	PUBLICATION NUMBER 
	 
	AAT 9837183 

	[image: image1.png]




	TITLE 
	 
	Local governments and corporate governance in transition economies 

	[image: image2.png]




	AUTHOR 
	 
	Che, Jiahua 

	[image: image3.png]




	DEGREE 
	 
	PhD 

	[image: image4.png]




	SCHOOL 
	 
	STANFORD UNIVERSITY 

	[image: image5.png]




	DATE 
	 
	1998 

	[image: image6.png]




	PAGES 
	 
	116 

	[image: image7.png]




	ADVISER 
	 
	Aoki, Masahiko 

	[image: image8.png]




	ISBN 
	 
	978-0-591-90873-2 

	[image: image9.png]




	SOURCE 
	 
	DAI-A 59/06, p. 2111, Dec 1998 

	[image: image10.png]




	SUBJECT 
	 
	BUSINESS ADMINISTRATION, MANAGEMENT (0454); ECONOMICS, GENERAL (0501); POLITICAL SCIENCE, PUBLIC ADMINISTRATION (0617) 

	[image: image11.png]




	DIGITAL FORMATS 
	 
	[image: image12.png]


 4.31Mb image-only PDF 

	[image: image13.png]





	
	One major challenge for transition economies is to establish properties outside the sphere of state control without an institutional environment that is conducive to private ownership. China's post-reform experience, in which spectacular economic growth has been driven by the surge of non-state firms, predominantly owned and controlled by local governments, exemplifies how such a challenge may be met successfully. Inspired by this experience, this dissertation studies how an institutional environment that is unfriendly to private properties has shaped the roles of local governments in the corporate governance of these newly emerged firms. It identifies three prominent effects of local government ownership and control of a firm under three specific institutional environments. The first effect is that, compared with private ownership, local government ownership facilitates investment finance in an environment where the capital market is highly imperfect. It is argued that by integrating various local business units, local government-owned firms enable outside investors to better utilize scarce information and consequently promote financial transactions. This effect cannot be replicated by private firms, which are typically stand-alone business units. The second effect is that local government ownership yield securer property rights in an environment where there lacks the rule of law and institutional constraints on the state to prevent it from preying on private business. It is shown that by controlling two activities--government and business--together, local governments can better protect the firm from state encroachment. The third effect is that local government ownership can improve private incentives in an environment where local government officials can extract rents from private agents. It is shown that despite the fact that government ownership is inefficient and private incentives are crucial to firms, government ownership may help contain government rent seeking and thus enhance private incentives as compared to private ownership. 


