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Optimal Ownership Structure under Agency and
Knowledge Costs: An Economic Analysis of
Co-governance of the Firm

RuUIiLONG YANG
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Abstract Although co-governance has been pervasive in firm management in the de-
veloped countries, the capitalist thesis still dominates the theory of the firm. Transaction cost
economics views the firm merely as a set of contracts. Instead, this paper views the firm as a
combination of production and contracts. In a dynamic framework, the ownership structure is
the result of the dual nature of the firm. Specifically, it is shaped to balance the agency cost that
characterizes the contractual nature of the firm and the knowledge cost that characterizes the
productive nature of the firm. As a result, co-governance could emerge as the prevailing state of
ownership.
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