprise groups. 
As most of the SOEs were deeply indebted before the reform era, it would be reasonable to expect that the incentives for all levels of government was to maximize the funds the stock market could provide them during the restructuring. Therefore, the stock market has become an increasingly important component of fiscal revenues, both local and central. Given the multiple role it played, the central government would have aimed to maximize financial revenues from the market while at the same time ensuring the social and financial stability. The central government not only has the financial incentive as the owner of most firms, but it also has non-financial incentives such as the rate of unemployment, material balances among most firms, and social insurance and housing.  
However, during the economic reform process, local governments in China have enjoyed significant autonomy in terms of investment planning, policy development and budgetary power (Green, 2004). Especially since a new tax contract system was launched in 1984
, the provincial governments became the residual claimants over the returns of SOEs operating in their jurisdictions. This financial contracting system provides local government both with incentive and investment funds to become an effective promoter of local development. Consequently, the local governments, especially those with a smaller industrial base, have clear financial incentives and constraints, as well as fewer non-financial interests in enterprises. 
Additionally, although the central state’s role of controlling shareholder gives it the incentive to protect minority shareholders, its ability to monitor management is constrained by asymmetric information. At the highest levels of government, top decision makers are separated from their firms by several layers of bureaucracy. However, as local governments are more closely connected with local enterprises, the number of levels of bureaucracy which creates barriers to the upward flow of information is reduced, thus the local governments are more able to monitor enterprises. Moreover, because the local governments are interested in maximizing funds to expand local economic development, the local governments have greater incentive to enforce their interests in strong financial performance (Walder, 1995). 
However, Green (2004) suspects that local governments’ desire for financial revenues may lead to their ignoring rules and regulations. Since local governments make exclusive gains from fast stock market growth, the local governments’ interests are not necessarily consistent with those of central government. While the central government is more likely to be concerned about the sustainability and future prospects of the enterprises as the problematic firms would against financial stability, the local governments have incentives to promote fast market growth and may neglect regulation and stability issues. It is the central government that is ultimately responsible for the national financial system. Secondly, in order to expand more financial revenues from the stock market, the local governments would turn a blind eye to the falsified balance sheets of the listing firms, the manipulated prices in the secondary markets, and the informally relaxed standards of issuance. All such phenomena could be easily made invisible, especially at first two stages of reform when the CSRC (central government effectively) was not as powerful as the local governments.
Therefore, the question of whether central or local control is more effective in protecting minority shareholders remains empirical. Although local governments are interested in maximizing funds from the issuance of shares, and less interested in developing best practice regulation, it seems to be consistent with the interest of minority shareholders. Individuals have the interest to maximize wealth that generated from the investment rather than concerning about the stability issue. The economic interests of local governments have compromised their role as agent of the central government. In addition, taking into consideration the central government’s incapacity to monitor its agents, we would expect local government control to be much more effective in protecting minority shareholders in terms of improving corporate performance.
Hypothesis 2: Local governments as controlling shareholders provide better protection for minority shareholders than central government.
3.3. Accession to the World Trade Organization (WTO)
When the state has an aspiration to be further removed from direct involvement in enterprises, this need to be accompanied with explicit government commitment to release further its control (Perotti, 2001; Megginson, 2005). In China, one such commitment that the government chose was to increase competitive pressures on the state sector by introducing more vigorous foreign competition into the sector (Yusuf et al., 2006). By accepting international agreement, the Chinese government actually makes the commitment to future policy because once the government breaks any agreement, then it would alienate all of its trading partners and lose its competitiveness in export market, which is the main engine of the rapid economic growth during the reform period. 
In order to access the WTO, the Chinese government agreed to dismantle many of the measures that had been used to protect SOEs from foreign competition. For example, according to Chow (2006, pp. 78-9), “China agreed to lower its tariffs on agricultural products from 31.5 percent to 14.5 percent overall by January 2004. Tariffs on industrial products would be lowered form 35 to 17 percent in a period of five years.” Moreover, foreign firms such as automobile companies would be able to sell their products directly in the domestic market. In addition, the government also agreed to eliminate all quantitative barriers on imports no later than 2005, including quotas, licenses, tendering requirements, and other similar measures ( Lardy, 2002, p65-66). Similarly, the government would have to open the financial sector to direct competition from foreign banks, insurance companies and other nonbank financial institutions (Yusuf et al., 2006). 
More importantly, as part of the commitment that the Chinese government has made to access the WTO, fair competition policy leads to a relatively fair competition between state controlled enterprises and domestic private enterprises, in turn to stimulate privatization process. The government stated that Chinese SOEs basically had to operate in accordance with the rules of market economy. The government would no longer directly administer the human, finance and material resources and operational activities. All state owned and state invested enterprises would make purchase and sales based solely on commercial considerations (Report of the Working Party on the Accession of China, 2000). Moreover, the government of China would not influence, directly or indirectly, commercial decisions on the part of state-owned enterprises, including the quantity, value or country of origin of any goods purchases or sold, except in a manner consistent with the WTO agreement (Report of the Working Party on the Accession of China, 2000).
Although the government of China did not make the explicit commitment on the speed of privatization, the fair competition and the market-based operational rules allow the private sector to gain access to many strategic industries that were once impossible for them to enter. As most of the private enterprises are more efficient and innovative than state controlled enterprises ( Shleifer and Vishny, 1994), the private sector starts to grow and increasingly gains more control rights. 
However, with accessing to the WTO, the commitment of the government to release control is not necessarily consistent with protecting minority shareholders. As the effective institutions functioned to empower and protect minority shareholders have not established when China joined the WTO, the private controlling shareholders could easily expropriate minority shareholders. For example, the statute laws (such as company law and security law) made effort to clarify the conditions for companies to go public list, but did not emphasize the importance of protecting minority shareholders. The independent judicial system that is responsible to enforce the statute law did not exist. Therefore, the transfer of control rights to private sector may have a detrimental influence on protecting minority shareholders.
Hypothesis 3: The relinquishment of government control rights after the WTO accession is detrimental to minority shareholders.
3.4. Private Controlling Shareholders
The WTO accession stimulated the liberalization of the capital market as well as the development of private sectors. Although the relinquishment of control by the government is taking a long time to complete, the private sector is growing and increasing their shares in listed companies. With ill-defined property rights and an underdeveloped legal framework, the concentrated ownership in private hands gives controlling shareholders the ability to expropriate minority shareholders (Shleifer and Vishny, 1997). For example, the private controlling shareholders could derive private benefits from spinning off subsidiaries to be controlled by their relatives, or sell assets from listed companies to those subsidiaries at discount. Alternatively, they could organize related party transactions that transfer value from the listed company to another firm under their control. One example is the Wahaha and Danone joint venture dispute
, in which the Danone Corporation found that Zhong Qinghou, Wahaha’s CEO and the controlling shareholder, sold Wahaha’s products to another enterprise controlled by his daughter, without admitting that the products were produced by Wahaha group. 
Therefore, without effective rights to monitor and control insiders, the real protection that minority shareholders have is that the state does not want to see its profits and assets diverted to private use. Consequently, once state ownership is reduced to some level, at which its interests could be, to some extent, consistent with minority shareholders, these minority shareholders’ interests could be secured as the government has the power to regulate controlling shareholders. 
 Hypothesis 4: Private controlling shareholders expropriate minority shareholders but government ownership has positive role in protecting minority shareholders in such firms.
4. Data and Summary Statistics
This study uses ownership, accounting and industrial data obtained from the Wind Financial Database, issued by Shanghai Wind Information Corporation. In addition, Thomson One Banker Analytics is used as a complementary database to obtain financial data that is not available or with missing values in the Wind Financial database. Three other institutions:  Panorama Network Corporation, Shenzhen Genius Information and Technology Corporation, and China Securities Regulatory Commission also provide supplementary information on ownership structure, controlling shareholders and regulatory information.
 As data on firm performance and ownership structure are only publicly available for listed firms, the initial sample consists of 1,411 Chinese listed firms, which issued A-shares on either of SHSE or SZSE during the period 1991-2006.  The sample firms are from the main sectors of the Chinese economy, including regulated industries such as financial and infrastructure industries. Due to data availability, the analysis of controlling shareholders is only possible for the period 1997 to 2006. 

Using the above resources, we calculate the shareholdings of each type of owner by dividing the number of shares held by each type of shareholder by the total number of shares outstanding. Moreover, we measure the ownership concentration by the percentage of shares held by the largest, top five and top ten shareholders. The Herfindahl index of ownership concentration is also calculated by summing the squared percentage of shares controlled by the top five or top ten shareholders.

Table 3 summarizes the mean values of state, state legal person, standard legal person, tradable-A shareholders, insider as well as foreign ownership. The mean value of direct government ownership decreases from 26.02% in 1991 to 9.11% in 2006, with the pooled average being 15.47% (column 4). On the other hand, the percentage of shareholdings held by the state legal person increases from 5.20% in year 1991 to 25.13% in 2002. This demonstrates the transference of direct government ownership to its controlled legal persons since the beginning of ownership restructuring.
 Moreover, the average proportion of shares held by the standard legal person (column 6) grows from 5.06% in 1991 to 22.35% in 2006, with the overall mean value of 19.91%. In contrast, the proportion of shares held by individuals increases from 28.81% in 1992 to 45.64% in 2006, with an overall average value of 35.93%. Neither foreign investors nor insiders (which is defined as employees and managers) own a significant percentage of shares.
Table 3. Ownership Structure of Chinese Listed Firms (1991-2006)

	Year
	Obs
	Total Number of Shares outstanding (in million)
	State (%)
	State Legal Person (%)
	Standard Legal Person
(%)
	Tradable A
(%)
	Insider
(%)
	Foreign
(%)

	1991
	12
	38.9
	26.02
	5.20
	5.06
	60.28
	0.25
	3.19

	1992
	50
	131
	28.27
	5.67
	22.87
	28.81
	1.00
	13.43

	1993
	169
	216
	30.98
	7.20
	23.64
	26.09
	2.85
	9.02

	1994
	271
	241
	28.90
	8.17
	22.77
	29.68
	1.49
	8.38

	1995
	298
	270
	27.60
	8.57
	22.08
	30.72
	0.44
	9.05

	1996
	487
	229
	22.21
	15.54
	22.23
	29.59
	2.16
	7.09

	1997
	690
	259
	19.46
	20.51
	19.78
	29.90
	3.03
	5.92

	1998
	789
	290
	18.35
	22.52
	19.05
	30.43
	2.95
	5.36

	1999
	885
	321
	17.49
	23.73
	18.59
	32.30
	1.75
	4.93

	2000
	1,017
	345
	16.31
	24.67
	18.61
	34.93
	0.97
	4.25

	2001
	1,092
	451
	16.11
	24.73
	18.27
	35.96
	0.72
	4.08

	2002
	1,163
	481
	15.32
	25.13
	18.32
	36.52
	0.46
	3.97

	2003
	1,230
	500
	13.53
	24.85
	19.80
	36.86
	0.21
	4.02

	2004
	1,330
	519
	11.90
	24.06
	21.22
	36.89
	0.20
	3.97

	2005
	1,345
	550
	11.03
	23.11
	17.77
	38.87
	0.08
	4.06

	2006
	1,411
	1,050
	9.11
	19.55
	22.35
	45.64
	0.00
	3.97

	Pooled
	12,239
	483
	15.47
	22.01
	19.91
	35.93
	0.90
	4.74


Table3 reports the mean of ownership structure for each year from 1991 to 2006 and the pooled sample. Tradable A shares, state shares, state legal person shares and standard legal person shares are calculated as percentage of total shares outstanding. Foreign ownership is the percentage of shares held by foreign investors, investors from Hong Kong, Taiwan and Macao. Insider ownership is a sum of employee and managers’ ownership, as a percentage of total shares.
While calculating the mean values of shareholdings, it is worth noting that another category, “restricted A” shares exists since the reform scheme started in year 2005. Within this category, there are sub-categories of Restricted-A shares, such as restricted state shares, restricted state legal person shares, restricted domestic legal person shares, and restricted foreign shares. These restricted shares are created to limit the speed of floatation of the non-tradable shares. Once the company has been authorized to float its non-tradable shares, the shareholders of non-tradable shares are only allowed to float specified percentage shares in a specified time period. Due to this, in a one year period, the state shares cannot be floated more than 5%; in a two year period, the state shares cannot be floated more than 10%; and in a three year period, the state shares can be floated completely.  This is why these shares are called “Restricted A” shares, and once they became tradable, they are categorized as A- shares.  Although they are called restricted state shares, they are actually still held by the state for at least one year. Since the database provided the information on the percentage of shares of restricted state, restricted state legal person, restricted domestic legal person, and restricted foreign shares, we add these percentage of shares back to the state, state legal person, standard legal person and foreign shares, respectively. 
We also present ownership structure by industry in Table 4. According to the Chinese Security Regulatory Commission definition, the sample firms are classified into 22 industries.
 Ownership structure varies slightly from industry to industry. The fraction of state shareholdings is highest in the utilities industry (22.91%), followed by retail and wholesale (22.71%) and real estate (16.50%). The direct government ownership in the manufacturing industry is about 14 percent. Within the manufacturing industry, the government maintains highest ownership rights in food and beverage firms (19.83%), but lowest in wood and furniture industry (nearly zero percent). Similarly, the state controlled legal person is the dominant group in mining (35.32%), construction (28.19%), and social service industries (27.40%). With the mean value of 21.88% of total shareholdings in manufacturing firms, the state controlled legal persons hold high percentage of shares in metal and non-metal (28.05%), petroleum and chemical (26.15%), as well as machinery and instruments industries (21.05%).
The standard legal person as a group holds 17.63% of total shares across industries, with the highest shareholdings in the media industry (34.70%), and the lowest shareholdings in mining firms (5.8%). Within manufacturing firms, the standard legal persons hold 37.67% of total shares in wood and furniture firms and 22.53% of the total shares in Textile and Apparel firms. Finally, individual investors together own about 36% on average, of total shares on average across all industries, with relatively lower shareholding in transportation and media firms.  Foreigners and insiders (managers and employees) own a miniscule percentage of total shares across all industries, with less than 6% cash flow rights on average. 
Table 4. Ownership Structure of Chinese Listed Firms Cross Industries (1991-2006)

	Industry
	Obs
	Total Number of Shares outstanding (in million)
	State (%)    
	State Legal Person
(%)  
	Standard Legal Person
(%)    
	Tradable A (%)
	Insider (%)
	Foreign (%)

	Agriculture
	263
	254
	10.77 
	25.06 
	16.34 
	38.27 
	0.65 
	1.99 

	Conglomerate
	858
	279
	8.10 
	10.52 
	31.30 
	43.08 
	1.42 
	1.39 

	Construction
	191
	320
	14.60 
	28.19 
	7.71 
	35.81 
	0.93 
	0.00 

	Financials
	99
	7,650
	11.76 
	8.78 
	26.73 
	43.77 
	0.02 
	1.42 

	Information Tech
	771
	356
	6.50 
	18.35 
	25.65 
	38.06 
	0.63 
	3.21 

	Media
	117
	208
	7.85 
	19.12 
	34.70 
	30.14 
	0.02 
	4.19 

	Mining
	129
	4,600
	11.47 
	35.32 
	5.80 
	32.20 
	0.07 
	3.41 

	Real Estate
	658
	337
	16.50 
	13.86 
	18.75 
	38.27 
	1.01 
	6.21 

	Transportation
	445
	878
	15.51 
	25.29 
	11.59 
	31.20 
	1.03 
	6.49 

	Utilities
	541
	714
	22.91 
	20.05 
	13.92 
	31.93 
	0.80 
	2.75 

	Retail&Wholsale
	964
	213
	22.71 
	10.37 
	19.47 
	39.64 
	1.07 
	1.67 

	Social Service
	367
	407
	11.17 
	27.40 
	17.33 
	30.50 
	0.59 
	7.40 

	Manufacturing*
	6,614
	372
	14.37 
	21.88 
	15.35 
	34.82 
	0.91 
	5.85 

	Electronic Equip
	374
	420
	12.54 
	17.70 
	19.27 
	32.38 
	0.74 
	7.64 

	Food&Beverage
	521
	342
	19.83 
	18.68 
	15.06 
	34.49 
	0.86 
	5.40 

	Machinery&Instrument
	1,903
	315
	15.39 
	21.05 
	15.72 
	34.22 
	0.87 
	6.52 

	Metal&Nonmetal
	1,025
	668
	13.53 
	28.05 
	10.70 
	33.31 
	0.89 
	6.17 

	Paper&Printing
	196
	250
	16.92 
	19.97 
	11.23 
	39.76 
	2.32 
	2.27 

	Petroleum, Chemicals&Plastic
	1,311
	374
	13.58 
	26.15 
	13.08 
	36.10 
	0.81 
	3.57 

	Pharmaceuticals&Biotechnology
	756
	247
	14.63 
	15.78 
	18.99 
	38.61 
	0.95 
	2.92 

	Textile, Apparel&Leather
	503
	263
	11.89 
	15.25 
	22.53 
	33.22 
	0.88 
	9.21 

	Wood&Furniture
	23
	178
	0.00 
	2.51 
	37.67 
	42.87 
	0.14 
	4.96 

	Other Manufactur
	146
	241
	14.22 
	18.93 
	17.59 
	32.07 
	0.57 
	7.77 

	Pooled
	12,161
	483
	14.45 
	19.72 
	17.63 
	35.93 
	0.90 
	4.59 


Table 4 reports the mean value of ownership structure by industry from pooled sample. Tradable A shares, state shares, state legal person shares and standard legal person shares are calculated as percentage of total shares outstanding. Foreign ownership is the percentage of shares held by foreign investors, investors from Hong Kong , Taiwan and Macao. Insider ownership is a sum of employee and managers’ ownership, as a percentage of total shares. 
Manufacturing* indicates the manufacturing industries. The following rows indicate the sub-industries within manufacturing industry. 

In order to observe the possible change of ownership structure after China joined the WTO, I also present the ownership structure of Chinese listed firms cross industries in two sub-sample periods (i.e. before year 2001 and after year 2001). As shown in Table A.1. in the appendix, the major change in ownership structure of Chinese listed firms is the significant reduction of state ownership after China joined the WTO. However, the ownership structure of Chinese listed firms across industries changes only slightly after year 2001.
In addition to the shareholding structure, we also investigate ownership concentration of Chinese listed firms over a period of years. Although there is a tendency for the concentration ratio declining over time, as shown in Table 5, on average, the top ten shareholders hold over 60% of the total shares over the 16-year period, indicating the highly concentrated ownership in Chinese listed firms. The ownership of the Chinese listed firms is highly concentrated in the hand of the largest shareholder, with the shareholding of 43% on average. Whereas, the second to the tenth large shareholders together hold about 18% of total shares outstanding.
As shown in the last two columns in Table 5, on average, the five largest shareholders control the majority of shares, and the mean value of the Herfindahl index of ownership concentration in the hands of the top five shareholders (2334.03) is slightly larger than the Herdindahl index of the top ten shareholders (2328.14), implying the ownership are highly concentrated in the hands of top five shareholders. 
Table 5. Ownership Concentration of Chinese Listed Firms over Years (1991-2006)

	Year 
	Obs
	Largest 
(%)
	Second Largest
(%)
	Third Largest
(%)
	Fourth Largest
(%)
	Fifth Largest
(%)
	Top5
(%)
	Top10
(%)
	Hindex5
(%)
	Hindex10
(%)

	1991
	1
	38.23 
	12.50 
	11.37 
	1.57 
	0.44 
	64.11 
	65.05 
	1749.72 
	1749.89 

	1992
	20
	35.26 
	14.13 
	7.19 
	3.63 
	2.52 
	62.73 
	66.45 
	1957.16 
	2104.30 

	1993
	156
	41.52 
	6.84 
	3.44 
	2.02 
	1.42 
	54.87 
	58.71 
	2252.28 
	2208.67 

	1994
	252
	44.18 
	6.51 
	3.26 
	2.03 
	1.42 
	57.06 
	60.27 
	2473.20 
	2453.30 

	1995
	292
	43.45 
	7.57 
	3.35 
	2.14 
	1.51 
	57.93 
	61.71 
	2398.02 
	2339.26 

	1996
	521
	44.44 
	7.62 
	3.39 
	2.07 
	1.51 
	58.98 
	62.76 
	2460.09 
	2465.19 

	1997
	694
	44.90 
	7.48 
	3.17 
	1.89 
	1.28 
	58.72 
	61.68 
	2492.66 
	2501.23 

	1998
	810
	45.72 
	7.85 
	3.22 
	1.84 
	1.20 
	59.82 
	62.62 
	2582.17 
	2575.41 

	1999
	895
	45.76 
	8.08 
	3.27 
	1.85 
	1.21 
	60.16 
	63.08 
	2586.27 
	2573.41 

	2000
	1,039
	45.38 
	8.25 
	3.25 
	1.79 
	1.15 
	59.83 
	62.38 
	2560.73 
	2516.59 

	2001
	1,097
	44.36 
	8.39 
	3.29 
	1.78 
	1.12 
	58.89 
	61.31 
	2448.47 
	2443.74 

	2002
	1,168
	43.62 
	8.80 
	3.40 
	1.89 
	1.18 
	58.88 
	61.41 
	2387.01 
	2390.62 

	2003
	1,235
	42.64 
	9.31 
	3.67 
	1.97 
	1.22 
	58.80 
	61.32 
	2312.58 
	2314.59 

	2004
	1,332
	41.81 
	9.81 
	3.89 
	2.10 
	1.34 
	58.94 
	61.77 
	2242.31 
	2245.47 

	2005
	1,346
	40.28 
	9.87 
	3.90 
	2.10 
	1.35 
	57.50 
	60.52 
	2099.24 
	2102.45 

	2006
	1,411
	36.16 
	9.10 
	3.73 
	2.11 
	1.45 
	52.88 
	51.64 
	1771.65 
	1779.04 

	pooled
	12,269
	42.68 
	8.69 
	3.51 
	1.96 
	1.28 
	58.32 
	60.52 
	2334.03 
	2328.14 


Table 4 reports the mean value of the percentage of shares held by the first five shareholders, the sum of the percentage shares held by top five and top ten shareholders, and the Herfindahl index of ownership concentration each year. Top5 and Top10 means the sum the percentage of a firm’s outstanding shares owned by the top five and top ten shareholders, and Herfindahl index is calculated by summing the squared percentage of shares controlled by each shareholder. 

Ownership concentration across industries is investigated and presented in the appendix. These figures show that the largest shareholder as a group obtains the dominant position in Chinese listed firms over all industries. Ownership concentration is the most significant in the mining industry, followed by construction and metal and nonmetal industries. These statistics of ownership structure reflect the fact that the Chinese government is heavily focused on the development of infrastructure, therefore it maintains more control in these industries.
The high concentration of ownership, combined with the non-tradability of more than two-thirds of the shares (before May 2005), implies that few of the Chinese listed firms have contestable control. What differentiates China’s ownership structure is the insignificant percentage of shares held by private investors (such as individuals and families) and the negligible role of financial institutions and institutional investors. The dominant ownership of the state gives the government the ability to impose administrative controls on most firms and preserve its monopoly power over the use of funds (Wong, 2006).
As the Wind Financial Database also provides information of the name and identity of shares of the largest shareholders, we can construct several dummy variables to utilize this information. For example, the variable central government is defined as a dummy variable takes value of one if the central government is the largest shareholder. Following this rule, six categories of controlling shareholders are defined. The definition of variables is summarized in Table A.4.
   Table 6 depicts the number of firms that are controlled by each category of controllers as a percentage of the total number of firms. As shown in columns five and six, local government and local government controlled legal person together control more than 55% of Chinese listed firms on average. Standard legal person (including some large corporation groups and investment firms) is the second largest group of controlling shareholder. As a group, the standard legal person controls an average of 23.41 percent of listed firms. Central government controlled legal person is the third largest group, together with central government, the central controller controls about 13.5 percent of Chinese listed firms. Only a very small percentage of firms are controlled by foreign investors (1.15%). However, the percentage of firms which are controlled by individual and foreign investors has increased gradually since year 2001, indicating that the government has started to relinquish control rights to private sectors. Shown from column three to column six of Table 6, it is in the interest of local governments to release control, whereas central government controlled legal person start to regain the control rights gradually.
Table 6. The Identity of the Largest Shareholders over Years (1997-2006)

	Year
	Obs
	Central Gov
(%)
	Central Gov. Controlled Legal Person 
(%)
	Local Gov
(%).
	Local Gov. Controlled Legal Person
(%)
	Standard Legal Person
(%)
	Individual
(%) 
	Foreign Investor
(%)

	1997
	658
	3.34 
	9.57 
	31.91 
	37.54 
	11.85 
	4.10 
	1.67 

	1998
	720
	5.14 
	6.53 
	39.17 
	26.53 
	18.47 
	2.92 
	1.25 

	1999
	1,024
	4.79 
	7.81 
	34.57 
	28.22 
	21.68 
	4.10 
	0.88 

	2000
	1,225
	4.24 
	8.73 
	29.06 
	30.04 
	22.69 
	4.41 
	0.82 

	2001
	1,292
	4.33 
	9.37 
	27.48 
	30.19 
	23.07 
	4.80 
	0.77 

	2002
	1,302
	3.92 
	9.60 
	26.50 
	29.88 
	23.50 
	5.76 
	0.84 

	2003
	1,400
	4.07 
	9.86 
	23.64 
	29.93 
	24.57 
	6.79 
	1.14 

	2004
	1,408
	3.98 
	9.94 
	22.23 
	27.70 
	26.21 
	8.52 
	1.42 

	2005
	1,408
	3.98 
	10.16 
	21.66 
	27.41 
	26.21 
	9.09 
	1.49 

	2006
	1,409
	3.90 
	10.15 
	21.08 
	26.47 
	27.04 
	9.94 
	1.42 

	Pooled 
	11,867
	4.14 
	9.33 
	26.53 
	29.00 
	23.41 
	6.44 
	1.15 


Table 6 presents the percentage of each category as the largest shareholders over years. Central Gov. represents that the largest shareholder is the central government. Central Gov. controlled legal person means the largest shareholder is central government controlled legal person. Local Gov. and Local Gov. controlled legal person show the percentage of the local government and local government controlled legal person as the largest shareholder, respectively. Standard legal person, individual and foreign investor means the largest shareholder is the standard legal person, individual and foreign investors, respectively. 
   In order to compare alternative mechanisms, we need to control for firm size, leverage, growth opportunities and the instability of a firm’s operational environment.  Table A.4. summarizes the definition of the variables. Firm size is calculated as the natural logarithm of total assets in Ren Ming Bi (Chinese currency, Yuan). The average and median size of total assets are 4.43 billion Yuan and 1.15 billion Yuan, respectively. The leverage ratio is calculated by dividing the book value of total debt by the book value of assets. As shown in Table 7, the mean value and median of the leverage is 0.49 and 0.46 respectively. This statistic indicates that, on average, Chinese listed firms are heavily indebted. Thirdly, growth opportunities are measured by the growth rate of total sales, with a mean value of 0.73 and a median of 0.13 respectively. Finally, the instability of a firm’s operational environment is captured by beta, which is a coefficient estimated from market model in which the firm’s average monthly return for 24 months preceding the end of the year is regressed on the average monthly rates of return on a value weighted market portfolio
. Both the mean and median values of beta in Chinese listed firms are 1, with a standard deviation of 0.39. 
Table 7. Summary Statistics of Variables for Sample Firms (1991-2006)
	Variables
	Obs
	Mean
	Median
	Min
	Max
	S.D.

	Tradable A
	12,239
	35.93
	35.14
	1.58
	100.00
	14.81

	State
	12,239
	15.47
	0.00
	0.00
	93.95
	22.64

	State Legal Person
	12,239
	22.01
	0.00
	0.00
	85.88
	26.72

	Standard Legal Person
	12,239
	19.91
	6.55
	0.00
	91.32
	22.00

	Foreign
	12,171
	4.74
	0.00
	0.00
	69.96
	11.51

	Insider
	12,171
	0.90
	0.00
	0.00
	48.48
	3.59

	Largest
	12,075
	42.68
	41.63
	0.03
	88.58
	17.36

	Top5
	11,712
	58.32
	59.62
	0.14
	96.91
	14.00

	Top10
	12,075
	60.52
	62.23
	0.22
	99.48
	13.97

	Hindex5
	11,712
	2,334.03
	1,990
	0.00
	7,847
	1,477

	Hindex10
	11,584
	2,328.14
	1,992
	0.00
	7,847
	1,472

	Tobin’s Q
	12,168
	2.42
	1.97
	0.18
	57.51
	1.82

	ROA
	12,161
	2.94
	3.42
	-177.99
	53.79
	9.48

	Total Assets*
	11,658
	4,430
	1,150
	11.6
	7,510,000
	88,200

	Size
	11,658
	20.95
	20.87
	16.27
	29.65
	1.04

	Leverage
	11,656
	48.83
	45.99
	-13.65
	4,308
	56.19

	Growth
	11,468
	73.01
	13.45
	-601.74
	378,210
	3,574

	Beta
	9,416
	1.01
	1.00
	-0.48
	4.96
	0.39


Table 7. presents the statistical summary of variables for sample firms from year 1991 to 2006. The definition of these variables is summarized in Table A.3. Total Assets* is expressed in million terms. 
5. Ownership Structure and Corporate Performance
5.1. State Ownership and Corporate Performance
The key question in this paper is: under which ownership structure are minority shareholders less expropriated or best protected? One possibility would be to see whether or not these various ownership structures influence firm performance. The usual method of measuring firm performance in corporate governance studies is to use either return on assets or Tobin’s Q (Demsetz and Lehn, 1985; Demsetz and Villalonga, 2001). As Tobin’s Q is a stock measure of the replacement value of the firm’s assets and return on assets is a flow measure of performance, the former is traditionally regarded as a superior performance measure. In addition, the accuracy of accounting profits depends on accounting standards, which are poor in China due to the low transparency of information disclosure (Allen et al. 2005). Ultimately, from the perspective of protecting outside investors, Tobin’s Q is a better measure of performance. Due to data availability, these performance measures are only available for a subset of our sample. In this study, Tobin’s Q is calculated as the sum of the book value of total liabilities and market capitalization divided by the book value of total assets. As shown in Table 7, the mean value and median of Tobin’s Q is 2.42 and 1.97 respectively. 
Firstly, using the ownership structure data, I regress government ownership and then the percentage of shares held by the government controlled legal persons on Tobin’s Q, controlling for other control variables. According to hypothesis 1, the hypothesized sign for government ownership is positive. 
As shown in Table 8, the percentage of shares held by both the state and state controlled legal persons has positive influence on firm performance, and this influence is statistically significant. In addition, when ordinary least square regression analysis is employed, the empirical results show that the state and state controlled legal person have positive influence on firm performance after a certain threshold (around 23% to 26%)
. The results suggest that there is little difference between state and state controlled legal person on firm performance. Moreover, the empirical results also suggest that the influence of government ownership as well as the government controlled legal persons’ ownership on corporate performance is not economically significant. As shown in Table 8, the percentage of shares held by the state or state controlled legal person increase by 1%, Tobins’s Q only increase by 0.003%, holding other things constant. This may be due to the little variation of cash flow stake which are held by the state and state controlled legal persons over years. 
Table 8. The Influence of State Ownership on Firm Performance (1991-2006)
	
	　OLS Pooled Sample
	Fixed Effect Model

	State
	0.001
	-0.016
	
	
	0.003
	0.008
	
	

	
	(2.05)*
	(-7.03)***
	
	
	(1.98)*
	(1.92)
	
	

	State^2
	
	0.0003
	
	
	
	0.000
	
	

	
	
	(7.99)***
	
	
	
	(-1.29)
	
	

	State Legal Person
	
	
	0.003
	-0.014
	
	
	0.003
	-0.001

	
	
	
	(4.56)***
	(-6.49)***
	
	
	(2.54)***
	(-0.31)

	State Legal Person ^2
	
	
	
	0.0003
	
	
	
	0.000

	
	
	
	
	(7.97)***
	
	
	
	(1.28)

	Size
	-0.706 
	-0.717 
	-0.712 
	-0.717 
	-1.224 
	-1.227 
	-1.232 
	-1.224 

	
	(-38.61)***
	(-46.76)***
	(-46.27)***
	(-46.67)***
	(-38.6)***
	(-38.61)***
	(-39.41)***
	(-38.49)***

	Leverage
	0.009 
	0.009 
	0.009 
	0.009 
	0.010 
	0.010 
	0.010 
	0.010 

	
	(40.12)***
	(39.85)***
	(39.91)***
	(39.98)***
	(40.14)***
	(40.12)***
	(40.05)***
	(40.08)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(-0.06)
	(-0.49)
	(-0.42)
	(-0.46)
	(-0.09)
	(-0.06)
	(-0.16)
	(-0.16)

	Beta
	-0.092 
	-0.094 
	-0.096 
	-0.096 
	-0.029 
	-0.029 
	-0.029 
	-0.031 

	
	(-0.77)
	(-2.46)**
	(-2.52)**
	(-2.51)**
	(-0.77)
	(-0.77)
	(-0.76)
	(-0.81)

	Intercept
	16.700 
	17.017 
	16.828 
	16.962 
	27.592 
	27.628 
	27.730 
	27.581 

	
	(51.33)***
	(52.10)***
	(51.56)***
	(52.09)***
	(40.79)***
	(40.81)***
	(41.76)***
	(40.92)***

	Industry Dummy Included
	Yes
	Yes
	Yes
	Yes
	
	
	
	

	Observation
	8,835
	8,835
	8,835
	8,835
	8,835
	8,835
	8,835
	8,835

	R²
	0.33
	0.33
	0.33
	0.33
	0.30
	0.29
	0.30
	0.30


Table 8 reports the empirical results of the influence of state ownership on firm performance using Tobin’s Q as dependent Variable. State^2 and State Legal Person^2 represent the square of percentage shares held by the state and the square of percentage shares held by the state controlled legal person, respectively. The first four columns show the regression results by using Ordinary Least Square (OLS), while the last four columns show the regression results by using the fixed effect model. Industry Dummy Included means that the industry effects have been controlled for. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

Moreover, as most shares are concentrated in the hands of government or government controlled legal persons, it is worthy to examine whether concentrated ownership has a positive role in protecting minority shareholders in terms of enhancing firms’ market value, and whether power sharing among the largest shareholders has any positive influence on corporate performance. Therefore, I regress the percentage of shares held by the largest shareholders, top ten shareholders, Herfindahl index of ownership concentration and balance ratio on Tobin’s Q. The balance ratio is calculated by dividing the percentage of shares held by the largest shareholders by the sum of the percentage of shares held by the second to fifth largest shareholders. This ratio is used to measure the influence of power sharing on protecting minority shareholders. 

From Table 9, we can see that concentrated ownership is positively associated with Tobin’s Q, which is consistent with La Porta et al. (1997, 1999 and 2000). It appears that the concentrated ownership can be substituted for under-developed legal system. Additionally, as shown in Table 9, the balance ratio has positive influence on firm performance, but it is statistically insignificant. As largest shareholders have the dominant position in most Chinese listed firms, power sharing among the largest shareholders is limited and hence would not have effective influence on protecting minority shareholders.
Table 9. The Influence of Ownership Concentration on Firm Performance (1991-2006)
	
	OLS Pooled Sample
	Fixed Effects Model

	Largest
	0.009 
	
	
	
	0.012
	
	
	

	
	(9.45)***
	
	
	
	(5.72)***
	
	
	

	Top10
	
	0.019 
	
	
	
	0.016
	
	

	
	
	(17.56)***
	
	
	
	(7.15)***
	
	

	Hindex 10
	
	
	0.000 
	
	
	
	0.000
	

	
	
	
	(11.86)***
	
	
	
	(5.32)***
	

	Balance Ratio
	
	
	
	0.004
	
	
	
	0.020

	
	
	
	
	(0.64)
	
	
	
	(1.53)

	Size
	-0.730 
	-0.720 
	-0.757 
	-0.720 
	-1.216
	-1.196
	-1.269
	-1.286 

	
	(-47.13)***
	(-47.60)***
	(-47.77)***
	(-45.59)***
	(37.28)***
	(36.31)***
	(-37.22)***
	(-39.8)***

	Leverage
	0.009 
	0.009 
	0.010 
	0.009 
	0.010
	0.010
	0.010
	0.010 

	
	(40.25)***
	(40.98)***
	(40.30)***
	(39.70)***
	(40.53)***
	(40.74)***
	(41.03)***
	(40.78)***

	Growth
	-0.000 
	-0.000 
	-0.000 
	0.000 
	0.000
	0.000
	0.000
	0.000 

	
	(-0.47)
	(-0.33)
	(-0.44)
	(-0.49)
	(-0.16)
	(-0.18)
	(-0.20)
	(-0.21)

	Beta
	-0.095 
	-0.106 
	-0.130 
	-0.134 
	-0.045
	-0.068
	-0.074
	-0.060 

	
	(-2.50)**
	(-2.81)**
	(-3.34)***
	(-3.43)***
	(-1.18)
	(-1.80)
	(-1.91)
	(-1.55)

	Intercept
	16.911
	15.968
	17.606
	17.059 
	27.008
	26.131
	28.310
	28.926 

	
	(51.92)***
	(49.21)***
	(52.70)***
	(51.02)***
	(37.65)***
	(35.07)***
	(38.13)***
	(42.02)***

	Industry Dummy Included
	Yes
	Yes
	Yes
	Yes
	
	
	
	

	Observation
	8,818
	8,818
	8,586
	8,635
	8,818
	8,818
	8,586
	8,635

	R²
	0.33 
	0.35 
	0.34 
	0.33 
	0.30
	0.32
	0.31
	0.30 


Table 9 reports the empirical results of the influence of ownership concentration on firm performance using Tobin’s Q as dependent Variable. The first four columns show the regression results by using Ordinary Least Square (OLS), while the last four columns show the regression results by using the fixed effect model. Industry Dummy Included means that the industry effects have been controlled for. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 
The results in Table 8 and Table 9 provide evidence to support hypothesis 1, in other words, government ownership, either direct government ownership or state controlled legal persons’ ownership has positive impact on protecting minority shareholders in terms of improving firm market value. Moreover, the results also suggest that concentrated ownership have positive influence on protecting minority shareholders. Therefore, the next question for us to investigate is whether different types of controlling shareholders play distinct role in protecting minority shareholders.

5.2. State Controlling Shareholders and Corporate Performance

Using the years for which we have information on controlling shareholders (i.e. 1997 to 2006), I regress the identity of controlling shareholders on Tobin’s Q. According to hypothesis 2, the local government controlled firms are anticipated to have better market performance than central government controlled firms. 
From Table 10 (first two columns), we can see that firms controlled by the local government or local government controlled legal persons have better performance than other firms. Consistently, by further dividing the controlling shareholders into central government controller, central government controlled legal persons, local government controlling shareholder and local government controlled legal persons, the regression results suggest that firms which are controlled by both the local government and local government controlled legal persons have significantly better performance, while the central controllers have no significant influence on firm performance. The empirical results provide strong evidence to support hypothesis 2 that the effectiveness of the central government’s protection to minority shareholders is constrained by its capacity to monitor its agents, while local governments play a more important role in protecting minority shareholders. In addition, the results also suggest that ownership rights per se do not affect firm performance significantly, but control rights, particularly the control rights held by local government, plays critical role in enhancing firm value. 
Table 10. The Influence of State Controller on Firm Performance (1997-2006)
	
	Fixed Effect Model

	Central Controller
	-0.043 
	
	
	
	
	
	

	
	(-0.57)
	
	
	
	
	
	

	Local Controller
	
	0.305
	
	
	
	
	

	
	
	(4.70)***
	
	
	
	
	

	Central Gov 
	
	
	0.250
	
	
	
	0.413 

	
	
	
	(1.35)
	
	
	
	(2.18)*

	Central Gov Controlled Legal Person
	
	
	
	-0.028
	
	
	0.185 

	
	
	
	
	(-0.24)
	
	
	(1.48)

	Local Gov
	
	
	
	
	0.201
	
	0.362 

	
	
	
	
	
	(2.75)**
	
	(4.43)***

	Local Gov. Controlled Legal Person
	
	
	
	
	
	0.169 
	0.339 

	
	
	
	
	
	
	(2.42)**
	(4.26)***

	Size
	-1.263 
	-1.508
	-1.519
	-1.519
	-1.512
	-1.520 
	-1.510 

	
	(-39.04)***
	(-41.03)***
	(-41.34)***
	(-41.15)***
	(-41.08)***
	(-41.39)***
	(-40.90)***

	Leverage
	0.010 
	0.009
	0.009
	0.009
	0.009
	0.009 
	0.009 

	
	(40.06)***
	(36.06)***
	(36.14)***
	(36.13)***
	(36.24)***
	(36.15)***
	(36.35)***

	Growth
	0.000 
	0.000
	0.000
	0.000
	0.000
	0.000 
	0.000 

	
	(-0.19)
	(-0.21)
	(-0.26)
	(-0.25)
	(-0.25)
	(-0.24)
	(-0.25)

	Beta
	-0.044 
	-0.186
	-0.184
	-0.184
	-0.184
	-0.186 
	-0.187 

	
	(-1.15)
	(-4.68)***
	(-4.62)***
	(-4.63)***
	(-4.62)***
	(-4.66)***
	(-4.70)***

	Intercept
	28.497 
	33.708
	34.092
	34.108
	33.908
	34.074 
	33.688 

	
	(41.51)***
	(42.89)***
	(43.57)***
	(43.54)***
	(43.16)***
	(43.56)***
	(42.73)***

	Observation
	8,065
	8,065
	8,065
	8,065
	8,065
	8,065
	8,065

	R²
	0.30 
	0.29 
	0.30 
	0.30 
	0.30 
	0.30 
	0.30 


Table 10 reports the empirical results of the influence of state controller on firm performance using Tobin’s Q as dependent Variable. Central Controller is a dummy variable equals 1 if the largest shareholders are central government or central government controlled legal person, 0 otherwise. Local Controller is a dummy variable equals 1 if the largest shareholders are local government or local government controlled legal person, 0 otherwise. Central Gov, Central Gov Controlled Legal Person, Local Gov, and Local Gov. Controlled Legal Person are dummy variables equal 1 if the largest shareholders are central government, central government controlled legal persons, local government, and local government controlled legal persons, respectively. Fixed effects model is employed. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 
5.3. Change in Control Rights and Corporate Performance

The main hypothesis is the reduction of government ownership after the WTO accession has been detrimental to minority shareholders. I defined a set of dummy variables to capture the change in controlling shareholders since 2001. To illustrate, central to local controller is a binary variable which equals 1 if the controlling shareholders were central government or central government controlled legal persons in year 2001, but local government or local government controlled legal persons in the following years. Similarly, central to private controller and central to foreign controllers means that in year 2001, the controlling shareholder was central government or central government controlled legal persons in year 2001, but it changes to private and foreign controlling shareholders in the following years. The definitions of the set of variables that are used to capture the change in controlling shareholders are summarized in Table A.4. in appendix.
As shown in Table 11, the government begins to release control in the years after China joined the WTO.
 Local governments appear more responsive to releasing their control rights, and up to year 2006, there have been 308 listed companies experiencing the change of control rights from the local government to private sector. However, the central government is less willing to relinquish its control rights; with only 136 central government controlled companies have transferred control rights to private shareholders up to year 2006. It may be because the local controllers (local government and local government controlled legal persons) control more firms than central controllers do (55% versus 13.5% as shown in Table 6). It may also be partly because the local governments or local government controlled legal persons control a large number of manufacturing firms (which has been shown in Table A.2. in appendix), which faced more pressures to improve efficiency up to international standards.
	Table 11. Change in Controlling Shareholders over Years (2001-2006)

　Panel A
	2001-2002
	2002-2003
	2003-2004
	2004-2005
	2005-2006
	Total

	Central to Local Controller
	47
	47
	43
	42
	42
	221

	Central to Private Controller
	25
	27
	28
	28
	28
	136

	Central to Foreign Controller
	0
	0
	0
	0
	0
	0

	Local to Central Controller
	51
	49
	54
	53
	47
	254

	Local to Private Controller
	19
	48
	75
	77
	89
	308

	Local to Foreign Controller
	0
	1
	3
	4
	6
	14


Table 11 shows the number of firms that has been experiencing the change in controlling shareholders since 2001. Central to local controller 2001-2002 means in 2001 the controlling shareholder was central government or central government controlled legal persons, but it changed to local government or local government controlled legal persons in 2002. Central to private controller 2001-2003 means in 2001 the controlling shareholder was central government or central government controlled legal persons, but it changed to private shareholders in 2003. Central to foreign controller 2001-2004 means in year 2001, the controlling shareholders was central government or central government controlled legal persons, but it changes to foreign investors in 2004. The similar definition applies for the local to central controller, local to private controller and local to foreign controller.
To investigate the influence of a change in controlling shareholders on corporate performance, I regress the set of dummy variables, which are employed to capture the change in the identity of controlling shareholders, on contemporaneous Tobin’s Q. Ordinary Least Square (OLS) regression is employed to examine the influence of change in controlling shareholders on corporate firm performance year by year. It is hypothesized that corporate performance decreases when the government (either at central or local level) transfers its control rights to private shareholders.
I only report the coefficients on the key explanatory variables as we are interested in the influence of change in controlling shareholders on corporate performance. Nevertheless, we report separate regression results for every year in the appendix
. As there has been no change in controlling shareholders from central government to foreign shareholders every year since year 2001, we do not include this category in the results. 
As shown in Table 12, there is a positive influence of interchange of controlling shareholders between central controller and local controller on firm performance on average, but this influence is not statistically significant. However, corporate performance decreases when the control rights change from the central controllers to the private shareholders. Particularly, there is a negative relationship between the firm’s performance and the change in controlling shareholders from local controllers to private shareholders, and this negative relationship is statistically significant 3 out of 5 times. Notably, the WTO accession does play the role to force government to relinquish control rights over listed firms. However, the relinquishment of control rights from government, either from central or local government, to private result in reduced firm performance. The result provides strong evidence to support hypothesis 3, the relinquishment of government control rights after the WTO accession is detrimental to minority shareholders. Therefore, it raises the question whether government control can be an intermediate step to regulate the private activities when legal institutions have not been established. 

Table 12.  The Influence of Change in Controlling Shareholders on Firm Performance (2001-2006) 

	
	Central to Local Controller
	Local to Central Controller
	Central to Private Controller
	Local to Private Controller
	Local to Foreign Controller　

	2001 to 2002
	0.274 
	0.274 
	-0.248 
	-0.537 
	-

	
	(1.75)
	(1.81)
	(-1.19)
	(-2.21)**
	-

	2001 to 2003
	0.222 
	0.088 
	-0.219 
	-0.116 
	0.06 

	
	(1.37)
	(0.56)
	(-1.01)
	(-0.72)
	(0.06)

	2001 to 2004
	0.093 
	0.008 
	-0.088 
	-0.161 
	-0.153 

	
	(0.92)
	(0.09)
	(-0.70)
	(-2.06)*
	(-0.40)

	2001 to 2005
	0.042 
	-0.040 
	-0.208 
	-0.153 
	-0.149 

	
	(0.48)
	(-0.52)
	(-1.98)*
	(-2.35)**
	(-0.54)

	2001 to 2006
	-0.166 
	-0.318 
	-0.417 
	-0.204 
	-0.238 

	
	(-0.85)
	(-1.88)
	(-1.83)
	(-1.43)
	(-0.58)


Table 12 reports the empirical results of the influence of change in controlling shareholders on firm performance using the value of Tobin’s Q as dependent variable. OLS is employed in the pooled sample. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

5.4. Private Controlling Shareholders and Corporate Performance

Although there are not many firms which are controlled by the private shareholders or foreigners, they have been starting to accelerate their shareholdings since 2001 (as shown in Table 6 and Table 11). The next regression is to investigate whether it would minority shareholders are better protected wherever firms are controlled by private shareholders or would it be necessary for the government to maintain some level of cash flow stake in those privately controlled firms to protect minority shareholders? The hypothesized sign for government ownership is positive in privately controlled firms. 
Firstly, I regress the private controllers (includes standard legal person controllers and domestic individual controllers) on Tobin’s Q. As shown in Table 13, firms which are controlled by individual shareholders, namely, large families, have significantly lower performance than other firms. This result suggests that private controlling shareholders would expropriate minority shareholders, especially when there are not effective institutions to protect minority shareholders. 
Table 13. The Influence of Private Controlling Shareholders on Firm Performance (1997-2006)

	
	OLS Pooled Sample
	Fixed Effect Model

	Private Controller
	-0.044 
	
	
	
	-0.006 
	
	
	

	
	(-1.30)
	
	
	
	(-0.10)
	
	
	

	Standard Legal Person Controller
	
	0.035 
	
	
	
	-0.123 
	
	

	
	
	(0.94)
	
	
	
	(-1.78)
	
	

	Individual Controller
	
	
	-0.534 
	
	
	
	-0.790 
	

	
	
	
	(-7.26)***
	
	
	
	(-6.36)***
	

	Foreign Controller
	
	
	
	0.110 
	
	
	
	0.040 

	
	
	
	
	(0.76)
	
	
	
	(0.26)

	Size
	-0.706 
	-0.736 
	-0.744 
	-0.738 
	-1.235 
	-1.521 
	-1.508 
	-1.520 

	
	(-45.95)***
	(-44.74)***
	(-45.57)***
	(-45.08)***
	(-39.23)***
	(-41.41)***
	(-41.12)***
	(-41.35)***

	Leverage
	0.009 
	0.009 
	0.009 
	0.009 
	0.010 
	0.009 
	0.009 
	0.009 

	
	(39.73)***
	(39.24)***
	(39.54)***
	(39.26)***
	(40.09)***
	(36.18)***
	(36.29)***
	(36.13)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(-0.47)
	(-0.49)
	(-0.51)
	(-0.49)
	(-0.18)
	(-0.26)
	(-0.34)
	(-0.26)

	Beta
	-0.093 
	-0.162 
	-0.158 
	-0.163 
	-0.029 
	-0.186 
	-0.181 
	-0.184 

	
	(-2.43)**
	(-4.03)***
	(-3.94)***
	(-4.05)***
	(-0.75)
	(-4.66)***
	(-4.55)***
	(-4.63)***

	Intercept
	16.737 
	17.440 
	17.642 
	17.484 
	27.862 
	34.177 
	33.909 
	34.119 

	
	(51.15)***
	(49.46)***
	(50.55)***
	(50.00)***
	(41.87)***
	(43.67)***
	(43.44)***
	(43.60)***

	Industry Dummy Included 
	Yes
	Yes
	Yes
	Yes
	
	
	
	

	Observation
	8,835
	8,065
	8,065
	8,065
	8,835
	8,065
	8,065
	8,065

	R²
	0.33 
	0.34 
	0.35 
	0.34 
	0.30 
	0.30 
	0.30 
	0.30 


Table 13 reports the empirical results of the influence of private controller on firm performance using Tobin’s Q as dependent Variable. Private controller is a dummy variable equals 1 if the largest shareholder is standard legal person or individual shareholders, 0 otherwise. Standard legal person controller is a dummy variable equals 1 if the largest shareholder is standard legal person, 0 otherwise. Foreign controller is a dummy variables equal 1 if the largest shareholder is foreign investors, zero other wise. The first four columns show the empirical results by using OLS regression analysis, while the last four columns show the regression results by using fixed effect model. Industry Dummy Included means that the industry effects have been controlled for. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

Secondly, because the large family as controlling shareholders has significant negative influence on firm performance, and standard legal person shareholders are passive in protecting minority shareholders, then we investigate the influence of state ownership on firm performance when the controlling shareholders is domestic individuals, namely, the large families. I regress the state ownership and state legal persons’ ownership on Tobin’s Q within the sub-sample. In addition, I also include the square term of state and state legal persons’ ownership in regression to control for nonlinearity.  
Table 14.  The Influence of the Degree of State Ownership on Firm Performance When Controlling Shareholder is Domestic Individual Investors (1997-2006)
	
	OLS Pooled Sample
	Fixed Effect Model

	State
	-0.003 
	-0.001 
	
	
	0.002 
	0.038 
	
	

	
	(-0.45)
	(-0.08)
	
	
	(0.20)
	(1.01)
	
	

	State^2
	
	0.000 
	
	
	
	-0.001 
	
	

	
	
	(-0.09)
	
	
	
	(-0.99)
	
	

	State Legal Person
	
	
	0.008 
	0.011 
	
	
	0.007 
	0.062 

	
	
	
	(2.39)**
	(0.84)
	
	
	(1.28)
	(3.51)***

	State Legal Person^2
	
	
	
	0.000 
	
	
	
	-0.001 

	
	
	
	
	(-0.26)
	
	
	
	(-3.27)***

	Size
	-0.646 
	-0.646 
	-0.661 
	-0.662 
	-1.595 
	-1.592 
	-1.551 
	-1.515 

	
	(-10.15)***
	(-10.14)***
	(-10.41)***
	(-10.40)***
	(-9.75)***
	(-9.74)***
	(-9.32)***
	(-9.23)***

	Leverage
	0.010 
	0.010 
	0.010 
	0.010 
	0.007 
	0.007 
	0.007 
	0.008 

	
	(9.90)***
	(9.89)***
	(9.99)***
	(9.97)***
	(6.68)***
	(6.72)***
	(6.80)***
	(7.00)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(-1.38)
	(-1.38)
	(-1.28)
	(-1.27)
	(-1.32)
	(-1.34)
	(-1.32)
	(-1.39)

	Beta
	-0.013 
	-0.013 
	-0.015 
	-0.014 
	-0.150 
	-0.162 
	-0.111 
	-0.090 

	
	(-0.10)
	(-0.10)
	(-0.11)
	(-0.11)
	(-1.08)
	(-1.17)
	(-0.79)
	(-0.65)

	Intercept
	15.130 
	15.129 
	15.372 
	15.373 
	35.019 
	34.957 
	34.022 
	33.135 

	
	(11.17)***
	(11.15)***
	(11.39)***
	(11.38)***
	(10.14)***
	(10.12)***
	(9.65)***
	(9.52)***

	Industry Dummy Included 
	Yes
	Yes
	Yes
	Yes
	
	
	
	

	Observation
	426
	426
	426
	426
	426
	426
	426
	426

	R²
	0.35 
	0.36 
	0.34 
	0.36 
	0.35 
	0.36 
	0.34 
	0.36 


Table14 reports the empirical results of the influence of the degree of state ownership on firm performance when domestic individuals are the controlling shareholders using Tobin’s Q as dependent variable. State^2 and State Legal Person^2 represent the square of percentage shares held by the state and the square of percentage shares held by the state controlled legal person, respectively. The first four columns show the regression results by using Ordinary Least Square (OLS), while the last four columns show the regression results by using the fixed effect model. Dummy Included means that the industry effects have been controlled for. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

From Table 14, we can conclude that the state ownership has no significant influence on improving corporate performance in individual controlled firms. However, there is a positive relationship between the percentage of shares held by state controlled legal persons and firms’ performance in individual controlled firms, especially when the percentage of shareholdings held by the state legal person is less than 31%.
  The empirical results in Table 14 suggest that state legal person shareholders are better able to monitor private controlling shareholders, probably because of their professional background which enhances their power when they need to negotiate with controlling shareholders. However, the government has a lack of inside information of firms’ operation, and consequently cannot play a significant role in restraining insiders’ opportunism. 
5.5. Robustness Check  

In order to check for robustness, I also use the alternative measure of corporate performance, such as return on assets (ROA). Return on assets is calculated by divided after tax profits by the book value of total assets. I only report the main results in Appendix (Table A.10.) for space reason. Most results are consistent with previous findings by using Tobin’s Q to measure corporate performance. However, the statistical significance of the regression results reduces. This suggests evidence that accounting profits is not an accurate measure of firm performance in China. 
In addition, referring to the endogeneity problem between ownership structure and firm performance, several researchers (Sun and Tong, 2003; Wei et al, 2005) have conducted the reverse regression by using state ownership as a dependent variable. None of these found significant influence of firm performance on the level of state ownership. I also conduct the regression to test the causality relation between government ownership and firm performance. I found that performance (either Tobin’s Q or ROA) has no significant influence on the percentage of shares held by the government
.
Recalling from section 2, when the government started the ownership restructuring in the former SOEs, it took account of factors such as size and industry categories, which were more relevant to the political concern. Whereas performance was not a factor that the politician concern. Additionally, as most SOEs were making loss before the reform era, few of them would have been corporatized if the government decided its level of shareholdings based on performance criteria. Therefore, in the Chinese listed firms, the endogeneity problem between state ownership and corporate performance should be less severe.

6. Conclusion
The evidence presented in this study indicates that government ownership has a positive role in protecting minority shareholders. When control rights have been taken into consideration, the result suggest that ownership per se does not affect performance, but control, particularly by local governments or local government controlled legal persons is important. Moreover, the WTO accession is a commitment for the government to relinquish control and in turn to further privatize. However, this may be asking the Chinese authorities to privatize too quickly. This may also create problems in that large families gain control of firms and abuse their power. Therefore, the real protection for minority shareholders is that the state does not want to see its profits and assets diverted to private use. The empirical results provide evidence to support this argument.
The implication of our finding for the ownership structure of Chinese corporation debate is twofold. Firstly, although the stock market is dominated by the state, concentrated state ownership is an immediate step to protect minority shareholders when other institutions have not been established to regulate private activities. Gradual reduction of government intervention in firms’ operation, such as the delegation of control rights from central government to local government or local government controlled legal persons, improves corporate performance, but further reduction of government intervention should be preceded by the establishment of other institutions to regulate insiders’ expropriation. Secondly, the empirical results of this study also raise the question of how institutions are to be developed to accommodate government’s relinquishment of control rights. As the government gradually release its control over listed firms, what institutions have been developed to protect minority shareholders, especially after China joined the WTO? Further investigation is required to answer these questions.  
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Appendix
Table A.1. Ownership Structure of Chinese Listed Firms Cross Industries

	Panel A. Sample Firms (1991-2000)

	Industry
	Obs
	Total Number of Shares outstanding (in million)
	State (%)    
	State Legal Person (%)  
	Standard Legal Person (%)    
	Tradable A (%)
	Insider (%)
	Foreign (%)

	Agriculture
	73
	180
	14.08 
	27.59 
	18.69 
	35.47 
	1.10 
	3.05 

	Conglomerate
	415
	198
	9.85 
	10.58 
	34.38 
	39.46 
	2.73 
	1.65 

	Construction
	57
	283
	23.82 
	34.06 
	7.87 
	30.94 
	2.17 
	0.00 

	Financials
	42
	547
	18.33 
	2.58 
	30.77 
	47.56 
	0.03 
	0.00 

	Information Tech
	304
	167
	10.07 
	19.31 
	27.67 
	35.18 
	1.56 
	4.66 

	Media
	57
	169
	13.07 
	13.48 
	40.46 
	26.50 
	0.04 
	5.36 

	Mining
	28
	501
	15.32 
	36.93 
	13.79 
	30.20 
	0.29 
	3.50 

	Real Estate
	318
	266
	21.35 
	14.36 
	19.10 
	34.54 
	1.72 
	7.49 

	Transportation
	131
	485
	18.13 
	28.54 
	16.44 
	27.89 
	2.32 
	6.03 

	Utilities
	208
	456
	29.78 
	17.61 
	20.33 
	26.48 
	1.46 
	3.16 

	Retail&Wholsale
	435
	159
	28.33 
	9.02 
	21.65 
	35.15 
	1.96 
	1.97 

	Social Service
	142
	293
	13.52 
	28.44 
	19.12 
	26.76 
	1.29 
	9.59 

	Manufacturing*
	2,320
	319
	21.22 
	23.37 
	16.06 
	29.62 
	2.05 
	7.03 

	Electronic Equip
	126
	380
	18.74 
	20.02 
	22.55 
	25.74 
	1.74 
	10.52 

	Food&Beverage
	183
	270
	27.20 
	22.82 
	12.59 
	29.08 
	2.25 
	5.72 

	Machinery&Instrument
	719
	273
	22.71 
	20.89 
	16.35 
	29.19 
	2.08 
	8.30 

	Metal&Nonmetal
	341
	533
	19.02 
	31.09 
	11.32 
	27.85 
	1.80 
	8.39 

	Paper&Printing
	58
	202
	22.69 
	20.63 
	14.92 
	34.37 
	5.71 
	0.71 

	Petroleum, Chemicals&Plastic
	488
	378
	19.62 
	27.83 
	14.37 
	31.29 
	1.76 
	4.56 

	Pharmaceuticals&Biotechnology
	265
	192
	23.54 
	15.35 
	18.82 
	34.68 
	2.28 
	3.89 

	Textile, Apparel&Leather
	166
	185
	18.54 
	15.21 
	26.37 
	28.23 
	1.27 
	9.47 

	Wood&Furniture
	6
	151
	0.00 
	1.60 
	54.70 
	41.14 
	0.50 
	2.36 

	Other Manufactur
	46
	178
	26.89 
	17.27 
	15.57 
	25.40 
	0.95 
	13.08 

	Pooled
	4,608
	288
	20.11 
	19.65 
	19.99 
	31.82 
	1.91 
	5.53 


Panel B. Sample Firms (2001-2006)
	Industry
	Obs
	Total Number of Shares outstanding (in million)
	State (%)    
	State Legal Person (%)  
	Standard Legal Person (%)    
	Tradable A (%)
	Insider (%)
	Foreign (%)

	Agriculture
	190
	284
	9.25 
	24.22 
	15.49 
	39.54 
	0.48 
	1.41 

	Conglomerate
	443
	356
	6.41 
	10.51 
	28.36 
	46.52 
	0.20 
	1.15 

	Construction
	134
	336
	10.69 
	25.69 
	7.64 
	37.88 
	0.40 
	0.00 

	Financials
	57
	12,900
	6.92 
	13.34 
	23.74 
	40.97 
	0.01 
	2.46 

	Information Tech
	467
	480
	4.18 
	17.72 
	24.34 
	39.93 
	0.03 
	2.26 

	Media
	60
	245
	2.90 
	24.47 
	29.23 
	33.60 
	0.00 
	3.08 

	Mining
	101
	5,730
	10.40 
	34.87 
	3.58 
	32.75 
	0.01 
	3.39 

	Real Estate
	340
	405
	12.09 
	13.28 
	18.58 
	41.54 
	0.36 
	4.99 

	Transportation
	314
	1,050
	14.31 
	24.34 
	9.20 
	33.08 
	0.33 
	6.28 

	Utilities
	333
	875
	18.62 
	21.57 
	9.91 
	35.33 
	0.38 
	2.50 

	Retail&Wholsale
	529
	258
	18.17 
	11.36 
	17.74 
	43.34 
	0.31 
	1.35 

	Social Service
	225
	482
	9.46 
	26.86 
	16.19 
	33.40 
	0.09 
	5.58 

	Manufacturing*
	4,294
	402
	10.68 
	21.01 
	15.01 
	37.95 
	0.27 
	4.44 

	Electronic Equip
	248
	439
	9.59 
	15.95 
	17.68 
	36.27 
	0.22 
	5.81 

	Food&Beverage
	338
	382
	15.47 
	16.60 
	16.52 
	37.72 
	0.12 
	4.93 

	Machinery&Instrument
	1,184
	340
	11.00 
	21.01 
	15.36 
	37.56 
	0.13 
	5.15 

	Metal&Nonmetal
	684
	737
	10.86 
	26.48 
	10.32 
	36.17 
	0.44 
	4.92 

	Paper&Printing
	138
	268
	14.13 
	20.23 
	9.76 
	42.75 
	0.68 
	1.93 

	Petroleum, Chemicals&Plastic
	823
	372
	10.02 
	25.13 
	12.34 
	38.99 
	0.24 
	2.92 

	Pharmaceuticals&Biotechnology
	491
	277
	9.83 
	16.00 
	19.08 
	40.74 
	0.24 
	2.39 

	Textile, Apparel&Leather
	337
	301
	8.74 
	14.77 
	21.17 
	37.24 
	0.52 
	7.16 

	Wood&Furniture
	17
	187
	0.00 
	2.83 
	31.66 
	43.48 
	0.01 
	5.88 

	Other Manufactur
	100
	270
	8.39 
	19.70 
	18.52 
	35.13 
	0.40 
	5.32 

	Pooled
	7,553
	605
	10.99 
	19.73 
	16.22 
	38.66 
	0.26 
	3.76 


Table A.1. reports the mean value of ownership structure by industry from pooled sample.  Panel A includes the sample firms from 1991 to 2000, and Panel B includes the sample firms from 2001 to 2006. Tradable A shares, state shares, state legal person shares and standard legal person shares are calculated as percentage of total shares outstanding. Foreign ownership is the percentage of shares held by foreign investors, investors from Hong Kong , Taiwan and Macao. Insider ownership is a sum of employee and managers’ ownership, as a percentage of total shares. 
Manufacturing* indicates the manufacturing industries. The following rows indicate the sub-industries within manufacturing industry. 
Table A.2. Ownership Concentration of Chinese Listed Firms Cross Industries (1991-2006)

	Industry
	Obs
	Largest
	Second Largest
	Third Largest
	Fourth Largest
	Fifth Largest
	Top5
	Top10
	Hindex5
	Hindex10

	Agriculture
	268
	39.98 
	8.78 
	5.01 
	2.27 
	1.49 
	57.86 
	59.76 
	2137.80 
	2142.61 

	Conglomerate
	860
	31.92 
	8.95 
	4.49 
	2.88 
	1.78 
	50.15 
	53.55 
	1431.21 
	1434.48 

	Construction
	190
	49.93 
	7.45 
	2.06 
	1.19 
	0.74 
	61.81 
	62.83 
	2959.98 
	2944.44 

	Financials
	100
	25.57 
	5.96 
	4.11 
	3.45 
	2.32 
	40.82 
	48.12 
	946.74 
	959.46 

	Information Tech
	765
	37.22 
	10.61 
	4.51 
	2.49 
	1.67 
	56.76 
	59.66 
	1899.86 
	1898.55 

	Media
	116
	42.85 
	7.84 
	2.92 
	2.07 
	1.66 
	57.18 
	61.65 
	2261.77 
	2200.24 

	Mining
	131
	53.70 
	8.84 
	3.02 
	2.04 
	1.13 
	68.45 
	70.76 
	3253.01 
	3250.24 

	Real Estate
	651
	39.74 
	7.44 
	3.17 
	1.92 
	1.20 
	53.65 
	55.92 
	2049.16 
	2029.81 

	Transportation
	461
	46.08 
	10.46 
	4.05 
	1.90 
	0.94 
	63.81 
	64.97 
	2695.99 
	2641.96 

	Utilities
	545
	44.62 
	10.09 
	3.84 
	2.15 
	1.25 
	62.32 
	63.59 
	2573.51 
	2563.38 

	Retail&Wholsale
	976
	37.65 
	7.02 
	3.42 
	1.97 
	1.47 
	51.82 
	54.69 
	1837.27 
	1825.33 

	Social Service
	371
	42.02 
	9.78 
	3.58 
	2.50 
	1.84 
	59.86 
	62.49 
	2249.86 
	2273.03 

	Manufacturing*
	6,682
	45.35 
	8.66 
	3.25 
	1.73 
	1.13 
	60.31 
	62.20 
	2562.03 
	2555.93 

	Electronic Equip
	381
	43.36 
	10.12 
	4.17 
	2.19 
	1.41 
	61.41 
	63.62 
	2432.94 
	2417.26 

	Food&Beverage
	529
	47.06 
	8.88 
	3.19 
	1.44 
	0.97 
	62.06 
	63.12 
	2754.49 
	2740.71 

	Machinery&Instru
	1,914
	45.28 
	8.56 
	2.97 
	1.62 
	1.06 
	59.61 
	61.67 
	2531.95 
	2530.60 

	Metal&Nonmetal
	1,036
	49.36 
	8.14 
	2.81 
	1.51 
	0.89 
	63.01 
	64.25 
	2975.39 
	2967.35 

	Paper&Printing
	203
	43.10 
	6.50 
	2.70 
	1.68 
	1.15 
	55.65 
	56.99 
	2289.81 
	2281.17 

	Petroleum, Chemi
	1,314
	46.63 
	7.40 
	2.89 
	1.53 
	1.01 
	59.73 
	61.53 
	2646.21 
	2635.98 

	Pharmaceuticals&
	759
	40.97 
	9.69 
	4.19 
	2.31 
	1.59 
	58.87 
	61.33 
	2214.43 
	2204.87 

	Textile, Apparel
	518
	40.95 
	9.91 
	4.14 
	2.08 
	1.43 
	58.48 
	61.05 
	2124.79 
	2136.19 

	Wood&Furniture
	23
	37.62 
	13.31 
	3.33 
	2.23 
	1.56 
	58.05 
	61.83 
	1676.97 
	1680.80 

	Other Manufactur
	147
	43.14 
	9.49 
	3.73 
	2.20 
	1.36 
	60.02 
	62.76 
	2328.68 
	2344.07 

	Pooled
	12,258
	42.68 
	8.69 
	3.51 
	1.96 
	1.28 
	58.33 
	60.52 
	2334.28 
	2328.39 


Table A.2. reports the mean value of ownership concentration of the pooled sample. Top5 and Top10 means the sum the percentage of a firm’s outstanding shares owned by the top five and top ten shareholders, and Herfindahl index is calculated by summing the squared percentage of shares controlled by each shareholder. 
Manufacturing* indicates the manufacturing industries. The following rows indicate the sub-industries within manufacturing industry. 
Table A.3. The Identity of Largest Shareholders Cross Industries (1997-2006)

	Industry
	Obs
	Central Gov. (%)
	Central Gov. Controlled Legal Person (%)
	Local Gov. (%)
	Local Gov. Controlled Legal Person (%)
	Standard Legal Person
(%)
	Individual (%) 
	Foreign Investor
(%)

	Agriculture
	263
	3.68 
	2.63 
	25.26 
	26.05 
	16.05 
	0.00 
	2.89 

	Conglomerate
	858
	2.53 
	8.40 
	17.87 
	15.60 
	35.33 
	1.60 
	8.80 

	Construction
	191
	0.00 
	17.59 
	20.34 
	21.38 
	13.79 
	0.34 
	9.31 

	Financials
	99
	0.00 
	10.83 
	28.33 
	21.67 
	7.50 
	3.33 
	0.83 

	Information Technology
	771
	5.33 
	14.89 
	6.78 
	16.78 
	28.78 
	0.33 
	10.11 

	Media
	117
	0.00 
	16.00 
	3.00 
	8.00 
	44.00 
	0.00 
	15.00 

	Mining
	129
	9.09 
	0.00 
	14.55 
	35.00 
	5.00 
	0.00 
	1.82 

	Real Estate
	658
	5.33 
	4.17 
	30.17 
	25.33 
	21.00 
	2.33 
	4.17 

	Transportation
	445
	3.06 
	7.90 
	27.74 
	25.81 
	9.35 
	2.58 
	1.77 

	Utilities
	541
	8.71 
	5.48 
	33.06 
	27.74 
	5.81 
	0.16 
	0.00 

	Retail&Wholsale
	964
	2.42 
	4.18 
	42.09 
	20.77 
	14.62 
	0.11 
	5.05 

	Social Service
	367
	1.00 
	10.75 
	16.75 
	36.25 
	22.50 
	0.00 
	0.00 

	Manufacturing*
	6,617
	3.21 
	7.57 
	20.63 
	25.52 
	20.16 
	1.03 
	5.73 

	Electronic Equipment
	374
	3.14 
	4.90 
	20.39 
	25.29 
	20.20 
	0.39 
	9.22 

	Food&Beverage
	521
	2.17 
	3.00 
	29.00 
	24.00 
	22.17 
	4.83 
	2.83 

	Machinery&Instrument
	1,906
	4.54 
	11.56 
	19.31 
	22.66 
	21.61 
	0.14 
	4.54 

	Metal&Nonmetal
	1,025
	2.38 
	6.85 
	20.77 
	30.08 
	18.15 
	1.31 
	4.31 

	Paper&Printing
	196
	2.59 
	5.56 
	27.41 
	27.04 
	9.26 
	1.11 
	2.96 

	Petroleum, Chemicals&Plastic
	1,311
	3.09 
	8.29 
	18.55 
	31.64 
	15.33 
	0.46 
	6.51 

	Pharmaceuticals& Biotechnology
	756
	2.53 
	4.84 
	19.78 
	25.60 
	20.77 
	0.88 
	11.21 

	Textile, Apparel&Leather
	503
	1.06 
	7.73 
	23.79 
	15.15 
	26.67 
	2.27 
	5.91 

	Wood&Furniture
	23
	2.50 
	0.00 
	0.00 
	17.50 
	50.00 
	0.00 
	0.00 

	Other Manufacturing
	146
	7.50 
	5.50 
	28.00 
	16.00 
	27.00 
	0.50 
	0.00 

	Pooled
	12,164
	3.48 
	7.85 
	22.33 
	24.41 
	19.70 
	5.42 
	0.97 


Table A.3. presents the percentage of each category as the largest shareholders cross industries. Central Gov. represents that the largest shareholder is the central government. Central Gov. controlled legal person means the largest shareholder is central government controlled legal person. Local Gov. and Local Gov. controlled legal person show the percentage of the local government and local government controlled legal person as the largest shareholder, respectively. Standard legal person, individual and foreign investor means the largest shareholder is the standard legal person, individual and foreign investors, respectively. Manufacturing* indicates the manufacturing industries. The following rows indicate the sub-industries within manufacturing industry. 

Table A.4. Variable Definitions For Regressions
	Variables
	Symbol
	Definition

	State ownership
	State
	The number of shares held by the state (both central and local governments) divided by the number of total outstanding shares.

	State Legal Person Ownership
	State Legal Person
	The number of shares held by the state controlled institutions divided by the number of total outstanding shares.

	Standard Legal Persons Ownership
	Standard Legal Person
	The number of shares held by domestic institutions that are not owned by the state divided by the number of total outstanding shares.

	Individuals’ Ownership
	Tradable A
	The number of shares held by the tradable A-share investors divided by the number of total outstanding shares.

	Insider Ownership
	Insider
	The number of shares held by employees and managers divided by the number of total outstanding shares.

	Foreign Ownership
	Foreign
	The number of shares held by the foreign investors (include investors come form Hong Kong, Twaiwan and Macao) divided by the number of total outstanding shares.

	Ownership Concentration
	Top5
	Percentage of shares holds by top five shareholders.

	
	Top10
	Percentage of shares holds by top ten shareholders.

	
	Hindex5
	Herfindahl index of ownership concentration. Calculated by summing the squared percentage of shares controlled by top five shareholders.

	
	Hindex10
	Herfindahl index of ownership concentration. Calculated by summing the squared percentage of shares controlled by top ten shareholders.

	
	Balance Ratio
	Percentage of shares held by the largest shareholders/ the sum of the percentage of shares held by the second to fifth largest shareholders. 

	
	Largest
	The percentage of shares held by the largest shareholders.

	
	Second Largest
	The percentage of shares held by the second largest shareholders.

	
	Third Largest
	The percentage of shares held by the third largest shareholders.

	
	Fourth Largest
	The percentage of shares held by the fourth largest shareholders.

	
	Fifth Largest
	The percentage of shares held by the fifth largest shareholders.

	Controlling Shareholders

	Central Controller
	A dummy variable equals 1 if the controlling shareholder is central government or central government controlled legal persons.

	
	Local Controller
	A dummy variable equals 1 if the controlling shareholder is local government or local government controlled legal persons.

	
	Central Gov.
	A dummy variable equals 1 if the controlling shareholder is central government.

	
	Central Gov Controlled Legal Person
	A dummy variable equals 1 if the controlling shareholder is central government controlled legal persons.

	
	Local Gov
	A dummy variable equals 1 if the controlling shareholder is local government,.

	
	Local Gov Controlled Legal Person
	A dummy variable equals 1 if the controlling shareholder is local government controlled legal persons.

	
	Private
	A dummy variable equals 1 if the controlling shareholder is domestic private investors.

	
	Standard Legal Person Controller
	A dummy variable equals 1 if the controlling shareholder is standard legal persons.

	
	Individual Controller
	A dummy variable equals 1 if the controlling shareholder is domestic individuals.

	
	Foreign Controller
	A dummy variable equals 1 if the controlling shareholder is foreign investors.

	Change in Control Shareholders
	Central to Local Controller
	A binary variable equals 1 if the controlling shareholders were central government or central government controlled legal person in year t, but local government or local government controlled legal persons in the following years.

	
	Central to Private Controller
	A binary variable equals 1 if the controlling shareholders were central government or central government controlled legal person in year t, but domestic private shareholders in the following years.

	
	Central to Foreign Controller
	A binary variable equals 1 if the controlling shareholders were central government or central government controlled legal person in year t, but foreign shareholders in the following years.

	
	Local Central Controller
	A binary variable equals 1 if the controlling shareholders were local government or local government controlled legal person in year t, but central government or central government controlled legal persons in the following years.

	
	Local to Private Controller
	A binary variable equals 1 if the controlling shareholders were local government or local government controlled legal person in year t, but foreign shareholders in the following years.

	
	Local to Foreign Controller
	A binary variable equals 1 if the controlling shareholders were local government or local government controlled legal person in year t, but foreign shareholders in the following years.

	Size
	Size
	The natural logarithm of total assets in Ren Ming Bi.

	Instability
	Beta
	Coefficient of estimated from market model in which firm’s average monthly return is regressed on the average monthly rates of return on value weighted market portfolio.

	Leverage
	Leverage
	The book value of total debt divided by the book value of assets.

	Growth Opportunities
	Growth
	The growth rate of firms’ total sales.

	Market Performance
	Tobin’s Q
	(book value of total liabilities+market capitalization)/ book value of total assets

	Accounting Performance
	ROA
	After tax profits dividend by the book value of total assets.


Source: Wind Financial Database and Thomson One Banker Analytic
Table A.5. The Influence of Change in Controlling Shareholders on Firm Performance (2001 -2002)

	Variables
	
	　
	　
	　
	　
	　

	Central to Local Controller
	0.274 
	
	
	
	
	

	
	(1.75)
	
	
	
	
	

	Local to Central Controller
	
	0.274 
	
	
	
	

	
	
	(1.81)
	
	
	
	

	Central to Private Controller
	
	
	-0.248 
	
	
	

	
	
	
	(-1.19)
	
	
	

	Central to Foreign Controller
	
	
	
	-
	
	

	
	
	
	
	-
	
	

	Local to Private Controller
	
	
	
	
	-0.537 
	

	
	
	
	
	
	(-2.21)**
	

	Local to Foreign Controller
	
	
	
	
	
	-

	
	
	
	
	
	
	-

	Size
	-0.938 
	-0.938 
	-0.939 
	-0.937 
	-0.943 
	-0.937 

	
	(-25.29)***
	(-25.29)***
	(-25.26)***
	(-25.23)***
	(-25.37)***
	(-25.23)***

	Leverage
	0.012 
	0.012 
	0.012 
	0.012 
	0.012 
	0.012 

	
	(15.17)***
	(15.18)***
	(15.16)***
	(15.13)***
	(15.07)***
	(15.13)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(-1.96)
	(-1.96)**
	(-1.99)*
	(-1.97)*
	(-1.99)*
	(-1.97)*

	Beta
	-0.999 
	-0.998 
	-0.999 
	-0.998 
	-1.001 
	-0.998 

	
	(-9.64)***
	(-9.62)***
	(-9.63)***
	(-9.61)***
	(-9.66)***
	(-9.61)***

	Intercept
	22.597 
	22.589 
	22.626 
	22.570 
	22.706 
	22.570 

	
	(28.24)***
	(28.24)***
	(28.21)***
	(28.18)***
	(28.33)***
	(28.18)***

	Industry Dummy Included
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Observation
	1,007
	1,007
	1,007
	1,007
	1,007
	1,007

	R²
	0.51
	0.51
	0.51
	0.51
	0.51
	0.51


Table A.5. reports the empirical results of the influence of change in controlling shareholders on firm performance using the value of Tobin’s Q as dependent variable. OLS is employed in the pooled sample. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 
Table A.6.  The Influence of Change in Controlling Shareholders on Firm Performance (2001 -2003)

	Variables
	
	　
	　
	　
	　
	　

	Central to Local Controller
	0.222 
	
	
	
	
	

	
	(1.37)
	
	
	
	
	

	Local to Central Controller
	
	0.088 
	
	
	
	

	
	
	(0.56)
	
	
	
	

	Central to Private Controller
	
	
	-0.219 
	
	
	

	
	
	
	(-1.01)
	
	
	

	Central to Foreign Controller
	
	
	
	-
	
	

	
	
	
	
	-
	
	

	Local to Private Controller
	
	
	
	
	-0.116 
	

	
	
	
	
	
	(-0.72)
	

	Local to Foreign Controller
	
	
	
	
	
	0.06 

	
	
	
	
	
	
	(0.06)

	Size
	-0.548 
	-0.547 
	-0.548 
	-0.547 
	-0.550 
	-0.547 

	
	(-15.31)***
	(-15.28)***
	(-15.31)***
	(-15.28)***
	(-15.26)***
	(-15.27)***

	Leverage
	0.008 
	0.008 
	0.008 
	0.008 
	0.008 
	0.008 

	
	(7.95)***
	(7.93)***
	(7.96)***
	(7.92)***
	(7.91)***
	(7.91)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(0.19)
	(0.18)
	(0.34)
	(0.17)
	(0.17)
	(0.17)

	Beta
	-0.263 
	-0.261 
	-0.263 
	-0.263 
	-0.262 
	-0.263 

	
	(-2.62)**
	(-2.60)***
	(-2.62)**
	(-2.61)**
	(-2.61)**
	(-2.61)**

	Intercept
	13.267 
	13.257 
	13.288 
	13.258 
	13.328 
	13.258 

	
	(17.46)***
	(17.44)***
	(17.47)***
	(17.45)***
	(17.39)***
	(17.44)***

	Industry Dummy Included
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Observation
	1,088
	1,088
	1,088
	1,088
	1,088
	1,088

	R²
	0.26
	0.26
	0.26
	0.26
	0.26
	0.26


Table A.6. reports the empirical results of the influence of change in controlling shareholders on firm performance using the value of Tobin’s Q as dependent variable. OLS is employed in the pooled sample. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

Table A.7.  The Influence of Change in Controlling Shareholders on Firm Performance (2001 -2004)

	Variables
	
	　
	　
	　
	　
	　

	Central to Local Controller
	0.093 
	
	
	
	
	

	
	(0.92)
	
	
	
	
	

	Local to Central Controller
	
	0.008 
	
	
	
	

	
	
	(0.09)
	
	
	
	

	Central to Private Controller
	
	
	-0.088 
	
	
	

	
	
	
	(-0.70)
	
	
	

	Central to Foreign Controller
	
	
	
	-
	
	

	
	
	
	
	-
	
	

	Local to Private Controller
	
	
	
	
	-0.161 
	

	
	
	
	
	
	(-2.06)*
	

	Local to Foreign Controller
	
	
	
	
	
	-0.153 

	
	
	
	
	
	
	(-0.40)

	Size
	-0.324 
	-0.324 
	-0.324 
	-0.324 
	-0.329 
	-0.323 

	
	(-16.48)***
	(-16.45)***
	(-16.47)***
	(-16.46)***
	(-16.61)***
	(-16.40)***

	Leverage
	0.011 
	0.011 
	0.011 
	0.011 
	0.011 
	0.011 

	
	(35.76)***
	(35.75)***
	(35.53)***
	(35.77)***
	(35.76)***
	(35.75)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(-1.27)
	(-1.27)
	(-1.28)
	(-1.27)
	(-1.31)
	(-1.26)

	Beta
	-0.463 
	-0.464 
	-0.463 
	-0.464 
	-0.463 
	-0.464 

	
	(-8.37)***
	(-8.39)***
	(-8.38)***
	(-8.40)***
	(-8.40)***
	(-8.40)***

	Intercept
	8.320 
	8.314 
	8.319 
	8.313 
	8.446 
	8.304 

	
	(19.53)***
	(19.51)***
	(19.53)***
	(19.52)***
	(19.63)***
	(19.46)***

	Industry Dummy Included
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Observation
	1,159
	1,159
	1,159
	1,159
	1,159
	1,159

	R²
	0.63
	0.63
	0.63
	0.62
	0.62
	0.62


Table A.7. reports the empirical results of the influence of change in controlling shareholders on firm performance using the value of Tobin’s Q as dependent variable. OLS is employed in the pooled sample. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

Table A.8.  The Influence of Change in Controlling Shareholders on Firm Performance (2001 -2005)

	Variables
	
	　
	　
	　
	　
	　

	Central to Local Controller
	0.042 
	
	
	
	
	

	
	(0.48)
	
	
	
	
	

	Local to Central Controller
	
	-0.040 
	
	
	
	

	
	
	(-0.52)
	
	
	
	

	Central to Private Controller
	
	
	-0.208 
	
	
	

	
	
	
	(-1.98)*
	
	
	

	Central to Foreign Controller
	
	
	
	-
	
	

	
	
	
	
	-
	
	

	Local to Private Controller
	
	
	
	
	-0.153 
	

	
	
	
	
	
	(-2.35)**
	

	Local to Foreign Controller
	
	
	
	
	
	-0.149 

	
	
	
	
	
	
	(-0.54)

	Size
	-0.270 
	-0.269 
	-0.270 
	-0.269 
	-0.274 
	-0.269 

	
	(-17.18)***
	(-17.16)***
	(-17.23)***
	(-17.18)***
	(-17.37)***
	(-17.11)***

	Leverage
	0.012 
	0.012 
	0.012 
	0.012 
	0.012 
	0.012 

	
	(107.22)***
	(107.21)***
	(107.36)***
	(107.25)***
	(107.4)***
	(107.22)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(-0.62)
	(-0.63)
	(-0.63)
	(-0.63)
	(-0.67)
	(-0.63)

	Beta
	-0.381 
	-0.382 
	-0.380 
	-0.382 
	-0.382 
	-0.382 

	
	(-8.38)***
	(-8.40)***
	(-8.35)
	(-8.39)***
	(-8.42)***
	(-8.39)***

	Intercept
	6.880 
	6.877 
	6.892 
	6.879 
	6.987 
	6.867 

	
	(19.62)***
	(19.61)***
	(19.68)***
	(19.62)***
	(19.80)***
	(19.55)***

	Industry Dummy Included
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Observation
	1,225
	1,225
	1,225
	1,225
	1,225
	1,225

	R²
	0.92
	0.92
	0.92
	0.92
	0.92
	0.92


Table A.8. reports the empirical results of the influence of change in controlling shareholders on firm performance using the value of Tobin’s Q as dependent variable. OLS is employed in the pooled sample. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

Table A.9.  The Influence of Change in Controlling Shareholders on Firm Performance (2001 -2006)

	Variables
	
	　
	　
	　
	　
	　

	Central to Local Controller
	-0.166 
	
	
	
	
	

	
	(-0.85)
	
	
	
	
	

	Local to Central Controller
	
	-0.318 
	
	
	
	

	
	
	(-1.88)
	
	
	
	

	Central to Private Controller
	
	
	-0.417 
	
	
	

	
	
	
	(-1.83)
	
	
	

	Central to Foreign Controller
	
	
	
	-
	
	

	
	
	
	
	-
	
	

	Local to Private Controller
	
	
	
	
	-0.204 
	

	
	
	
	
	
	(-1.43)
	

	Local to Foreign Controller
	
	
	
	
	
	-0.238 

	
	
	
	
	
	
	(-0.58)

	Size
	-0.314 
	-0.312 
	-0.315 
	-0.314 
	-0.316 
	-0.313 

	
	(-9.90)***
	(-9.86)***
	(-9.95)***
	(-9.90)***
	(-9.96)***
	(-9.88)***

	Leverage
	0.004 
	0.004 
	0.004 
	0.004 
	0.004 
	0.004 

	
	(4.81)***
	(4.85)***
	(4.86)***
	(4.85)***
	(4.85)***
	(4.85)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(-0.26)
	(-0.27)
	(-0.27)
	(-0.26)
	(-0.27)
	(-0.26)

	Beta
	0.502 
	0.494 
	0.498 
	0.501 
	0.504 
	0.499 

	
	(4.43)***
	(4.35)***
	(4.39)***
	(4.42)***
	(4.44)***
	(4.39)***

	Intercept
	7.891 
	7.867 
	7.926 
	7.883 
	7.950 
	7.878 

	
	(11.75)***
	(11.74)***
	(11.82)***
	(11.74)***
	(11.82)***
	(11.73)***

	Industry Dummy Included
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Observation
	766
	766
	766
	766
	766
	766

	R²
	0.20 
	0.21 
	0.20 
	0.20 
	0.20 
	0.20 


Table A.9. reports the empirical results of the influence of change in controlling shareholders on firm performance using the value of Tobin’s Q as dependent variable. OLS is employed in the pooled sample. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 

Table A. 10. The Influence of State Controller on Firm Performance (ROA)
	　
	Fixed Effect Model

	Central Controller
	-0.064 
	
	
	
	
	
	

	
	(-0.57)
	
	
	
	
	
	

	Local Controller
	
	0.963 
	
	
	
	
	

	
	
	(1.86)
	
	
	
	
	

	Central Gov 
	
	
	1.683 
	
	
	
	1.599 

	
	
	
	(1.14)
	
	
	
	(1.06)

	Central Gov Controlled Legal Person
	
	
	
	-1.929 
	
	
	-1.431 

	
	
	
	
	(-2.06)*
	
	
	(-1.44)

	Local Gov
	
	
	
	
	1.167 
	
	1.286 

	
	
	
	
	
	(2.00)*
	
	(1.97)*

	Local Gov. Controlled Legal Person
	
	
	
	
	
	0.046 
	0.404 

	
	
	
	
	
	
	(0.08)
	(0.64)

	Size
	-0.289 
	-0.037 
	-0.067 
	-0.014 
	-0.030 
	-0.073 
	0.025 

	
	(-1.15)
	(-0.13)
	(-0.23)
	(-0.05)
	(-0.10)
	(-0.25)
	(0.09)

	Leverage
	-0.048 
	-0.044 
	-0.044 
	-0.044 
	-0.044 
	-0.044 
	-0.044 

	
	(-25.84)***
	(-21.97)***
	(-22.06)***
	(-22.00)***
	(-21.95)***
	(-22.06)***
	(-21.89)***

	Growth
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 
	0.000 

	
	(1.41)
	(1.39)
	(1.37)
	(1.42)
	(1.37)
	(1.37)
	(1.42)

	Beta
	-1.273 
	-1.138 
	-1.130 
	-1.125 
	-1.131 
	-1.133 
	-1.126 

	
	(-4.28)***
	(-3.59)***
	(-3.56)***
	(-3.54)***
	(-3.56)***
	(-3.57)***
	(-3.55)***

	Intercept
	11.593 
	5.243 
	6.345 
	5.480 
	5.304 
	6.541 
	4.063 

	
	(2.18)*
	(0.84)
	(1.02)
	(0.88)
	(0.85)
	(1.05)
	(0.65)

	Observation
	8,065
	8,065
	8,065
	8,065
	8,065
	8,065
	8,065

	R²
	0.14 
	0.15 
	0.15 
	0.15 
	0.15 
	0.15 
	0.15 


Table A.10. reports the empirical results of the influence of state controller on firm performance using ROA as dependent Variable. Central Controller is a dummy variable equals 1 if the largest shareholders are central government or central government controlled legal person, 0 otherwise. Local Controller is a dummy variable equals 1 if the largest shareholders are local government or local government controlled legal person, 0 otherwise. Central Gov, Central Gov Controlled Legal Person, Local Gov, and Local Gov. Controlled Legal Person are dummy variables equal 1 if the largest shareholders are central government, central government controlled legal persons, local government, and local government controlled legal persons, respectively. Fixed effects model is employed. Numbers in the parentheses are t-statistics. * Significant at 10% level of confidence, two-tailed. ** Significant at 5% level of confidence, two-tailed. *** Significant at 1% level of confidence, two-tailed. 
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� According to the official definition, legal person shareholders are defined as the domestic institutions that are controlled by the government and the institutions that are controlled by non-state entities. The aforementioned studies in Chinese ownership structure did not differentiate the domestic institutions which are controlled by the government from those are controlled by the non-state entities. This means that a fraction of shares owned by the government was not counted into government ownership. 


� Figure1 is constructed based on the Green (2004) description.





� The new tax contract system (caizheng baoganzhi in Chinese) is to allow the local authorities to retain profits in excess of a pre-determined fix amount payable to the central government (Green, 2004).


� The original article see � HYPERLINK "http://www.nanfangdaily.com.cn/southnews/sjjj/sjgs/200704130533.asp" ��http://www.nanfangdaily.com.cn/southnews/sjjj/sjgs/200704130533.asp� “Danone’s China Deal Goes Sour: French Food Firm Accuses A Leading Businessman Of Undermining Venture,” - Wall Street Journal.


� The sum of average percentage of shares held by each type of shareholders is very close to 100% in all years. However, they are not exactly 100% because there some sub-categories are not included such as preferred shares.


� This industry category is provided by Wind Information Corporation. 


� All this data is provided by the Wind Financial Database. 


� The threshold level is calculated by differentiating the regression equation with respect to percentage of shares held by state and state controlled legal persons, respectively. Then we get 0.0003*2*State-0.016=0 and 0.0003*2* State Legal Person-0.014=0, subsequently we can find the level of percentage held by the state and state controlled legal persons are 26% to 23%, respectively. 


� We also investigate the change in controlling shareholders from 1997 to 2000 as our information on controlling shareholders only starts from year 1997. We find that there was no transference of control rights from state to private shareholders before 2000. Transference of control rights from state to private shareholders in 2000 would be a preparation for accessing WTO. 


� We also conduct a set of regression which takes account of the size change in largest shareholders’ shareholdings. In other words, we defined a set of dummy variables to capture that the change in percentage of shareholdings held by the largest shareholders exceeds the mean change in that year when there is also a change in controlling shareholders. The sign of most coefficients on the independent variables remains, but the statistic significance reduces. 


� 31% of shareholding is calculated by differentiation the regression equation with respect to percentage of shares held by the state legal person, getting 0.062-0.001*2*State Legal Person=0, then we can find that the level of percentage held by the state legal person equals 31%.


� Due to space reason, the results of causality test have not been reported in this essay. 
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