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In October 2006, President Hu Jintao delivered an important speech stating that the 

People’s Republic of China (China) must focus on building a harmonious society (jianshe 

hexieshehui) by 2020. It is clear from President Hu’s speech that the concept encompasses 

the principles of democracy, rule of law, fairness and justice, honesty and friendliness. It has 

been argued that the building of a harmonious society is an attempt to deal with market 

failure and promote equity and fairness to reduce social conflicts. If so, it is proposed here 

that corporate governance has an even more important role to play in contemporary China. 

Surely, any building of a harmonious society to counter market failure must include 

provisions for shareholder protection.  

With this in mind, this paper presents preliminary results of case study research on 

ownership structures of China’s domestic small and medium sized enterprises (CSMEs) 

publicly quoted on the ChiNext board (chuangyeban). ChiNext is a capital market of the 

Shenzhen Stock Exchange established in 2009 by the Chinese Government to provide 

funding for independent, innovative and high growth venture enterprises. It is clear that 

China’s corporate law and, in particular, corporate governance in its capital markets is 

tailored to cater for control, monitoring and protection of the state’s interests in state-owned 

enterprises (SOEs). But ChiNext is dominated by CSMEs that are and were prior to IPO 

privately owned and privately run. Consequently, there arises a disjunct where current 

corporate governance is not adequately equipped to deal with potential market failure in 

relation to information flows or equity (fairness) issues. This paper suggests that capital 

markets like ChiNext that have private CSMEs in the majority have some different corporate 

governance requirements to those like the Shanghai Stock Exchange where SOEs are 

predominant. 

This paper is divided into three parts and a legal perspective on the empirical evidence 

employed. Hence, each part is presented with main reference to China’s current Company 

Law and Securities Law. Part one presents predominant trend the concentrated private 

ownership and its varying characteristics emerging on ChiNext. Reference is made to the 

theory of separation of ownership and control. Part two examines, with examples, the 

corporate governance implications of varying characteristics of concentrated ownership. This 



involves an exploration of potential agency problems between different types of 

shareholders. Particular attention is paid to the rise of listed family-owned enterprises 

(jiazuhua). The final part of this paper concludes with an exploration of the main limits in 

ChiNext’s present regulatory system and legislation. Corporate governance failings of 

CSMEs on ChiNext, and the market itself have graver implications than in SOEs or SOE 

dominated capital markets. A loss of public confidence in CSMEs potentially results in less 

equity financing being available on ChiNext and jeopardise the use of CSMEs to refocus on 

domestic demand currently needed to drive China’s economy. It also potentially puts in 

jeopardy China’s objective to achieve both a balanced and sustainable growth pattern 

through scientific development (kexuefazhan guan) in ultimate pursuit of a harmonious 

society. 


