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ABSTRACT

Thegovernance of private listed companieshasemerged to beasignificant
issueinfluencing China’sregiona economy. However, the existing private
enterprises are facing a number of problems ranging from difficulties in
separation of ownership and management, unreasonable ownership
structure, rigid management layer, to the weak function of supervisory
board. By conducting empirical analysis, we find that ownership
concentration and CEO-chairman duality are positively associated with
corporate performancein asignificant way whilethereisno strong negative
association between ratio of independent directors and corporate
performance. In addition, the contribution of managerial ownership and
supervisory board size to corporate performance is not remarkable. The
results therefore indicate approaches for private listed companies to
improve corporate performance with regard to these factors concerning
internal governance structure. © 2014 Trade ScienceInc. - INDIA

INTRODUCTION

Currently, privateenterprisesareplaying anincreas-
ingly important rolein promoting economic growth,
emerging asanew forcein China’scapital market. And
many of them go public after long-term efforts of op-
eration. However, they are facing anumber of prob-
lemsinther courseof transforming fromtraditiond family
corporate to the company with modern management
concepts. The corporate governance structure which

determinesthe smooth operation of the company, es-
pecidly on corporate performanceiscomposed of many
factors like ownership structure and management
mechanism. As has been studied by many scholars, a
sound corporate governance structurewill contribute
to establishment of corporate value and improvement
of corporate governancewhich hasadecisiveroleon
company performance. This paper takes Wenzhou’s
private listed companiesasobject, exploringtherela
tionship between their governance structure and cor-
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porate performance. Based on the previous studieson
corporate governance of listed company, we examine
factorsinfluencing corporate governance structure of
Wenzhou’s privatelisted companies and propose hy-
pothesison their rel ation with corporate performance.
By setting up influencing variablesrel aed to corporate
governancestructure, the paper conductsan empirical
test using descriptive statistical analysisand linear re-
gression, and obtainsresultsof how theseinfluencing
factorsaffect performance of Wenzhou’sprivatelisted
company. Theempirica conclusion ontheother hand
isconduciveto proposing measuresto improve corpo-
rate competitive advantages.

In the context that non-public ownership econo-
miesare strongly encouraged, supported and guided
nowadays, a ong with theboom of private enterprises,
studieson privatelisted companiesand corporate gov-
ernance structure arericher and morethorough. De-
spitethevast literature on corporate governance struc-
ture, little attention has been paid to acomprehensive
andyssof itsinfluencing factors. Instead of focusingon
onesingleinfluencing factor, thispaper systematically
takes four aspects into consideration including
sharehol ding structure, board governance, manageria
incentives and supervisory board size. Besides,
Wenzhou’sprivate listed enterpriseswith prominent fea-
tureswill providereferencesfor further study of listed
companiesinother regions.

THEORETICAL EVIDENCE OF RELATION-
SHIPBETWEEN CORPORATE GOVER-
NANCE STRUCTUREAND CORPORATE
PERFORMANCE

Literaturereview

Inalong-term study of governanceof privatelisted
enterprises, many scholarshave achieved diversetheo-
retica resultsfrom avariety of perspectives. Berleand
Meand?® proposed the Principa-Agency Theory which
advocates the separation of ownership and manage-
ment. Thishasserved to bethelogical start of modern
corporate governance. Jensen and Mekcling!”, repre-
sentatives of Convergenceof Interest Hypothesis, be-
lieved that manager can hel p promote company per-
formanceby holdingalarge proportion of sharesin hand.

Moreover, Freeman’®, an theorist of Stakeholder
Theory argued that the management activitiesaimedto
meet and balanceinterestsof al stakeholders.

A number of theoristshave highlighted therol e of
ownership concentration in affecting corporate perfor-
mance. Vishny!¥ for exampl e, suggested the positive
impact of ownership concentration ontheimprovement
of corporate performance. He noted that major share-
hol ders could be motivated to supervisethe manage-
ment layer with large equity concentrated in them, thus
reducing manager s salf-interest behaviors and oppor-
tunigtic behaviorsand improving company performance
intheend. Contrary to hisresult, Demsetz® believed
that ownership concentration had no systematic con-
nectionswith company performancefrom resultsof re-
gression andysiswhich showed no significant positive
correl ation with operating margin asthemeasure of per-
formance and shareholding ratio of thetop ten share-
holders asequity concentration.

Asfor board governance, Donal dson® based on
theModern Stewardship Theory proposed the hypoth-
esisof CEO-chairman duality modd. And Boyd? dso
supported theview that in some casesthe generd man-
ager can beagood steward of company assets, largely
enriching the Stewardship Theory.

In terms of manageria ownership, Shleifer and
Vishny!® found that the rel ati onshi p between manager
ownership and performance cannot be described asa
simpleand dominant one. Their research findings sug-
gested that when share-holding rate of the board was
below 5%, there’s positive correlation between
shareholding ratio and performance; when the number
swang between 5% and 20%, it turned out to be nega-
tive correlation; and when shareholding of the board
accounting for over 25%, the positivecorrelation result
was back. However, Jensen’s Shleifer!” linear regres-
sion anadysisontheincentive effect of executive com-
pensation, shareoptioningpiration, insider holding and
other motivation approaches showed that manageria
ownership can motivate managerstowork, reducetheir
expensein-office and decrease the agent costs, thus
improving company performance. Domestic studiesat
thesameti me suggested week correl ation between stock
rightsincentiveand performance.

Thecurrent research
Thisstudy deeply analyzesindicatorsrelated to cor-
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porategovernance structureof Wenzhou’sprivatelisted
companies. We explorethe correl ation between cor-
porate governance structure and corporate perfor-
manceof Wenzhou’sprivatelisted companiesby mainly
adapting theordinary least squares of regression analy-
sismethods. Based on previousfindings, the paper de-
velopsan anadyzing model to explorerelationship be-
tween Wenzhou’s privatelisted companiesand corpo-
rate performance from four aspectsincluding owner-
ship structure, board of governance, supervisory board
dzeand executiveincentives. With regard toidentifying
influencing variables, wetake ownership concentration
andyzeownership sructure; CEO-chairmandudity and
ratio of independent directorsto analyze board gover-
nance; number of supervisorsto analyze supervisory
board sizeand proportion of manageria ownershipto
analyze executiveincentives. Besides, wetake com-
pany scd eand capitd structureascontrol variableswith
total assetsand asset liability rate astheir indicators

respectively (Figurel).

Theam of thisresearchisto examinethereation-
ship between corporate governance structure and cor-
porate performance. Thisresearch teststhefollowing
hypotheses:

Hypothesis1

We expected that ownership concentration of
Wenzhou’s privatelisted company ispositively corre-
lated with corporate performance.

Hypothesis 2

We hypothesized that the relationship between
CEO-chairman dudity of Wenzhou’sprivatelisted com-
pany and corporate performanceispositive.
Hypothesis 3

We expected that ratio of independent directorsis
positively associated with corporate performance.
Hypothesis4

We expected that the rel ationshi p between mana
geria ownership of Wenzhou’sprivatelisted company

Ownership
Structure
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Figurel: Research model

and corporate performanceispositive.

Theexecutiveincentivemechanism managesto co-
ordinateinterest ba ance between shareholdersand the
manager through aset of related mechanisms. The ex-
pectancy theory® which suggested that employees’
motivation for work depended on their expectancy for
ability infulfilling job, and their expected reward from
work, whichisperformance-rewards expectation. As
to corporate managers, with large proportion of shares,
they haveeffort-performanceand performance-rewards
expectations, resulting in corporate performanceim-
provement.

Hypothesis5
We expected that supervisory board size of

Wenzhou’s privatelisted company ispositively corre-
lated with corporate performance.

EMPIRICAL RESEARCH ON THE REL A-
TIONSHIPBETWEEN CORPORATE GOV-
ERNANCE STRUCTUREAND CORPORATE
PERFORMANCE

Illustrationson data sour ce

Congdering the smal number of Wenzhou’slisted
companies, thepaper concludesall 24 private compa:
nieslisted on Shenzhen Stock Exchangeand Shanghai
Stock Exchange beforetheyear of 2013 with related
data collecting from the China Stock Market & Ac-
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counting Research Database. In order to ensure the
credibility of sampledata, the paper excludes compa-
niesasfollowing: dl ST and PT companies, companies
whosereturn on equity arebel ow zero; companieswith
negative net assetsand net return; and companieswith
incompl ete dataand undisclosed. After datascreening,
we get sample datawith capacity of 22 companies.

M easurement of variable
I ndependent variable

With regard to corporate governance structure, a
number of factorsincluding ownership structure, board
governance, managerial incentives and supervisory
board size contribute to i nfluencing company perfor-
mancein different degrees. Based onthesefour dimen-
sions, the paper selectsfivefactors: ownership con-
centration, CEO-chairman duality, and ratio of inde-
pendent directors, managerial ownership, and supervi-
sory board size asindependent variables. Intheend,
the paper attemptsto put forward suggestions on com-
pany performanceimprovement by studying relation-
ship between these factorsand performancein the case
of Wenzhou’sprivatelisted companies.

Dependent variable

Currently, severd indicators can be used to reflect
company performance, for example, the earning per
share, net asset value per share, return on equity, op-

eraing margin, fixed price-earning ratio and soon. How-
ever, giventhefrequency of indicator used andtheavail-
ability of material, the paper takesearning per shareas
explanatory variablefor thereasonthat itisasignificant
indicator that can comprehensively reflect profitability
of company and measure stock investment value. Asa
coreindicator, it can guide external investment by af-
fecting investors’ assessment of corporatevalue. In
theory, thehigher isearning per share, the stronger can
the company make profit. The paper choosesfully di-
|uted earning per share.

Control variable

The paper introducestota assetsand asset liability
rate as control variables so asto control effect of fac-
torslikescdeof company and capital structureon com-
pany performance. Generaly speaking, company with
alarge scaleand rich assets boastsagood reputation,
whichisconduciveto attract externa funding, thusim-
proving company performanceintheend. Ontheother
hand, theasset liability rate hasadirect connection with
therisksthat company may encounter, endinginthe
influence of company performance.

Empirical findings
Totest thehypothesi's, the paper setsthemodel as

linear model and applied SPSS 17.0 to conduct re-
gression analysis. For theresultsfrommodel analysis,

TABLE 1: Correlation coefficient analysis

1 3 4 5 6 7 8
1.0wnership concentration
2.CEO-chairman duality 0.398
0.067
3.Ratio of independent directors -0.115 -0.253
0.611 0.255
4.Manageria ownership -0.294 -0.039 -0.178
0.184 0.863 0.429
5.Supervisory board size -0.323 -0.491* -0.091  -0.012
0.142 0.02 0.688 0.957
6.Eps 0.671** 0.392 -0.184  -0.051 -0.195
0.001 0.071 0.414 0.821 0.386
7.Total asset 0.142 -0.111 0.127 -0.101 -0.161 0.003
0.529 0.624 0.573 0.654 0.475 0.99
8.Asset liability rate -0.387 -0.261 0.067 -0.264  0.503* -0.286  0.450*
0.075 0.242 0.766 0.236 0.017 0.197 0.036

Note: *.Positive correlation at 0.01 (bilateral); **.Positive correlation at 0.05 (bilateral).
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TABLE 2: Resultsfromregression analysis

M odel Unstanqlardized Standar_dized T Sig
Coefficients Coefficients '
B SD Beta
Independent variable -0.678 1.026 -0.661 0.518
Ownership concentration 0.016 0.005 0.679 3.273 0.005
CEO-chairman duality 0.055 0.197 0.176 0.786 0.043
Ratio of independent directors -0.003 0.026 -0.024 -0.122  0.904
1 Supervisory board size 0 0.01 -0.152 -0.793 0.039
Proportion of managerial 0.032 0.062 0.111 0515 0.614
ownership

Tota assets 0 0 0.126 0.407 0.69

Asset liability rate 0.003 0.009 0.138 0.353 0.73

A dependent variable:eps

pleaserefer to TABLE1 and TABLE2.

The abovetable showsthat: (1) The correlation
coefficient of thevariablesiscomparably smal withthe
absolutevalueno morethan 0.5. And only supervisory
board sizeand CEO-chairman duality show significant
correlation when thesignificancelevel is0.1%. The
contribution of other variables, however, isnot signifi-
cant, which meanstheweak correl ation of ownership
concentration, CEO-chairman dudity, ratio of indepen-
dent directorsand the proportion of managerial own-
ership, sothemulti-collinearity anong thevariablesare
unobvious.(3) Therelationship between supervisory
board size and the explanatory variablesand control
variableisnonsignificantly negetive.(4) Thecorreaion
coefficient between control variable and explanatory
variablesissmall and not significant. Thecorrelation
between two control variablesnamely total assetsand
asset-liability ratioisweak with coefficient as 0.450.

CONCLUSIONAND DISCUSSIONS

Asshownintable, (1) Non-standard coefficient
between ownership concentration and corporate per-
formanceis0.016 with sg. lessthan 0.05. Thisfinding
suggeststhat the higher isthe ownership concentration
of Wenzhou’s privatelisted company, thebigger effect
it exerts on promotion of corporate performance. In
other words, with equity moderately held by aminority
of shareholders, mgor shareholdersare motivated to
strengthen supervision over themanagement whileaso
enhancing the mutual checks and balances between
major sharehol ders, seeking for the maximization of
stockholders’ interest. (2) Asfor CEO-chairman dual-
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ity, theresultis0.055 with sig. 0.043when the signifi-
cantlevel isbeow 0.05, indicating that dud roleof chair-
man of Wenzhou’slisted company contributesto the
improvement of performance. (3) Theregression coef-
ficient is-0.003 between ratio of independent directors
and company performance, with sig. 0.904. It shows
negative correl ation between ratio of independent di-
rectors of Wenzhou’s privatelisted companiesand its
performance, yet the contributionisnot significant. (4)
TheNon-standard coefficient between managerid own-
ership and performanceisextremely small. However,
giventhefact that thestandardized coefficient is-0.153,
the correlation coefficient is-0.0513 and sig.is0.039,
themanageria ownership significantly contributesto
company performancein anegativeway, whichisin-
consistent with the hypothesis.(5) The correlation co-
efficient between size of supervisorsand performance
is0.032 and sig. is0.614. It reveal s positive yet not
sgnificant correaion betweenWenzhou’sprivaelisted
company and performance.(6) Determination coeffi-
cient for control variablesasasset-liability ratioand to-
tal asset are 0.000 and 0.003 respectively withitssig.
being 0.69 and 0.73, an evidence of weak effectson
corporate performance.

Combined with resultsof theregression analysis,
we seethat among five dependent factors, only owner-
ship concentrationand dud roleof charmansgnificantly
contributeto company performancein apositiveway,
and the supervisory board size shows positive but not
significant correlation, whiletheratio of independent
directorsand executive sharehol ding have negativein-
fluence on corporate performance. Based on thesefind-
ings, Wenzhou’sprivatelisted companiesneedtofocus
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onoptimizing equity structure, strengthening function of
theboard, improving incentive system and redefining
thefunctionsof board of directors, which allowsthem
toimprove corporate performance and gain competi-
tiveadvantages.

ACKNOWLEDGMENTS

Thiswork wasfinancidly supported by the Zhgjiang
Province Natural Science Foundation (Grant No.
LQ13G030003), and Innovative Talents Training Pro-
gram supported by Science Technology Department of
Zhgjiang Province (Grant No. 2010F20011).

REFERENCES

[1] Andrei Shleifer, Robert, W.Vishny; Large Share-
holders and Corporate Control. The Journal of Fi-
nance, (1986).

Boyd, K.Brian; CEO Duality and Firm Perfor-
mance. A Contingency Model. Strategic Manage-
ment Journal, (1995).

[2]

(3]
[4]

[5]

[6]

[7]

8]

A.Berle, Means; The Modern Corporation and Pri-
vate Property. MacMillan, 15, (1932).
L.Donaldson, JH.Davis; Stewardship Theory or
Agency Theory. CEO Governance and Shareholder
Returns. Australian Journal of Management,
(1991).

Freeman; A Study on Stakeholders: Theory and Its
Application. Shanghai Trand ation Publishing House,
(2006).

Harold Demsetz; Ownership, Control and the Firm:
The Organization of Economic Activity [M].
Blackwell Publishers, (2000).

M.C.Jensen, W.H.Meckling; Theory of Firm:
Manageria Behavior, Agency Costsand Ownership
Structure. Journal of Financial Economics, 20, 3
(1976).

H.Victor, Vroom; Work and Mativation. Jossey-
Bass Inc.,U.S., (1994).

s LBioTechnology

An Tudian Yourual



