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Abstract: The ongoing mixed ownership reform of SOEs faces practical dilemma and theoretical debates. It perplexes the policy
maker of the reform on what role the introduced strategic investors play in improving corporate governance and establishing a
modern enterprise system. Meanwhile, as the theoretical foundation of the reform, the modern property rights theory is challenged
by the practice of "dual-class stock". Based on the analysis on why state-owned enterprises need reform, this paper shows that
the causes of the SOEs reform issue could be summarized as follows. Firstly, the mixture of ownership and management rights
and the low degree of specialization bring about excessive supervision; Secondly, the incentive distortion caused by the owner's
absence and the long principal-agent chain leads to insufficient supervision. The mixed ownership reform would help alleviate
the above issues by introducing private strategic investors and forming shared control structure, which is also the internal logic of
the reform of SOEs. The theory of shared control, therefore, constitutes the theoretical foundation of mixed ownership reform of
SOEs nowadays. The core of the theory is how competitive relationship is formed among stakeholders, and sequentially how an
automatic error correction mechanism is established. Not only can it effectively avoid excessive supervision and decision-making
errors caused by sole majority shareholder, forming constraints to managers and avoiding insider control problem, but it also help
form a win-win consensus among different shareholders and establish a long-term incentive mechanism.
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