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A Study of the Role of Government Shareholder in Corporate Governance in
Respect of Privatized Enterprises (in which the Government Holds 20% to
49%)

Abstract

Since 1989, Taiwan has begun implementing the policy of privatizing its
government-owned enterprises. There are thirty (30) enterprises which have
been privatized up to date. However, in around fifteen (15) enterprises
such as China Steel, Farmers’ Bank and Yang Ming Marine, the government
still holds 20% or more of the shares in each enterprise; it also accounts
for more than half of the board seats or supervisors of each enterprise.
The fact that the government exercises indirect control over the decision
making of privatized enterprises has been criticized by the legislative
branch as "pseudo" privatization. In addition, non-performance by
directors and supervisors representing government shares has resulted in
scandals in Taiwan Fertilizer, Taiwan Development, etc.

Corporate governance is a set of mechanism and procedures which, taking
into account the interests of stakeholders, guides and administers the
responsibilities of the management in order to protect shareholders’ equity
through the enhancement of corporate performance. This study i1s conducted
from the perspective of corporate governance to analyze the role of
government-owned shares in privatized enterprises.

The scope of this study is as follows:

(a) Review of domestic and overseas literatures relating to corporate
governance and government shareholding;

(b) The question of whether or not it is appropriate for the government to
participate in business operation;

(c) Formation of the "honorable retreat" strategy;

(d) Co-relation between corporate governance and corporate performance;

(e) Recognizing the government’s dual roles as stakeholder and shareholder;

(f) Analysis of the relation between government shareholder and private
shareholders;

(g) The role of government shareholder in various kinds of enterprises;

(h) Analysis of the relation between government shareholder and its
representing directors and supervisors; and

(1) Policy and law reform recommendations.

The study finds that the government does have a significant role to play in
corporate governance with respect to privatized enterprises in which the
government still holds substantial percentage of shares. In light of this,
the government needs to formulate strategies and policies to improve the



quality of corporate governance in privatized enterprises. Specifically,
the government should develop rule-based relations to 1ts representatives
serving as directors and supervisors, as well as to 1ts private
counterparts, 1.e., private shareholders. The relations between the
government and the representing directors and supervisors should be based
on contracts stipulating specific terms and conditions; the government
should adopt clear criteria for selecting, and assessing the performance of,
1ts representatives. Also, the relations among government shareholders and
major private shareholders should be based on contracts setting forth the
rights and obligations in clear terms.

In the long run, the government should, on the basis of improved corporate
governance and corporate performance, adopt the strategy of "honorable
retreat" by selling 1its shares in privatized enterprises to finally
withdraw from investing in businesses and achieve the goals of multiple
wins for the government, private shareholders, the enterprises and
employees.

Key words: Corporate governance, privatization, privatized enterprises,
government shareholder, and honorable retreat.
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35 Easter Transition Trajectories, International Conference GTD-Grenoble December 10-11, 1999, “Post
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