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Ownership Structure and Corporate Performance:
The Empirical Evidence Based on Dynamic Endogeneity
ZHOU Yi=xiang
( School of Management of Zhejiang Shuren University Hangzhou Zhejiang 310015 China)

Abstract: On the relationship between ownership structure and corporate performance domestic and interna—
tional literature can be described as voluminous. According to research status quo at home and abroad we can di-
vide related literature into three phases: The first stage involves unilateral or multilateral governance mechanisms
such as ownership structure board composition executive incentive and disclosure condition. In this phase endo—
geneity problem are ignored. The second stage involves endogenous influence but neglects dynamic effect. The
third stage demonstrates endogenous relationship between governance and performance from a dynamic view. After
classifying we find vast majority of domestic — related research stays at the first stage only a handful of literature
steps into the second stage few in the third stage. By contrast Scholars abroad begin to pay attention to the issue
in 1983. Currently related research has reached the third stage. However it should be pointed out their data are
mainly from foreign companies lacking the datum of China market. Obviously it is a gap left by foreign counter—
parts.

The paper takes China’s 509 listed companies of Shanghai and Shenzhen during 1999 —2008 for example be—
lieves there exists a dynamic relationship between ownership structure and performance. After controlling the effect
of past performance simultaneity as well as unobservable heterogeneity in the use of dynamic panel GMM model
the paper demonstrates: (1) There is a two — way interaction relationship between shareholding proportion of the
largest shareholder and corporate performance: The former has a significant promoting effect on the latter the latter
has also a strong feedback effects on the former which shows ownership structure may be endogenous. However
once considering dynamic nature of performance the significance will disappear. All these indicate former perform—
ance may have an impact on current governance mechanisms. ( 2) Both in static and dynamic model there lacks
significant correlation between the proportion of managerial ownership and performance. One explanation is that
they are affected by external unobserved heterogeneity. It is more likely that equity incentive system is not fully es—
tablished because of lower proportion of ownership. (3) It is found that there exists dynamic influence between own—
ership structure and corporate performance but the evidence is very weak and the relationship is not stable. It is
subject to restrictions of the definition of performance variables and estimation methods.

Based on above analysis the paper provides following policy suggestions: Firstly endogenous attribution of
corporate governance mechanism tells us we can not simply copy western models in building ownership structure.
On the contrary we should construct models suitable for our development based on actual situation of China’s lis—
ted companies. Secondly the interaction between corporate governance and performance is a complex process.
They may interact at the same period. But there may be lagged effect among inter — period and the effect is not stat—
ic. In addition it is possible to show its positive side at the beginning then turn to adverse situation which has a
certain inspiration on equity incentive. It states clearly when results are not the same with expectations in the
process of equity incentive we can not readily give up but focus on long — term incentive effect. Finally the level
of equity incentive should be increased. Currently some companies have not even implemented management equity
incentive which will directly result in losing effectiveness of equity incentive. In fact it plays an important role in
improving performance.

Key Words: ownership structure; corporate performance; endogeneity
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