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Corporate Governance Effects of Employee Stock Ownership Plans in the Context

of Mixed Ownership Reform: An Internal Control Quality Perspective
SUN Li, LIU Tao
(School of Business, Hunan Normal University, Changsha 410081, China)

Abstract: The Mixed Ownership Reform (MOR) seeks to establish a tripartite equilibrium among state shareholders, non-state shareholde-
rs, and employee shareholders, achieving incentive compatibility among national interests, corporate objectives, and individual benefits.
Grounded in China’s MOR institutional context, this study examines employee stock ownership plans” (ESOPs) governance effects on corpo-
rate internal control quality, transcending traditional “capital hybridity” research paradigms to establish a “human capital property rights ac-
tualization-governance mechanism restructuring” analytical framework. Key findings demonstrate that ESOPs enhance internal control quality
through residual claim sharing and risk co-bearing mechanisms, yet exhibit an inverted U-shaped nonlinear effect: marginal benefits decline
when employee participation approaches 50% , inducing collective action dilemmas. Heterogeneity analysis reveals amplified governance
effects in non-executive-led schemes, leveraged financing models, and extended lock-up periods. Post-lock-up short-term arbitrage incen-
tives, however, provoke market value management behaviors that degrade control quality. These findings advance research on the “third
pathway” governance effects within MOR , offering theoretical and practical guidance for optimizing governance structures in diversified own-
ership enterprises and achieving state-civilian collaborative development under China’s deepened factor marketization reforms.

Key Words: mixed ownership reform; ESOPs; internal control quality; governance effect; leveraged capital allocation
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