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MARAERFENEZERE - BREEASETURNTHIENTN > TLIEAE
—ERE LME I -RMATERMER - AT - ERERBEETERMSE
BEM: FRABRIEE (empirical) IEFERI LT - AXHWIERY - ENE—
KEFNRALER > E—PEENERANE - KRARNFTARG A TR -
e ST Z AR FHETEER > RNEZONR— BRI K" XA TR
W > RS IE B AR RN TR - 7 E A R U A SO T A A
FRHETEBRNZE R -

— ~ X[

REFRMAFREM AL VS ZN > ITERTE THRBZHRE - K
RARA B E BB EA LN E R > FARRARER BN ZIE A
THRE > ANTAEBTRRAR “BARMEIE A Z 8 FI 25 28 5% — 1t 38 (7] 5 1Y
fi# 2k (Jensen M Meckling, 1976) ° KARZR FIRE A 38 24 49 80 Rh X 22 38 A M
EH > EEESRENEZF (proxy fight) FIEE (take over) FHEM]
(Shleifer # Vishny, 1997) ° XEERFFIEAVEIMALR (incentive effect) ° %
Mo RERHIE RSN HFREAR - EAKBRRELASNAE  HA S
MBEA—ES LA EMBTRAN - ATHEE AR - XFEFFIEM
B DALRL (entrenchment effect) ° Morck % A (1988) RMAZEAZRS 4
Wl Sz EFEE N EARE - T — M EBREYZEASFRILAES
B W R ATV ST T 5 BEE AR LBl — 1R 5 RN NEBAR AR
HEBARGEZRRFE S BT RR R E > B TR R 5L R » 4
WA ST ERBREARSE—ERER » ABATRFCARANBE » @K
Rz B B AR » Al St EF o Seulz (1988) FA—/MEE % [E T A8
AR RY AT BT LRI AN BRI > TE 2B ARNS i (& 2 A
A PTMIXER - X— KRB TELRIFENZIE (McConnell 1 Servaes,
1990) ° Claessens ¥ A (2002) BRAARLANVHHELRE » SV INEES—
RBEFRIEHFT AR (cash-low ownership) BIREWHENN » 5 1F B985 5k B
M—2 5 FEEE— RAEARAVIEHI (control rights) B ENERAAENNES
TR > SRETEF TN AR —B o E AP0k A9 AL 2 7E 1 3R A AR A0 R [A]
XiE - AREEENESSHEC LIV EHENES -

ENEHEXNKBERAAERABATR > BRSATREMA b5 S HE
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W 1999 5 R/ - BEBER - 2001) > ERA TN KBETENS
ATNARE - X R ITRRNTR - WA CRE 2 28 KK
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B oo BATAN > AR A XM AR D2 E THEZ A FTIE “ RS 4" 892 =/lE
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EXEI - B TE - RBERFR L GER THETZERAKT » X
EXE I AREAMEBEBAERTARLEHNEFTNER  BRRAZET
ATEHI - B X—RKERERE —MRENXE > ArREERER
BB EA SRS B R AR R EFEEE - HEFEIAAZ
HAERERRRFRLGMES > ATESEETFH/DNTEG A » SR
EARAEEE > FTA AT B S R K R A > Bl E (Morck
A > 19885 La Porta ¥ A 5 2002) - EHEHFHARENELT » AFAE
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R SRR AERLAIAE S TEEREADRENLGE /D » ATEeL L EN
B2FHME BN SEEPMBRNEN > BTHRIERTRIE  BETHS
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CHEARED S

(—) BENITLSH

AR RBEARETE 508 NP ELTAR 1998-2001 F 4 FiEt 2032
MREAMEE - BANT A 1997 FURIEFELTRIFE LT ARAR B
NTHRMEN > £RMA T EHERRTES - HANEER A UWEEIE - B’
PR URATREEENMANELBEYREERIEFRFERS - FEIE
WAMuEMAER TE] #E4H1T (TE] Dara Bank) ; FTAmMZEEH A
CSMAR2003 X5 #EEEWHES (CSMAR2003 Trading Database Inquiry
System) 3K{% - AL AT UAESRTH MR 1 FR o K9 Panel AR
REAATT LA EEPEIESS 2001 FEM AT 4 IR ER 28 > Bl
HIE R A N T 2R ALN FAY 50% LA b > FRATSUE il 3 e A9 A 4L B 9%
Tl KEHIT T H— A8 o MPanel BRHEANFAMIERTH ST HEKE -
BATHREAR A RERY - LB MIEHRI S BT B A% o
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Panel A = 47
R Ho- g il 8 1.575
R B 2 0.394
il & 255 50.172
B C, 15 2.954
e - Rk - E o} 18 3.545
At~ KA C, 1 0.197
&L~ B C, 4 0.738
G~ (e B - B C, 54 10.241
BT C, 16 3.151
£E - k=B C, 43 8.468
bR - & U C, 78 15.362
25 - il & C, 24 4.727
HA & 4 0.788
B RS EKBYE PR R D 20 3.939
#EHl E 5 0.985
ZEEBEH - Al F 13 2.560
fFEHEAN G 26 5.121
MEMEER H 64 12.604
B b=l ] 28 5.514
#eksal K 18 3.545
S k= L 7 1.378
GEE M 62 12.211
Panel B: G FF
(gl 223 43.919
i 285 56.081
&t 508 100

(Z) F—RRRHNBERDH

KEEWMARME—KBERRZ WERBR - X2F N » ZRELHAR

R AR & > B RIRAREEEBAI RIS E
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24054 i 72 il A R 91

o — AN BRERSE : S 51% U EANERBBFEARE » R&4
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(Leech Al Leahy, 1991) ° F 2 Al TH—KERARFRLOISHIHFI - A&
2ALAEY > BABAAANE - REFRHERSTXEEETE > HiF91%
H AR LG IE 20% - & F FTI8 AYIE IS RO HL AL 5 3F 329 HAF A% HL Gl
50% > ZhFHAXTE ALY AL -

*2 B RBEFROEREHT T

E—-REER EFREL BE&E ARl Hiudal L3R4l

WP REIX ] pzcm % WMEMH % WEHE % WEE %
(%)

0-20 62 6.46 30 6.44 89  14.71 182 8.96
20-30 146 15.21 84 18.03 224 37.02 454 22.34
30-40 181  18.85 95  20.39 109 18.02 385  18.95
40-50 200  20.83 70 15.02 72 11.90 342 16.83
50—60 184 19.17 84  18.03 62 10.25 330 16.24
60-70 127 13.23 69  14.81 36 5.95 232 11.42
70-100 60 6.25 34 7.30 13 2.15 107 5.27
i 960 100.00 466 100.00 605 100.00 2032 100.00

EREel - EAEAE AU Al 3 S — RERARER IE R
Rz - EEEARMEMAE - FARMEEMNFEZLE R 1998-2001 -

NT EERE — KRR F LR KT A R E S
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E#FERRNEI 55— KRN ERENRRZR 8 40 AU R L
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30% BIXE > XL ESREX —HKBAEUREER EHHBETRMA—E -

o~ ZRoH

(=) BE-RBRROABERS k5
1~ BRENH

ATRI BRI 1RHE M BIX EBALMERE > ROTESE — RKBERE
FERR LLGISI A BT 7 DX T 58— K AR 09 BT A AL 61l 5 ol ol Sad 52
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PR THE R RS — RBRARTAE R R AR B R kA E R AL -
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return > BN EEE ROA ~ FEWEEZ W R Core ROA ME R =YL E
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Bl 55 = IEE 3 Core ROA MEFE = 5 B ROE = MERNIERA TS
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o> AMXERNEMT LRI EFSCERETE A » EE N Y/IEFEHEATS
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BA > BATHRBERAEKEN ERRE - B8 > Tobiny Q HMA/NZFAFH
B LG ET R K ENENEE  MARAZMTHHWEE Stock return ]
[l () Oy o [ BT Rl OR AR AY 3E 3B AR LU R AR T I S RO BUR MEXE LAE o A
AISEENRLYEE - N T =427 ER - AREETEA ST
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BT HAKEE - 3£F1E F X LB AR a5 47 AR 30 A U206 4% S0 W] S0
REE RTEAXFERANENTENEEREN  FAMFEA) - BAE4F
MERNE 3 -

HE 3 TLUEL > EANMRIE 1 BTN AR S5~ RBRFERLES
el Sz BREFES ‘M7 B “XEN” > REe iyl s eie
20-40% A K 50-70% BI X [l AT A S THR(E - BE > W FARBRZAH
GREREMA TN ER = R SR X MBI X BN REEE - 2
BT L% # [X ] 24 B2 BE A 2 McConnell #1 Servaes (1990) Fr&x Mg “u” & -
AR Morck A (1988) LI R Myeong-Hyeon Cho (1998) BT RILAT “N”
B mE—N"M"E > BHEKEETARBRNEHMEIFREN > Xx—
KIS Morck % A (1988) LK Mycong-Hyeon Cho (1998) HIZL 45 R 3
AFE - EWMATERATARAR - RE EHATAE—KERFR LGOS X
B JE % BRIz - BT 50% RYIE 31.63% - HRIT 60% AYIA 15.64% - #BiT 70% HY
15 4.77% o WATEXNRIE 1 o GSLERT  RRMBRRSGHIRLE R
RIBAIER R > FFERRNEMARERA > R EEREARE; ME—
RIERIERIFFR L BIR S S BRRL - XFRFE “M” B X 53U
B = 75h > RIWRE—EEH : BARAE VAT EEE - ABRFNEFREK
EZEA EEEMNRE - HRIEREZANESEL FRLE - £35EH
EMARAE-RERNERERAR - ol G B R - £— Ak
AANEERBERFANADFEESMNC LG ENERORFES - X HRIE2
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RO RSL IR B THESE » FEME S C o > FATEH R 3 RIS — KRR AT FFK
FEM SRR M BRAAEREST TERMER -

2 ~ BIRZ AT

RT BN ERS Sl S 8 M B X (8808 897 78 BUR >
DIREENESVEEE xR EEE - UBIERMNYERE 1 MKk 2 >
FA1H5 B8 Morck et /. (1988) and Cho (1998) MZELA BN HE » HEE
YRMKE N ARAE—KBAFANEESS MR T T2 ERERER -

Performance;, = Bo + BiLhold1;, + B, Lhold2 ;, + BsLhold3,, + BsLhold4,, + BsState;
+ BeLnsize;, + B; Leverage,, + FixedEffect, +€;

2>
Performance RN N ERIREE » AXHAA Tobins Q ~ Stock
return > ROA » Core ROA Fl ROE AT T 4T o
Lhold BN EVE—KBEFRFFRLAG - 7T RRFERRBRAX [EE—K
BREFBRKFSIGNRE > XEEMAEANT 4 MFE > Hd -
Lhold]l = F— RBEHRAIFR LGRS —KBEROFFRLE <0.32 >
=0.32 MRE—KBERGFRLLH >0.32 -
Lhold2 = 0 RSB —RBEFEBFRRLH] <0.32 >
= E—RBEROFRLLG —0.32 R 032 < F—KBEBRR
B <0.50 -
=0.18 MERFE—KEFRIFRLAG 20.50 -
Lhold3 = 0 TR E— KRR H <0.50 »
=B —RBEROFFRLE —-0.50 203K 0.50 < F—REARIFR
A <0.75 >
=0.25 MEFE—RKBEARBFREPF 20.50 -
Lhold4 = 0 IRE —RBFRIFR LS <0.75 >
=B —REHROFRLF —0.75 INEE—RBR IR 5]
>0.75 °
HAF 032> 050075 AIMEM=THAE BRI FHEREE—K
AR 7R 1 AR K AR AL BUS = AR AE I BT R A9 R AR KT « =M R BRI TR E
Cho (1998) {FAAYHELIE R (grid search technique) BEAY - X LHE
FiRE - ERUBIERNEEREZXRBIFEENRERL - 84 =17
AESHNE 3 UEWSE C FEFRIEENERHAR -
State NEBRRAEFRNTZE > MEF—RKBERNERBESR - BUEN
1 &N > BUERNO o Lusize » Leverage M FixedEffects AEBIREHIAZE - B
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B Lasize NaFERBREFZIINEE > Leverage NATRI KPR HREEREHE
FERIELER o FixedEffects REEHIFEMITIZ M MEE £ -

WRAERS T AR - WS REEZMZE - MHGRPE—
KEEFRWFEE LB Lboldl > Lhold2 > Lhold3 > Lholdd W REFS 4 AR
E-f-~IFE-HRHFBEEF > MERARZIH M7 BEEA - 40 R R BRZAL
HERHMEE Stare WRBATFBEEE > MFEAMIZ 2 ML - X4 BEHSD
TR R -

&4 FB-RBRFENFRLEOS AR EHS R
Performance, = B + B, Lhold1 + B,Lhold2 + B,Lhold3, + B,Lhold4 + B State,
+ BiLnsales, + B Leverage, + B Lnsize, + FixedEffects, + €,

T8 T Tobink Q Stock return  ROA Core ROA ROE
s
Intercept 10.427 0.042 0.053 0.116 0.021
(24.81)*** (1.68)* (2.85)*** (7.38)*** (1.78)*
Lholdl + 0.003 0.0002 0.0008 0.0008 0.001
(1.64)* (1.49) (2.99)** (3.80)*= (2.01)**
Lhold2 - ~0.004 —~0.00006 -0.00003 -0.0001 -~0.0001
(=0.67) (—1.83)* (~1.33) (~1.48) (~1.86)*
Lhold3 + 0.0001 0.00005 0.0002 0.00001 0.00006
(0.12) (0.15) (1.68)* (0.15) (0.15)
Lhold4 - -0.005 -0.004 -0.003 -0.003 -0.003
-1.71)*  (~1.82)* (-1.12) (-1.62)*  (-1.62)*
State - ~0.449 -0.004 ~0.010 -0.006 ~0.014
(~7.83)***  (-1.91)* (=4.10)***  (=2.76)*** (=2.29)**
Lusales + -0.025 0.013 0.014 0.041 0.034
(=0.68) (5.20)*** (8.82)*** (26.02)*** (8.67)***
Leverage  — 0.003 0.0008 -0.001 -0.00002 0.0009
(0.55) (2.20)** (-=5.45)***  (-0.11) (1.80)*
Lansize - -0.601 —0.019 -0.016 ~0.040 -0.030
(~11.75)**  (~5.24)** (~7.23)***  (~17.95)*** (~5.62)***
Adj R-Sq 0.221 0.022 0.18 0.356 0.105
F 59.50 4.75 31.02 98.88 21.45
(Pr>F) (<.0001) (<.0001) (<.0001) (<.0001) (<.0001)
N 1672 1672 1672 1672 1672

Tobins Q: WEIRFHMHNESHERR A2 LE - AR FFHTHNE - BIA
RERMTIHNESFRERMAGNKAENEZMRT  LAXRFHEERSE - &
TIAEKE N ERE -
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k4 = _
Stock return * GUBBRREMNETHILEZE - 8 (P, ~-P,+ DIV)/P, - HAHEEHRFs
HATTIRE -
ROA : AR BB AL MR EHESEAR~Z b3 - B (EBIT-Tax)/TA °
Core ROA: ARAIEF BN FWHEERFEFZHE -
ROE: AAIGHEEEERFZHE -
Lholdl = E—REFR AL FIINEE — KRG FER LG <0.32 >
=0.32 MBHE—KEEMFFRLLE >0.32 -
Lhold? = 0 N RE—RKBEHRGFFRIH <032 -
=B AR AR L —0.32 IR 0.32 < F— KRG FR LG <0.50 -
=0.18 MBE—KERFNFEALLLH 20.50 -
Lhold3 =0 IR E—KBRARBFER L <0.50 -
= B —REEHR AP —0.50 ME 0.50 < F—KBRAFFRLMH <0.75 >
= 0.25 MEE —RBEFRMFRLH >0.50 -
Lholdd = 0 IR E—RBEARMFFRLH <0.75 -
= B —REHRBIFAELLG —0.75 WRE—RERWFEAELLG 20.75 -
State: WA E - MBEE—KERNEREBRSE - BER1; EM - BEHRO -
Lusales : NN EREHERANHEEFHIIEE -
Leverage - AFKPMNRESERLEFFWNLE -
Lusize - /L\\EIEXE\'{I'FB‘JN?&‘UE o
EHEEATISEAEEMNTTEC G5 EERE G - BEANEENFEELNE A
1998-2001 ° FESHAEIN > == > == F * FHRFRTE 1% > 5% T 10% AIKF
rRE-

BE 4 LB - X THARMILSEEENEBEREZENE R
EEHTATNAK MESHHUREBEEZWZSE » Lholdl » Lhold2 -
Lhold3 » Lholdd WMEHHFSSHBAAR» A3 AE - - E- - FEH
Lholdl 5 Lholds WBEFSEAR L TE > M Lhold2 » Lhold3 BIREBFFSHN
AV ETELE » FRRAER S 2 8 M A I (8] 808 A X &
s MEEAST EMEENE - RBRBEREROMTEE Swre B RBHNRFF
BA#EE » THMIK 2 M > BXRBNAEFRSMRERAMEEAEL
W5k o Bob s SEHHE MR FWEILIT Leverage 5 ROA IR K R
TSRS TBANLEERE—Z (Sun Tong, 2003) o

HAVHE—H L BREARE T I BAX B Lhold < 0.32 5 0.32 < Lhold <
0.50 5 0.50 < Lhold < 0.75 5 Lhold > 0.75 73/ 4 TFHEABHTEA » FHi¥E £
TRIER G 4 NEANEEE SN~ Lhold » KRB ®RIE 1 FEKRix21
famt s RUMBEHERSE 3 ME 40— Lhold T 4 M TRHEPRIRYE
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FHIAIE - - IE - FOFEEARRE ; G RAER AL & Srare (9 R
4 MREAXEFEFMAFIF EEFLE -

(D) EEE-RBRRAENKFENERECFTRANZESH
EEERE
1 "M BEXEREELEKGHSLAXKGEULEERKEEHE

XREEEA W SEEE — KRR A PUK PRI RN E R0 B -
AT “M” B (0,20) A (70, 100) FhEDNESEAKE (40, 50)
FENRILHXE > FEABERSVEXE > LB TRISGXKES 55X
MAFREIVIVHRESHRENE - FRRNES -

B S AUES  EFHEMPUEERMLLE L >  REF Wilcoxon
PRI AY G REAR—F  7E Panel A > W T EERHEAMEERG > BT
Tobin’s Q > Stock return WEFAEEZ 4 HEVFEENEFHEE - X
T Panel B B E KA 7 Panel D WEAMRAF » BT ETHIN ES k15
¥R Tobin’s Q > Stock returnWERAREEZ I > EEH W RERERZ R
ROE EWIZERMAEE o MAE Panel C F » N TEHFEABRATRY - A
WHBEEN PN XHENERERNEE - XEH - FH—KERTERUKCER
A B ER S SE BEMRN o X — 4 R0 5 RITERTE 247 BT
&R Tobins Q »  Stock return M ROE ¥ B B fERI S IE M —3L -

2 - BEXRRAGSFERRAAGLIGEZHNEEHE

BRKMNEEEET LI WHEE - KBREFTEREREMFRRNES
MEEE - HE—RKBRAAEEROAR » RIS AREROAFE “M”
B X AL SRLEE EREAT T LR » BATRI » ARV HEXE - FRFIAERIE
R A FAHIREZREAREE  EEIHEXE - EREA A SR EH#
BTEFEAMLAIUREMBE AR ; MEEFEABRATAMEMAAATZ
Bl - BR T Tobin’s Q EEXME (20, 30) BLE (60,70) EEREE > LK Core
ROAFEIXIE (50, 60) EEREEZ A » X P I AT AY A T E A& XA A
USHERHRGE (HRFERMRB) 0T FE - ROGEEEARATS
HRAR#T TEH  —RIEAEERBRLTSERBL AL ESHIT
THE- BEG6 -

RKOET > fEPancl AT > WM FEIEALTRY - BT HREMETHIK
#23E Stock return 29 > HRV SR EZEFSHEE > BEERATANIHEE
WART FERKRAIAF o FEPanel B » W F M GFXKBAIREA LA FIRKE - B
T Tobin’s QZO5 HAERFMIFEFHALEE - FEFBRLAAEEH
Tobins Q EHABER T HEMNE S AR B LG o Panel C RWE T &l 55 X35,
AR AEBEREALAFARN LS ER - SPanc AR > & LFHER
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MESHEE > BRRAFNLSEZMET FERBLFAALS - R6TH
B RBARBTANERY Sl 5F RE 70 -

(Z)ATARERBTERE - KREFAERKFERMERE LRI
NWERNEESHERE

RAEERTAY L% XK (Core J. E. ez al, 1999; Volpin P. F., 2002) HEE
FEETATHFAENHETSR  RNA—HRELEREELFREMN -
Gl RTEEEZEL2MUFILNEEN L  HNFERATEFLAE
(Bosize) ~ MESHE (Supvsize) - SMNERE = b (Odirectp) ~ CAN =
Bl (Osupvp) ~ BEEKEERZLEWIRE— (CEOdual) FHNIEW « BIMNH
BIERTHESIFTERRIL - BRESSHNERKE S SBEERK% > B
X CEO W REHEER (Jensen, 1993; Yermack, 1996) 5 B/N41EREL il F5
RS VHEBRIEL BRI ESHESHAINS - 2FEE2ME
ELFARLZMMI MM EN S (Pleffer, 1981) ; EEKSELEW
& — (CEOdual) TS W ISR » ARA—EZHHFRIANNIMERE —
SHERBFROLIER B (Yermack, 1996) ° HHR - SIIEERIx LLLHEE
B540 VIS RFZRBAMN > WEFEE—LMEXT FAEBFIER -

NTEEEZLMNEZESHEMER - RINERATEFKEREAF NI
S TH (Bere) ~ CEO RBELAAFAM LY (CEOr) MAMEEL X
EEKFFR (Bp) -~ CEO R (CEOp) MAMBEINEE - BERXMNERE
AR E RN TEERE FiTAREL A E Aokl mp B R
AER AR - ERXEEHAERZEm - R TFERAEMASRE L
A& EBLFRATIUES 4ol ol S5 2 ax 10 NS = AT 38 R EL -

RTMESLEHEENRESE » 2Lt REFERESEXN
Wk m > RIERTEEZEKERLE (Bernov) M CEO BEERE
(CEOtnoy) INMAZAE - RATHHAXMANERELHM A ZE AV 589 B
o BEAEHEEABEARNAM A REZNAEEN - E2SBHFEEEN
TERT 2 BMRBTERE (bigbath) B RTERELBENEMAER
FREXRNMNEERTATRRBAERRBERS (Afiran) MARREEERIE
B (Assetrec) MATLERE - X WM ERS SIS RXRZBRATRF H BT
8 FRNEMS R mAYEBENTFE (EEENELLITEHRRS A -

1 RULEXENGLEXKENAREATRERELTS FERNEE
i

XREERE—RBERWETAERKTEXNATRIE S (effectiveness) HIF
W o BATE BEHAL RN NRLSFREARMEVHRFELF - FREHR
EREAAREACRERELTE FHIZERLEEEE - REERAE 7 -
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122 BHEA IE

mR7AUEL  HERSHHURNEBR LR - 5RLSHXSE
AR A KENAFREER /I EZE2ME (Supvsize) BRI
EMNEFKBM (Bornow) - FEMESKMPTEBRELAFT AR LIE
(Bere & CEOre) ~ BEMERKEKRZS (Affirran) - BEZHEKREF~EA
(Assetrec) AREBEFRKWME LTI RELZHRN (Bep) - HEARRENRELE
ZRAEE - BA - RTHEFSHMES WIS AZLAKZ S HEXES
EEZNZERMTARNAEIINERESR - EEMEAXBEXH LW RA TS
MiRA FEMEEKINTEAREATNSSBRLE - BERMENEEKE
MMEOHERR-EAFTNTLARLENRE  EEKWEFRSNERtLE
MTFXf 2w SR 5R TP A IE ] B9 BURD o IXREA - BB — K ARAR A B g A EL X
ANEEBHRNARENEMW -
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ABSTRACT

We investigate the relationship between ownership of the largest shareholder and firm
performance. Based on a total of 2,032 samples obtained from 508 pre-1997 listed firms
over the four-year period between 1998 and 2001 in China, we find that the relationship
between cash flow rights held by the largest shareholder and firm performance shows a
rather significant ‘M-shaped regional effect’. The performance of the proxies for firm per-
formance and corporate governance will be different should the proportion and the nature of
ownership not be the same, and the performance differences among proxies of corporate
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suggest that the dominating ownership structure is not the source of poor firm performance;
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I. INTRODUCTION

Based on the relevant extant studies which show that a dominating ownership struc-
ture brings about negative effects on both corporate governance and firm
performance, this paper explores an empirical relationship between corporate gov-
ernance and ownership of the largest shareholder as well as firm performance from
the perspective of the largest shareholder.

Il. LITERATURE REVIEW

A large body of literature examines the effect of ownership structure on firm value,
and shows that there is a non-linear relation between the two (Morck et al., 1988;
McConnell and Servaes, 1990; Myeong-Hyeon Cho, 1998; Claessens ef al., 2002).
Morck et al. (1988) find an N-shaped relationship between managerial equity own-
ership and firm valuation by using a sample of US firms. One interpretation is that
firms’ performance improves with greater managerial ownership (the incentive
effect), but the incentive effect will be surpassed by the entrenchment effect with an
even higher level of managerial ownership as managers pursue their private benefits
at the expense of external investors. The costs of large shareholding and entrench-
ment are formalised in the model of Stulz (1988), which predicts a concave rela-
tionship between managerial ownership and firm value. McConnell and Servaes
(1990) provide empirical support for this relationship by using US data. Claessens
et al. (2002), on the other hand, provide evidence by using the data of East Asian
firms to show that while firm value increases with an increase in cash flow owner-
ship of the largest shareholder, which is consistent with the incentive effect, firm
value drops when the control rights of the largest shareholder exceed cash flow
ownership, which is consistent with the entrenchment effect.

Domestic studies always associate the ownership structure of the largest
shareholder closely with corporate governance and firm performance, with the analy-
sis being focused on ‘dominant shareholding’. Diversification in investment and
ownership structure are then proposed to help reduce the bad influences brought
about by dominant shareholding. Instead of studying the relationship between own-
ership structure and corporate governance as well as firm performance, empirical
studies concentrate on analysing the relationship between corporate structure, such
as state shares, legal person shares, and tradable shares, and firm performance (Xu
and Wang, 1999; Chen and Xu, 2001), or on analysing such a relationship via a
simple regression exercise (Sun and Huang, 1999), or on examining the impact of
the nature of ownership structure on corporate governance and firm performance
(Xu and Chen, 2003), neither models of which are well-designed, nor are the results
reliable.

The rest of the paper is organised as follows: Section III discusses the institu-
tional background and hypotheses development; Section IV details our sample and
data; empirical tests and results are presented in Section V; and the last section
summarises our main findings.
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lil. HYPOTHESES DEVELOPMENT

In the Chinese capital market, both the ownership and the nature of the largest share-
holder* have an important effect on principal-agent problems and the effectiveness
of corporate governance. So we argue that in the Chinese capital market, ceteris
paribus, firm performance is affected by the agency cost, which is determined by
the largest shareholder’s nature and shareholdings. We suggest that the greater the
agency problem, the poorer the firm performs. We examine these conjectures by
using the following three hypotheses:

H1: The relationship between cash flow rights held by the largest shareholder
and firm performance shows an ‘M-shaped regional effect’.

HI can be illustrated by Figure 1 below. In Figure 1, we divide cash flow rights of
the largest shareholder into three regions: Region I, managers hold complete con-
trol rights as the largest shareholder does not have dominate voting rights (Leech
and Leahy, 1991); Region II, managers and the largest shareholder share control
rights; and Region III, the largest shareholder holds control rights completely.

Figure 1 The Relationship between Firm Performance and Ownership of the Largest Share-
holder in Chinese Listed Firms

Firm performance

Region [ Region 11 Region III -~ .
Stable region Non-stable region Stable region pras ;Efﬁcxency
0ss

Managers and
the largest

The largest
shareholder =
shareholder holds
Managers hold share control control rights
control rights rights © ne
=23% 50% Ownership of the largest shareholder

4 According to our sample, the mean shareholdings of the largest and the second largest share-
holders between 1997 and 2001 for firms listed before 1997 account for 41.5 per cent and
8.3 per cent, respectively.
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In Region I, the voting rights controlled by the largest shareholder are too small
to be dominant, so managers hold complete control rights and the management
makes long-term decisions; this region then becomes quite stable. With an increase
in cash flow rights, firm performance also increases as the largest shareholder has
greater incentives and abilities to maximise firm value and monitor managers’ (Jensen
and Mecking, 1976; Shleifer and Vishny, 1997). However, firm performance fails
to be sustained when cash flow rights increase even further as the largest share-
holder is now more capable of expropriating as well as intervening in the decision-
making of the management; hence, in Region I, the marginal rate of the curve on
ownership is declining, or is more than zero. When the ownership level held by the
largest shareholder approaches the right boundary of Region I, the marginal rate of
the curve on ownership equals zero. At the margin, the costs of entrenchment ef-
fects equal the benefits of incentive effects.

In Region II, the voting rights held by the largest shareholder become compara-
tively dominant and both managers and the largest shareholder share the control
rights, so this region is not that stable. Because there are always conflicts between
managers and the largest shareholder, it is not beneficial for the management to
make long-term decisions. In particular, entrenchment effects that are associated
with expropriation will exceed the incentive benefits of ownership as cash flow
rights increase. Low efficiency of decision-making and weak investor protection
consequently induce firm performance to decrease. Similarly, firm performance fails
to be sustained when cash flow rights increase as the largest shareholder could share
more from the firm’s net income; hence, there is no need for him or her to entrench
further. When the ownership level held by the largest shareholder approaches the
right boundary of Region I, or the margin, the costs of entrenchment effects equal
the benefits of incentive effects.

In Region IL, the cash flow rights held by the largest shareholder exceed 50 per
cent, hence the largest shareholder controls the firm completely. Based on the inter-
pretation given by Morck ez al. (1988) and the theory developed by La Porta ef al.
(2002), firm performance should be closely related to increasing ownership held by
the largest shareholder, that is, the more the cash flow rights held by the controlling
shareholder, the better the firm performs. However, when the cash flow rights ex-
ceed a critical point, firm performance may decrease again. This is because the
more the cash flow rights held by the controlling shareholder, the poorer the liquid-
ity of firm assets is. In addition, cash flow rights at too high a level would result in
less monitoring from the capital market, engaging only in less risky projects and
direct control by the owner who will not consider employing professional managers.
Poor liquidity, weak monitoring, low risk-tolerance, and excluding professionals
all contribute to poorer firm performance (Holmstrom and Tirole, 1993), which is
indicated as ‘efficiency loss’ in Figure 1. If firm performance represents firm value

> In China, cash flow rights and voting rights correspond to each other. Classifying the inter-

vals by cash flow rights or voting rights, therefore, does not make much difference.
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here, the difference between the dashed line and the line underneath shows the present
value of ‘efficiency loss’.

Extensive studies suggest that state ownership is inefficient and corporate gover-
nance of state-owned firms is weak as state ownership has multi-agents and multi-
objectives, and lacks a professional background (Williamson, 1985; Shirley and
Walsh, 2000). Furthermore, state-owned legal persons behave differently from the
state government, contrasting with the evidence that state ownership and state-owned
legal-person ownership have a negative and positive impact on firm performance
respectively (Xu and Wang, 1997; Sun and Tong, 2003). Since state-owned legal-
person ownership has a professional background and will pursue its own interests,
we predict that the largest shareholder with a state character performs poorer than
with a non-state character. We therefore hypothesise:

H2: The ‘M-shaped’ performance curve of state firms is lower than that of non-
state firms.

Moreover, the difference in ownership level or nature of the largest shareholder
creates various agency problems that will affect the effectiveness of investor
protection, so we argue that a different ownership level or nature of the largest
shareholder will have different impacts on corporate governance, hence influencing
firm performance. We therefore hypothesise:

H3: A different ownership level or nature of the largest shareholder will have
different impacts on corporate governance, which helps explain the formation
of an ‘M-shaped’ curve and a lower “M-shaped’ performance curve for firms
with a state character than for those with a non-state character.

IV. SAMPLE AND DATA SELECTION

Our sample includes all Chinese A-share pre-1997 listed companies, and a total of
508 listed firms are finally selected with samples collected over a period from 1998
to 2001 after excluding banks and financial institutions from the empirical analysis.
Financial statements, data on ownership structure and corporate governance are
collected from the Genius Securities Information System, a database prepared by
the Shenzhen GTI Financial Information Limited that contains all historical financial
data from the annual reports of publicly traded companies in China. Market data are
obtained from CSMAR2003 Trading Database Inquiry System, which is prepared
by the China Accounting and Finance Research Center of the Hong Kong Polytech-
nic University and the Shenzhen GTI Financial Information Limited, supplemented
by various issues of Shenzhen Stock Exchange Fact Book, Shanghai Stock Ex-
change Annual Statistics, and the annual financial reports of individual companies.
In addition, we also retrieve some missing data from the Taiwan Economic Journal
(TEJ) Data Bank. With the unavailability of a full set of data for all sample firms
across all years, the number of firms analysed varies from year to year according to
data availability.
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Table 1 describes the sample composition by industry and stock exchange. Panel
A presents the industry classification of our sample firms in accordance with the
classification codes promulgated by the China Securities Regulatory Commission
(CSRC) in 2001. Because the manufacturing industry accounts for more than 50 per
cent of the entire sample, this industry has been sub-classified. Panel B shows the
stock exchange distribution of our sample firms, from which the distribution of the
two stock exchanges, namely the Shenzhen Stock Exchange (SZSE) and the Shang-
hai Stock Exchange (SHSE), of our sample firms is almost the same.

Table 1 Sample Firms by Industry and Stock Exchange

No. of firms  Frequency

%
Panel A: Sample Firms by Industry
Agriculture, forestry, animal husbandry, and fishery A 8 1.575
Mining B 2 0.394
Manufacturing C 255 50.172
Food and drink G, 15 2.954
Textiles, clothing and fur C, 18 3.545
Timber and furniture C, 1 0.197
Paper making and printing C, 4 0.738
Petroleum, chemistry and plastics C, 54 10.241
Electronics C, 16 3.151
Metal, non-metal mining C, 43 8.468
Machinery, equipment and instruments C, 78 15.362
Medicine, biological products C, 24 4,727
Other manufacturing C, 4 0.788
Electricity, gas, water supply D 20 3.939
Construction E 5 0.985
Transportation and storage F 13 2.560
Information technology G 26 5.121
Wholesale and retail trade H 64 12.604
Real estate I 28 5514
Social service K 18 3.545
Communication and culture L 7 1.378
Miscellaneous M 62 12.211
Panel B: Sample Firms by Stock Exchange
Shenzhen 223 43919
Shanghai 285 56.081
Total 508 100

Table 2 presents the distribution of sample observations by nature and ownership
of the largest shareholder. The level of ownership held by the largest shareholder is
measured by the largest shareholdings, which are extracted from the ownership
structure database of Genius Securities Information System and defined in Appen-
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Table 2 Distribution of Sample Observations by Character and Ownership Intervals of the
Largest Shareholders

Ownership State-owned
intervals (%) legal person
State shares shares Other shares Entire sample
Obs. %  Obs. %  Obs. %  Obs. %
0-20 62 6.46 30 6.44 89 14.71 182 8.96
20-30 146 15.21 84 18.03 224 37.02 454 22.34
30-40 181 18.85 95 20.39 109 18.02 385 18.95
40-50 200 20.83 70 15.02 72 11.90 342 16.83
50-60 184 19.17 34 18.03 62 10.25 330 16.24
60-70 127 13.23 69 14.81 36 5.95 232 11.42
70-100 60 6.25 34 7.30 13 2.15 107 5.27
Total 960  100.00 466  100.00 605 100.00 2032 100.00

Ownership intervals represent the intervals of the ownership held by the largest shareholders.
State shares, state-owned legal person shares, and other shares denote the character of the
ownership held by the largest shareholders as state shares, state-owned legal person shares,
and non state-owned shares respectively.

dix A. Ownership is divided into seven intervals and most of the largest sharehold-
ers are the controlling ones. Of the total 2,032 sample observations, over 91 per
cent, nearly 69 per cent, and almost 33 per cent of firms have the largest shareholdings
of over 20 per cent, 30 per cent, and over 50 per cent respectively. Based on the
generally accepted standard that a controlling shareholder should hold essential cash
flow rights of between 20 and 25 per cent (Leech and Leahy, 1991), more than 70
per cent of Chinese listed firms have a controlling shareholder, and half of the firms
have an absolute controlling shareholder.

Though most of the largest shareholders in Chinese listed firms are controlling
shareholders, the composition of sample observations is quite different with the
change in shareholders’ nature. Table 2 reveals that Chinese listed firms with a state
share character or state-owned legal-person share character almost comply with the
normal distribution, whereas Chinese listed firms with a share character other than
these two categories comply with a partial distribution, of which more than 81 per
cent of firms have the largest shareholdings of less than 50 per cent. This is consis-
tent with the view that ownership is more concentrated in state-related Chinese
listed companies than in non-state-related ones.

V. EMPIRICAL ANALYSIS

We first investigate Hypotheses 1 and 2 by following existing studies such as Morck
et al. (1988), Claessens et al. (2002), La Porta et al. (2002), and Volpin (2002), and
examine the relationship between firm performance and ownership of the largest
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shareholder. We then test if, with the change in the nature of the largest shareholder,
the difference between firm performance and corporate governance is statistically
significant or not. After that, a multivariance analysis is used to examine Hypoth-
esis 3, which predicts that different levels of corporate governance would help ex-
plain the formation of a ‘regional effect’ and the lower firm performance for firms
with a state character than those with a non-state character.

5.1 The Relationship between Firm Performance and the Largest
Shareholdings
5.1.1 Univariance Test

We use firm performance, measured by return on assets (ROA), core return on as-
sets (Core ROA), return on equity (ROE), Tobin’s Q, and Stock return, to document
evidence of the relationship between firm performance and the largest shareholdings
in our sample. ROA is the ratio of earnings before interest and tax to total assets.
Core ROA is defined as the ratio of core income to total assets. ROE is the ratio of
net income to equity. Tobin's Q is the ratio of the firm’s market value divided by the
replacement cost of the assets. While the market value of the firm is calculated by
using the market value of tradable equity plus the book value of non-tradable equity
and liabilities, the replacement cost of the assets is measured by using the book
value of the total assets. Stock return is the annual stock market return on tradable
A-shares.

The major reason for using so many variables (definitions of all the variables
used in this paper are shown in Appendix A) to measure firm performance is to
enhance the robustness and reliability of our results as all three measurements, ROE,
Tobin’s Q, and Stock return, have their limitations. ROE is always affected by earn-
ings management. For Tobin’s Q and Stock retwn, the segmented nature of capital
markets in a transitional economy like China, A-shares, B-shares, and H-shares are
all non-transferable, coupled with the fact that state shares and legal-person shares
are not tradable, Tobin'’s Q and Stock return in the Chinese capital market are unreal
with the absence of a fair market price for them. Tobin’s Q is also easily affected by
the volume of tradable shares held in a firm as well as the time taken for launching
the IPO.

To examine Hypothesis 1, which predicts that the relationship between cash flow
rights held by the largest shareholder and firm performance shows ‘an M-shaped
regional effect’, we start by dividing the largest shareholdings into seven intervals
and investigate the change in the median of the sub-sample observations in each
interval. To test Hypothesis 2, we investigate if the ‘regional effect’ is robust.

The association between firm performance and ownership of the largest share-
holder is shown in Table 3. Firm performance, measured by five performance
variables, generally forms an ‘M’ shape should cash flow rights be rested with the
largest owner, consistent with the prediction for Hypothesis 1. Firms with the larg-
est shareholdings that fall in the intervals of 0 to 20 per cent, 40 to 50 per cent, and
70 to 100 per cent, generally have a lower median in firm performance than those in
the intervals of 20 to 40 per cent, and 50 to 70 per cent; and the differences are
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statistically significant. Though the interval of 20 to 40 per cent enjoys the highest
median in firm performance, and the interval of 50 to 70 per cent is the second
highest median in firm performance, the difference between these two is not statis-
tically significant except for Tobin’s O in relation to the entire sample observations,
and ROA in relation to firms of non-state and non-state-owned legal-person shares.
This suggests that there is no unique ownership structure in Chinese listed firms.
Table 3 also shows that the ‘M-shaped regional effect’ is largely robust under vari-
ous natures of ownership held by the largest shareholder.

Table 3 also provides suggestive evidence on Hypothesis 2. In each ownership
interval, the performance of firms with a state share character is almost lower than
those of other characters. This implies that state firms are somehow ineffective in
enhancing firm performance. The M-shaped curve that depicts the relationship be-
tween the largest shareholdings and firm performance is graphically shown in
Appendix C.

5.1.2 Multivariance Analysis

To test the robustness of the M-shaped association between firm performance and
ownership of the largest shareholder presented in Table 3, and to further examine
our hypotheses H1 and H2 by following Morck et al. (1988) and Cho (1998), we
construct the following piecewise regression model allowing for three changes in
the slope coefficient on the largest shareholder’s ownership:

Performance; = By + BiLholdl; + B, Lhold2, + 3;Lhold3; + B,Lhold4, + BsState;
+ BgLnsize, + B, Leverage, + FixedEffects;, + &,

Let Lhold represent the ownership percentage of the largest shareholder,
Lholdl = ownership of the largest shareholder if ownership of the largest share-
holder <(.32,
=0.32 if ownership of the largest shareholder-20.32.
Lhold2 = 0 if ownership of the largest shareholder <0.32,
= ownership of the largest shareholder —0.32 if 0.32 < ownership of the
largest shareholder <0.50,
=0.18 if ownership of the largest shareholder 20.50.
Lhold3 =0 if ownership of the largest shareholder <0.50,
= ownership of the largest shareholder ~0.50 if 0.50 < ownership of the
largest shareholder <0.75,
=0.25 if ownership of the largest shareholder 20.50.
Lhold4 = 0 if ownership of the largest shareholder <0.75,
= ownership of the largest shareholder —0.75 if ownership of the largest
shareholder 20.75.
The three cut-off points of 0.32, 0.50, and 0.75, which capture the three extrema of
the ‘M’ shape, are identified by using the grid search technique described by Cho
(1998). This method produces the most significant slope coefficients on the owner-
ship variables. The three cut-off points are also consistent with our results shown in
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Table 3 and the graphical evidence. Lusize, Leverage, and FixedEffects are control
variables. State is a dummy variable for ‘state share’; it equals one if the largest
shareholder is a state shareholder, and zero otherwise.

Table 4 reports the estimates of the piecewise regression model. Consistent
with the results reported in Table 3, the coefficients of the four ownership variables
Lholdl, Lhold2, Lhold3, and Lhold4 have the expected positive, negative, positive,
and negative signs respectively. These results further confirm that firm performance,
in terms of Tobin'’s Q, Stock return, ROA, core ROA, and ROE, changes with the
level of the largest shareholder’s ownership in the four regions, and the relation
between firm performance and the largest shareholders’ cash flow rights can be well
demonstrated by an ‘M-shaped regional effect’. The coefficient on ownership char-
acter variable State exhibits a negative and significant association with Tobin’s O,
which is consistent with Hypothesis 2. Note also that the negative relation between
Leverage and ROA is also consistent with our former results and prior work (Sun
and Tong, 2003).

We further break down the total sample into four sub-samples according to
the following ownership intervals, Lhold < 0.32, 0.32 < Lhold < 0.50, 0.50 < Lhold
<0.75, Lhold = 0.75, to test the robustness of our two hypotheses, H1 and H2, and
find the same results, as shown in Tables 3 and 4. Srare is significantly negative and
the signs of Lhold in the four intervals are positive, negative, positive, and negative,
respectively.

5.2 Statistical Significance Test on Firm Performance

5.2.1 The Statistical Significance Test on Firm Performance between
Low and High Performance Regions

A statistical significance test on the ‘M-shaped regional effect’ of firm performance
is conducted. Based on Table 3, ownership intervals at 0 to 20 per cent, 40 to 50 per

Table 4 Association between Firm Performance and Ownership of the Largest Shareholder:

Full Sample Analysis

Performance, = f, + B,Lhold1, + B,Lhold2 + B,Lhold3, + B Lhold4, + BState, + B Lnsales,
+ f,Leverage, + BiLnsize, + FixedEffects, + €,

Variables Pred. Tobin's Q Stock ROA Core ROA ROE
sign return
Intercept 10.427 0.042 0.053 0.116 0.021
(24.81)%#* (1.68)* (2.85)%sk (7.38)s** (1.78)*
Lhold1 + 0.003 0.0002 0.0008 0.0008 0.001
(1.64)* (1.49) (2.99)#* (3.80) %= (2.01)*=*
Lhold2 - —-0.004 —-0.00006 ~0.00003 -0.0001 ~0.0001
(-0.67) (-1.83)* (-1.33) (~1.48) (—1.86)*
Lhold3 + 0.0001 0.00005 0.0002 0.00001 0.00006
(0.12) (0.15) (1.68)* (0.15) (0.15)
Lhold4 - -0.005 -0.004 -0.003 -0.003 -0.003

(-1.71)* (~1.82)* (-1.12) (-1.62)* (-1.62)*
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Table 4 Continued

Variables Pred. Tobin’s Q Stock ROA Core ROA ROE
sign returi
State - -0.449 -0.004 -0.010 -0.006 -0.014
(—7.83)# %% (=1.91)* (—4.10)F*% (=2, 76y (=2.29)%*
Lusales + -0.025 0.013 0.014 0.041 0.034
(—0.68) (5.20y#=%  (8.82)%**  (26.02)%** (8.67)*x
Leverage — 0.003 0.0008 -0.001 -0.00002 0.0009
(0.55) (2.20y**  (=5.45)**F  (-0.11) (1.80)*
Lnsize - -0.601 -0.019 -0.016 ~0.040 —-0.030
(=11.75)%*%  (=5.24yk%% (=7 23)w#F (~]7.95)kFE (=5.62)FFF
Adj R-Sq 0.221 0.022 0.18 0.356 0.105
F 59.50 475 31.02 98.88 21.45
(Pr>F) (<.0001) (<.0001) (<.0001) (<.0001) (<.0001)
N 1672 1672 1672 1672 1672

Tobin’s Q: The ratio of the market value of the firm divided by the replacement cost of the
assets. For the market value of the firm, we use the market value of tradable equity plus the
book value of non-tradable stock and liability; for the replacement cost of the assets, we use
the book value of the total assets.
Stock return: The annual stock market return on the common stock.
ROA: The ratio of earnings before interest and tax to total assets.
Core ROA: The ratio of core return to total assets.
ROE: The ratio of net earnings to equity.
Lholdl = ownership of the largest shareholder if ownership of the largest shareholder
<0.32,
= (.32 if ownership of the largest shareholder >0.32.
Lhold2 = 0 if ownership of the largest shareholder <0.32,
= ownership of the largest shareholder —0.32 if 0.32 < ownership of the largest
shareholder <0.50,
= (.18 if ownership of the largest shareholder 20.50.
Lhold3 = 0 if ownership of the largest shareholder <0.50,
= ownership of the largest shareholder —0.50 if 0.50 < ownership of the largest
shareholder <0.75,
= (.25 if ownership of the largest shareholder 20.50.
Lholdd = 0 if ownership of the largest shareholder < 0.75,
= ownership of the largest shareholder —0.75 if ownership of the largest shareholder
20.75.
State: Dummy variable equals one if the largest shareholder is a state shareholder, and zero
otherwise.
Lnsales: The natural log of the value of sales, which refers to the year in which return is
gained.
Leverage: The ratio of total long-term liabilities to total assets.
Lnsize: The natural log of the value of total assets.
Dummy variables controlling for fixed effects of calendar years and industry are also included.
Observations are all firm-year observations from 1998 to 2001. T-values are shown in
parentheses. ***, ** and * indicate significance for a two-tailed test at less than 1 per cent.
5 per cent, and 10 per cent levels, respectively.
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cent, and 70 to 100 per cent are classified as the low performance region and the rest
of the intervals are classified as the high performance region. We then test the dif-
ference of firm performance between these two regions. The mean, median, and
results of the Wilcoxon test of firm performance of the sample firms are shown in
Table 5.

Panel A of Table 5 presents the test results that in the whole sample, the differ-
ence of ROA, Core ROA, and ROE between high and low performance regions is
statistically significant; Panels B and D show that the difference in ROA and Core
ROA between the two regions is statistically significant. However, in Panel C,
under the state-owned legal-person shares character, the difference of almost all
firm performance measurements between the two regions is statistically significant
except for Tobin’s Q. Though the test results of Table 5 are different among listed
firms with different characters, the difference in ROA and Core ROA between these
two regions is always statistically significant irrespective of the character of the
sub-sample, consistent with our earlier perception that Tobin's Q, Stock return, and
ROE have fatal limitations.

5.2.2 The Statistical Significance Test on Firm Performance between
State Share Firms and Non-State Share Firms

Next, we compare the performance of sample firms of state shareholding with firms
of non-state shareholding; the results are summarised in Table 6. State-owned
legal-person shareholding firms and firms without state shareholding are pooled
together as sample firms of non-state shareholding because Wilcoxon tests on firm
performance between these two types of firms are generally insignificant as pre-
sented in Appendix B, and the results are consistent with our interpretation in Hy-
pothesis 2. Panel A of Table 6 shows that all the differences of firm performance are
statistically significant except Stock return. Panels B and C of Table 6 summarise
the results of the Wilcoxon test classified by the two ownership regions. The results
show that, except for Tobin’s Q, all the statistically significant results appear only in
the high performance region. The evidence given in Table 6 is consistent with Hy-
pothesis 2 that Chinese listed firms of a non-state share character have higher firm
performance.

5.3 Statistical Significance Test on Measurements of Corporate
Governance

Following prior empirical work (Core et al., 1999; Volpin, 2002) and considering
the unique institutional background of Chinese listed firms, we use a set of proxies
to measure the effectiveness of corporate governance. For example, seven proxies
are used to measure the effectiveness of monitoring by the board of directors and
the board of supervisors, namely the size of the board of directors (Bosize), the size
of the board of supervisors (Supvsize), the proportion of external directors (Odirectp),
the proportion of external supervisors (Osupvp), the dual identity of the board of
directors and the general manager (CEQOdual), the chairperson of the Board’s re-
ceiving compensation from the firm (Bcrc), and the Chief Executive Officer’s (CEO)
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receiving compensation from the firm (CEOrc). The first two size proxies are ex-
pected to be associated with less effective board monitoring, based on the argument
that larger boards are less effective and more susceptible to the influence of the
CEO (Jensen, 1993; Yermack, 1996); CEOdual is defined as an indicator variable,
which equals one if the chairperson of the board is also the CEQ, and zero otherwise.
A number of empirical studies suggest that agency problems are higher when the
CEO serves also as the chairperson of the board (e.g. Yermack, 1996).

Pfeffer (1981) opines that the higher the percentage of external directors, the
greater the independence and effectiveness in external monitoring. However, as
discussed above, there is mixed evidence regarding the relationship between the
effectiveness of the board and the percentage of inside directors; accordingly, we
make no prediction for the coefficient sign of the related variables.

In Chinese listed companies, quite a number of chairpersons of the board and
CEOs receive compensation from the parent companies instead of the serving
companies; so we use two dummy variables Bere and CEOrc, which are equal to
one if the chairperson of the board and the CEO receive the compensation from the
companies respectively, and zero otherwise, to capture their effects on corporate
governance. We expect that CEOrc has a positive effect on firm performance be-
cause of the incentive effect. With regard to Bcrc, no sign prediction is made be-
cause of its mixed effects.

To proxy for the stability of firm management, we use two dummy variables to
feature the continuity of accounting and business policies. The two dummy vari-
ables are the chairperson of the board turnover (Bctiov) and CEO turnover
(CEOtnov), which are equal to one if turnover happens, and zero otherwise. We also
use two dummy variables, affiliated transaction (Affitran) and assets reconstruction
(Assetrec), to proxy for earnings management. Affitran equals one if a sample firm
has a material affiliated transaction with affiliated firms during the year, and zero
otherwise; Assetrec equals one if a sample firm has a substantial assets reconstruc-
tion during the year, and zero otherwise. We expect that sample firms that have
Bctnov or CEOmov have lower firm performance because of ‘big bath’ or other
negative effects. For earnings management measurements, no sign prediction is
made for their impact on firm performance because even though the two variables
induce high firm performance, sample firms with poor firm performance may have
stronger incentive to manipulate earnings than other firms.

We employ two measures for the ownership structure of the firm: the chairperson
of the board ownership (Bcp) and CEO ownership (CEOp). The former is measured
by the percentage of outstanding shares owned by the chairperson of the board, and
the latter is measured by the percentage of outstanding shares owned by the corpo-
rate CEQ. We expect that firm performance is an increasing function of the two
ownership measures because of the incentive effect of the equity holdings.

5.3.1 The Statistical Significance Test on Measurements of Corporate
Governance between High and Low Performance Regions

We start by examining the performance difference of proxies of corporate gover-
nance between high and low performance regions to show the effects siemming
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from cash flow rights of the largest shareholder. The mean, median, and results of
the Wilcoxon test of the corporate governance’s measurements between high and
low performance regions are presented in Table 7. Consistent with prior work, we
find that sample firms in the high performance region have smaller Supvsize, less
Bctov, higher Bep, and more Bere, CEOrc, Affitran, and Assetrec, which are all
consistent with our analyses and expectations.

5.3.2 The Statistical Significance Test on Measurements of Corporate
Governance between State Share Firms and Non-State Share Firms
We argue that not only the cash flow rights, but also the nature of ownership of the
largest shareholder in the Chinese capital market play an important role in deter-
mining the effectiveness of corporate governance. Table 8 presents the mean, median,
and results of the Wilcoxon test, which demonstrate that all the differences of cor-
porate governance’s proxies between state share and non-state share firms are sta-
tistically significant at no less than the 5 per cent level. Consistent with prior evi-
dence and our expectations, listed firms with non-state share character have smaller
Bosize and Supvsize, and higher Bep and CEOp. Similar to firms in the high perfor-
mance region in Table 7, firms with non-state share character also have more Affitran
and Assetrec. However, in contrast with firms in the high performance region in
Table 7, firms with non-state share character have less Bere and CEOrc, but even
more Betnov and CEOtnov. Also, firms with non-state share character have less
frequency of CEOdual, and larger Odirectp and Osupvp. The signs of the corporate
governance variables are generally consistent with prior empirical work and the
interpretation that the effectiveness of governance structures is positively associ-
ated with an increase in firm performance.

5.4 Cross-Sectional Test

Hypothesis 3, which predicts that different ownership levels or different natures of
the largest shareholder will have different impacts on corporate governance, which
helps explain the formation of an ‘M-shaped’ curve and the lower ‘M-shaped’ per-
formance curve for firms with a state character than those with a non-state character,
is tested. The Wilcoxon test does not take into consideration the difference between
firm performance and corporate governance’s proxies performance, nor does it take
into account differences in firm attributes. We conduct a cross-sectional regression
following a prior empirical approach (Deventer and Malatesta, 2001; Sun and Tong,
2003) to examine the differences in firm performance and corporate governance by
controlling the possible factors on fixed effects, with the following regression model:

APE, =0+ ) BACGV _NDy, + Y.8;CGV_Dj, + > @,Control - Factory, + &,
) i J

The sign ‘A’ is the difference of variables between high performance firms and the
median of low performance firms, in which high performance firms are firms with
non-state share character, and low performance firms are firms with state share
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character. PP represents the performance proxies including Tobin's O, Stock return,
ROA, Core ROA, and ROE. Though Tobin’s Q and Stock return have not passed the
significant Wilcoxon test shown in Table 5 and have limitations in the Chinese capi-
tal market, we present the results here to check the robustness of these performance
variables. CGV_ND denotes corporate governance non-dummy variables while
CGV_D denotes corporate governance dummy variables. Control factors are
variables that control for the effects of size, sales, leverage, and years. In order to
control industries, we standardise all performance variables and all non-dummy
corporate governance measurements by their industrial median.

5.4.1 Examination of Excess Performance and Proxies of Corporate
Governance by Ownership Regions

We start by computing the regression of the difference of firm performance and the
proxies of corporate governance between high and low performance regions. The
regression results presented in Table 9 generally conform to the results in Table 7.

The regression results presented in the first column of Table 9 demonstrate that
the level of the excess Tobin’s Q (ATobin’s Q) is cross-sectionally related to the
proxies of corporate governance and control factors. Larger ASupvsize and Berc
have lower ATobin’s Q, which reflects that board monitoring is less effective (Jensen,
1993; Yermack, 1996) with lower independence. The coefficients on CEQOrc and
Bctnov are not significant, though the signs of the coefficients are consistent with
what we expect. The coefficients on Affitran and Assetrec exhibit a positive and
significant association with ATobin’s Q. The coefficients for the two ownership
variables, ABcp and ACEOp, are positive, but are statistically insignificant. The
four control factors are generally significant at conventional levels except Lisales.
Age has a significant positive association with ATobin’s O, which is consistent with
our analysis that Tobin’s Q increases with a longer history of listed firms in the
Chinese stock market because there will be an increase in the proportion of tradable
shares after privatisation.

The second column of Table 9 presents the results when AStock return is used as
the dependent variable. Consistent with the first column, larger ASupvsize has lower
AStock return, which also conforms to our prediction. However, the coefficient on
Assetrec changes sign and becomes negative, and is significant at the 10 per cent
level, reflecting that material assets reconstructions are bad news to outside investors.
Relative to the regression of ATobin’s Q, while we observe that Affitran and Lever-
age are no longer significant, the variables CEOQr¢ and Lusales become significant,
and the F-statistic decreases from 37.50 to 3.44 (p < 0.0001).

The third column of Table 9 presents the results when AROA is used as the depen-
dent variable. These results are virtually identical to those using ATobin’s Q, with
the exceptions that the variable measuring Bctnov changes sign and becomes
significant, and the variables measuring ABcp and Lnsales become significant. As
expected, the amount of sales is significant when associating with accounting
performance, and the adjusted-R2 of this regression is 22.1 per cent, which yields
an F-statistic of 31.02 (p < 0.001).
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The last two columns of Table 9 report the results when ACore ROA and AROE
are used as the dependent variables respectively, which we use as consistency checks
on our AROA results. Relative to the regression of AROA, we observe that the vari-
ables Bcre, Assetrec, and ABcp are no longer significant; the variable Affitrran changes
sign and becomes insignificant when ACore ROA is used as a dependent variable;
the variables ASupvsize and ABcp are insignificant; and the variable ACEOp be-
comes significant when AROE is used as a dependent variable. That the variables
measuring Affitran and Assetrec are insignificant when ACoreROA is used as a de-
pendent variable, together with the significant coefficients in both of our AROA and
AROE results, suggest that material affiliated transactions and material assets re-
constructions generally affect the income of below-the-line items.

As sample firms in the high performance region have smaller Supvsize, less Bcetnov,
more CEOQrc, and more Affitran and Assetrec, as shown in Table 7, our results par-
tially provide strong support for Hypothesis 3 that different ownership levels or
different natures of the largest shareholder will have different impacts on corporate
governance, which helps explain the formation of an ‘M-shaped’ curve and the lower
‘M-shaped’ performance curve for firms with a state character than those with a
non-state character.

5.4.2 Examination of Excess Performance and Proxies of Corporate
Governance by Ownership Characters

We regress on the difference of firm performance and the proxies of corporate gov-
ernance between state share character and non-state share character to examine
whether the regression results are generally consistent with the results shown in
Table 8. Similarly, the regression equation includes a dependent variable that is one
of the five measures of excess firm performance and an independent variable that
has passed the significant test shown in Table 8 as proxies for corporate governance
effectiveness and the control factors variables. Table 10 shows the regression results.

The regression results presented in the first column of Table 10 indicate that
ATobin’s @ is related to AOdirectp, CEOdual, Assetrec, firm size, and Age. Consis-
tent with our ATobin’s Q results shown in Table 9, the coefficients on Assetrec and
Age exhibit a positive and significant association with ATobin’s Q, reflecting the
process of privatisation as the proportion of tradable A-shares will be increased
after privatisation. CEOdual is significantly negative, which is consistent with a
number of empirical studies (e.g. Yermack, 1996), and suggests that there are more
agency problems when the CEO also serves as the chairperson of the board.

The regression results presented in the second column of Table 10 generally con-
form to the results shown in the second column of Table 9: the variable CEQrc is
significantly positive, indicating that CEOrc helps enhance investors’ confidence.
The variable measuring Affitran becomes significant, whereas the variable indicat-
ing Assetrec becomes insignificant. Specifically, Bosize is significantly negative,
which is consistent with prior empirical evidence (Jensen, 1993; Yermack, 1996),
implying that smaller Bosize is associated with greater excess Stock return (AStock
returr). The four variables capturing control factors are generally significant at con-
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ventional levels. Similar to our ATobin’s O results, there is also a statistically posi-
tive association between Age and AStock return.

The third column of Table 10 presents the results when AROA is used as the
dependent variable. Consistent with the results of AROA shown in Table 9, the level
of the AROA is related to the variables Bctnov, Affitran, Assetrec, ABcp, and all the
four control variables. Relative to the regression of AROA in Table 9, we observe
that the variables ASupvsize and Bcre become significant. Specifically, the excess
proportion of outside supervisors (Osupvtp) is significantly positive, implying that
the higher the Osupvp, the higher the AROA.

Similar to Table 9, we also use ACore ROA and AROE as the dependent variables
to check the consistency of our results of accounting performance variable AROA,
which is shown in the last two columns in Table 10. These results are virtually
identical to those using AROA, with the exceptions that the variables measuring
ASupvsize and Osupvip in our ACore ROA results become significant, the variable
indicating Affitran in our ACore ROA results becomes insignificant, and the variable
measuring ABcp in both the last two columns become insignificant. However, the
results presented in the ACore ROA column show that the variable measuring
ASupvsize is significantly negative and the variable indicating Affitran becomes
insignificant, which are quite similar to the results shown in Table 9, reflecting that
larger Supvsize is usually associated with less effective board monitoring, and Affirran
generally affects the income of below-the-line items.

Bearing in mind the evidence shown in Table 8, we find that the signs of the
coefficients on the proxies of corporate governance are consistent with the interpre-
tation that a higher level of effective governance structure is associated with excess
firm performance. Chinese listed firms with non-state share character have smaller
Bosize and Supvsize, more Affitran, and higher Osupvp, and are indeed associated
with a smaller agency problem and high firm performance. Though firms with
non-state share character have more Bctnov than state share firms, the significantly
excess firm performance indicates that the negative effects of Bernov on firm per-
formance are obviously offset by the positive effects of all other corporate gover-
nance variables with significant coefficients. Our results provide partially strong
support for Hypothesis 3.

5.5 Sensitivity Analysis

To check the robustness of Hypothesis 3, we first calculate the correlation matrix
between firm performance variables and the proxies of corporate governance, and
find consistent results with our empirical results displayed in Tables 9 and 10. We
also use capital expenditure and sales growth to substitute Lnsales to control for
growth opportunities in Tables 9 and 10, and find that our results remain unchanged;
generally, the signs of the coefficients on the proxies of corporate governance are
consistent with the interpretation that a higher level of effective governance struc-
tures is associated with excess firm performance. When ownership character and
the ownership interval dummy are added in Tables 9 and 10 respectively, the basic
regression results remain the same. For simplicity’s sake, the results are not re-
ported here.
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VI. CONCLUSION

This paper documents that the ownership regions and the nature of the largest share-
holders are associated with firm performance in the Chinese stock market after con-
trolling for standard empirical determinants of firm performance. The ownership
structure of the Chinese stock market is very complicated and dominated by the
largest shareholders, yet rigorous evaluations of the association between ownership
regions and the nature of the largest shareholdings are limited with no consensus.
Our study serves to fill this gap. Based on the data collected between 1998 and 2001
on a total sample of 508 listed firms in China, we have first examined the behaviour
of the measurements of firm performance with the change in cash flow rights and
the nature of the largest shareholder, before we analysed the relationship between
excess of firm performance and the proxies of corporate governance. We find that
the relationship between cash flow rights held by the largest shareholder and firm
performance shows an ‘M-shaped regional effect’. Though this effect is robust un-
der various characters of the ownership held by the largest shareholder, firms con-
trolled by a state shareholder have poorer firm performance than those controlled
by a non-state shareholder. Furthermore, we find that the performance of the prox-
ies for firm performance and corporate governance will be different should the
proportion and the nature of ownership not be the same, and the performance differ-
ences among proxies of corporate governance do, to a certain extent, explain the
differences in firm performance after controlling for the standard empirical deter-
minants of firm performance.

Regarding the impact of cash flow rights on firm performance, our evidence is
consistent with the empirical results of Claessens et al. (2002). Using the data of
eight East Asian emerging markets, they find that the relationship between com-
pany valuation and ownership of the largest shareholder is not monotonous. Firm
value, as measured by market-to-book ratios, peaks twice when shareholdings of
the largest shareholder amount to the intervals of 36 to 40 per cent and 51 to 55 per
cent, respectively, and then falls again. Shareholdings of 41 to 50 per cent are asso-
ciated with lower mean market valuation than those of 36 to 40 per cent, and the
difference is statistically significant.

When investigating the impact of ownership characters, we find that in the Chi-
nese capital market, both the ownership and the nature of the largest shareholder
have an important effect on principal-agent problems and the effectiveness of cor-
porate governance. Our findings also provide support for prior empirical results
(Che and Qian, 1998; Sun and Tong, 2003), in which state shares and legal-person
shares have reverse impacts on firm performance, even though legal-person shares
are mostly state-owned in nature. Our results suggest that the dominating owner-
ship structure is not the source of poor firm performance; hence, there is an urgent
need to reduce the shareholding of state shares.

REFERENCES
Please refer to P.135-137
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APPENDIX A. Description of the Variables

Definitions of the variables used in the analysis are presented in Table 11.

Table 11

Panel A: Firm Performance Variables

Variable Description

Tobin’s Q The ratio of the market value of the firm divided by the

Stock return
ROA

Core ROA
ROE

replacement cost of the assets. For the market value of the firm,
we use the market value of tradable equity plus the book value
of non-tradable stock and liability; for the replacement cost of
the assets, we use the book value of the total assets.

The annual stock market return on the common stock

The ratio of earnings before interest to total assets; that is, (EBIT-
Tax)/TA.

The ratio of core return to total assets

The ratio of net earnings to equity

Panel B: Corporate Governance Variables

Variable

Description

CEO duality
(CEOdual)

Board size (Bosize)

Supervisors size
(Supvsize)

Outside director
proportion
(Odirectp)

Outside supervisor
proportion
(Osupvp)

Board Chair-person
turnover (Bctnov)

CEO turnover
(CEOmov)

Material assets
reconstruction
(Assetrec)

Material affiliated
transaction
(Affitran)

Board Chair-person
receives
compensation in
firm (Bcrc)

Indicator variable that equals one if the CEO is also the
chairperson of the board, and zero otherwise.

The total number of board directors.

The total number of directors on the board of supervisors.

The ratio of board directors who receive compensation from the
firm to the total number of board directors.

The ratio of board supervisors who receive compensation from the
firm to the total number of board supervisors.

Dummy variable that equals one if there is a change in the
chairperson of the board, and zero otherwise.

Dummy variable that equals one if there is a change in the CEQ,
and zero otherwise.

Dummy variable that equals one if the firm has material assets
reconstructions in the year, and zero otherwise.

Dummy variable that equals one if the firm has affiliated
transactions, and zero otherwise.

Dummy variable that equals one if the chairperson of the board
receives compensation from the firm, and zero otherwise.
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Table 11 Continued

CEO receives Dummy variable that equals one if the CEO receives
compensation compensation from the firm, and zero otherwise.
in firm (CEOrc)

Panel C: Ownership Variables

Variable Description

Board Chair-person  The percentage of outstanding shares owned by the chairperson of
proportion (Bcp) the board.
CEQ proportion The percentage of outstanding shares owned by the CEO.
(CEOp)
Ownership of The percentage of the shares held by the largest shareholder.
the largest
shareholder
(Lhold)

Panel D: Control Variable

Variable Description

Lnsales The natural log of the value of sales, which refers to the year in
which return is gained.

Lnsize The natural log of the value of total assets.

Leverage The ratio of total long-term liabilities to total assets.

Age The history of a firm from the time it went public.




w  (EST0) (0000 (200'0) (€01°0) (010°0) (8€1°0) (8t1°0)

w (42N 1 108°€ +990°¢ #6291 081 LSL O~ VYO
(656'0) (g61°0) pLL'®) (8¢8°0) (0s+°0) (LES O)

2 0S0°0~ 66T'1 9870— €020 #6£9°1 ¥SL0 9190 Wit 3208
(Lero) (000°0) (s10'0) (000°0) (0000) (€000)

A9 +#SLOY +CTP'T YANS St L— 16T 0 s.uiqoy,

.cm.:ﬁ\.a .SEQ sa .,ﬁ.:ﬁ\,w m.:&,m, g \m:mn\
L1z 9100 (68¢°0) (9z8°0) (000°0) (L8T'0) (Lz80)

YET - #:00V'T 198°0 186°0 L9V'E $90°1- 812°0 0¥
(€68°0) (610°0) orL0) 810 (zerro) (TS1°0) (sss'm

PEI°0 79¢°0 608°0— €bS1 TEP - 6850 VOY 910D
(60€0) (s00'®) (1+0°0) (000°0) (8LE0) (T86°0)

LI0'T +E8L'T #:070°C +€L0'Y 088°0— 7200 vou
S1eo (881°0) PST'O) (L¥6'0) (sor'o (zes o) (60T°0)

00" [~ PIg] el $90°0— L19°1 +29°0 PST 1 WAitjad 401§
(€s€°0) (950°0) (900°0) (920°0) (000°0) F10°0) (L90'0)

LT6°0 #8061 VLT +SIT'T 0L9'V g +8C8°1 0 s.uiqoy,

.cm.:k\,w :Q.ﬂSn\-NUMN‘N NMN:EQ,ES% BYil ,cm.:ﬁ\,w m:&% ..< \E:nn\
(L) (9) (S) P) (€) (2) m

(%) diysiaumo

001-0L 0L-09 090§ 0S—0v 0+—0¢ 0£-02 070 ay) Jo sjealayu]

T1 9dIqeL

z191quL

ut _uou:mmu.a .18 m._qu:u.E_._m uwum.:: al) .,wo m._ouom._m:o u:u.ﬁt% tuaamiaq oo:m..:.go,,:u& WL Ho E>.~®:.: :omu _.: 1S9 :oxoo:?z UE JO S)jusay]

- siapjoyaieys 1sabie ayj jo sisjorieyd Juaayig Yyim swial

Buowe uoisuswig soueW.ION3d 3y} Je adeys |A, ayi jo uosuedwios g XiIANIddV




181

CORPORATE GOVERNANCE, OWNERSHIP OF THE LARGEST SHAREHOLDER

*Kpoanoadsar ‘spoaal jued tad g1 pue “ued dad ¢ Juao sad | ury) $SI] T8 159] PafivI-0M) B 10)
ooueoyIuSIs 97BOIpUL 4. PUB *, + "1007 01 8661 WOLJ SUOHEAIISQO JB9A-LLLIY [[E 2t SUONBAIISQQ Sosayjuaiud Ui umoys it sonjeA-d Put ‘[eAtd)ul
OBD UJ SI9P[OYRIRYS 15951R] 9L JO SIONTIBYD JUSIOLIP )M 9ouBLLIOfIad WY U99M19q 22UAIDIJIP Y JO 9IULOYIUFIS AU} 159) SaN[EA-Z UOXOI[IM

‘Kynbo 03 sFuiuaea 19u Jo onel YL (7 QY

'$19SSE [210) 03 WINJAL 2102 JO onel 9y L, (YQY 210D

"$10SSE [2]0] 0] X} PU 1SA19jUL 210J2q STUILLILD JO ORI AL, YOY

*)[001$ UOLILUIOD 91} U0 UINJAI JONIBIU }J0IS [CAUUR Y], (Lol JI0)§

*$198SE [L10) Y JO anjea

3[00q Y} 95N 9M “$19SSE Y} JO 1500 Justwaor[dar ayj Joj tAN[IqRI] PUE XO0s S[qEPEII-UOU Jo an[eA ooq 2y snjd Lnbe s[qupe) jo anfea JadEW
911 95N 9 ULIY DY} JO IN[BA JOITW 9U) JO, *SI9SSE f) JO 1809 Juowaor[dar ay) Aq papIAIp WY AU} JO dN[eA JOXIEW By} JO ONel YL 1 S, UIqaf
:SMO[]0J St PaUY9Ip 2Ie SI[qRLIEA

(86¥'0) (z€9'0) (1970 (S05°0) (L6t 0) (928'0) (#99°0)

9L9°0 3LY0 AN $99°0- 8L9°0 6120~ £Eb 0 Jou
(coL'0) (ogz0) (zroo (6tL'0) (g0 (112°0) (826°0)

08€°0 ¥81°1 #%E€ST 610 L96°0 01 63800 YOY 910D
(FSS°0) (T6£°0) (090 (8+8°0) (992°0) (CI9)] (L£9°0)

165°0 G680 L9T'0 0610~ 1117 01€°0 1Ly0- vOou
918°0) Q1L0) F£1°0) (8¥3°0) (156'0) 6L1°0) (Cr420))

€00 19€°0 L6V T~ 161°0~ 090°0 1#€'7 P6L 0— U2t YI0IS
(g£1°0) F10°0) (LLs o R0 (Lzeo (0000 8140

00S'1 #:LEP'T £61°0 896°0— 6L60- e CLE € 8080~ O suiqaf

SAUDYS JYIO “SA SAUDYS UOSADJ-IDTAT PAUMO-21S 1D 12UD

(696'0) (900°0) (LS00 (LLO'®) oo ozz'o) (99¢'0)
8€0°0 w4 CPL'T +L68°T #E9L°1 +P8ET STl 206°0— H0Y
(€69°0) (000°0) (100°0) (8¢T°0) (L19°0) (000°0) (£95°0)
momo _Ommm _NONM Obﬂﬂl wo.—uO El _.—lmm bmel <Q~N O.—OU
(L) ) (%) ) (€ @ m
() diysioumo
001-0L 0L—09 09-0S 05-0¥ 0F—0¢ 0¢-0T 020 at) Jo sfeAlau]

panuyuo) I Y.L



182 Xu Wang

APPENDIX C. Figures of Table 3

Figure 2 shows the association between firm performance and ownership of the largest
shareholder.

Figure 2-1
Tobin’s Q and Ownership of the Largest Shareholder
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Figure 2-2
Stock Return and Ownership of the Largest Shareholder
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Figure 2-3
ROA and Ownership of the Largest Shareholder
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Figure 2-4
Core ROA and Ownership of the Largest Shareholder
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Figure 2-5
ROE and Ownership of the Largest Shareholder
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