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This presentation was produced solely by Fuxiu Jiang and Kenneth A. Kim. The opinions and statements expressed herein are those of  Fuxiu Jiang and 
Kenneth A. Kim are not necessarily the opinions of any other entity, including UBS AG and its affiliates. UBS AG and its  affiliates accept no responsibility 
whatsoever for the accuracy, reliability or completeness of the information,  statements or opinions contained in this presentation and will not be liable 
either directly or indirectly for any  consequences, including any loss or damage, arising out of the use of or reliance on this presentation or any part  
thereof.

Reproduced with permission.



Governance mechanisms

We assess the efficacy of the following 
governance mechanisms in China:

– Large shareholders
– Institutional investors
– Boards
– Executive compensation
– Debt
– Dividends
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Ownership concentration 

• Classic view suggests that concentrated owners or large 
shareholders are effective monitors of their firms. 

• Idea is simple: large shareholders have both the incentive 
and the ability to monitor the firm.

4



Ownership concentration
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Ownership concentration
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ROEs from large shareholders
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ROEs from large shareholders
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ROEs from multiple large 
shareholders
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Institutional investors

• Classic (albeit contentious) view is that institutional 
investors actively and effectively monitor firms in which 
they own stock. 

• Idea is simple: institutional investors as large shareholders 
have both the incentive and the power to monitor firms.
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Institutional investors
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Boards of directors

• Classic view is that independent directors are better 
monitors of managers than inside directors. 

• Idea is simple: independent directors are more objective 
at evaluating managers than inside directors.  
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Board size
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# of independent directors 
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Independence ratio
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Executive compensation

• Classic (albeit contentious) view is that executive 
compensation can incentivise managers to work hard.  

• Idea is simple: managers that get paid more, or have the 
chance to get paid more, will work harder and shirk less.
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Managerial compensation in 
China
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Capital structure

• Debt financing can be a governance (i.e., disciplinary) 
mechanism.

• Idea is simple: when firms have to service debt, they need 
to generate sufficient operating cash flow.
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Debt ratio
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Dividend policy

• Dividend payouts can be a governance (i.e., disciplinary) 
mechanism.

• Idea is simple: when firms pay dividends, managers do 
not have much chance to expropriate or overinvest cash 
inflows.  
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Dividend policy
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Summary

• Majority shareholder and multiple large shareholders 
seem to provide effective governance in China.

• However, institutional investors, boards, compensation, 
debt, and dividends do not appear to be effective 
governance mechanisms in China.

• This is why strong laws and effective securities regulations 
are important in China, especially to minority 
shareholders and outside investors.

22



• 谢 谢！
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