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MY EARLIEST CHINA/CEE/
EE/GUANXI RESEARCH

[0 Peng and Heath (1996 AMR): The
growth of the firm

[J Inspired by Penrose (1959), P&H
(1996) extends firm growth and
strategy research to EE

[0 Identified a network-based strategy
of growth

[J Triggered a wave of guanxi research
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TWENTY (+) YEARS OF
CHINA/EE RESEARCH

[0 Peng, Lebedeyv, Vlas, Wang, and Shay
(2018 APJM): The growth of the firm
in (and out of) emerging economies

[0 Since Peng and Heath (1996),
network capitalism and institutional
transitions for network-based growth
have emerged as a major theme
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The growth of the firm in (and out of)
emerging economies
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FIRST MAJOR EMPIRICAL
STUDY ON GUANXI

[J Peng and Luo (2000 AMJ): Managerial ties
and firm performance

[0 Inspired by Mizruchi and Galaskiewicz’s
(1994) call to look for alternative contexts

[0 For the first time in the literature,
separating managerial ties in two
dimensions: (a) ties with top executives at
other firms and (b) ties with government
officials
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GUANXI VERSUS MARKET

TRANSITIONS

[0 Peng (2003 AMR): Institutional transitions
and strategic choices

[J During the early phase of transitions:
Guanxi is king!

[J During the late phase of transitions:
Switching to more market-based
capabilities is a must

[J Li, Peng, and Macaulay (2013 SO):

Market-political ambidexterity
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INSTITUTIONAL TRANSITIONS AND
STRATEGIC CHOICES
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FIRST MAJOR STUDY ON
CORPORATE GOVERNANCE

O

O

Peng (2004 SMJ): First China study in the
mgmt literature using archival data

Do outside directors make a difference in
firm performance?

B No, for financial performance (such as ROE)

B But yes, for sales growth

Agency theory-based “best practice” (such

as appointing outside/independent
directors) is highly questionable
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OURNAL OF MANAGEMENT STUDIES

A RECENT STUDY ON CEO it
COMPENSATION T i

[0 Peng, Sun, and Markoczy (2015 JMS): The P ——
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impact of human capital (international
experience vs. political ties) on CEO
compensation

[0 Market transition theory: International
experience +

O

Power conversion theory: Political ties +

O

Both seem valuable, with different
moderating variables

© M. W. Peng (www.mikepeng.com) 7

WHAT IS CORPORATE GOVERNANCE?

* The relationship among various participants in determining the direction and
performance of corporations.

The Tripod of Corporate Governance

Managers

Board of
Directors

Source: Adapted from R. A. G. Monks & N. Minow, 2001, Corporate Governance (cover), Oxford, UK: Blackwell. Figure 11.1

© M. W. Peng (www.mikepeng.com) 11-8




10/12/2019

Opening case on CG

GLOBAL
STRATEGY

O Global competition in how to best govern large firms
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CORPORATE GOVERNANCE
IN THE LAND OF GUANXI

[0 Mutlu, Van Essen, Peng, Saleh, and Duran
(2018 JMS): A meta-analysis

[0 Question 1: How do agency theory-
prescribed “best practice”—(1) board
independence and (2) removal of CEO
duality—affect firm performance in China?

[0 Question 2: How do these relationships
change as China’s market institutions
develop over time?
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Corporate Governance in China: A Meta-Analysis
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assract How has the impact of ‘good corporate govermance' principles on firm
performance changed over time in China? Amasing a database of 84 studics, 684 effect sizes,
30 547,622 firm obme rvations, we explore this Emportant question by conducting 3 meta-
amalysis on the corporate governance lteratsre on China, The weight of evidence
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INTRODUCTION

Since market reforms started in the 1980s, China has not cnly resructured state-owned
enterprises (SO Fs), but ako adopted a series of corporate governance mechanisms cen-
tred on monitoring and alignment principies from Western economies in an effort 0
enhance firm performance. Outside of China, there is a tradition of research arguing
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NAVEEN JINDAL SCHOOL OF MANAGEMENT
The University of Texas at Dallas

INSIGHTS AND DEBATES FROM CHINA

* Strong economic growth despite relatively underdeveloped institutions

* Corporate governance reforms toward “modern enterprise system”
since the 1990s

* Waging war on “best practice” in the absence of strong evidence (Peng,
2004 SMJ)

* |In arelationship-based society, the applicability and effectiveness of
arm’s-length monitoring and alignment may be questionable (Young,
Peng, Ahlstrom, Bruton, & Jiang, 2008 JMS; Jiang & Peng, 2011 APIM).

11
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BOARD INDEPENDENCE

* China required publicly listed firms to appoint outside directors on
corporate boards as of 2001 (Peng, 2004 SMJ)—ahead of SOX in the U.S.

* China’s relationship-based culture may affect board dynamics.
* Qutside directors’ concern for reputation and credibility matters.

— Outside directors tend to be more vocal when firm performance
suffers or in case of corporate frauds (Ma & Khanna, 2013 SMJ).

* Hypothesis 1a. Board independence is positively related to firm
performance.

12
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BOARD INDEPENDENCE OVER TIME

* The ratio of outside directors has increased from 6% in 2001 to 34% in
2005.

* Recent amendments have further expanded the role of outside
directors through election mechanisms, terms of reference, and
responsibility investigation in China (OECD, 2011).

* As market institutions improve, the sensitivity of outside directors for
reputation and credibility in the labor market for directors may increase.

* Hypothesis 1b. The relationship between board independence and firm
performance becomes more positive over time. 13
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CEO DUALITY
* Standard agency theory criticisms: CEO duality
gives excessive power to the CEO

* Counterargument: In times of rapid change, CEO
duality facilitates decision speed and eliminates
top-level conflicts (Peng et al., 2007 MOR; 2010 &
APJM).

* Control versus collaboration (Krause, 2017 SMJ)

* Hypothesis 2a. CEO duality is negatively

related to firm performance.
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CEO DUALITY OVER TIME

* The performance effects of personal and political relations may diminish
as market institutions prevail (Peng, 2003 AMR).

* The decline of the state’s influence leads managers to be accountable to
external market forces rather than to the state or political connections.

* Hypothesis 2b. The relationship between CEO duality and firm
performance becomes more negative over time.

NAVEEN JINDAL SCHOOL OF MANAGEMENT
The University of Texas at Dallas @DAIJLAS

META-ANALYSIS METHODS

* Four search strategies to identify studies:
— Prior review articles.

— Electronic databases: (1) ABI/INFORM Global, (2) Econlit, (3) Google
Scholar, (4) JSTOR, and (5) SSRN.

— Manual search of leading economics, finance, and management
journals.

— References of the retrieved studies.

* A final sample of 84 primary studies, 684 effect sizes, and 547,622 firm
observations
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KEY FINDINGS

* Hla and H1b supported: A positive relationship between board
independence and firm performance, which becomes stronger over time

* H2a not supported: A near zero relationship between CEO duality and
firm performance

* H2b supported: The CEO duality-firm performance relationship does
become more negative over time.
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TEMPORAL EFFECTS
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IN THE GLOBAL CONTEXT
Board independence CEO duality

Dalton et al. (1998: U.S. firms) Near zero relationship  Near zero relationship

Van Essen et al. (2012: Asian firms) Near zero relationship Near zero relationship

OUR STUDY (Mutlu et al. 2018) Positive relationship, Near zero relationship,
which becomes which becomes more

stronger over time negative over time

* Relative to the U.S. and Asia, our meta-analysis actually finds that one best
practice recommended by agency theory—board independence—is more

strongly supported in China. 19
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The University of Texas at Dallas

CONTRIBUTIONS

* Providing the first meta-analysis on the rapidly expanding CG literature
on China.

* Contributing to corporate governance research by showing that agency
theory-prescribed “best practice” can help firm outcomes over time.

* Advancing a dynamic institution-based view (Peng et al., 2008 JIBS;
2009 AMP).

20
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POLICY IMPLICATIONS AND FUTURE RESEARCH

* From a policy standpoint, enhancing board independence is a +

* When waging war on best practice, be cautious with policy
banning/discouraging CEO duality

* Guanxi between chairman of the board and the CEO remains fertile ground
for future research (Krause, 2017 SMJ)

* CG will become more important with more SOE internationalization efforts
(Bruton et al., 2015 AMP; Peng et al., 2016 APJM) .

The University of Toxas at Datlas ‘@DALLAS
CONCLUSION
* As a “best practice,” board independence is indeed helpful, and is more
so over time

* But CEO duality continues to be a puzzle
» Corporate governance research is guanxi research

* CG by definition deals with the guanxi among three groups of players—
managers, board directors, and shareholders

* From Peng and Heath (1996 AMR) to Peng et al. (2018 APJM), the
growth of the firm in China (and emerging economies) requires a
deeper understanding of crucial relationships

22

11



