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In this article, profitability, asset quality, debt risk, and sales growth are used as
measurement indices of corporate operating performance. On the basis of
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and the better the general corporate operating performance. The findings
provide an important reference for Chinese transnational corporations to
introduce QFIl shares to improve governance structure and corporate
operating performance.

Dans cet article, les auteurs utilisent la profitabilité, la qualité des actifs, le
risque d'endettement et la croissance des ventes comme indices de mesure du
rendement d'exploitation des entreprises. Grace a des données recueillies au
moyen d'un panel de 630 entreprises et couvrant la période 2008-2014, donc
apres la réforme chinoise en matiere d'actions scindées, les auteurs
construisent un modele d'entité a effets fixes pour analyser I'effet des
participations des investisseurs institutionnels étrangers qualifiés (IIEQ) sur le
rendement d'exploitation des entreprises transnationales non financiéres
chinoises. Les résultats montrent que le ratio de participations des IIEQ et les
participations du systeme de poids et contrepoids des IIEQ sont positivement
correlés de fagon significative avec le rendement des capitaux propres et le
ratio de rotation de I'actif total, mais qu'ils ne sont pas significativement
corrélés avec le ratio actif/passif et le taux de croissance des ventes. Ces
résultats suggerent donc que, plus le ratio de participation des IIEQ est élevé,
plus I'enthousiasme des IIEQ pour la participation a la gouvernance
d'entreprise I'est également, et que meilleur est alors le rendement global
d'exploitation. Ces résultats fournissent également des éléments importants
pour inciter les entreprises transnationales chinoises a avoir recours aux IIEQ
pour améliorer leur structure de gouvernance et leur rendement
d'exploitation.

Keywords: qualified foreign institutional share investors (QFll shares),
ownership check-and-balance degree, Chinese transnational corporations,
corporate governance, operating performance

Mots clés : investisseurs institutionnels étrangers qualifiés (IIEQ) sur le
marché des actions de catégorie A (en anglais : QFll shares), freins et

contrepoids en matiere de propriété, entreprises transnationales chinoises,
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overseas. Chinese transnational corporations invest overseas and cooperate
with foreign institutional investors in joint ventures. China began to introduce
the qualified foreign institutional investor (QFIl) system in 2003, and the
number and investment quotas of QFlls are increasing yearly. As of February
23, 2016, the number and cumulative investment quotas of QFlls increased to
279, totaling US$807.95 billion. Chinese QFlls are mainly from European and
North American countries, such as the United States, Britain, Canada, and
France, and from Asia, such as Hong Kong, Japan, South Korea, and Taiwan.
Nigam and Su (2013) argued that transnational corporations of emerging
economic communities were rapidly improving their operating performance.
Undoubtedly, the number of Chinese transnational corporations is growing
rapidly. Whether domestic businesses or overseas operations, investors will
inevitably pay attention to their corporate governance and operating
performance. Although the Chinese Companies Act has been in operation for
many years, the problems in corporate governance of large shareholder
control, insider control, and independent directors without being independent
still exist, restricting the sustainable development of Chinese transnational
corporations. As the main institutional investors in China, QFlls possess strong
capital power, rich management experience, and a unique investment
philosophy. QFlls could have a positive impact on corporate governance
structure and operating performance.

The existing studies care less about the relationship between QFIIs'
shareholdings and corporate governance and operating performance. Wu,
Wan, and Cai (2011) argued that QFlIs' shareholdings could improve corporate
governance. On one hand, Aggarwal et al. (2011) and Wang, Fang, and Liu
(2013) suggested that QFlIs' shareholdings would positively influence corporate
operating performance. On the other hand, Liu and Wu (2011) concluded that
there were no significant correlations between QFlls' shareholdings and
corporate operating performance.

Existing studies chose only listed companies as their main sample, and little has

been done to include Chinese transnational corporations. QFlls were chosen as
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Most foreign scholars use Tobin's Q value to measure corporate operating
performance, whereas most Chinese scholars prefer financial indices, such as
return on assets (ROA) and return on equity (ROE). Corporate operating
performance is evaluated by means of four measures: profitability, asset
quality, debt risk, and sales growth. Chinese transnational corporations are
included in the sample used in this article. Therefore, the effect of direct
investment of foreign institutional shareholdings (QFIl shares) on corporate
operating performance is studied in this article.

Theoretical Analysis and Hypothesis Construction

Section: | Choose V| a w

Analysis of QFIl Shares and Corporate Governance of
Chinese Transnational Corporations

The participation of QFIl shares in the governance of Chinese transnational
corporations is determined primarily by the relationship between governance
costs and governance benefits. Three specific motivations are as follows. First,
because transnational corporations possess the competitive advantages of
scale, technology, talent, and management, QFll shares investment in Chinese
transnational corporations can obtain stable return on investment in the longer
term. QFll shares are capable of improving the corporate governance
mechanism because they have rich management experience (Shleifer and
Vishny 1986). In addition, with an increase in ratio and quota of the QFlII
shareholdings, the interests of QFIl shareholders tend to be consistent with the
corporation's objectives, and QFll shareholders actively participate in corporate
governance. Moreover, transnational corporations need to disclose more
corporate information because they are engaging in operations on a global
scale. Thus, an increase in QFll shares can obtain more information at a lower

cost and reduce per-unit governance cost.
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internal and external mechanisms (Aggarwal et al. 2011). In this case, QFII
shares can improve the phenomena of insider control and a shareholder
monopoly. Therefore, when the QFIl shareholdings ratio is higher, the per-unit
governance cost is lower, the investment return is higher, and the enthusiasm
for participating in corporate governance is higher. In contrast, when the QFlI
shareholdings ratio is lower, the per-unit governance cost is higher and the
enthusiasm for participating in corporate governance is lower.

According to the benefit synergy hypothesis, the higher the QFIl shareholdings
ratio is, the greater the motivation is for QFll shares to improve management.
Thus, QFIl shares will reduce agent costs between shareholders and
management and improve the corporation's operating performance. Hence,
the higher the QFIl shareholdings ratio is, the greater the effect of the
corporation's operating performance on the return on investment. So QFlI
shareholders prefer to actively participate in corporate governance and obtain
a greater long-term return on investment. Therefore, the following hypothesis
is proposed.

Hypothesis 1: QFIl shareholdings ratio is positively correlated with the

operating performance of Chinese transnational corporations.

QFIl Shareholdings Checks and Balances Degree and
the Operating Performance of Chinese Transnational
Corporations

Chen and Chen (2011) argued that ownership checks and balances were
beneficial in improving the corporate governance structure. Experiences with
QFll shares in South Korea and Taiwan have showed that QFIl shareholdings
improved corporate governance structure and corporate operating
performance (Sun and Lin 2006).

The higher the ownership checks and balances degree is, the greater the other
large shareholders' control, the greater their motivation and the ability to
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shareholders on the first major shareholder in Chinese transnational
corporations is, the greater their control and the greater their ability to
participate in corporate governance. Therefore, the following hypothesis is

proposed.

Hypothesis 2: The degree of checks and balances of QFIl shareholders on
the first major shareholder is positively correlated with the corporate
operating performance of Chinese transnational corporations.

Section: |Choose Y a w

Research Design

Sample Selection and Data Sources

Sample companies are selected from Chinese transnational corporations listed
as A-shares in the Chinese Shanghai and Shenzhen security markets from 2008
to 2014, after the completion of China's split-share structure reform. To ensure
the availability of data and the feasibility of research, sample companies are
selected in accordance with the following three principles:

1. Listed companies marked for special treatment are deleted, because
these companies incurred losses in two consecutive years, and the
management is likely to have some problems.

2. Transnational financial and insurance industries are removed, because
the cash flow of these companies is enormous and does not represent
the real economy.

3. Listed companies lacking relevant data are deleted.

Using these criteria, 630 companies are selected (including state-owned
holding and non-state-owned holding corporations). The data for the empirical
study are obtained from the RESSET database (n.d.), and the statistical software
used is Eviews version 6.0 (IHS Global, Informer Technologies, Inc., Madrid,
Spain).
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performance in the existing studies has problems, such as giving priority to
financial indexes and having a one-dimensional approach to corporate
performance selection. Comprehensively measuring corporate operating
performance is difficult using just financial indices or using only one index,
which will negatively influence the objectivity and effectiveness of conclusions.
Therefore, in this article we measure the operating performance of Chinese
transnational corporations using the following aspects.

Profitability is measured by ROE. ROE is used to measure the ability of a
transnational corporation to gain a net return on its own capital. The higher
ROE is, the higher the return on investment, and vice versa. Asset quality is
measured by total asset turnover (TAT). TAT is an important index to evaluate
management quality and utilization efficiency of corporations' assets. The
higher TAT is, the stronger the sales ability and the higher the utilization
efficiency of assets. Debt risk is measured by the asset-liability ratio (Debt). Debt
indicates the proportion of total assets of transnational corporations raised by
debt. Debt is an important index in evaluating debt levels and the degree of
risk. The appropriate level of Debt is generally considered to be around 40
percent to 60 percent. Sales growth is an important index to evaluate
corporations' growth and development. The higher the Sales growth is,
indicating the faster the growth rate of transnational corporations and the

better the market prospects are.

Independent Variables

QFIl shareholdings ratio (QFI/) is measured by the proportion of QFII
shareholdings in total shares of Chinese transnational corporations. QF/l is
regarded as an important index to determine whether QFIl shares are willing to
participate in corporate governance and their degree of participation. QFI//
reflects the motivation of QFIl shares participating in corporate governance.
The higher the QFIl is, the higher the enthusiasm of QFIl shares to participate in
corporate governance. QF/l improves the corporate governance structure and
operating performance. The degree of QFIl shareholdings checks and balances
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operating performance, but it could create principal agent problems and have
negative effects on operating performance. Generally, Size can be measured by
the size of staff, sales, or assets. In this article, Size is measured by the natural
logarithm of total assets. In addition, the degree of ownership concentration
(H5Index) influences corporate operating performance (Xu, Xin, and Chen
2006). Possible indices of H5Index include the shareholdings ratio of the first
major shareholder, the top 5 shareholders, or the top 10 shareholders. H5Index
in this article is measured by the sum of squares of shareholdings ratio of the
top 5 shareholders. Degree of internationalization of corporate operations
(Expr) also has an impact on corporate operating performance. Because
internationalization of Chinese transnational corporations is mainly based on
export sales, Expr is measured by the proportion of overseas sales in total sales
of transnational corporations.

Research results from the corporate governance team of Nankai University
indicate that the governance level of state-owned enterprises is significantly
higher than that of non-state-owned enterprises. Li and Tang (2006)
demonstrated that the nature of the first major shareholder had an effect on
corporate operating performance. Thus, the type of controlling shareholders
(State) is chosen as controlling variable. Xiao and Xue (2014) argued that an
independent director system was beneficial in improving corporate operating
performance. However, Chen and Zhang (2015) believed that an independent
director system had no significant effect on corporate operating performance.
This article holds the view that the independent director system can act as the
mechanism for checks and balances and supervision of management, protect
the rights and interests of medium to small shareholders, and prevent insider
control. Hence, the proportion of independent directors (DLDS) is chosen as a
controlling variable.

Names and descriptions of all variables used in this article are shown in Table
1.
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model 1 and model 2, testing hypotheses 1 and 2, respectively, are estimated
by using the 2008-2014 panel data. To reduce the endogeneity problem, this

article uses a one-period lag of corporate performance.

Perfii1 = a;+ Bi1QFIL ;4 5,Size; s + B3 HoIndex; s + By Expr;; + By State;; + B¢ DLDS; 4 +¢€; (1 )
Perf;;,1 = a;+ BQFIIZHD;; + 3, Size; s + B3 H5Index; ; + B, Expr;; + Bs State; s + B¢ DLDS; (2)
+ Eit

, Where Perf; ++1 represents the operating performance of the ith company in
(t+1) year, which is measured by ROE, TAT, Debt, and Sale; QFIl;; represents the
QFIl shareholdings ratio of the jith company in t year; QFIIZHD; ; represents the

degree of QFIl shareholdings checks and balances on the ith company in t year;

Size; + represents the size of the jith company in t year; H5Index; : represents the
degree of ownership concentration of the ith company in t year; Expr;;

represents the degree of internationalization of operations of the ith company
in t year; State; ; represents the type of controlling shareholders of the ith

company in t year (when controlling shareholders are state-owned enterprises,
itis 1, otherwise, it is 0); DLDS; ; represents the proportion of independent

directors of the jith company in t year; a, represents a random variable; and €

represents the stochastic error item; i=1, 2, 3, ... 630; t=2008, 2009, ... 2014.

Section: | Choose Vi oa v
Empirical Results

Descriptive Statistics of Variables

Descriptive statistical results for all variables are shown in Table 2.

Click to view table Table 2: Descriptive Statistics for Variables
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overall reasonable. Finally, there are certain differences in company size. The
gap between H5Index and Expr is bigger, whereas H5Index is on the high side,
and the controlling shareholders (State) of corporations are mainly the state-
owned enterprises. However, Expr is on the low side. On the whole, DLDS of
Chinese transnational corporations has met the requirements of the China
Securities Regulatory Commission (accounted for more than one-third).
However, some corporations have no independent directors.

Correlation Analysis

Because many independent variables are included, some degree of correlation
among the variables is likely, so a Pearson correlation test is necessary. The
results of the correlation test show that QF/l and QFIIZHD are positively
correlate with the indices of corporate operating performances, whereby
hypotheses 1 and 2 are confirmed. The correlation coefficient between QF// and
QFIIZHD is 0.918, but because the two variables do not appear in the same
regression equation, they will not produce any adverse effects on the
regression results. The absolute value of the correlation coefficient among
other variables is less than 0.5, indicating that there is no multicollinearity
problem among these variables. Therefore, multiple regression analysis can be
conducted.

Multiple Regression Analysis

The ordinary least squares method is used to carry out the multiple regression
analysis of models 1 and 2, and the results are shown in Tables 3 and 4.

Click to view table

Table 3: Regression Results on QF// and Corporate

Operating Performance: Chinese Transnational
Corporations, 2008-2014

Table 4: Regression Results on QF/IZHD and Corporate
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products. The asset-liability ratio mainly depends on company size and the
nature of controlling shareholders. QFIl and QFIIZHD have no significant effect
on Sale and Debt.

Third, Size is positively correlated with Debt at p<0.1, indicating that the larger
the company is, the stronger the company's ability to run into debt. Because
ROE is mainly affected by companies' capital structure and the income tax rate
and TAT is mainly affected by companies' capital composition and assets
management capability, they are not directly correlated with company size.
Therefore, Size is not significantly correlated with ROE and TAT.

Fourth, the degree of ownership concentration has a negative effect on
corporate operating performance. Fifth, the degree of internationalization of
operations includes two aspects, foreign production penetration and foreign
market penetration. These two aspects have different effects on corporate
operating performance, and this article does not distinguish between them.
Perhaps for this reason, the Expr variable has no significant impact on
corporate operating performance.

Sixth, State and TAT always positively correlate with Debt at p<0.1, indicating
that the sales ability and asset-liability ratio of state-owned enterprises are
higher than those of non-state-owned enterprises. Accordingly, the result is
consistent with reality. Because the return on equity and sales growth are
directly correlated with the nature of controlling shareholders, State has no
significant impact on ROE and Sale. Last, at present, the Chinese independent
directors system is in a formative state and may not be able to monitor
management effectively. Consequently, the effect of DLDS on corporate
operating performances is not statistically significant.

Robustness Checks

Economic value added (EVA) is a tool used to evaluate corporations' ability to
effectively use capital and create value for their shareholders. The higher the
EVA is, the greater the economic value created for shareholders, the higher
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Transnational corporations play an important role in their host countries. See,
for example, Wang (2014), who focuses on the case of Canada. However, many
issues are associated with the corporate governance of these transnational
corporations in host countries, such as large shareholder control, insider
control, and independent directors without being independent. These issues
directly influence the operating performance of transnational corporations. The
introduction of QFIl shares is beneficial in improving corporate governance
structure and operating performance. Panel data for 2008-2014, after the
completion of China's split-share structure reform, are used to estimate an
entity fixed-effects model, using multiple linear regression analysis. To reduce
the endogeneity problems, a one-period lag on corporate operating

performances is used.

The results show that QF/l and QFIIZHD are significantly positively correlated
with the return on equality and total assets turnover. In other words, the
higher the QFIl and QFIIZHD are, the higher the motivation and the ability of
QFIl shares to participate in corporate governance, the higher the investment
return and assets utilization efficiency, and the better the operating
performance. Sales growth rate is mainly related to products' life cycle, which
has no direct correlation with corporate governance level. Hence, the effects of
QFIl and QFIIZHD on asset-liability ratio and sales growth rate are not
statistically significant. The research conclusions indicate that an increase in
the QFIl shareholdings ratio and the degree of QFIl shareholdings checks and
balances are beneficial for improving the motivation and ability to participate in
corporate governance, avoid the phenomenon of a shareholder monopoly and
insider control, and improve the operating performance of Chinese
transnational corporations.

Finally, on the basis of this article's research conclusions, the following policy

prescriptions emerge. First, although the corporate governance structure of
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governance structure of Chinese transnational corporations. Third, the Chinese
government should strengthen the supervision of QFIl shares, encourage long-
term investment in QFIl shares, restrict short-term investment behaviour, and
prevent manipulative behaviour by QFIl shareholders.

This article studied only the effects of QFIl shareholdings ratio and the degree
of shareholdings checks and balances on the operating performance of
Chinese transnational corporations. It did not take into account the effects of
QFIll shareholdings period on corporate governance and operating
performance. To address the endogeneity problem related to QFll shares and
corporate operating performance, only a one-period lag on corporate
operation performance variables is used. Future research should study the
effect of QFIl shareholdings period on corporate operating performance and
explore more effective methods of addressing the endogeneity problem.
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