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E NN A K ESCERE A TR IS M ais e BIMER R R - X HTR
E 2R A o Hr B e ] BT B BSOS A R S Y B4 R IR AT VAR (2000)
BR/NBEAARIBEZR (2001) ~ TARE (2001) ~ AEAEFIXISNELE (2002) ~ BRIE T ~ BRAAE - &
Jl(2004) ~ LMK (2005) ~ FRFTPE ~ F + PR TH (20062 » 2006b) 55 = X 48
WF R B AR IRIBARME T ~ JRAEE v B AUl A 58 08 Al 2278 ek sl i 3 A
(ECRE AT

IR > 23 RIS BR L] DL AN GE B R Ml & - — DR R SB0KT > B2
AR SCRRBE R B E A 5 S — DN R R SRS B > BIGRE — e I N AR AR R o
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IR o ZHIR T2 FlE L5 9 803R B 22 1] I A 9000 T e oK AR Ik i — B - BIEE R
TR A FA B 5 SR BLZ M 2 IEAK KR (1 > Gompers, Ishii, and
Metrick, 2003) > [HAX AR AFELE RS > BRI AT 240 (B R AR Y (value—decreasing) 4k
RV B (performance-reducing) HIG BALHIAE LI AT SRAFAEWE 2 filan -y T ACRE
] AN A1/ V6 (R B AEAE o 2 AT G B0 I 90 22 B0h R B i s AL 5 8 ") 43
ZHAFTESRARR R R - Rl MBTHOR - A A0 (Yermack, 1996; Eisenberg,
Sundgren, and Wells, 1998) ; {HIE > Cheng (2008) BIWFTR R » BRI S 2
FFFER A AR,/ T3 ) J B SR SR SR AR > (EAE TG d X SR i R e > Bl e
FEA TR Z W T RN RN R R AE - XS T /N EE S5 AE AT USRI BT RT B A
R s P > B 2 BT oSN 2 Rl (HEUOR2Re 50348 - vl I > B
KR F T W REREARA A LB XS 5 BN > 76X BB K i #2247 1T
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XURE 7K SF- AR S 07 K L ) S5 XL KPS — S SR B )t o U RITE T > ARl iy
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fiE o 3833 2 B AU TR R B o B S5 2078 XA 2 DG &R > RATTR N

o EA A B T4 R 2008 XK A S T 3R A AU B
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HW > BRUE R S B X Z RIS RN URICR > T Hx Mo R £
R AEE A S BT A R AR X AT RES EA B LA R BERE R E R
N IESCRT P R SR 50 B IR 2 o T FROAS S P B IR CEO W Uk SR RSN B Jin B 2 K

fa > BATERI > BT 28 NG AEAE & W& R IE m B2 > A £ ot
PR EEER S 2008 X 2 M AFTE & BE AR R KRR o

N> 52 iRAIM - 5 > B L& (2006a ~ 2006b) FIBFFRA AL > TATR B
JBE R J 0T 4B BRI 5 Wi 5 S B, > 1T BB Hp B 5 B Sk 2 MR AE & )
EMIRK R » T Hax e A O OC R AE AT # B b1 2A w) o RS S A . -

FEROK o FRATTREAE B 3B 40 XA DG SRR AT [ RN PRk 58 = 4R R AR
B0 SBIUIRA L4 AT B AR S U A R > 5 A B N AR M IR AT AT S MEAR
K RIG AR 48 -
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Clayton, Hartzell, and Rosenberg (2003) KB » CEOASTE 2 J5 > BN sl & Bam 5 ik
B MBI R R - AR TR R T BT > By e I R E A
FITELE O EARA BB R AR R MU 5 75 B IR B HR A - ANERARAT BT S B i B
HEINE S T N AR - JEETE T ANERRAT BT G- 20 A RITESE E AR E M2
5o

HE E AT A THA S XS BT 4R H Adams, Almeida, and Ferreira (2005) »
MATR B > CEORUIBER (V) - Ak S0 4 bk (/) > HIEEAET 24 CEO
(A 7 AR XS /NI (T2 W AR A F HoAh R BN GO S A T 2y ) > HT i
BRI EE AT B AL P DL B8 S 2 i [ B e > X2 AR T A4
DRI > T SR A0 s B AR 5 T W CEO M TR SRAN TR > K 40 | T H A
WIS R T > 2B 1 XU BEAS 2 3 W - et > 3 SRR e A0 e il 22 A AR i ok SR 1Y 7] R
PEH 2T o BifG > Cheng (2008) KL » FEHEMAHK (V) ~ 24 RIS 5 /)N
(K) > HIFFETET - A R B H 2 5 A n] GRS % P~ 2kl — 2 > Xl
HOREAEOE mfm > AR T AR SUS0E shFR B > X — R M2 5 HE AR

5 BRI TES WL TR ST R A Tridk ™ o
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PERALEN S > BARTHE THEF MBS 2N E ~ FRFEEBRESE - 24
T A ASUERARE L ~ KA S ~ I W A S 415 3 45 7 RE- S B R 9 i A R 1A
BRI > T I A B L AR N AR AL

Ifi Bebchuk, Cremers, and Peyer (2007) KE > CEO MRSy vp i (centrality > B
CEO M T HoA = 88 1) F AR - F CEO R BB LA F LA = A H BN ) & TR
)R > AR BEE R E 28N o WCEO B &1 M BB EIRRE » X
F1 CEO 1 XU S8l #4755 o FE22 Rl oS b o 4 25 (72 19 CEO 2 AT 5 fRsF 1Y
GRS AR H AR 2t o NBRTEE TN B0 A KR > XA IA N A A 4
B R AN B VE TR K o

John, Litov, and Yeung (2008) N BB FREGS  BREE B XSG A
RETT K 2R - AR > A FISUSGN S 2 R o JREE T YR R
FLECTEIS - 2 APRE 2 WOESRFAA R 4R 09 ~ TR0 B2 R4 A A BB BT il - T 2 7
ARG RN 2 K > DL Tax S 38 A #EAT IR ~ fRAFRIECRIE k4t B 2
MARLA R4 > BUIS - A FIR SRR B2 N R o Y R R LB I > ax A
FAA Rt 2 i) > A AP 2 T KR B~ (L A] DUAP RN E R (R 50 - 1
b > A — G R 45 R SRR LRI > 40 0 Amihud and Lev (1981) KEL - KUK
EIRA DI F—LER AR 2 Te A I W XA R PR U 22516 3) 5 Bertrand and
Mullainathan (2003) &3 » # S U 2 4R 3 098 BRR 2 AT SR/ D9 IH ) s 8 A
AITA ©

P SCHR R R 2 R B XS AR > S5 b G — 8 SOk R IR XU X 2
TRHLARZ M o R > XURAE — @ FRRE b AT LGSR A Rl B I I AN 2 T - )
1 > Demsetz and Lehn (1985)%K i » A Al TER IR HE S & B AT e E
BAHOG  OB PR AN B RO - A X2 R AR B D4R ) 64 [l it 2Bk
JERTE T > GX Rl 548 B2 A 3 72 XU R DA B2 AR N 1) AR B O i 75 31 ) S AT > ot
N> 2 A A IRORCER AR IX PR 0L R A 2 TE e o TESCUERER - A TR BRSR380H 2
FHEASE B 27 [T & Bl U RISE &R Linck, Netter, and Yang (2008) ECTAIRIR/ACT
F oM RN 2 R L FL AR (1) — A U N © Harris and Raviv (2008) AN »
HREOMBNIZGERZRAAMEIERR > HEERATAR 5 K0 > Boone,
Field, Karpoff, and Raheja (2007)IA70 » S MABLE I b e T2 mIERLA F 4 A0
B Z B — PR o N— 2 B Bk 2 W SIS0 B R DA S B S R AR
MR o SR SR » GBI R E MR - WG B 0 A B > A N
M o N NZ B
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fi o JERBEAET - BRI JZ T A XURG: () > BB ok SR g I R R R B o
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1991) &t - i TR 2 BB WL AT R A — 2> XMRERISRAEAENLZ T
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Ferreira (2002) T IEHa 2B > 1% H W7 A6 B )2 W B K R s FJR o » #5K
R I e AR AR A A% DLERTE A A R R A TEEANBUN FRIEI R o Al I > B R PR
W BESE I AR R R 4528 AT L MALE 22 DI (M ADOR 0 5F
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FI A EH I 22 TR T AR AN o

D5 > 23 EE AL 5 M RGN XURS: 5 i 23 w6 FEATL X 9 2 A 8] SCRK Y
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HE s RIEEARR R > CEO MU 8K > H ok S o B2 1 A BE M ik
5o NGB R LS XK 5 2 IR8R (Adams, Almeida, and Ferreira, 2005) ©
EREAERS EHAR S i TFHENSEATSARERIL > CEOEEEEEK
BB > sOH R R BRI A R EM CEO » i - CEO 5K
JBAR Z 1A & BB UI R IR R > W] DB A R IR IR 1 ) 2 (A BRE PR S B ok
B AT BRI AT CEO B N —E 4T3 ) » AR - CEO >k BB
B2 R » HRAUT M K o fEE AR LA d s > CEO MR
1 2 WIS R R BRI - — 2ok B BUN &N T TR BB A 20 - 2 T AUk
PLRY ™ EREEE o —J7 T » FEEA R EH AR S - CEO IR B BURF & T 1Y
WEMENRE - FEHRFIRR T IR R NAE DA RE IR > I HBEUA - 4+
SEZHHEMRE > XS EAERA R CEO REAN M/ 3 FH—J7H » £
E AR B AR BT rA B AR ™ & > RSB AAE > X2
SECEOWBRE N ER » A2 B A E A KA CEO AR 5 52 21 £ B Y il
29 o EPATE S > FRATRE AT A ESR T i G & B - EA Bk CEOHRIREU it
RIS > Rl DAEE S i T BURF I B R 205 > A Aol CEO SR SRAU ) it AR ) 2K
%o W - EA R CEO MRS 0 A XA #2600 - BEA FTRER S - A
FIREARAR - TRAR DY ~ P00 EA S CEO YRR HE 1 v RBAE T AR o Ui » i
WoKFKFE > FEAER EHA AR CEORKR 2 & T EAER Eii AR CEO
PORRLT) o AT L > AREE AR HIRIE - th T IFEA SR 1A R CEO thRAU B
Ko BIGX A A2 A F W EA B BT R R ZE X -
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W RPN > Y b o BR300 N FR TS il > R N2 AT IR
TR~ ARSFRIFEER 4Ed A 2 WAL Fl 25 (John, Litov, and Yeung, 2008) ° E > &
LN DB 58N (management entrenchment » oK H TZHLA 511 3 KRS A1) B
Ko AR SRR S 2 BN o FE R E AR B AR H . CEORBUINAL AR
X TEE ~ SERAR 2 I B W Y > e EAA SRR B AR d o X
CEOWBUINIEATESE - WA BN F) 45 b BOE IR A - fF7E R K2 HLBORK G R EER
THPE A AR TN » X A5 EA E R BT AR i) CEO A & By 3 3o A 41 4
SN ANAL o 4RI > EIA R b4 B AR R — 8 R Y BT A BB SR X
DNIX P AR AT RS RN B S BRI T T BE o X SEAM MR > EAA IR BT R
FHY CEO X H M7 1Y 42 A FNEE PEA & el 0 Im i > TR N B 1 K B R K
AITEHRIE P A AE SR TN TE 2R > R UARSRA 2 ~ (ESR eI » AT R AT O SR
PRG3R o BT WL AR HEACERIIE  EA B B A R LB B SR B AR
SN ALK 2 ok A R B S0 2 R > L H ME TR Y TR AL R E
P AR XU K o

IR fa o AR T W B 22 B PR A AN 8 PR > H SR sl YRR o by
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I 1) 22 B PR B B R AT 2 M - 10T A 1990 4E ATt i A Al e > Bk Bk
B IR~ IR e A MRS i P 5 AR > [t - [E A B AR T A R
A AT REAL T T 44 v AR BE A EARAI AT o [RIINE > 420 B T 28 R X > [ 4
JBeHY b A RITE 2R G AR ARk B BUR A XERT TR SCHF - TR 8 XU » T I » B8
SR L e AR~ B> A BURN SR TR IS B N AT E M2 S 2O E A SR
N TR S =l =Y 2N g A

RES BRI BT FRATTAT A S B R R

Hl: FEAERETARANELERNREERER LT ARANES -

(D)IRBMEPESLERR

1575 ZE U B 5 28 XK 2 TR % R IS > ol T [ AT S R 2 AR A [l A 428 M
FEARAE = B AT 75 205 A TR 6 WSR2 0] > FRAT 1A 2 42 MRS R P AR P i 23 ol

TEE A ol B R RS - RN E R AR > BURAE Al 5%
T2 R o B A BOBUER R BUR RO A S 27 - AR > CEO MRS
BN > [RITH AT AR BB A XU o (EUZ - DUR AN J5 T R R AR AE - 25 B0E A 4
b B BB FR BB Ry o R IR AR - R A e A BB HR BE > A oK U
IRSE AR I 2 s RS e BT - TR CEO M S84 T Y 1Y
ATREYE > I > CEOEMPUE PRI L T - [FIAEA T RE I R XS > LR

O — BRI o A R B2 AR N BRI U A A A5 Pl S 2 R R B RN 20
Ko M HETH2H5 AT RAT TR AL > Ay, b UL AR A5 28 BT b7 b OR] 8 46
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FAFEHRAANE 3 ZRANBUFAERE » HEAR = CLE ST T3’
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RS o B2 1 A A A o [ 18 I TR AR 1) 52 Wi 1 B it i ks >R ) 28R N1 B
2 MR PSRN > BRIV A 405 XS o

F—Jr T - TEEA A > AR R B AR AR H - A B
MG W E > CEO MR SR o T H i AR 8GR an o] | 2 1 F #£ CEO
PRSI AR > B R BN 5 5 M A R PR AN 7 S AL o MR EIR AL
N G > U2 RS 2 A > A SRR SRR 7 S A WERE KRS 2 T
& XN B AT I IEAR 5 Y [A] R o

[ AR A BB A AT R R A A 2F o RS B B I B R R E
IR R 270 RS > 17 45 e 1) L A A m] AR e 48 AL 25 1 kAR R ~ 7
¥ > 2004) o

LR DORAUNL ~ HE N 2B A B AT 2 Vs I o FRATTHR HB T F AR

H2 : EEEERN LT QTP BRRETESLERR 2ERIFELENUEX
% ERREFERSRREHLSBHRENELERK

FEARE A Al > HA B 2 — D WIMT Y~ BAT A SO AU T i Ak
— I BTSRRI > TR BBR R UK RO & > S BBR I SR
s FH AR HA LGN CEO USRI R > HPrZFIR Hl 42870 - BUiS > fteff]
I it ) ke SR B 7 A Tl AR > A R B 0 IR T 25 R IR A e
BRI IEIN > TP 8 1 22 R 48 ARG o B3 — T THT > 2T 5000 A XU L e
fR% - PR FERR BB L5 TR R > 42 I BUR i 4R T > [N -y T 488
G R AR N B AT Y X SR {45 SBBEAR B AT TR R R Al 1] o T
W FEARE A R B AR SREEBU R BTN B SR S 28 XU 2 ) A7
TETEAR SRR AR o T 5 0N B 15 A0 LR U {1 13 0 930 PB4 v B 5 2203 XU 22 1
FEAETURR R R > B &5 RN BT R ERL 3 o 2 G ML Fef > AU K
2 EURHIRCSAF X > T A2 B A AN E P - U > 7 AR IR
B F > RSB o Al DL > FRATIAE 1 A 5 B b i 2 A o sk F e e —
BUNBAUE P ES LB N Z KRR > X — DA RS S ] o ¢

WLATRREARYL > i TAEFRA T BT AEAS b [E A S B b w5 2 71053 2
=2 AL > R BAT U 4 b i A WA Y [ £ 2R N2 S AR R T
CINREXNUICPEEE =i

S A SCRISGIESE R - T T L B 10 5 R R SRS o T S A > B A Al A BORUSE
JESSAR Iy A B CE O S0 3 395 SR TL N g BN 5 S UL © S 8h - R BB 2 - BT
AT 30 735t CE O S RE 7 B 70 A e 2 T [l 28 W 2 ) S AR A 2 e 2 ) 22 i) 1) B A |
FY o TR DRSO 0 A 428 e 2 ok b AR IO A b BE S AT N CE O B 4R SR AN AN 453
REBAS i 35S HLA @
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FAMTAA B 5 BT AR L E N > — DAERET AR L
A (within-firm, over-time variability of corporate operating performance) » IS HIFEA
RLIHELR A WM BALEY 5 55— DA BE R T A Wl B9 (across-firm) - BEIAREA Y
DIELR LA 5] — 45 B2 N B o

218 Adams, Almeida and Ferreira (2005) A X Cheng (2008) ZEMIWT S > FrA Ty 4
PATN 2T AR AR B SCE T AR Y

F_SDROA = ¢ + a,F_FIRP + a,F_FIRSQ + a,F_GOV + Sf,F_OTHERCG, +
Sy.F_FC, + SAF_IND, + ¢ (1)

Horp s “F RN P RN AR HASWIIE > F_SDROA NAEASHA R 4% 5N 7 4F
R B IR (ROA) BIARHEZE > FIRAT R H X » F_SDROAMIK » £83H X it
K o F_FIRP NFEA AN 5 RIAE AR S — RIBAR K I EL B 4948 > F DA 2 JBORU SR
W o F_FIRSQ NFEAMA N & A Al AR RS — RIBAR R LB E 75 > F BAAS:
BrTRERI AR R R o F_GOV NEBRARME T R PR 5 > N AFEAS H 1] 45452 Al IR
PR KR LAS & (1 0 A HE A > 0 AR A ) BUEME  7iAh > BATIERSH T HE
IS FENABAFAE ~ A Al SR B RRAE ~ DA RAT L AR & - F_OTHERCG
NREA IR R 5 5820w HoAth 2 RIIE BLAS S A (E > ELFE 35 K AR 2 B2 5 AT i
AR~ WHOHBN ERE - SOLEF G FFCRNREARIR& KA F— R A1
FIRFIEAR B8 > %= UB0R ~ AHARN B BAR A S KR ~ B A BE K
R~ AR EBREFKEROA ~ BB BAXNE - AR BAXNE - T
fERRRE GEBI 10 5 FIND H— R 54T\ AR & -

AT A A — A BE R A28 X > FRATR A Glejser (1969) BT H 19 5 75 2%
A5 (Glejser’s heteroskedasticity test) TR AT 478 K B Al T o BRI 5 3R
T Jeme Bl 1H A R 2B Sy A RS > I DA P A A 1) 7% 22 48 XCHE A &2
B 0 i e A o FRIEAT A DR A SEUE AT o FRAT T P 0 228 S T AR TR 45
mr :

FY_ROA = ¢ + a,FY_FIRP + a,FY_FIRSQ + a,FY_GOV + SB,FY_OTHERCG, +
Sy.FY_FC, + SAFY_IND, + SOFY_YR, + ¢ @)

Hep o “Fy_ "R Bl B R A T — AR EIE 5 FY_ROA NN A AR R %7 1R
M2 ROA ;5 FY_FIRP N4/ FlEWINEE — KIRARFF IR LG 5 FY_FIRSQ N4/ Al4E
WIS — KB AR R LU IR T 5 SFY_GOV NI IIEARYE R BIAS & > 1 WEA
&> 0 NAEEAER : FY_OTHERCG NA/A YR HAh A RliG A & » Gfi#E S
KMBEAHEGIATIENEE ~ FRMBN HIRNE - M FEHILH  FY_FCH
FAF—RINA FREAR & - AREFEY R 765 - AR E R R AR 3K
s MARRED IS K B ARG 0 B AR YA TR B AR
AR Z oA EE G180 5 FY_IND N—RIAT I ERIAS & 5 FY_YR N—RIVFE
RERAAS & o 0

7R WMRF_GOVET 1> WBHRZ A AIAEREA I N — BN EAT PRI > BB R & A 2k
A5 R F_GOVAET 0 > WULIIRZ A RITEREA B P — B8 AR A 7= BRI - SRR oR e A o
A5 5 WIERF_GOVAEO M 1 Z 1] - I WIRZ A AR A I R] oA 5 A B S B o

R BB B > — RS IR A A A B H BE Y — U

o BEAR G NAFBE AU AR B A S T DUAE — S R TEE L S )45 47 TEE [ R P R 5 X W TR 2R R )



JBAR S5 4 55 0% w4208 XU

*1 A EE X R
TEER EX
[ A% & FY_AROA Sk A PR (2) Hh i 7k 2 46 0
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(0.75) (0.75) (L11) (102) (326 (331" (689"  (6.63)*
SEGNUM 0.268 0271 0381 -0.343 0.020 0025 0218  -0.201
(L4 (197 (2300 (207"  (031) (040) (502%™ (474
il il ALl Pl AL wil AL Ll ALl
R Ll AL ALl Ay
WA 787 787 787 787 6541 6541 6541 6541
ADJ. R? 03679 03687 04418 04384 02068 02068 02180  0.2152
FAiE 14867 1535 1878 1904 4363 44T1% 44417 4473

E: WTRETENEE AFAERAEETHF_HSMAR —FEEAREETH
CFY_AES T LAE WG o W RO BN E5 R IR IS o F_SDROAJEREAI [ 45 08 w4 B
BB RN A AR DS o HEA R E XKL » $65 NIBTF N T o - o RIRTE 1%
MIGETH R B2 - o FIRTE 5% MG TR L2 > *FRIRTE 10% M F KPR -



ps

*®7 AAF FE A 1 BT REAS I (8] ) 53 A
NAEE N7 -FERE
t) @ () @ 6) ©) ) ®)
FROA  FROA FSDROA FSDROA FY.ROA FY.ROA FYAROA FYAROA

FIRP 0.015 0091 0043 0.003 0.013 0080  -0.060  -0.013
(-0.09) 250" (0.20) 0.07) (0.18) (516 (-138)  (139)
FIRSQ 0.001 0.001 0.001 0.001
(0.63) (022) (0.97) (L11)
DUALITY 0894 0875 1575 <1562 0002 0006 0192 -0.195
(061)  (0.60) (085  (0.85)  (0.00)  (0.01)  (061)  (-0.62)
LNBDSIZE 5510 5475 3965 -3991 1.813 1799 0886 -0.896
Q260 Q26 (127)  (-1.29) 200 Q07 (166 (-1.68)*
INDRATIO 0.276 0281 -0.094  -0.092 0.037 0.038 0.019 0.020
(3S)™  (B60™* (092)  (-0.90) (1.19) (122) (1.00) (1.03)
LEV 0097 009 0.178 0179 -0.029  -0.029 0.042 0.042
(403)5  (3.99)™*  (480)* (492 (B29)* (323 (.05 (7.14)
CAP 0.582 0598 -0.004 0.002 0.289 0291 -0.018  -0.017
Q40" Q50%  (0.01) 0.01) (573 (578 (058  (-0.54)
CAPLI 021 0213 033 034 0.037 0039 0011 -0.009
(0.89)  (0.90)  (1.08)  (-1.09) (0.80) (085  (-0.38)  (0.32)
GR 0.031 0.031 0.001 0.001 0.033 0.033 0.004 0.004
(339 (333 (0.11) (010) (1219 (1218 @18 (17
ROA 0576 0577 0387 0386
(4260 (4.28) (26,177 (2615
ROALI 025 0251 0.067 0.068
(143) (142 (3.93)*  (3.94)*
LNT4 2580 2604 -L162 -LIs8 0.689 0712 -1.261  -1.246
G01™  (406y™* (135  (-139) (2.93) (304" (853  (-847)*
LNAGE 2702 2820 2664 2613 0385 0376 0445 -0438
(192 00 (148  (147)  (080)  (078)  (150)  (-148)
SEGNUM 0.417 0441 0065  -0.055 0.232 0239 0276 0272
(1.01) 7)) (012 (011 (1.61) (L6 (B.11)™  (3.06™
1l il ALl Pl AL wil AL Ll ALl
R Ll AL ALl Ay
WA 194 194 194 194 2045 2045 2045 2045
ADJ. R? 03761 03785 05520 05547 01921 0.0921 03474 03473
FAiE 46474797 800PF 829" 1315 1346™% 2691 27.53%

e W TRETENEE AREARALRERNF_ A SMAR - FREREAARRTH
CFY_"AES T LAE WG o RO 10 25 RSN AW o F_SDROA RREA I ] 4 22 R 4F L
BRI AR bR EZE o HEARRE XKL - 55 NBF N TSR > - RIRTE 1%
MIGETT R L2 - < FIRTE 5% MG TR L3 > < FRIRTE 10% M KF LR -



JBAR G 55 2% W 78 AR

BEAh > [BE 2 A IR A R — B ~ HAR A R BEAS & (CE O FRAT RE A AR
o B PR AL ) XA R AN ] — AR EERE AL XY T R
i > X575 A 1 —LF 5% 45 5B B AR (4 Cheng, 2008; Adams, Almeida and
Ferreira, 2005) ° 13

e o WA RIRFEAS SR > FATRBL > R RAEA AIMEAIEZ A A] — 4 AT
Ao TV SR AE A AR AR IE S A AN A [ A S AR - S5 38 X 0 8 XU BT A7 A S 3
W IE I SEME > AT L > T 25 KL A A A S a8 KR B B2 34 0 5 [R] i > AT
TEARTRIY A A SN A — A EREAS ~ A B IR A 7 K2y m] — 48 BEREA DL B AR [ A #
R A /] — AR FEREAS > R AT UYL B W 2 RS L 228 UG 2 IR AR R &R
DL K 22 oA R BE S 228 UG 2 A B SR G OC 2 > AT L - R BL b T 8 m) Y 878 XU 5%
i > 1M 2 Te Ak R 9% AT DAREAIR 23 W) (9 2275 XU

EFERENE » ERSBER7AFREATA ] — FEEEA T BAGE 2
B XU Y 5 I 25 RAFTEA RS — B G o L > AP A SCRY TLUELE R 5 Cheng
(2008) HAH R SEIE L5 RAEAT T HEL » ARG RI - K5 2R 7HA A — F A FR
TR AR ) X8 XY 2] 77 171 5 Cheng (2008) FAH RL[ENH 25 02— 201 5 7ER
7B AR E A IR 2 A FAREA s KT RRIRE I X 4 X [ H 77 1 5 Cheng
(2008) AR 8] )1 25 R 2 —BH) 5 (HR2 > TER S IR AR AR LA Rz 3k 6 A 1 A 458
JBHY S FIREA R > S T BRI BE S A 228 XS B (815 75 18] 55 Cheng (2008) HOAR N 7] 14
ERIFA— B o AN S Box — lEAY S E AT RE AL - () FERERY B A w
FELA = B I BT A a2 - AT e RS — i SC B 9 3R A = BUE R
EWAF (4 Cheng (2008) % I B SE E _E A RIMEA) A HAR 5 2) ENEHE
WA ERNFNTT AT E R > KE EHA R A E LSRR E AT E » )
PERCK » 3% S BORATHE S A mIREAR B R 6 ) AT V48 2 JG P AT A0 A i3 > Ak
TARZHMEFGEI2RAREZNEESE > NTSBAERTIELE R HRE A
A — FEMNARTIELRAR — BB R KA -

R AEENTEERE

(—)REMRE

U ET > AR U U ST A A AR R 1 > LI 2 WA BRAL ] 5 4
IR 22 ] B4 22 Wl 7 1) 1) R I 21 i 2 ad 2 e B B RT# » e FATI5 BRI
P AR B IS BOREASHEAT A A PEAG A o 14

S o TATVE A ) SRS T SRR 4 2 TR S F 6 ) BBORCER v BE B4 (B
BRI B P - JF B AT AT A AT 5% [H > ax A] AR 2k M AT g
FEAE R N A PR

Gl FATAEAT T 2SLS N AEPEAS B o FRATTAE [ I 70 A v (o ) 44 (0 101 B i 119
JRAR A P B R HAF-T7 > DAY BRIBEAUAR H B B HP- 05 22 I Y g BE R [ - (7%
2SLS WAEVER IR 2 5y AT « BRI > FEH R E SNSRI - BATTIASIE

15 GRS b T AN A A o ] b A R e R YO0 G HLAE A R I R TR R B A
AH s AR 2 FHABILE] (AT g2y B A AR L RBCR HGE FF AR+ B 8. -

R TEAE BUAS SRR T AGIBR AR TE T > BB A B AR B AR Rk A Rl S5 A 4 -
85 1) (AR A A TR 2l R BRI 278 XU - AT AT e BRI LEREAR T LLGIBR » LAMLZE
BTN T R A AN AU O 2878 KU B R D



e SH

TRFTHE

+++
4

R T PR S A AR v BE A D0 [ V1 2 A Hh P VR B i AR Hh B T AR |8 5 (2%
ZEE RSN BATT TN S BT A 5 ) 39300 SRS Hh BB ~F-J7 A D (| JH 20 A o 32 {1 4
Ja AR H BT i T AR & o

WAEMEAR R R 45 B 7R T3R8 o FATATLUREL > K5~ ReME7H LR T
FBOAS 25 4y e R ot 55 28 XK 2 1] 5% R I i A B A5 IR (e R 8 AR 2 T J1 3¢
FF o BARAAE AR A AU R b miT 28 w408 R B R~ 7 4 R A A FEL A 458
FEAS P BORUEE T B 5 B XU 2 A AE B USSR RAFAE o MUAh - BORUHE X 475 4
B RFERLW > AR S LB S MR R B IEM KR > T HIX A
ARG AR AE AR FE A HE e i 7T 28 R v SR UG B W] S0 45 2 - o 8B 2 i SR B 5
FIZ BRI Sk 25 RGBT N A TEAR I 19 0 3 H -

b

(=) TEMRE

BAVEIEAT T 40 W] SEEAR S -

(1) AMf Fwinsorize A » T FH S BRI 55 S5 6 (ELAE AR X 238 A8 mIREAS AN A | —
SEFEREAATRR IS o 15

(2) JRERUSE o B 5 A Hp BT 2 A e BE AR OR O R > k> FRATTx
JRE AL R B HEA T RS (EL R RS » T 60 429 0 1 8 i ) RO LR o B I T SR AR 2 i
[ 3 m ol P 0 RS o B B L o DT T ok 2 i L M (] LI mT B S M) o

(3) ME—LLRETRAUREA B IH] > 28 F]IE PRFRBE Bl 4 W S5t PR BT AT e R A i 3
A > T X LEAR A AT BE 25 M FATT T AT 1 5 T ORI 5 B A 25 4 5 4878 X 2
] R AEEIS - NIt > FRAT LA AT 2001 222006 4 1H] A9 /A 7 — 4R EREA L 122003 2
2006 AF-HA ] 19 28\ — AR BEREAHIEAT T ] AR LS - e

(4) 7 SN FIAERE AT 18] T BB 2> K A B ORI AN 45 440 1 B i ede A > T R
A5 EA - LB AT SRR > Nk s FRATHE A FIAEAS dr 15X 228 7] DA
SR > A AT PRI 5 R PR A 46 # B AR AR VE N AT TR BE RN & > 3X 2l 3RATTRT
W EE I A ROV S5 B A 54 5 2078 R, 22 T ) 2 2R B R T M AR e« 7

(5) TEATFIREAF » M F I ROA ~ Y IR I BEAR 2 K7 2 A7 AE & =
FERIMIORIEZR > itk - FRATTHE AT sh IR Y B ROA R Y e A Sl AS & > AT
TH bR Z I M) -

15 S5 RO SR (A S BRARUE R BERUAE TP <285 ~ -100< 4 4FEAI EAEROA<100 ~ 7f5% <100
-100< B KA <800 ~ 0< 2 AEAN AR WA 3 H KT <50 ~ FEAIHIN ROAFRHEZE <6045 - Z3d 5551
%Eﬁgﬁﬁ%ﬂﬁﬁ: 3] — A EEREA LA 8586 /120 31 83334 - A FIREAR Y ML (E M 1193

N E] 11584 ©

16 FE20014ELART > AP EARDAE BT A RIIEMSIEE S - 20014E6 H > HERER S8R EHA R E D
BN 1/3 L BB EE S > JEE 20034 6 H 2 BTSSBZ H AR 5 2003 FLAE > KEH ETA A
H A S # Y O 20 A IR DR 5 200741 A > REDFEISHER 2 HHEN] > —ANERIER L
PRI RN (B AR > 171 E 2 B2 S AR i DA SR (BB 25 19 o JBIi P 42 i il A4 x4 i
FETS 5007 WAL S LT RER I

B BRI RS A SR 1 W ZE AR AR I B B O R AR AR A — R EE R —H
AR EE R 5 BT B Ah P R R A 1% A R TERE A N A B — R R s L ) S B B — K
AR 5 I B8] 2 2 1 P (B A AN WIREAR — 38 2 22 9 {E I T35 (E (-3.590838) 119 1E £ — 5 A5 i 22
(5.883057) Z ] o R F BRI i A A 45 4 HL A e RORE AR » R AEAT AR o ~ g5 A
ﬁﬁﬂzﬂl‘?@%%ﬂﬁﬁﬁﬁd\ > R > X — A FEMERS G0 AT DA — GERR BE L % Al AR Ak e T AT
BEAT R A -



JBAR G #5525 W 278 AR

*8 NAEPEAS 56

ERBIRNERE WSLSHEMRS
DEEE DE-EERK DA DE-EERE
Panel A: 1 ¥) 3) @) ) ©) 7 ®)
£% FROA FSDROA FYROA FYAROA  FROA FSDROA FY ROA FYAROA
FIRSQ 0.001 0.001 0.002 0.001
(224 (4.49) (2.27)* (4.48)+*
FIRP 002  -0.123 0.018  -0.083 0.025 0.005 0021 -0.005
@20 (2097 B3N (466 (2260 (0.39) (330 (-1.30)
Gov 0070 -233%0 0016 -0.703 0053 2331 0033 -0.744
0.17) (461" (0.07) (454 (013) (470 (0.14) (483
WLl 981 981 6982 6982 981 981 6982 6982
ADJ. R? 03208 04543 0199 02221 03558 04752 02068 02269
F4itE 15,617 23.66™* 4447 4736 536.57F 88675 179551 2047.27
AL DR-FERA IAGILER:N DR-FERK
Panel B: (1a) (22 (32) (4a) (52) (6a) (7a) (82)
BRER FROA FSDROA FYROA FYAROA FROA FSDROA FYROA FYAROA
FIRSQ 0.001 0.001 0.002 0.001
210" (3.92)+* (2.1 (3.82)+*
FIRP 0017 0118 0.013  -0.081 0.020 0.001 0.015  -0.008
(179 (L9641 (404 (183 (0.04) (2437 (-1.85)"
Wl 787 787 5682 5682 787 787 5682 5682
ADJ. R? 03659 04407 02127 01773 03941 04667 02201  0.1840
F4itE 15077 1870% 4037 3015 50879 687.26** 1589.36™* 1275.07
AL DR-FERA IAGILER:N DR-FERK
Panel C: (1b) (2b) (3b) (4b) (5b) (6b) (7b) (8b)
FEEER FROA FSDROA FYROA FYAROA FROA FSDROA FY ROA FY AROA
FIRSQ 0.001 0.000 0.001 0.001
(0.39) (0.61) (0.42) (1.41)
FIRP 0.0  -0.073 0.037  -0.047 0.068 0.017 0.043 0.006
(L73F  (0.37) (200 (-0.94) 191 (0.32) Q.10 (0.40)
WLl 194 194 1300 1300 194 194 1300 1300
ADJ. R? 03658 05523 02104 03805 04770 06308 02402 03980
F4itE 450 8007 10017 2046%% 17350 33168 399.48%*  863.29*

T W TREYEEE AFANRAEETF_ S MAR —FENARERETH
CFY_TAES T LA o WOBCRUY B A5 RSN I 5 At FA B R A R AL AR
o Al AEHAE OS] BRTRIR - S (RIEEORIE AL 5 F_SDROARFEA
ST i) 48 20 RIARJE 9 SR SR bR 22 o OB AR BE LR « 55 NI BT N T4
o o FRIRTE 1% MR TKF LR >~ FORE 5% ML THKF W3 >~ RIRTE 10% Y
R S T



(6) FATHHTHIBEFAEA h & & A i T2 " ARE BT NS B Sz -
UL > FA A LZLL R bRl o fR B B8 THRCE 2 7] — A BEREAS (3£76921)
N HER RHIEAT A FEMAR L - 18

(7) 1&%Francis, LaFond, Olsson, and Schipper (2005)%} K11 T 5 (accruals quality)
I B 73k > AT TaE wT AR AR A 28 KR Al B Aw - RITE BTl H 0 2 /] — 4R
FEA IR Z A b > IF AR K A SHE AT 2 /) — 4F BE 8 XU 9 i B 4 A - T2
il 1% R Z RDE LAV AR (B 24 4F) PR 22 BObR HEZE AR O HA B — AR BE 8 XU 1) i B
fibs LN FY_SDRE) 'l T IXAFMERAE W L2 5] — 47 BE S MUK N AT 3 2
EREEE > FTRABRATIOE A A 2 BT D (D 214695 1) © fiela - BAT I LAZ
4695 MIFFUREAS BN 55 Ok BRI ) 2 W) — 47 BE 22787 XS A 8 48 s Dy Rl AT T m B2

15 bR -E A SEPER S b o BT A5 IR A R A AL > FLRA AT SEMEAR 50 45
Rigah#k9 -

- [ hS
N HARER

AL T A E b T F S BB AR T R PR B T 2 KRR R I o R
ATRBE > e P DU e b T2 A 2078 IXUR: 282 B Gt s [0 A 7= RS B Bl
Al > Xl B R A B A LA AL SRR R - 2B RS
SR RNIRE B HE/NDA S SE N R I LB R A S R R A s
HATRIN » AL P RN 2 MAFIE G LM URISCR > I HIX MR E
BRI B RN ETA R RAEAE 5 X v RES EAT S b A w A BB R R
I IESCT £ R SRS BT . o 17T PSSR T BE TR N CE O Y ok SN B B i A % -
WEAh > FRATTIE R IR - S5 363 2078 XU 7776 5. 35 0 1E 1 2 I > B 4678 XU 22 11
UL BENNMIKR > 2o B 28 X 2 077 76 5 035 1 TR 5%
g\ o

N> 52 iRFN - FF > B L5 (2006a ~ 2006b) BIBFFRAAAL > AL B
RS vh B 5 4B B 2 A AE & 3 IE A & > i X FRIEAR S RE SR E A
I b T2 A o AR SN R o T R R B SR B I R B » 10
HERE T AT He AL -

AR SR 2 AR TR 2 B R IAE + (1) XA R85 X6 VR AR 93 AT DA F A1 ] o ofe
Ty~ AT HIAT R 2 FA H A e RO AR N2 T I SR 5 (2) FF ARk AR R A AR Mk ke
RSB A — R E R RE T R I AL I

1R A RS X — BTy ) o FF AR A o R 9B (6) W A TR LI E] S Al

FEUELE AR > BERUHE AT RO ATEAE & W35 A G m 2 i > i 78 HAR B AT B 52 b > IR
BN ROAME NI AL E o E— WA LR > SBOX —99E 4 R R ET « ERAT
S H A e L AR AR T R LR S ) — AR BEREAS (35 894 ANWIIN(ED) b > JE AT ES Y T A F Y
ROA (309 /MWLI{EL > IS (E AN 57 5000 591 N -6.845% Fll -2.7729% ) B2 B I th 25 T [ A EE ey B i 2
FIROA (585 M MUIAE » HI(E RN H 7 800 51 -4.4199% F10.2829%) » & TE 1% M4 1K T -
HEAEE W25 o Xk > BT AR E Z 19 ROA RH L 25 19 38 [ A3 465 1% _E i 20 =19 4k
WFRREA > RS BAERI T MARAETC AL B A TR AR A EEA R LT AR ROARIME
o T EEER AR ROA o T A S & T X458 X A FTT > B RAFRATTHE XS Gx — 1)
N B AE A I BB 5T TR i LT -
1 R A R AR X — T A L8 X R A



JBAR G #5525 W 278 AR

*9 ] SEEA T

) AEUSZEERE Q) MBRRERERTIERR
HAAREF  LPLF-FERE  DFARE DA -FERE
F ROAF SDROA FY ROA FY AROA F ROA F SDROA FY ROA FY AROA

FIRP 0.031  -0.099 0.038  -0.081 0.033 0.009 0.041  -0.003
(3.05)™* (226  (6.62)** (-4.59)"* (3.33)** (0.73)  (7.85)"* (-0.98)

FIRSQ 0.001 0.001 0.002 0.001
(2.29)** (4.60)* (2.49)* (5.45)

GOV 0312 -1.633  -0.056  -0.842 0031  -2287  -0.223  -0.648
078) (449 (-025) (574 (0.08)  (-471)** (-1.11)  (-4.93)*

NN G 1158 1158 8333 8333 1193 1193 8586 8586

ADJ. R? 03115 04283 01734 03074 03503 05169  0.1932  0.2584
F4LHE 16,86  25.07*F  44.69%*  87.01** 20.48%* 3642+  52.38**  70.56**

G)RHRERBEERLR (@) RIUERAMBR (5) HIRZEROAM

2001-2006 2003-2006 SEMRERR CAPHE
NE-FE AE-FE DERER YNCIEEYIN

FY ROA FY AROA FY ROA FY AROA F ROA F SDROA F ROA F SDROA

FIRP 0.039  -0.097  0.038  -0.108 0039  -0.147  0.034  -0.140
(6.62)* (-5.24)*  (5.16)** (-4.57)"* (342" (-2.08)*  (3.35)"* (-2.27)*

FIRSQ 0.001 0.001 0.002 0.002
(5.26)* (4.63)** (2.31)* (2.53)

GOV 0224 -0.614 0407  -0.698 0.092 2124 0.025  -2.265
098)  (427)* (149) (401 (0.21)  (-3.86)™* (0.06)  (-4.67)™

NN G 6649 6649 4620 4620 837 837 1193 1193

ADJ. R? 02076 03173 02253 02990 03680 04495 03422 0.5170
F4it& 46.847 7636 38320 S1.52% 1575 19.96%F  20.38***  38.52*
) ERARELRBRITENER (7) f F Frandis et al.(2005) 77351t &

ZENR
NE-FEEK NE-FEEK

FY ROA FY AROA FY ROA FY SDRE

FIRP 0.027 -0.061 0.045 -0.062
(6.25) (-4.17)%% (5.76)** (-3.79)*

FIRSQ 0.001 0.001
(3.91) (4.44)

GOV -0.825 -0.333 -0.201 0.416
(-4.94)*x (-2.83)%* (-0.72) (-3.38)%+

NN G 7692 7692 4695 4695

ADJ. R? 0.1670 0.0793 02013 0.4071
F4iT& 39.55* 16.41%% 32,97 81.59**

T WTRETHEEE AFAERAEETHF_FSMAR —FEEARERETH
FY_ RS T LA o W BT I IH 45 R BRI 5 HAR A R BAR S - 2 R RRIEAR
B AT A HETES  RTRERE - A (TRIEZOREEMY) o F_SDROAZFEAR
ST 48 80 RIARJE B 5 SR SR bR 22 o B AR E LR o 5 5 NI N T4
o o FURTE 1% MG KT LR > < FRIRTE 5% A TKT BB > * FIRTE 10% 1)
SR B -



|10 AHFEARLR

ETREHRK ETNA-FEHE
ZESN 2ERR  2BSX ZERR
ROA AROA ROA SDROA
BTN PR v + sig Oz + sig U A
R Bt not sig - sig not sig - sig
EfHRLREA AT + sig Oz + sig U A
REMUHA  RREDE + sig not sig + sig not sig

HRIEAR SCHSEUE 255 > FRATTAT AR B R BOR AW (1) FEEA A > G
FEAIR 2 I 2278 UG K-35 FE B ZE A0 5 ThT > S 2 T SO T ) 8 SR T 4 v
(A RBEAX S5 ) > SIS (A T 45 ) T T SR 1) 2 B R S 43 38 T AR B KRR e I - T v
JE AR TP R A S5 4 2> [ DR SRR I S AR (RDIBURF ) Jot 43 B b~ o2 BE 2 B JROAR 25
2R SRA ST 1 CEO I A > 3 T i EL AR s ) AL 2 4 35 2 S B L A 58 it |
T A 275 X KT 1355 (2) AS RIS B JB AR JRE UM S5 9 A [ 2 SR EL i A AR T
5 A BIAIE] » TX FAT 0 77 2 AR R A 2 38 B 408 SR80 2 5 (CaneR A i
FF - PR > 2006a > 2006b %) » WA RA R E X AKT-1 2 5 B> 3
FE AN 7= AU I A 2 55 J SR > B Re BB R B WX — 45 5 (3) A B BHRFIE
(AN S5 ATAT ~ BURE ~ 2ot R BESE) (19 25 St aais RGO E XA TE > Rtk > 4%
E AR T 1T A 7 XU KIS > B2 HR T A2 RIRRAE - DA 1E B A 35 vk
R

&

BREE ~ YL > 2000. B Z TTAE ~ AR ST sa 4tk > (LTRSS 8 1 -

BR/NVBE ~ BRRZR 5 2001, AL R ~ 28Uk S8R E R R A (QBIFR)E
113 -

MRiE IC ~ BRAAE - Rl > 2004, “BAUEE 5 2 w8k - SCRR [l S Kok OF R 7
M7 s CHRE2 TS TS HER ) 6 55 43 o

kA2~ XISEE > 2002, AL S A FRABACR - E AR SSIE AT > (B
PR > S e

B E PR - 2005, “EUFESH IS A AN E—K B P ERE A T4
WEdE” » (AT R)E S -

TRAIFE ~ 5~ BRL > 2006a. “BAUEE Hh BEF0 A A Fo o 28 ) 4608 SR80 5
™ > (PRI 1 -

AT ~ 5~ BR L& > 2006b. “EERBARM RS A RS ES 2 R (R4
GEVEE 104 o

TARE > 2001, “BAEH ~ HHEBCRSARSGRC - CPETTAIEF) S H -

RELTE ~ JEHE > 2004, BT #r " AT DA /A RIVA RN > — 22 Bk H 0 A BR /A 7
BEHIRCZ G R BIRFR” > CEEHEA S 10 -



JBAR G #5525 W 278 AR

Adams, R., Almeida, H., and Ferreira, D. (2005), ‘Powerful CEOs and Their Impact on
Corporate Performance’, Review of Financial Studies 18 (4): 1403-1432.

Almeida, H. and Ferreira, D. (2002), ‘Democracy and the Variability of Economic
Performance’, Economics and Politics 14 (3): 225-257.

Amihud, Y. and Lev, B. (1981), ‘Risk Reduction as a Managerial Motive for Conglomerate
Mergers’, Bell Journal of Economics 12 (2): 605-617.

Bebchuk, L. A., Cremers, M., and Peyer, U. C. (2007), ‘CEO Centrality’, Harvard Law
and Economics Discussion Paper No. 601, Available at SSRN: http://ssrn.com/
abstract=1030107.

Bertrand, M. and Mullainathan, S. (2003), ‘Enjoying the Quiet Life? Corporate Governance
and Managerial Preferences’, Journal of Political Economy 111 (5): 1043-1075.
Boone, A. L., Field, L. C., Karpoff, J. M., and Raheja, C. G. (2007), ‘The Determinants of
Corporate Board Size and Composition: An Empirical Analysis’, Journal of Financial

Economics 85 (1): 66-101.

Cheng, S. (2008), ‘Board Size and the Variability of Corporate Performance’, Journal of
Financial Economics 87 (1): 157-176.

Clayton, M. J., Hartzell, J. C., and Rosenberg, J. V. (2003), “The Impact of CEO Turnover
on Equity Volatility’, Staff Report No. 166, Federal Reserve Bank of New York.
Demsetz, H. and Lehn, K. (1985), “The Structure of Corporate Ownership: Causes and

Consequences’, Journal of Political Economy 93 (6): 1155-1177.

Eisenberg, T., Sundgren, S., and Wells, M., (1998), ‘Larger Board Size and Decreasing
Firm Value in Small Firms’, Journal of Financial Economics 48 (1): 35-54.

Francis, J., LaFond, R., Olsson, P., and Schipper, K. (2005), ‘The Market Pricing of Accruals
Quality’, Journal of Accounting and Economics 39 (2): 295-327.

Glejser, H. (1969), ‘A New Test for Heteroskedasticity’, Journal of American Statistical
Association 64 (325): 316-323.

Gompers, P., Ishii, J., and Metrick, A. (2003), ‘Corporate Governance and Equity Prices’,
Quarterly Journal of Economics 118 (1): 107-155.

Harris, M. and Raviv, A. (2008), ‘A Theory of Board Control and Size’, Review of Financial
Studies 21 (4): 1797-1832.

John, K., Litov, L., and Yeung, B. (2008), ‘Corporate Governance and Risk-Taking’,
Journal of Finance 63 (4): 1679-1728.

Kogan, N. and Wallach, M. (1966), ‘Modification of Judgmental Style through Group
Interaction’, Journal of Personality and Social Psychology 4 (2): 165-174.

Linck, J. S., Netter, J. M., and Yang, T. (2008), “The Determinants of Board Structure’,
Journal of Financial Economics 87 (2): 308-328.

Moscovici, S. and Zavalloni, M. (1969), “The Group as a Polarizer of Attitudes’, Journal
of Personality and Social Psychology 12 (2): 125-135.

Sah, R. K. (1991), ‘Fallibility in Human Organizations and Political Systems’, Journal of
Economic Perspectives 5 (2): 67-88.



Sah, R. K. and Stiglitz, J. (1986), “The Architecture of Economic Systems: Hierarchies and
Polyarchies’, American Economic Review 76 (4): 716-727.

Sah, R. K. and Stiglitz, J. (1991), ‘The Quality of Managers in Centralized versus
Decentralized Organizations’, Quarterly Journal of Economics 106 (1): 289-295.

Yermack, D. (1996), ‘Higher Market Valuation of Companies with a Small Board of
Directors’, Journal of Financial Economics 40 (2): 185-211.



20124F6 /] 14k ol
ik £ it 5 it % o 5t
China Accounting and Finance Review

Volume 14, Number 2 — June 2012

Ownership Structure and Corporate Operating
Risk*
Liping Xu and Yu Xin!

Abstract:

Using group decision-making theory and agency theory, we examine the relationship
between ownership structure (type of controlling shareholder and ownership
concentration) and operating risk in China’s listed companies. First we find that operating
risk in state-controlled firms is significantly lower than in non-state-controlled firms. The
latter have higher risk because managers have more decision-making power and are less
apt to become entrenched, and these firms face a more uncertain operating environment.
Second, a non-linear, U-shaped relation exists between ownership concentration and
operating risk, where firms with a highly concentrated or highly diversified ownership
structure have greater operating risk, whereas a moderately concentrated structure with
checks and balances from outside blockholders leads to lower operating risk. Third,
we find that the non-linear, U-shaped relation between ownership concentration and
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l. Introduction

A large array of literature investigates the relation between corporate governance
and firm performance. Among such studies, those focusing on the ownership structure of
China’s listed companies include Chen and Jiang (2000), Chen and Xu (2001), Yu (2001),
Du and Liu (2002), Chen, Chen, and Zhu (2004), Xia and Fang (2005), and Xu, Xin,
and Chen (2006a, 2006b). These studies analyse the impacts of the type of controlling
shareholder, ownership concentration, and the check-and-balance of ownership on firm
operating performance or market performance. Although firm performance has two
dimensions — performance level and performance variability — the above literature relates
mainly to the former while largely ignoring the latter.

Performance variability reflects firm risk, which is a core issue in corporate finance.
Exploring the relation between corporate governance and firm risk contributes to better
understanding of the impact of corporate governance on micro-economic consequences
and corporate decision-making processes. Although previous literature on corporate
governance and firm performance finds that better overall corporate governance is related
to better firm performance (e.g. Gompers, Ishii, and Metrick, 2003), this does not explain
why value-decreasing or performance-reducing corporate governance mechanisms still
have a market. For example, studies find that board size and firm performance are
negatively related because of agency problems and cooperative/communication problems
(Yermack, 1996; Eisenberg, Sundgren, and Wells, 1998). But Cheng (2008) finds that
it takes more compromises for larger boards to reach consensus, and consequently their
decisions are less extreme. In other words, larger boards can reduce firm risk. Therefore,
in evaluating the effect of larger boards, both corporate performance and operating risk
should be considered. A risk-and-return trade-off may exist between lower operating risk
and lower performance under a larger board; otherwise, we cannot explain the existence
of larger boards in practice, which is considered a value-decreasing mechanism.

A study on corporate governance and firm risk also contributes to better
understanding of risk management. Since the global financial crisis, risk management
has become a worldwide concern. Managers, investors, regulators, rating institutions,
stock exchanges, and other stakeholders need to be aware of risk factors and understand
how to position firms in a reasonable place for taking risks. Risk-taking is necessary
for creating firm value, but excess risk-taking typically goes hand in hand with higher
risks and higher business failure rates. A good strategy is to strike a balance between

risk and return.

2 Similar to performance level, performance variability is also a comprehensive measure that is the

ultimate result of various risks, including operating risk, financial risk, market risk, and policy risk.
According to corporate finance textbooks, operating risk and financial risk constitute total risk. In this
paper, we sometimes refer to performance variability as corporate risk, whose definition is similar to
the concept of total risk. In our empirical analysis, the dependent variable also resembles total risk.
Since we control for leverage, our analysis in fact focuses on the relation between ownership structure
and operating risk. Therefore, we emphasise operating risk in our theoretical analysis.
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Consequently, research on corporate governance and firm risk has recently attracted
increasing attention.® Our study extends this line of literature by considering the special
corporate governance mechanisms in emerging China. The two most important features
of corporate governance in China’s listed companies are state ownership and highly
concentrated ownership, both of which influence firm risks. Although the existing
literature has much discussion on ownership structure and performance level, the relation
between structure and performance variability in China’s listed companies remains
unknown. This study fills this void.

As per a sample of China’s listed companies between 2000 and 2007, we first find
that listed companies controlled by the state have lower operating risk compared with
those controlled by non-state investors. This is because managers in state-controlled listed
companies enjoy less decision-making power but a larger entrenchment effect, and such
companies face less uncertain operating environments. Second, although we find a non-
linear, U-shaped relation between ownership concentration and corporate operating risk,
this holds only for state-controlled listed companies. Such a U-shaped relation might
result from the fact that state owners enjoy more decision-making power when ownership
concentration is high, whereas chief executive officers (CEOs) enjoy more such power
when concentration is low. Finally, leverage is positively related to operating risk, while
firm size and diversification are negatively related. In addition, consistent with Xu, Xin,
and Chen (2006a, 2006b), we find that the effect of ownership type on performance
levels is not entirely obvious. Although ownership concentration is positively associated
with operating performance, this relation is more obvious in non-state-controlled listed
companies.

The remainder of the paper is organised as follows: Section II reviews the literature,
Section III proposes the hypotheses, Section IV introduces the research design and
reports the basic empirical results, Section V investigates the endogeneity problem and

the robustness of the results, and Section VI concludes the paper.

Il. Literature Review

Recently, a growing literature has started to investigate the relation between
corporate governance and risk. For example, Clayton, Hartzell, and Rosenberg (2003)
find significant, long-lasting increases in stock price volatility following CEO turnover.
These increases are larger after forced departures and after outside successions following
voluntary departures. These results are consistent with more informative signals of value
driving the increased volatility, helping resolve two sources of uncertainty: possible

changes in the firm’s strategy, and doubt about the successor CEO’s ability.

3 Please refer to Section II for a review of recent literature.
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Adams, Almeida, and Ferreira (2005) investigate the decision-making power of
CEOs and its impact on corporate performance. They find that stock prices are more
variable for firms run by powerful CEOs. The decision-making of a less powerful CEO
must be reviewed or approved by other managers or the board, and this collective
mechanism results in less extreme decisions. But the likelihood of either very good or
very bad decisions is higher in an organisation in which the CEO’s power to influence
decisions is greater than in one in which many executives are involved in making
decisions. Cheng (2008) provides empirical evidence that firms with larger boards
have lower variability in corporate performance. He finds that board size is negatively
associated with the variability of monthly stock returns, annual accounting return on
assets, Tobin’s Q, accounting accruals, extraordinary items, analyst forecast inaccuracy,
R&D spending, and the frequency of acquisition and restructuring activities. These results
are consistent with the view that it takes more compromises for larger boards to reach
consensus, and consequently their decisions are less extreme, leading to less variable
corporate performance.

Bebchuk, Cremers, and Peyer (2007) investigate the relation between CEO
centrality — the relative importance of the CEO within the top executive team in ability,
contribution, or power — and the value and behaviour of public firms. Using the fraction
of the top five compensated CEOs, they find that greater CEO centrality is correlated
with lower firm-specific variability of stock returns over time, a result that might stem
from the tendency and the power of the CEO to play it safe and avoid firm-specific
volatility.

John, Litov, and Yeung (2008) find that better investor protection could lead
corporations to undertake riskier but value-enhancing investments. Lower protection
allows insiders with relatively low levels of cash flow rights to siphon off more corporate
resources for private benefit. The greater the corporate resources they expect to divert, the
more the insiders will avoid taking risky investments to protect their private benefits. In
addition, undiversified ownership held by entrenched owners might direct the companies
they control to undertake less risky investments in order to reduce their exposure. Further,
in better investor protection environments, non-equity stakeholders are less effective in
reducing corporate risk taking for their self-interest. Some indirect evidence also supports
this argument. For example, Amihud and Lev (1981) show that powerful managers have
an incentive to engage in risk-reduction activities such as diversifying conglomerate
mergers. Similarly, Betrand and Mullainathan (2003) document that managers protected
by anti-takeover laws engage in less destruction of old plants and less creation of new
plants.

The above literature emphasises the impact of corporate governance on risk. In
fact, risks can affect corporate governance. One source of risk is the uncertainty of the
corporate operating environment. Demsetz and Lehn (1985) point out that the potential

of exercising a given degree of owner control is correlated with instability in the firm’s
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environment. In less predictable environments, manager behaviour becomes more difficult
to monitor, and the greater the payoff will be to owners who maintain tighter control.
The authors’ empirical results show a reversed U-shape between the variability of firm
performance and ownership concentration. Linck, Netter, and Yang (2008) document
evidence that board structure develops as an efficient response to a firm’s contracting
environment. Harris and Raviv (2008) argue that board size should be positively related
to the private benefits of managers and negatively related to monitoring costs. Boone,
Field, Karpoff, and Raheja (2007) find that both board size and the proportion of
outside directors are related positively to managers’ private benefits and negatively to
monitoring costs. The variability of corporate performance reflects to some extent the
cost of monitoring.

To summarise the above studies on corporate governance and risk, we make the
following observations. On the one hand, theories that explain corporate governance and
risk are not limited to agency theory. For example, Adams, Almeida, and Ferreira (2005)
and Cheng (2008) apply group decision-making and sociology theories; to understand
firm-level risks, it is important to uncover the decision-making process. Moscovici and
Zavalloni (1969) argue that the final choice made by a group represents an averaging
compromise among individual positions. Sah and Stigliz (1986, 1991) suggest that group
decision-making naturally gives rise to diversified opinions and that a group’s final
decision is a compromise reflecting the different opinions. Sah (1991) conjectures that
more centralised societies should have more volatile economic performance than less
centralised ones. The empirical evidence of Almeida and Ferreira (2002) is consistent
with this projection that both the best and the worst performers in growth rates are more
likely to be autocracies. Therefore, sociology and psychology also explain the impact
of corporate governance on the results of decision-making. On the other hand, there are
also findings arguing that corporate governance affects firm risks, and that firm risks
influence corporate governance mechanisms. Therefore, checks for reverse causality are

necessary in such studies.

lll. Hypothesis Development

The typical feature of China’s listed companies is the special ownership structure,
that is, the dominance of state ownership and the high ownership concentration. We
investigate the influence of this structure on corporate operating risk and discuss this
relation from the perspectives of group decision-making theory and agency theory. We

also consider the effect of uncertainty in the operating environment.

1. Type of ownership and operating risk

According to group decision-making theory, when the relative decision-making

power of a CEO is higher, the CEO will be more likely to make extreme decisions, and
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corporate operations will be riskier (Adams, Almeida, and Ferreira, 2005). In non-state-
controlled listed companies, the CEO typically comes from the controlling shareholder
or someone that the shareholder trusts. The controlling shareholder and CEO are thus
likely to be closely related or be persons acting in concert. In this case, the CEO has
more authority from the controlling shareholder and therefore more decision-making
power. In state-controlled listed companies, on the other hand, two factors determine
the power of the CEO: monitoring from government departments and the absence of
real owners. In these companies, the CEO’s decision-making is subject to monitoring
and constraints from government departments and the public. In making decisions, the
CEO must consider not only the economic results but also political and social influences.
This in turn weakens the CEO’s decision-making power. But at the same time, agency
problems are more serious because of the absence of real owners, thereby giving the
CEO excessive power. In reality, both excessive power and insufficient power can be
found in state-controlled firms, and so the distribution of CEO power in these firms
tends to be wide. But on average decision-making power lies at the intermediate level.
To summarise, group decision-making theory suggests that CEOs in non-state-controlled
listed companies usually have relatively higher power, therefore resulting in bigger
operating risks.

In contrast, agency theory suggests that when a firm is controlled by over-protected
insiders, these insiders will make sub-optimal, conservative investment decisions to
protect their private benefits (John, Litov, and Yeung, 2008). Therefore, more entrenched
management will make investment decisions that result in less variable firm performance.
In state-controlled listed companies, the compensation mechanism is not complete, and
so CEOs enjoy luxury consumption and gray, non-monetary revenues, and they are
also more entrenched; also, the absence of a real owner gives these managers more
opportunity to entrench themselves. In non-state-controlled listed companies, on the
other hand, CEOs are better motivated and less entrenched.* Therefore, CEOs in state-
controlled listed companies especially prefer job security and risk avoidance, which
results in less corporate risk-taking.

Finally, when the firm’s operating environment is more uncertain, firm performance
will vary more and the firm’s operations will be riskier. The state-owned enterprise
(SOE) reform in China since the 1990s has taken the strategy of privatising the SOEs
in competitive industries, while maintaining state control in strategically important
industries, such as natural resources, banking, telecommunications, and the like. As a
result, non-state-controlled firms are positioned in competitive, more volatile industries,

while state-controlled firms are doing business in less competitive, stable industries. In

4 Once they lose their positions, managers in state-controlled listed companies will also lose their
various job consumptions. In addition, it is hard for them to find a comparable job since they are not
recruited from the manager’s market. The compensation package of managers in non-state-controlled
companies is different. For them, the monetary salary, which is related to firm performance, is more
important. These managers can also find another job more easily.
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addition, the latter are more likely to obtain government support in the face of operating
difficulties. Therefore, non-state-controlled firms will have higher operating risks because
of greater product market competition and less government support.

To summarise the above analysis, we propose the following hypothesis:

H1: The operating risks of non-state-controlled listed firms will be higher than

those in state-controlled listed firms.

2. Ownership concentration and operating risks

We separately analyze the relation between ownership concentration and operating
risk for state-controlled and non-state-controlled listed firms, since they differ in how
shareholders exercise their rights.

In a state-controlled firm, the more concentrated the ownership, the more influence
the government has over the firm. Stricter and more effective monitoring from the
government results in a less powerful CEO and less operating risk. But it is also possible
that higher ownership concentration will be related to higher operating risk. First, more
effective monitoring from the government reduces entrenchment, and so CEOs in such
firms are more likely to assume risks to improve firm value. Second, state-owned assets
have been fully diversified in a set of firms controlled by the state. Therefore, the state, as
the owner of these firms, has no incentive to avoid risk. We thus expect that the overall
effect will be a positive relationship between ownership concentration and operating risk.

On the other hand, if ownership is highly dispersed in such a firm, the problem of
the absence of a real owner will be more serious, and the CEO will be more powerful.
The cumulative effect, therefore, is determined by whether the entrenchment effect or
the decision-making effect dominates the other. If the former dominates, operating risk
will be lower; if the latter, operating risk will be higher. The real result, however, is an
empirical question.’

At the same time, lower state ownership gives rise to possible competition for
corporate control, leading to greater instability in the operating environment and higher
operating risk. But higher state ownership can avoid such competition (Zhu and Wang,
2004).

To integrate the decision-making effect, entrenchment effect, and the effect of an

unstable operating environment, we propose the following hypothesis:

H2: In state-controlled listed companies, the relation between ownership
concentration and operating risk will be U-shaped; that is, both high and low

ownership concentration will be related to high operating risk.

> As per our empirical results, the decision-making effect dominates. That is, lower ownership
concentration in state-controlled companies results in higher operating risk.
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In non-state-controlled firms, the controlling shareholder is a real owner and has
real exercise power. According to the decision-making argument, as ownership increases,
so too does the owner’s decision-making power, and this power is less restricted.
Therefore, the decisions made are more likely to be extremely good or extremely bad, and
operating risk is higher. On the other hand, as ownership increases, the private benefits
of control also increase, and investment becomes increasingly related to the controlling
shareholder’s interest. According to the entrenchment argument, such shareholders have
more inclination to avoid risk. Thus, the summary effect is determined by whether the
decision-making effect or the entrenchment effect dominates. In addition, dispersed
ownership results in competition for corporate control and instability in the corporate
operating environment. In non-state-controlled listed companies, ownership concentration
is typically lower than in state-controlled companies, and so the relation between
concentration and firm risk in these firms is also an empirical question.®

Since about three quarters of our sample firms are controlled by the state, we expect
that the result from the entire sample regression will be similar to that of the state-

controlled sample.

IV. Research Design and Empirical Results

1. Empirical models

We investigate corporate risk in two dimensions. One is the within-firm, over-time
variability of corporate operating performance, where variability is measured on a firm
basis; the other is the across-firm variability of corporate operating performance, where
variability is measured on a firm-year basis.

As in Almeida, and Ferreira (2005) and Cheng (2008), we construct the following

model:

F _SDROA = ¢ + a,F _ FIRP + a,F _ FIRSQ + a,F_GOV + S BF_ OTHERCG,
+ 3 yF_FC+ S AF_IND+¢ , (1)

where F_ indicates firm level observations. F_SDROA is the standard deviation of a
firm’s annual ROA during the sample period and measures corporate operating risk. The
bigger the F_SDROA, the higher the operating risk. F FIRP is the mean of ownership by
the largest shareholder as at the end of the year during the sample period and measures
ownership concentration. F~_FIRSQ is the square of mean ownership to test for any
possible nonlinear relation between ownership concentration and firm risk. F_GOV is

the mean of the state control dummy (1 for state control, 0 for non-state control) during

¢ As reported in Section IV, we fail to observe any significant relation between ownership concentration

and corporate risk in non-state-controlled listed companies.
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the sample period.” In addition, we control for other corporate governance variables,
corporate financial and organisational characteristics, and industry fixed effects. F_
OTHERCG is the mean value of other corporate governance variables, including a
dummy for Chairman-CEO duality, the natural log of board size, and the ratio of
independent directors. F_FC is the mean of a series of firm characteristics, including
leverage, current and lagged capital expenditure, growth on sales, current and lagged
ROA, natural log of total assets, natural log of listing age, and diversification (number
of segments). F_IND is industry fixed effects.

We adopt Glejser’s heteroskedasticity test (Glejser, 1969) to estimate cross-
firm operating variability. In particular, we first estimate a predictive model of firm
performance. We then take the absolute value of residuals from this model as the measure

of firm risk. This model is as follows:

FY _ROA =c + a,FY _ FIRP + a,FY _ FIRSQ + a,FY_GOV
+ Y BFY_ OTHERCG+ Y y,FY_FC,+ S AFY_ IND,
+ S OFY_YR +¢ , )

where FY_ indicates firm-year level observations. FY_ROA is a firm’s ROA for each
firm-year. FY_FIRP is ownership by the largest shareholder as at the beginning of the
year. FY_FIRSQ is the square of FY_FIRP.® FY_GOV is a dummy variable for the type of
controlling shareholder, coded 1 if the shareholder is a state entity, and 0 otherwise. FY_
OTHERC is other corporate governance variables for each firm-year, including a dummy
for Chairman-CEO duality, the natural log of board size, and the ratio of independent
directors. FY_FC is a series of firm characteristics for each firm-year, including leverage,
current and lagged capital expenditure, growth on sales, natural log of total assets, natural
log of listing age, and diversification (number of segments). F_IND is industry fixed
effects, and FY_YR is year fixed effects.’

We calculate our firm-year measure of corporate risk, F'Y_AROA, as the absolute
value of the residual from the predictive model (model (2)). We then regress FY_AROA
on all independent variables in model (2) and the current and lagged ROA to examine
how ownership structure influences it.

Table 1 lists the definitions of the main variables on firm-year level. '°

7 Obviously, if a firm is state-controlled across years during the sample period, F_GOV equals 1. If
a firm is non-state-controlled across the sample period, F_GOV equals 0. If F_GOV lies between 0
and 1, this indicates that control changes hands between the state and non-state shareholders.

If the coefficient on the square term is not significant, we delete that term in the predictive model.
®  Year fixed effects control the effect of the country’s macroeconomic environment.

The firm level variables are simply the mean values of firm-year observations for each firm during
the sample period, except for F_SDROA, which takes the standard deviation instead.
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Variable

Definition

Dependent variables

FY_AROA

The absolute value of residuals from the
forecasting model (Model (2)).

Ownership structure

FY_FIRP

FY_FIRSO

FY GOV

Ownership concentration, measured as
ownership by the largest shareholder at the
beginning of the year (per cent).

The square of ownership concentration,
measured as the square of the ownership by
the largest shareholder at the beginning of the
year (per cent).

Type of largest shareholder at the beginning
of the year, coded 1 for state-controlled firms,

and 0 for non-state-controlled firms.

Other corporate
governance

variables

FY_DUALITY

FY_LNBDSIZE

FY_INDRATIO

Dummy variable for chair-CEO duality at
the beginning of the year, coded 1 if the
CEO is also the chairman of the board, and
0 otherwise.

Board size at the beginning of the year,
measured as the natural log of the number of
directors on the board.

Board structure at the beginning of the year,
measured as the ratio of independent directors
(number of independent directors/board size,

per cent)

Firm characteristics

variables

FY_LEV

FY _CAP

FY_CAPLI
FY_GR

FY _ROA

FY ROALI

Leverage at the beginning of the year,
measured as the ratio of total liability to total
assets (per cent).

Current year capital expenditure, measured as
the ratio of capital expenditure to depreciation
and amortisation.

Lagged capital expenditure.

Growth rate, measured as the ratio of current
year sales increases to prior year sales (per
cent).

Operating performance, measured as current
year return on assets, which is the ratio of
earnings before interest and taxes (EBIT) to
average total assets (per cent).

Lagged ROA (per cent).
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Variable Definition

FY_LNTA Firm size at the beginning of the year,
measured as the natural log of total assets in
renminbi.

FY_LNAGE Listing age, measured as the natural log of
number of years listed.

FY_SEGNUM  Diversification, measured as the number of

segments for the current year.

Industry dummy FY_IND Industry dummy, where the classification of
industries are based on CSRC methods, with
the manufacturing industry defined by two

digits.

Year dummy FY_YR Dummy variable for years.

Note: The table reports variable definitions on a firm-year basis. Corporate governance data are
both extracted from CSMR and hand-collected. Firm characteristics and industry data are
extracted from the Wind Database.

2. Sample and descriptive statistics

We draw our sample from companies listed on the main boards of the Shanghai and
Shenzhen Stock Exchanges during 2000-2007. The original sample is 9907 firm-years,
of which 8586 remain after deleting firm-years with missing key variables. To alleviate
the influence of outliers, we winsorise all continuous variables — that is, ownership
concentration, its square, ratio of independent directors, leverage, current and lagged
capital expenditure, growth on sales, current and lagged ROA, and natural log of total
assets — at the 1 and 99 percentiles.

To obtain the firm-level sample, we require a firm to have no missing values for
at least two successive years, which results in 1193 firm-level observations. Again,
we winsorise all continuous variables — that is, the standard deviation of ROA, mean
ownership concentration, its square, mean ratio of independent directors, mean leverage,
mean value of current and lagged capital expenditure, mean growth on sales, mean
current and lagged ROA, and mean value of the natural log of total assets — at the 1
and 99 percentiles.

Table 2 reports the descriptive statistics for the main variables, with panel A
reporting the firm sample and panel B the firm-year sample. For the firm sample, the
standard deviation of ROA lies between 0.34 and 56.73 per cent, with a mean and median
of 5.79 and 3.25 per cent, respectively. Average ownership by the largest shareholder lies
between 12.52 and 74.89 per cent, with a mean and median of 42.51 and 41.72 per cent,
respectively. For the firm-year sample, the absolute residual from the predictive model
lies in the range between 0.0002 per cent (approximate 0.00) and 40.28 per cent, with

a mean and median of 4.60 and 3.00 per cent, respectively. Ownership by the largest
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shareholder runs between 11.03 and 75 per cent, with a mean and median of 42.42 per
cent and 41.34 per cent, respectively. Overall, three quarters of sample firms are state-
controlled while the remaining quarter is not.

Table 3 reports the correlation analysis between the main variables, with panel A
reporting the firm sample correlations and panel B those of the firm-year sample. The
upper triangle reports the Spearman correlations and the lower triangle the Pearson
correlations. The results in this table show no serious multicollinearity problem among
the variables. But ownership concentration and its square are highly correlated. Also,
in the firm sample, the correlation coefficients between current and lagged capital
expenditure and between current and lagged ROA are extremely high. Yet our robustness
tests in Section V show that these high correlations do not change our results. !

Additionally, in the firm sample operating risk is negatively related to ownership
concentration, its square, state control, board size, ratio of independent directors, current
and lagged capital expenditure, current and lagged ROA, and firm size, and positively
related to leverage, growth, and listing age. For the firm-year sample, operating risk
is negatively related to ownership concentration, its square, state control, board size,
current and lagged capital expenditure, firm growth, current and lagged ROA, firm size,
and diversification, and positively related to the ratio of independent directors, leverage,
and listing age. But we rely more on the regression analysis, which provides a more

complete picture of the relations among the variables.

3. Comparison analysis

We next compare the level of operating risks between firms controlled by state and
non-state shareholders. Table 4 reports the results.

According to the type of largest shareholder and its changing status during the
sample period, we group the firm sample into three main sub-samples: firms controlled
by the state across the years from 2000 to 2007 (GROUP 1, 787 obs.), firms controlled
by non-state entities across the years from 2000 to 2007 (GROUP 2, 194 obs.), and
firms beginning with state control but ending with non-state control (GROUP 3, 185
obs.).”? In Table 4 Panel A, we report firm performance variability for the above three
groups and compare their means and medians. The results show that the operating risks
for firms controlled by non-state shareholders (GROUP 2) and for those beginning with
state control and ending with non-state control (GROUP 3) are significantly higher than
those for firms controlled by state shareholders (GROUP 1). At the same time, firms
that experience control transfers from state to non-state shareholders have even more

volatile performance; therefore, control transfers increase firm risk.

" In robustness tests, we use the mean-adjusted ownership concentration and the mean-adjusted square
of ownership concentration to eliminate the high correlation between them. In another test, we exclude
current capital expenditure and current ROA in the firm sample. Our regression results are essentially
unchanged in both checks. For details, please refer to Section V.

12" Note three more situations: firms that begin with non-state control but end with state control (13 obs.);
firms the begin and end with state control but experience a control transfer to non-state shareholders
in the between years (11 obs.); and firms that begin and end with non-state control but experience
a control transfer to state shareholders in the between years (3 obs.). But since the sample sizes are
too small we exclude them from combparison analvsis
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Table 2 Descriptive Statistics

Panel A: Firm sample (1193 Obs.)

Mean Median SD Minimum Maximum
F_SDROA 5.79 3.25 8.14 0.34 56.73
F_FIRP 42.51 41.72 15.55 12.52 74.89
F_FIRSQ 2049.11 1740.23 1368.17 156.69 5608.51
F_GOoV 0.75 1.00 0.39 0.00 1.00
F_DUALITY 0.13 0.00 0.25 0.00 1.00
F_LNBDSIZE 2.25 2.22 0.19 1.53 2.92
F_BDSIZE 9.65 9.25 1.87 4.60 18.50
F_INDRATIO 23.59 22.39 6.43 10.31 40.74
F_LEV 48.15 46.85 18.34 12.34 126.49
F_CAP 3.11 2.42 2.63 0.23 17.59
F_CAPLI 3.39 2.67 2.71 0.24 15.43
F_GR 33.10 21.51 59.18 -15.46 469.03
F_ROA 4.46 4.75 5.69 -19.78 17.84
F_ROALI 4.67 5.10 5.42 -18.40 16.80
F_LNTA 21.15 21.05 0.86 19.28 23.79
F_ TA 2.97x10° 1.39x10°  1.30x10'" 1.28x10%  3.95x10"
F_LNAGE 1.87 1.95 0.41 0.92 2.71
F_AGE 7.02 7.00 2.75 2.50 15.00
F_SEGNUM 2.25 2.00 1.14 1.00 5.00
Panel B: Firm-year sample (8586 Obs.)

Mean Median SD Minimum Maximum
FY_AROA 4.60 3.00 5.36 0.00 40.28
FY_FIRP 42.42 41.34 16.81 11.03 75.00
FY_FIRSQ 2081.83 1708.87 1490.68 121.66 5625.00
FY_GoOV 0.76 1.00 0.43 0.00 1.00
FY _DUALITY 0.13 0.00 0.34 0.00 1.00
FY_LNBDSIZE 2.23 2.20 0.24 0.00 2.94
FY_BDSIZE 9.59 9.00 2.31 1.00 19.00
FY_INDRATIO 22.50 30.77 15.50 0.00 45.45
FY_LEV 48.33 47.58 21.20 8.22 138.49
FY_CAP 2.86 1.66 3.71 0.01 22.71
FY_CAPLI 3.09 1.76 4.08 0.01 2491
FY_GR 24.35 15.36 57.07 -72.43 377.02
FY_ROA 4.47 5.02 7.88 -33.14 23.93
FY_ROALI 4.73 5.33 7.29 -28.74 22.29
FY_LNTA 21.10 21.01 0.92 19.06 23.82
FY TA 2.81x10° 1.34x10°  1.06x10'" 3.07x10°  4.60x10"
FY_LNAGE 1.89 1.95 0.53 0.00 2.89
FY_AGE 7.45 7.00 3.36 1.00 18.00
FY_SEGNUM 2.28 2.00 1.41 1.00 5.00

Note: F_SDROA is the standard deviation of a firm’s annual ROA during the sample period. Other

variables are defined in Table 1.
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Next we group the firm-year sample into two subsamples, firm-years controlled
by state shareholders (GROUP 4, 6541 obs.) and firm-years controlled by non-state
shareholders (GROUP 5, 2045 obs.). Again non-state-controlled firms have significantly
higher operating risks.

To summarise, non-state control is related to higher operating risks. This may
be because CEOs in such firms have more decision-making power and enjoy a lower

entrenchment effect; also, these firms face more uncertainties in their operations.

4. Regression analysis

We next conduct a regression analysis to investigate those factors driving the level
and the variability of firm operating performance. Table 5 reports the results. The results
in columns (3), (4), (7), and (8) reveal that after we control for other factors influencing
firm risk, state-controlled firms have lower operating risk than non-state-controlled
firms. At the same time, the regression results in columns (1), (2), (5), and (6) show
no significant difference in performance levels between state-controlled and non-state-
controlled firms. This conclusion is consistent with Xu, Xin, and Chen (2006b).

The coefficients on the largest shareholder ownership (FIRP) are negative, but
positive on its square, in both the firm and firm-year regressions of columns (3), (4),
(7), and (8). The relation between ownership concentration and corporate risk is thus a
non-linear U-shape rather than linear. But the relation between ownership concentration
and corporate performance level is positively and linearly related (columns (2) and (6)).

We then conduct group regressions where we investigate the relation between
ownership structure and firm performance for state-controlled and non-state-controlled
firms separately. Tables 6 and 7 report the results. The U-shaped relation between
ownership concentration and corporate risk are shown to exist only in state-controlled
firms (columns (3), (4), (7), and (8) of Table 6) and not in non-state-controlled firms
(columns (3), (4), (7), and (8) of Table 7). This indicates that in state-controlled
firms, overly concentrated ownership results in state decision-making, whereas overly
dispersed ownership results in CEO decision-making. Both are related to extreme and
high uncertainty decision-making and therefore result in more volatile firm performance.
Overall, the relation between ownership concentration and corporate risk is non-linear
and U-shaped. In the non-state-controlled firms, as ownership concentration increases,
so does the decision-making and entrenchment effects. The off-setting result is that no

significance relation exists between ownership concentration and corporate risk.
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Table 4 Comparison Analysis: Type of Ownership and Corporate Operating Risks

GROUP 3
Begins with
state-controlled

Panel A: GROUP 1 GROUP 2 but ends with
F_SDR0OA (State-controlled) (Non-state-controlled) non-state-controlled
Mean 47187 7.0150 8.1211
Median 29321 3.0945 5.0245
Obs. 787 194 185
GROUP 1 vs GROUP 2 GROUP 1 vs GROUP 3 GROUP 2 vs GROUP 3
T-statistics 2.921%%* 4.389%* 1.046
Z-statistics 1.866* 0.291%%* 3.287%**
Panel B: GROUP 4 GROUP 5
FY_AROA (State-controlled) (Non-state-controlled) GROUP 4 vs GROUP 5
Mean 4.2667 5.6497 T-statistics 8.907***
Median 2.7878 3.6437 Z-statistics 9.152%**
Obs. 0541 2045 - -

Note: GROUP 1 represents firms controlled by state shareholders across the sample period; GROUP
2 represents firms controlled by non-state shareholders across the sample period; GROUP
3 represents firms beginning with state control but ending with non-state control during the
sample period; GROUP 4 represents firm-years controlled by state shareholders; GROUP
5 represents firm-years controlled by non-state shareholders. ' SDROA is the standard
deviation of a firm’s annual ROA during the sample period. Other variables are defined
in Table 1. When comparing means between groups, we use a T-test of equality-of-means
(T-statistics reported); when comparing medians between groups, we use the Mann-Whitney
nonparametric test of equality-of-medians (Z-statistics reported). ***, ** and * represent a

difference significant at the 1 per cent, 5 per cent, and 10 per cent levels, respectively.

We notice that in columns (1), (2), (5) and (6) of Tables 6 and 7, ownership
concentration and firm performance are positively related in both state-controlled
and non-state-controlled firms; that is, the higher the concentration, the better the
performance. In addition, the coefficient on FIRP is larger for non-state-than for state-
controlled firms. This result is consistent with Xu, Xin, and Chen (2006a).

In contrast to the literature (e.g., Cheng, 2008; Adams, Almeida, and Ferreira,
2005), we fail to find a consistent conclusion on the relation between firm risk and
other corporate governance variables (i.e. CEO duality, board size, and ratio of
independent directors) in the firm and the firm-year samples. '* Finally, as expected, firm
characteristics are closely related to corporate risk. We find that leverage has a positive
relation in both the firm and firm-year samples and in both the state-controlled and non-
state-controlled firms. In addition, firm size and diversification are negatively related to

corporate performance.

'3 This result in fact indicates that in China the most important future of corporate governance is
ownership structure and that the role of other corporate governance mechanisms is relatively weak.
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Table 5 Regression Analyses: Whole Sample

Firm sample Firm-year sample

U] @ @ “ ®) ) (7) ®
F_ROA  FROA F.SDROA F_SDROA FYROA FY_ROA FY_AROA FY_AROA

FIRP 0.041 0.033 -0.138 0.012 0.015 0.041 -0.089 -0.001
(0.83) (3330 (-2.24)%  (0.96) (0.59) (7.85yF*F - (-5.38)**  (-0.23)
FIRSQ 0.000 0.002 0.000 0.001
(-0.16) (2.49)#* (1.06) (5.45)%*
Gov 0.029 0.031 2.287 -2.330 -0.210 -0.223 -0.648 -0.693
(0.07) (0.08) (AT (4.79)%%  (-1.04) (-1.11) (-4.93)%#%  (-5.28)%*+
DUALITY -0.039 -0.038 -1.468 -1.488 -0.124 -0.125 -0.040 -0.041
(-0.07) (-0.07) (-2.14)%  (:2.16**  (-0.54) (-0.54) (-027) (-0.28)
LNBDSIZE 1.066 1.068 -1.541 -1.575 0.623 0.620 -0.448 -0.458
(1.39) (1.40) (-1.63) (-Le6)*  (1.86)*  (1.85)*  (-2.05**F  (-2.09)**
INDRATIO 0.155 0.155 -0.076 -0.077 0.037 0.037 -0.002 -0.002
(5.88)F**  (5.88)F*F  (-2.30)%*  (-2.34)%*  (3.03)**  (3.03)** (0.2]) (-0.29)
LEV -0.115 0.115 0.113 0.113 -0.058 -0.058 0.032 0.033
(-14.62)%%* (-14.64)%**  (9.63)***  (9.61)%** (-14T7)*** (-1473)**  (11.66)*** (11.87)%**
C4pP 0.386 0.386 -0.028 -0.022 0274 0274 0.005 0.005
(3.93)¥*  (3.93)¥* (-0.23) (-0.18)  (11.82)*** (11.83)***  (0.30) (0.30)
C4PLI -0.035 -0.035 -0.048 -0.047 0.005 0.005 -0.044 -0.044
(-0.39) (-0.35) (-0.40) (-0.39) (0.24) (0.24) (-3.20)%*%  (-3.20)%**
GR 0.005 0.005 0.003 0.003 0.034 0.034 0.007 0.007
(2.200%%  (2.20%*  (0.99) (L04)  (2496)%** (24.96)***  (TA43)F**  (TA40)***
ROA 0.088 0.093 -0.342 -0.341
(1.30) (1.38) (-43.82)F** (-43.68)%**
ROALI -0.840 -0.849 0.127 0.127
(-10.56)%** (-10.66)*** (14.10)***  (14.06)***
LNTA 1.836 1.833 -0.779 -0.712 1.081 1.087 -0.732 -0.710
(10A43)%4%  (10.48)%**  (-3.33)%**  (-3.00)** (1L57)"** (11.67)%* (-11.69)¥** (-11.35)%**
LNAGE 0.861 0.861 -0.661 -0.667 -0.629 -0.634 0.561 0.547
(L92)*  (1.92)*  (-1.19) (-1.20) (-3.40)F*%  (348)F**  (472)F**  (4.59)%**
SEGNUM 0.150 0.148 -0.371 -0.345 0.083 0.087 0.255 -0.243
(1.16) (1.16) (234)% (217 (140) (1.46) (-6.59)%%  (-6.28)***
Industry Controlled  Controlled Controlled Controlled Controlled Controlled Controlled Controlled
Year Controlled ~ Controlled  Controlled  Controlled
Obs. 1193 1193 1193 1193 8586 8586 8586 8586
Adj. R 0.3498 03503 0.5169 0.5147 0.1932 0.1932 0.2584 0.2559
F statistics 19.86%%F  2048%%*F 3642+ 3712%k SLI3RER 5D38FFF T0.56%F*  T1.29%+*

Note: To save room, independent variables are not denoted by F_ or FY_. The results for constant
items are omitted. F_SDROA is the standard deviation of a firm’s annual ROA during the
sample period. Other variables are defined in Table 1. T-statistics are reported in brackets.
*ax*% and * represent coefficients statistically significant at the 1 per cent, 5 per cent,
and 10 per cent levels, respectively.
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The results on the relation between profitability and firm risk, however, are rather
complex in Tables 5-7. Corporate risk is negatively related to current profitability but
positively to prior profitability in the firm-year regressions, which is in agreement with
Cheng (2008). But in the firm regressions, since ROA and lagged ROA are likely to be
very close, we observe that the relation between profitability and corporate risk varies
in different samples. One possible reason is that in China’s emerging economy, firm
profitability tends to be more volatile. In firm regressions, we use mean values in which
variations across firms are lost. This in turn produces inconsistent coefficients compared

with those in the firm-year regressions.

V. Endogeneity and Robustness Checks

1. Endogeneity tests

In the above empirical tests, we find that the relation between ownership
concentration and corporate risk are U-shaped, and this relation is more obvious in state-
controlled firms. Our causality runs from ownership concentration to firm performance
variability. But it is very possible that ownership concentration is a natural response to
a firm’s operating environment, which is closely related to corporate risk. We therefore
conduct more tests to exclude this possible reverse causality problem. Before doing so,
we delete those firms that experience changes in the type of shareholder.'

In our first check, we use the very beginning ownership concentration for each firm
in the sample period to replace average ownership concentration in the firm regressions
and ownership concentration for each year in the firm-year regressions. This method can
relieve the endogeneity problem in part. We also conduct two-stage least squares (2SLS)
regressions, in which we use the mean-adjusted ownership concentration and its square to
eliminate the multicollinearity between ownership and its square. In the 2SLS regressions
of firm performance (F_ROA and FY_ROA as the dependent variables), we use the
mean-adjusted beginning ownership concentration as the instrument of concentration.
In the 2SLS regressions of corporate risk (F_4DROA and FY_SDROA as the dependent
variables), we use the square of the mean-adjusted beginning ownership concentration
as the instrument of the square of concentration (F/RSQ).

Table 8 reports the results, which are highly consistent with those in Tables 5, 6,
and 7. In particular, we find that corporate operating risks are higher in the non-state-
controlled firms, while a U-shaped relation exists between ownership concentration and
firm risk in the state-controlled firms. But the type of ownership makes no significant
difference in levels of firm performance. Still, as ownership concentration increases, firm

performance improves, and this effect is more obvious in the non-state-controlled firms.

4 Since changes in shareholder type are likely to result in business restructuring, strategic relocation, and

so forth, which are likely to lead to greater business risk, we delete these firms to obtain a cleaner
sample.
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Table 6 Regression Analyses: State-controlled Sample

Firm sample Firm-year sample

U] @ @ “ ®) ) (7) ®
F_ROA  F.ROA F.SDROA F.SDROA FYROA FY_ROA FY_AROA FY_AROA

FIRP 0.017 0.027 -0.146 0.009 -0.001 0.032 -0.091 0.000
(0.30) (2.56y%* (220 (0.73) (-0.04) (5.86)%**  (-4.90)*** (-0.10)
FIRSQ 0.000 0.002 0.000 0.001
(0.18) (2.38)#* (1.20) (4.98)**
DUALITY -0.585 -0.586 -0.738 -0.757 -0.195 -0.194 0.027 0.032
(-0.90) (-0.90) (-0.95) (-0.97) (-0.77) (-0.77) (0.16) (0.19)
LNBDSIZE 0.685 0.680 0.512 -0.580 0.177 0.171 -0.342 -0.356
(0.84) (0.83) (-0.52) (-0.59) (0.50) (0.49) (-145) (-1.51)
INDRATIO 0.127 0.127 -0.073 -0.077 0.041 0.041 -0.009 -0.009
(A37)F% (43T (2.09)%F (222009 (323 (3.22)%*  (-1.02) (-1.09)
LEV -0.108 -0.108 0.095 0.094 -0.066 -0.066 0.029 0.029
(-1L64)*** (-1LOS)***  (7.20)%%*%  (TA)*** (-1S.12)%** (-15.10)%**  (9.20)%**  (9.39)***
C4P 0342 0.342 -0.096 -0.110 0270 0270 0.020 0.019
(3.01yF*  (3.00y¥**  (-0.71) (-0.80)  (10.52)*¥** (10.51)***  (1.12) (1.08)
CAPLI 0.005 0.005 0.104 0.119 -0.002 -0.002 -0.060 -0.060
(0.04) (0.05) (0.78) (0.88) (-0.06) (-0.07) (:377yx (3.78)kx*
GR 0.008 0.008 0.012 0.012 0.034 0.034 0.009 0.009
(242)%% (244 (35 (324 (21.48)F**  (21.50)F**  (8.30)F**  (8.33)%*
ROA 0.464 0472 -0.327 -0.327
(4.96)%*  (5.04)F** (-35.12)F** (-35.00)**
ROALI -1.019 -1.029 0.159 0.159
(-9.49)%**  (-9.56)*** (14.96)%**  (14.95)%**
LNTA 1.546 1.549 -0.714 -0.659 1.222 1.227 -0.587 -0.574
(8.20)%%%  (8.20)%**  (-2.97)F**  (:2.75)%*F*  (12.27)%*  (12.33)%**  (-8.56)%**  (-8.36)***
LNAGE 0.363 0.360 0.642 0.592 -0.622 -0.630 0.872 0.848
(0.75) (0.75) (L11) (1.02) (-3.20)%**%  (330)F**  (6.82)%**  (6.63)***
SEGNUM 0.268 0.271 -0.381 -0.343 0.020 0.025 -0.218 -0.201
(L94)  (197)% (22300 (2207 (0.31) (0.40) (-5.02)%%% - (-4.74y%x%
Industry Controlled  Controlled Controlled Controlled Controlled ~Controlled ~Controlled ~Controlled
Year Controlled  Controlled ~ Controlled ~ Controlled
0Obs. 787 787 787 787 6541 6541 6541 6541
Adj. R 0.3679 03687 04418 04384 0.2068 0.2068 0.2180 02152
F statistics 14.86%F*F  [5.35%%F  1878%F*F  10.04%FF  43.63FK A4TIREx A4 AP 44 73R

Note: To save room, independent variables are not denoted by F_ or FY_. The results for constant
items are omitted. F_SDROA is the standard deviation of a firm’s annual ROA during the
sample period. Other variables are defined in Table 1. T-statistics are reported in brackets.
% k% and * represent coefficients statistically significant at the 1 per cent, 5 per cent,

and 10 per cent levels, respectively.
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Table 7 Regression Analyses: Non-state-controlled Sample

Firm sample

Firm-year sample

M @) &) “ ®) ©) 4] ®)
F ROA  F_ROA F_SDROA F_SDROA FY ROA FY ROA FY AROA FY _AROA
FIRP -0.015 0.091 -0.043 0.003 0.013 0.080 -0.060 -0.013
(-0.09) (2.52)**  (-0.20) (0.07) (0.18) (5.16)%**  (-1.38) (-1.35)
FIRSQ 0.001 0.001 0.001 0.001
(0.63) (0.22) (0.97) (L11)
DUALITY -0.894 -0.875 -1.575 -1.562 -0.002 -0.006 -0.192 -0.195
(-0.61) (-0.60) (-0.85) (-0.85) (-0.00) (-0.01) (-0.61) (-0.62)
LNBDSIZE 5510 5475 -3.965 -3.991 1.813 1.799 -0.886 -0.896
(2.200%%  (2.20**  (-1.27) (-1.28) (2,004 2.07)*  (-L.66)*  (-1.68)*
INDRATIO 0276 0.281 -0.094 -0.092 0.037 0.038 0.019 0.020
(3.5 (3.60)**  (-0.92) (-0.90) (1.19) (1.22) (1.00) (1.03)
LEV -0.097 -0.095 0.178 0.179 -0.029 -0.029 0.042 0.042
(4.03)F%% - (-3.99)F+F  (4.80)*F**F  (4.92)%*F  (329)¥4F  (323)F (T05)FFF (T.14)F*
C4P 0.582 0.598 -0.004 0.002 0.289 0291 -0.018 -0.017
(242% (2.5 (-0.01) (0.01) (.73 (S.78)¥**  (-0.58) (-0.54)
CAPLI 0.211 -0.213 -0.323 -0.324 0.037 0.039 -0.011 -0.009
(-0.89) (-0.90) (-1.08) (-1.09) (0.80) (0.85) (-0.38) (-0.32)
GR 0.031 0.031 0.001 0.001 0.033 0.033 0.004 0.004
(335 (3.33)%**  (0.11) (0.10) (12,19 (12.18)%*  (2.18)**  (2.17)**
ROA -0.576 -0.577 -0.387 -0.386
(-4.20)F**  (-4.28)%** (-26.17)%*% (-26.15)%**
ROALI -0.254 -0.251 0.067 0.068
(-143) (-142) (3.93)F**  (3.94)**
LNTA 2580 2.604 -1.162 -1.158 0.689 0.712 -1.261 -1.246
(4.01)***  (4.00)*** (-1.35) (-1.35) (293 (3.04)F%*F  (-8.53)F**  (-8.47)F**
LNAGE 2.702 2.820 -2.664 -2.613 -0.385 -0.376 -0.445 -0.438
(L92*  (2.02*  (-1.48) (-147) (-0.80) (-0.78) (-1.50) (-148)
SEGNUM 0417 0.441 -0.065 -0.055 0232 0239 -0.276 -0.272
(1.01) (1.07) (-0.12) (-0.11) (L.61) (L66)*  (3.11)***  (-3.06)***
Industry Controlled Controlled Controlled Controlled Controlled Controlled ~ Controlled ~ Controlled
Year Controlled  Controlled ~ Controlled ~ Controlled
Obs. 194 194 194 194 2045 2045 2045 2045
Adj. R 03761 03785 0.5520 0.5547 0.1921 0.1921 0.3474 0.3473
F statistics AA¥FE4T9¥RE gO0¥KE B29¥RE [BIS¥KE [346%FF 2691FFF 2753k

Note: To save room, the denotations F_ or FY_ for independent variables are omitted. The results

for constant items are also omitted. F_SDROA is the standard deviation of a firm’s annual

ROA during the sample period. Other variables are defined in Table 1. T-statistics are

reported in brackets. ***, ** and * represent coefficients statistically significant at the 1

per cent, 5 per cent, and 10 per cent levels, respectively.
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Table 8 Endogeneity Tests

Using beginning ownership concentration 2SLS
Firm sample Firm-year sample Firm sample Firm-year sample
Panel A: 1) @ @) O] ©) (6) ™ ®)
Whole sample  F ROA F SDROA FY ROA FY AROA  F_ROA F_SDROA FY ROA FY _AROA
FIRSQ 0.001 0.001 0.002 0.001
(2.24y* (4.49)¥* 227y (4.48)***
FIRP 0.022 -0.123 0.018 -0.083 0.025 0.005 0.021 -0.005
(2.20% (22,004 (33D)F*F (466)FF (2260)%F  (0.35) (3.32)%%*  (-1.30)
GOV 0.070 -2.330 -0.016 -0.703 0.053 2331 -0.033 -0.744
(0.17) (-4.61)***  (-0.07) (-4.54)%* (0.13) (-4.70)%%*  (-0.14) (-4.83)#**
Obs. 981 981 6982 6982 981 981 6982 6982
Adj. R? 0.3298 0.4543 0.1994 0.2221 0.3558 04752 0.2068 0.2269
F statistics 15.61%¥%  23,66%*% 44 4T+ 4736%*F 53657 886.75%F* 1795.51%%* 2047.27
Firm sample Firm-year sample Firm sample Firm-year sample
Panel B: (1a) (2a) (3a) (4a) (5a) (6a) (7a) (8a)
State sample F ROA F_SDROA FY ROA FY AROA  F_ROA F_SDROA FY ROA FY _AROA
FIRSQ 0.001 0.001 0.002 0.001
(2.10y* (3.92)%* (2.12)* (3.82y%*
FIRP 0.017 -0.118 0.013 -0.081 0.020 0.001 0.015 -0.008
(L79*  (-1.96)**  (2.41)%*  (-4.04)%**  (1.83)* (0.04) (43  (-1.85)*
Obs. 87 787 5682 5682 87 787 5682 5682
Adj. R? 0.3659 0.4407 02127 0.1773 0.3941 0.4667 0.2201 0.1840
F statistics 1507 1870%%F  40.37%FF  30.15%FF  508.79%F*  687.26%** 1589.36*** 1275.07%**
Firm sample Firm-year sample Firm sample Firm-year sample
Panel C: (1b) (2b) (3b) (4b) (5b) (6b) (7b) (8b)
Non-state sample F_ROA F SDROA FY ROA FY AROA  F_ROA F_SDROA FY ROA FY AROA
FIRSQ 0.001 0.000 0.001 0.001
(0.39) (0.61) (0.42) (1.41)
FIRP 0.059 -0.073 0.037 -0.047 0.068 0.017 0.043 0.006
(L73)*  (-0.37) (2.000%*  (-0.94) (L9D)* 0.32) (2.10)%%  (0.40)
Obs. 194 194 1300 1300 194 194 1300 1300
Adj. R? 03658 0.5523 0.2104 0.3805 04770 0.6308 0.2402 0.3980
F statistics 4.5 g.00¥*FF 1011 2046%FF  173.50%FF  331.68%F*F  309.48%**  §63.29%**

Note: To save room, the denotations F_ or FY_ for independent variables are omitted. The
results for constant items are also omitted. Other corporate governance variables, firm
characteristics, and industry fixed effects are controlled but not reported. Year fixed effects
are controlled in the firm-year regressions. The sample excludes firms experiencing changes
in type of shareholder during the sample period. F_SDROA is the standard deviation
of a firm’s annual ROA during the sample period. Other variables are defined in Table
1. T-statistics are reported in brackets. *** ** and * represent coefficients statistically
significant at the 1 per cent, 5 per cent, and 10 per cent levels, respectively.
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2. Robustness checks

To make sure our results are robust, we conduct a series of robustness tests:

1. Instead of using a winsorised sample, we use a truncated sample.'

2. Since ownership and ownership concentration are highly correlated, we use
the mean adjusted ownership concentration and its square.

3. During special periods, structural changes occur in the corporate governance
and financial reporting environments that might affect our conclusions.
Therefore, we repeat our firm-year tests for two special periods: 2001-2006
and 2003-2006.'

4.  We exclude firms that experience significant changes in ownership type
and ownership structure since these are likely to be related to business
restructurings, changes in strategic goals, and so forth. Such exclusion thus
leaves us a sample with stable ownership structure and excludes noise in the
sample."”

5. Since current and lagged ROA and current and lagged capital expenditure
are likely to be highly correlated, we delete current ROA and current capital
expenditure to eliminate the effect of multicollinearity.

6. To relieve the effects of earnings management, we use only firm-years with

clean, unqualified audit opinions (7692 firm-years).!*

In the truncated sample, we exclude extreme values. The criteria are as follows: ownership
concentration <= 85; absolute value of current ROA and lagged ROA < 100; leverage < 100; growth
falling between -100 and 800; current CAP and lagged CAP > 0 but < 50; SDROA < 60, and so
forth. We delete observations with values outside the above range, which reduces the sample size
from 8586 firm-years to 8333 firm-years and the number of firms from 1193 to 1158.

Prior to 2001, very few listed companies in China had independent directors. In June 2001, the
China Securities Regulatory Commission required that at least one third of directors be independent
and that all listed companies meet this requirement before June 2003. After 2003, most companies
had successfully met this requirement. Starting from January 2007, China adopted new accounting
standards that converged with the International Financial Reporting Standards (IFRS). The biggest
difference between the new GAAP and the old GAAP lies in the importance of the measurement
concept of fair value in the new standards, resulting in a different method for recognizing losses and
gains, and assets and liabilities. We thank the anonymous reviewers for reminding us of the effect
of the above structural changes.

Stable ownership structure refers to those firms who experience no changes in ownership type, and
those whose value of changes in ownership percentage during a fiscal year falls around the mean
(-3.590838) and within the range of one standard deviation (5.883057). Such firms are less likely to
make changes in business structure and strategic goals.

We thank the anonymous reviewers for figuring this out. Note that in the Table 9 tests (6), type
of ownership (GOV) significantly influences profitability (ROA), which differs from all other
performance regressions. Further analysis finds that among the excluded qualified firms (894 firm-
years), 309 firm-years are non-state firms with a mean and median ROA of -6.845% and -2.772,
respectively. These firms have an obviously worse performance than deleted state firms (585 firm-
years), with a mean and median ROA of -4.419 and 0.282, respectively. The above differences are
statistically significant at the 1% level. The result is that in the remaining sample non-state firms
perform better. We do not go any deeper since this study focuses on ownership structure and corporate
risk, not corporate performance.
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7. Following Francis, LaFond, Olsson, and Schipper’s (2005) method to measure
accruals quality, we use an alternative measure for corporate risk. Instead
of using the absolute value of residuals in firm-year regressions, we use the
standard deviation of residuals for four successive years (the current year and
three lagged years) as the measure of corporate risk, named FY_SDRE." Using
this alternative measure of corporate risk, we reduce the samples to 4695 firm-
years.

In all the above seven robustness checks, our conclusions are essentially similar.

Table 9 reports the empirical results.

VI. Conclusions

This study investigates the effect of ownership structure on firm operating risks.
We find that these risks are higher among non-state-controlled than state-controlled
firms because managers in the former have bigger decision-making rights and enjoy less
entrenchment, while these firms also face a more uncertain operating environment. We
also find a non-linear, U-shaped relation between ownership concentration and corporate
risk, although this relation holds only for state-controlled firms. This U-shaped relation
is the result of greater state decision-making effects in state-controlled firms with a
highly concentrated ownership, and of greater CEO decision-making effects in state-
controlled firms with a highly dispersed ownership. Finally, leverage is positively related
to corporate risk and firm size, while diversification is negatively related to corporate
risk.

At the same time, consistent with Xu, Xin, and Chen (2006a, 2006b), we find
ownership concentration to be positively related to firm performance, and this relation
is more significant in non-state-controlled firms. But the type of ownership has no
significant influence on firm performance. Table 10 summarises the empirical results of
this study.

Our study has two important contributions. First, the study on corporate risk helps
us better understand the effect of corporate governance on the firm decision-making
process and its micro-economic consequences. And second, the study combines agency
theory with group decision-making theory to explain economic phenomena.

Our study also reveals that in state-controlled firms, a relatively concentrated
ownership with proper balance from outside shareholders helps reduce corporate
operating risk. In such firms, the compromises and the communication among
shareholders and between shareholders and managers help firms avoid either extremely
good or extremely bad decisions. But overly concentrated ownership centralises decision-

making power in the hands of the shareholders, while overly dispersed ownership

! The authors thank the anonymous reviewers for suggesting the use of this alternative measure for
corporate risk.
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Table 9 Robustness Tests
(1) Truncated sample

(2) Using mean-adjusted ownership concentration
Firm sample Firm-year sample
F ROA F_SDROA FY ROA FY AROA

Firm sample Firm-year sample
F ROA F SDROA FY ROA FY AROA

FIRP 0031 0099 0038 0081 003 0009 004 -0003
(GOS** (2260 (662" (459 (33 (073) (185 (-098)

FIRSQ 0.001 0.001 0.002 0.001
(2294 (4.60)++* (2.49)+++ (5.45)¥++

Gov 0312 1633 0882 0031 2287 0223 0648
(078) (449 (ST4FE(008)  (ATIFE (LI (493

Obs. 1158 1158 $333 1193 1193 8386 8386

Ad. R 03115 04283 01734 03074 03503 05169 0.932 02584
F statistics 16,864+ 25,074+ STOIF*E  D048%HF  3GA2EKE 5)3gHEE 0 SGHeH

(3) Special sample period (4) Sample with stable (5) Current ROA and

Firm-year sample ownership structure  current CAP deleted

2001-2006 2003-2006
FY ROA FY AROA FY ROA FY AROA

F_ROA F_SDROA

Firm sample Firm-year sample

F_ROA F_SDROA

FIRP 0039 0097 0038 0108 0039 0047 0034  -0.140
(660)F**  (S2AFFF (S.A6/F  (ASTPHE (4D (D08 (335 (227)+

FIRSQ 0.001 0.001 0.002 0.002
(5.26)++* 4,634+ Q31 (2,53

Gov 024 0614 0407 0698 0092 2124 0025 2265
(098) (427 (149) (401 (021) (386 (0.06) (46T

Obs. 6649 6649 4620 4620 837 837 1193 1193

Ad. R 02076 03173 02253 02990 03680 04495 03422 05170
F statistics 468455+ T636HEE 3830w SISpEEE [S75er (o9gEss (3¢ 3852

(6) Nonqualified audit opinion sample
Firm-year sample

(7) Alternative corporate risk measurement
Firm-year sample

FY ROA FY AROA FY ROA FY SDRE

FIRP 0.027 -0.061 0.045 -0.062
(6.25)%%# (-4.17)%## (5.76)+* (-3.79y%+*

FIRSQ 0.001 0.001
(391 (4.44yr

Gov -0.825 -0.333 -0.201 -0.416
(. 94)e (2,83 (0.72) (3384

0Obs. 7692 7692 4695 4695

Adj. R? 0.1670 0.0793 0.2013 0.4071

F statistics 39.55%x* 16.41%% 32,974 81.59%**

Note: To save room, the denotations F_ or FY_ for independent variables are omitted. The
results for constant items are also omitted. Other corporate governance variables, firm
characteristics, and industry fixed effects are controlled but not reported. Year fixed effects
are controlled in firm-year regressions. F_SDROA is the standard deviation of a firm’s
annual ROA during the sample period. Other variables are defined in Table 1. T-statistics
are reported in brackets. *** ** and * represent coefficients statistically significant at the
1 ner cent S ner cent and 10 ner cent levels resnectivelv
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Table 10 Summary of Empirical Results

Firm sample Firm-year sample
Performance Risk Performance Risk
ROA SDROA ROA SDROA
Whole sample Ownership concentration + sig. U-shaped + sig. U-shaped
Type of ownership not sig. - sig. not sig. - sig.
State sample Ownership concentration + sig. U-shaped + sig. U-shaped
Non-state sample Ownership concentration + sig. not sig. + sig. not sig.

concentrates it in the hands of the CEOs, which in turn results in higher operating
risks. The study also shows that ownership type is important in determining corporate
risk. Therefore, in evaluating the economic consequences of ownership structure, one
should evaluate not only the level of firm performance but also its variability. Finally,
leverage, firm size, and diversification are also related to corporate risk. Therefore, firm
characteristics are important indicators in judging firm risk. Understanding the above

risk factors will help investors make better investment decisions.

References

Please refer to pp. 24-26.





