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ABSTRACT How has the impact of ‘good corporate governance’ principles on firm
performance changed over time in China? Amassing a database of 84 studies, 684 effect sizes,
and 547,622 firm observations, we explore this important question by conducting a meta-
analysis on the corporate governance literature on China. The weight of evidence
demonstrates that two major ‘good corporate governance’ principles advocating board
independence and managerial incentives are indeed associated with better firm performance.
However, we cannot find strong support for the criticisms against CEO duality. In addition,
we go beyond a static perspective (such as certain governance mechanisms are effective or
ineffective) by investigating the temporal hypotheses. We reveal that over time, with the
improvement in the quality of market institutions and development of financial markets, the
monitoring mechanisms of the board and state ownership become more strongly related to
firm performance, whereas the incentive mechanisms lose their significance. Overall, our
findings advance a dynamic institution-based view by substantiating the case that institutional
transitions matter for the relationship between governance mechanisms and firm performance
in the second largest economy in the world.

Keywords: board independence, CEO duality, China, corporate governance, financial
market development, institutional change, institution-based view, managerial incentives,
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INTRODUCTION

Since market reforms started in the 1980s, China has not only restructured state-owned
enterprises (SOEs), but also adopted a series of corporate governance mechanisms cen-
tred on monitoring and alignment principles from Western economies in an effort to
enhance firm performance. Outside of China, there is a tradition of research arguing
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that board composition, leadership structure, and incentive mechanisms can influence
organizational outcomes (Dalton et al., 1998, 2007). Given the significant institutional
differences between China and developed economies, an important debate continues to
rage over the impact of standard governance mechanisms on firm performance in China
(Li et al., 2016; Peng, 2004; Tsui, 2007). Standard monitoring and alignment mecha-
nisms are hinged upon the assumptions of self-orientation (Bruce et al., 2005; Davis,
2005) and market maturity (Young et al., 2008), which may not be a natural fit for
economies characterized by relationship-based regimes and underdeveloped market
institutions (Sundaramurthy and Lewis, 2003). Scholars, therefore, recommend invoking
an institution-based view by incorporating institutional factors to better understand the
contextual nature of corporate governance problems (Haxhi and Aguilera, 2017; Meyer
and Peng, 2016; Peng and Jiang, 2010).

The institution-based view focuses not only on how institutions affect firm behaviour,
but also on how changes in institutions over time shape firm strategic choices and perform-
ance (Meyer and Peng, 2016; North, 1990; Peng, 2003). This temporal dimension war-
rants a temporal lens to explore the impact of changing institutions on corporate
governance mechanisms across firms, resulting in a dynamic institution-based view
(Banalieva et al., 2015; Kim et al., 2010). China is a prime context in which a dynamic
institution-based view of corporate governance can be advanced. First, it represents an
‘important counterexample to the findings in the law, institutions, finance, and growth
literature’ (Allen et al., 2005, p. 57) by accomplishing strong economic growth despite
having relatively underdeveloped formal institutions. Although agency theory underpins
much of the corporate governance literature (Shleifer and Vishny, 1997), whether (and
how) standard corporate governance mechanisms that are largely based on agency
theory prescriptions play a role in China remains to be clarified. Second, due to the
gradual improvement of market institutions, China is considered as a ‘hybrid’ (1)
between central planning and market competition (Allen et al., 2005) and (2) between
relationship-based and rule-based regimes (Luen et al., 2013). Gradual market reforms
play a crucial role as they alter the institutional framework to improve the functioning
of product, capital, and labour markets. In turn, improvements in these external gover-
nance mechanisms help the functioning of internal governance mechanisms by empha-
sizing arm’s-length monitoring, which may reduce agency costs and ultimately help firm
performance (Cuervo-Cazurra and Dau, 2009; Peng, 2003, 2004). This hybrid form of
institutional change and gradual corporate governance reforms in China lead to our
question: How has the impact of (1) board independence, (2) board leader-ship struc-
ture, (3) managerial incentives, and (4) state ownership on firm performance changed
over time?

We focus on these widely used and important internal governance elements in Chi-
nese firms for scholarly and practical reasons. Scholarly, board independence and man-
agerial incentives are widely viewed as two key elements of internal corporate
governance mechanisms to deter managerial self-interest and encourage shareholder
orientation (Dalton et al., 1998, Tosi et al., 2000). State ownership has also intrigued
scholarly attention, as Chinese SOEs have been pivotal in implementing corporate gov-
ernance reforms (Peng et al., 2016; Ralston et al., 2006). From a practical standpoint,
these mechanisms are the key initiatives of Chinese corporate governance reforms to
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establish modern enterprise systems (Jiang and Kim, 2015; Peng, 2004). The most nota-
ble reforms in China have included appointing outside directors, separating the posi-
tions of board chair and chief executive officer (CEO), and providing executive
compensation packages that include contingent forms of pay – underpinned by what are
generally viewed as ‘good’ or standard corporate governance principles (Chen et al.,
2011b). These reforms and their impact on firm outcomes has therefore provoked
increasing scholarly attention in the context of China, making them the most widely
studied forms of internal corporate governance (Li et al., 2016; Tsui, 2007).

However, there are two problems in the scholarly work on corporate governance in
China. First, evidence from numerous studies using data from China remains mixed
(Buck et al., 2008; Peng, 2004). Such mixed results call for efforts to weigh different and
conflicting evidence. Second, although the corporate governance literature has started
to embrace the ‘context matters’ perspective, it is relatively silent about the temporal
dimension that requires a closer analysis of the role of space and time together (Ancona
et al., 2001; Kim et al., 2010; Shi et al., 2012). Therefore, we address our question in
two steps. In our first step, we explore the overall strength of the relationship between
internal corporate governance mechanisms and firm performance by using advanced
meta-analysis techniques. Second, we go beyond a static approach and explore how
these relationships change over time as Chinese market institutions improve. Employing
a temporal lens is crucial given the gradual reforms in China that, unlike rapid transi-
tions in Central and Eastern Europe, provide a dynamic yet relatively predictable plat-
form that allows firms time to adapt (Newman, 2000). Therefore, we incorporate an
objective view of time such that we rely upon it as a proxy for gradual market reforms
(Mosakowski and Earley, 2000). Ignoring the effect of time and the related changes in
the complementary governance mechanisms may lead to an incomplete understanding
of the relationship between internal governance principles and firm outcomes (Lawrence
et al., 2001). Using time as a moderator, therefore, enables us to have a finer-grained
understanding of the role of time, which provides new opportunities for explanation and
prediction of institutional dynamism and firm outcomes (Ancona et al., 2001; Shi et al.,
2012).

This study endeavours to make two contributions. First, we provide a comprehensive
account of the impact of corporate governance mechanisms in China. Despite relatively
efficient market institutions in developed economies, meta-analyses find little evidence of
a significant positive effect of board monitoring (Dalton et al., 1998; Wagner et al.,
1998) and alignment mechanisms (Tosi et al., 2000; Van Essen et al., 2012a) on firm
performance. Therefore, it is not clear if such standard governance mechanisms would
have an impact in China (Chen et al., 2011b; Peng, 2004). Through our meta-analysis,
we contribute to this debate in the Chinese context with quantitative evidence. The lit-
erature on corporate governance in China has featured a few narrative reviews (Clarke,
2003; Guo et al., 2013; Jiang and Kim, 2015; Yang et al., 2011). By complementing the
qualitative review literature, our meta-analytic investigation provides a quantitative
assessment of the vast amount of empirical studies (Eden, 2002).

Second, we extend the corporate governance literature by exploring the temporal
effect of internal corporate governance mechanisms on firm performance, rather than
reporting a static perspective or a snapshot. We benefit from the growing amount of
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research conducted over the years on corporate governance in China to underpin the
role of time as a proxy for institutional dynamism. The incorporation of a temporal per-
spective is critical to assess how the co-evolution of external and internal corporate gov-
ernance reforms influences firms that compete in this dynamic reality (Banalieva et al.,
2015; Mosakowski and Earley, 2000; Shi et al., 2012). Thus, we leverage a dynamic
institution-based view to explore whether the internal governance mechanisms become
more effective in China as market institutions come of age (Banalieva et al., 2015; Peng,
2003). While our study covers a particular institutional context, our findings comple-
ment other meta-analytic reviews by integrating the role of time and related market
reforms on the inner workings of ‘good’ corporate governance mechanisms.

Amassing a database of 84 studies, 684 effect sizes, and 547,622 firm observations,
our findings indicate that with the improvement in market institutions and the develop-
ment of financial markets, the monitoring mechanisms of the board become more
important whereas the incentive mechanisms lose their significance. We also report that,
despite an overall negative relationship, state ownership tends to be linked more strongly
to firm performance over time, indicating that SOE restructuring along with the
improvement in the quality of market institutions and development of financial markets
help increase SOE performance.

EVOLUTION OF CORPORATE GOVERNANCE MECHANISMS IN
CHINA

In the 1980s, the development of corporate governance in China started with the decen-
tralization of SOEs and the empowerment of managers (Groves et al., 1994; Huang
et al., 2017). Unlike the rapid reforms in Central and Eastern Europe, China has
adopted a gradual strategy aimed at facilitating a market-based economy that gradually
generates more efficient product, capital, and labour markets. During institutional tran-
sitions, the old system has co-existed and co-evolved with the requirements of the new
market-oriented system that helped reduce uncertainty and upheaval (Newman, 2000;
Peng et al., 2015). The launch of the Shanghai and Shenzhen Stock Exchanges in 1990
and 1991, respectively, represented one of the most important steps toward market
reforms that initiated the rise of modern enterprise systems. Publicly listed firms were
now exposed to higher levels of external scrutiny, leading to further reforms focused on
firms’ internal governance mechanisms (Clarke, 2003). A major goal of these institu-
tional reforms was to supplement direct state control with economic incentives for man-
agers (Groves et al., 1994). Summarized in Table I, corporate governance in China has
experienced continuous reforms over the decades, which can be categorized into three
stages (Jiang and Kim, 2015).

During this transformation, the more notable reforms concerning internal governance
mechanisms included mandating board independence to increase the monitoring power
of corporate boards and formulating contingent forms of executive pay to align manage-
rial interests with those of shareholders. However, the transfer of such a governance
model may pose applicability problems in China for two reasons. First, standard internal
governance structures assume effective external governance mechanisms – namely,
strong shareholder protection and competitive product and labour markets (Young
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et al., 2008). In China, since these conditions are not fully met, the execution of standard
governance structures may prove to be problematic (Allen et al., 2005). Second, the key
assumptions of standard corporate governance mechanisms regarding self-interested
agents and goal conflicts may not hold in contexts characterized by relationship-based
governance regimes (Bruce et al., 2005; Chua et al., 2009; Gomez-Mejia et al., 2005;
Luen et al., 2013). Multiple studies highlight the critical role of guanxi (connections) in
helping firms secure critical resources and overcome institutional disadvantages (Park
and Luo, 2001). Thus, the effectiveness of policy prescriptions embedded in codes of
‘good’ corporate governance remains questionable (Chen et al., 2011b; Filatotchev and
Allcock, 2010).

The literature on China is therefore mixed in the overall effects of standard corporate
governance mechanisms on firm performance. Some studies report that ‘good’ gover-
nance mechanisms indeed make a difference in firm performance (Bai et al., 2004; Buck
et al., 2008), and other studies fail to do so (Peng, 2004; Tian and Lau, 2001). The rea-
son that the evidence is inconclusive may be that these studies overlook the impact of
temporal changes in the institutional environment, which complicates the interdepen-
dencies among internal and external corporate governance mechanisms. Such a static
view ignores the dynamic reality in which firms compete. This calls for a need to incor-
porate time to understand the nature and evolution of corporate governance matters
(Banalieva et al., 2015; Mosakowski and Earley, 2000; Shi et al., 2012). Therefore, it is

Table I. Three stages of institutional transitions of corporate governance in China

Key events Implications

Stage 1
1980–1989

- Enterprise reform; privatization of SOEs
- Introduction of SOE law to clarify prop-

erty rights and to implement incentive
contracts (1988)

- Ownership and control problems
still constrained the effectiveness
of the incentive contracts between
the government and the
management.

- The need for a basic corporate
governance framework emerged.

Stage 2
1990–1999

- Launch of Shanghai and Shenzhen Stock
Exchanges

- Launch of the Company Law (1993) and
the Security Law (1999)

- Structural changes such as the for-
mation of board of directors, the
supervisory board, and mandatory
annual shareholder meetings were
introduced.

- The establishment of a modern
enterprise system sped up.

Stage 3
2000-present

- Revision of corporate laws (e.g. company
law, accounting law, securities law)

- Accession to the World Trade Organiza-
tion (2001)

- Introduction of the Code of Corporate
Governance of Listed Companies (2002)

- The 2005 non-tradable share reform

- Improvements in the quality of dis-
closures and transparency.

- Convergence to international
standards (e.g., rules about having
independent directors on board).

Sources: Liang et al. (2016), Tenev and Zhang (2002), Yang et al. (2011).
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crucial to understand whether (and how) market reforms and financial development
over time raise the significance of internal governance mechanisms – a perspective we
further develop next.

MONITORING MECHANISMS

Board Independence

As part of broader governance reforms, China as of 2001 required publicly-listed firms
to appoint outside directors on corporate boards and mandated at least one-third of the
board to be independent (Conyon and He, 2011). Outside directors are expected to
help firm performance for two reasons. First, outside directors are believed to bring
more diversity and greater objectivity to decision-making, and consequently are better
representatives of shareholders’ interests. Second, outside directors are likely to be moti-
vated to monitor the CEO, because they may have higher sensitivity for personal repu-
tation and credibility in the labour market for directors (Ma and Khanna, 2016).
However, one side of the debate suggests that China’s relationship-based culture makes
outside directors ineffective (Liang et al., 2016). For example, many Chinese CEOs
refuse to cooperate with some outside directors, with whom the CEOs may have no
prior personal relationship (Tian and Lau, 2001).

Accordingly, the literature on China is at best mixed on the overall effects of outside
directors (Peng, 2004). Despite the mixed findings, we argue that outside directors are
likely to be concerned with shareholder interests, and that this effect may be particularly
heightened in China given the importance of personal relations and credibility in the
society. For example, Chen et al. (2006) report that outside directors help minimize cor-
porate frauds to avoid association with unethical decisions. Moreover, unlike many
developed economies, China requires the disclosure of director voting record in secur-
ities filings, adding an additional level of sensitivity to outside directors’ concern for bet-
ter monitoring (Jiang et al., 2016). Hence, the importance of personal relations and
credibility in the society coupled with regulatory disclosure requirements about director
voting behaviour may increase outside directors’ career and reputation concerns, which
promote alignment with firm shareholders.

However, institutions in China are in a state of flux that requires a better understand-
ing of the role of time and the relationship between initiatives such as board independ-
ence and firm performance (Peng, 2004). This is critical because market reforms
support the workings of internal governance mechanisms and both have been subject to
continuous change over the last decades in China. Based on a temporal perspective,
such new dynamics in the internal monitoring mechanisms have been supported with
external regulatory and market reforms that further elevate the role of corporate boards
and director diligence. These temporal changes over time have not only changed board
composition, but also sensitized board directors for higher quality decisions. This
dynamic in the formal institutions is parallel to the decline of relationship-based struc-
tures and thus the value of personal connections as market institutions advance (Peng,
2003). For example, recent corporate governance amendments have expanded the role
of outside directors through election mechanisms, terms of reference, and responsibility
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investigation (OECD, 2011). In addition to the regulatory structures, a more efficient
labour market for directors enhances outside directors’ sensitivity for personal reputa-
tion and credibility. Outside directors’ sensitive monitoring is increasingly rewarded in
the directors’ labour market via greater career opportunities and avoidance of regula-
tory sanctions (Jiang et al., 2016). Furthermore, to meet transparency requirements,
Chinese listed firms have begun reporting key board activities such as outside directors’
dissent during board meetings (Ma and Khanna, 2016). The design of such reforms cre-
ated additional levels of sensitivity to outside directors’ concern for better monitoring
and oversight (Sauerwald et al., 2018). Therefore:

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

Hypothesis 1b: The relationship between board independence and firm performance
becomes more positive over time.

CEO Duality

CEO duality – the situation when the CEO also holds the position of chairman of the
board – has been one of the most controversial constructs in corporate governance
research. On the one hand, Chen et al. (2006) report that CEO duality reduces the
checks and balances in top management. On the other hand, CEO duality may lead to
the unity of command, which enables more efficient decision-making (Peng et al., 2007,
2010). Like the inconclusive evidence on the effects of CEO duality from developed
economies (Dalton and Dalton, 2011; Krause et al., 2013), the findings based on Chi-
nese firms are also largely inconclusive (Chen et al., 2011b; Peng et al., 2007, 2010).

CEO duality in China is likely to be associated with political connections that lead to
CEOs acting as the stewards of the state or of their political connections rather than
working for the best interest of shareholders (Tian and Lau, 2001). The absence of sepa-
rate decision-making and control mechanisms, therefore, may result in negative out-
comes. For example, Firth et al. (2014) show that CEO duality leads to CEO
entrenchment despite declining firm performance. Similarly, Li and Tang (2010) high-
light excessive managerial discretion and risk taking as a consequence of CEO duality.
As a result, Bai et al. (2004) emphasize the negative impact of CEO duality on firm mar-
ket valuation. Overall, there is no shortage of criticisms against CEO duality.

Although CEO duality represents strong managerial power and high reliance on per-
sonal and political connections in China, a temporal perspective suggests that institu-
tional transitions may diminish the potential value of relationship-based strategies over
time (Khanna and Palepu, 2000; Peng, 2003). Specifically, the gradual decline of the
state’s influence and the increasing influence of capital markets have increasingly led
managers to become accountable to external market forces rather than to the state or
their political connections (Firth et al., 2007a, 2007b, 2007c). For example, Fan et al.
(2007) show that Chinese firms with politically connected CEOs underperform those
without politically connected CEOs. In other words, the performance effects of personal
and political relations may decline as market institutions advance (Peng, 2003). This
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shift illustrates some gradual transformation from a relationship-based to a rule-based
governance regime that may reduce the effectiveness of CEO duality.

In sum, criticisms against CEO duality suggest that CEO duality may reduce the
effectiveness of board monitoring. Based on a dynamic institution-based view (Banalieva
et al., 2015; Peng, 2003), as China transforms toward a rule-based society with better
market institutions, the adverse effect of CEO duality on monitoring may be heightened
as inadequate oversight by the board contributes to the misalignment of CEO and
shareholder interests. Therefore:

Hypothesis 2a: CEO duality is negatively related to firm performance.

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

ALIGNMENT MECHANISMS

Managerial incentives are instruments to minimize moral hazard problems that result
from the self-interested actions of managers. Since institutions matter in the relationship
between managerial pay and firm performance (Van Essen et al., 2012a), the implica-
tions of this mechanism have been a source of debate in the corporate governance litera-
ture on China (Buck et al., 2008; Markoczy et al., 2013; Peng et al., 2015). Some studies
argue that CEO pay may not be an effective alignment mechanism because the politi-
cally oriented institutional environment and relationship-based governance regime limit
the effectiveness of remuneration systems that prevail in developed economies (Liang
et al., 2016). Therefore, managerial pay is not necessarily linked to CEO performance,
but to CEOs’ political ties and status.

In contrast, another line of work emphasizes the effectiveness of the new incentive
mechanisms in China (Conyon and He, 2011). Until the 1980s, all executive appoint-
ments and pay structures were regulated based on civil service seniority (Adithipyangkul
et al., 2011; Buck et al., 2008). From the early 1980s onwards, a contract-based respon-
sibility system was introduced that promoted the separation of the government from
firms and provided managers with greater autonomy and incentives (Groves et al.,
1994). As a result, some studies report a positive relationship between executive pay and
firm performance (Chen et al., 2011a; Conyon and He, 2011; Firth et al., 2007a,
2007b, 2007c; Kato and Long, 2006). Groves et al. (1994) demonstrate how reforms
helped the effectiveness of the incentive mechanisms and heightened the overall produc-
tivity of Chinese firms. Buck et al. (2008) further document a two-way relationship
between executive pay and firm performance. The rationale is that executives are moti-
vated to attain certain targets such as sales and market shares that would lead to
increased share prices and eventually higher remuneration.

From a temporal perspective, the relationship between managerial incentives and
firm performance may be even stronger, considering the market reforms that facilitate
more efficient capital and labour markets. In particular, China’s gradual transitions to
market competition have introduced executive compensation mechanisms that are
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benchmarked on the compensation principles (if not the scale) of the Anglo-American
model (Firth et al., 2006; Markoczy et al., 2013). In addition to contingent pay systems,
related regulatory changes have supported this institutional shift. For example, by 2005,
it became mandatory for publicly-listed firms to report the total compensation of each
executive and board member individually (Conyon and He, 2011). Together these
reforms ‘introduced incentive mechanisms to induce managers to change from passive
command-driven behaviour to having a corporate mentality’ (Bai and Xu, 2005,
p. 525). The new incentive system thus aims to highlight accountability towards share-
holder and firm interests, rather than personal connections.

Another factor that may have strengthened the relationship between managerial incen-
tives and firm performance over time is the development of capital and labour markets.
Efficient capital and labour markets act as information mechanisms that control the poten-
tially self-serving behaviour of managers. As capital markets and related financial reforms
become more influential in China, empirical studies indicate a stronger effect of alignment
mechanisms on firm outcomes over time (Chen et al., 2011a; Conyon and He, 2011; Firth
et al., 2007a, 2007b, 2007c; Kato and Long, 2006). Indeed, as a reflection of the new
reforms, the ratio of corporate boards with a compensation committee has increased from
8 per cent in 2000 to 62 per cent in 2006, indicating the increasing emphasis placed on
using managerial incentives to control managerial behaviour (Markoczy et al., 2013).

In summary, because of the decentralization of SOEs and the adoption of new incen-
tive mechanisms, managerial incentives act as instruments to motivate managers
towards increasing firm performance and pursuing shareholder interests in China. From
a temporal view, such a relationship may become more pronounced as reforms deepen.
Therefore:

Hypothesis 3a: Managerial incentives are positively related to firm performance.

Hypothesis 3b: The relationship between managerial incentives and firm performance
becomes more positive over time.

STATE OWNERSHIP

In China, pre-reform SOEs were the prototype organizations in a planned economy,
with a focus on internal matters such as meeting production levels and with little con-
cern for external factors (Peng and Heath, 1996; Sheng and Zhao, 2012). Traditionally,
SOEs are not necessarily known for their drive for profit maximization (Ghosh and
Whalley, 2008). Thus, SOEs are often found to be less efficient compared to their pri-
vate counterparts (Dewenter and Malatesta, 2001; Megginson and Netter, 2001).

However, the outlook of the SOEs has gradually changed over time. This requires a
temporal lens to explore SOE transformation and its impact on economic outcomes
(Bruton et al., 2015; Peng et al., 2016). Because of the gradual market reforms, many
Chinese SOEs have been transformed into significant economic players. They have
been particularly pivotal in implementing corporate governance reforms, which have
two characteristics. First, the adoption of the modern enterprise systems in the 1990s
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facilitated the restructuring of SOEs based on Western management philosophy
(Ralston et al., 2006). These reforms exposed SOEs to the scrutiny of both internal and
external governance mechanisms such as the board of directors and public investors
(Tenev and Zhang, 2002). During institutional transitions, SOEs have gained greater
autonomy regarding strategic decisions and profit allocation (Peng et al., 2016). To
respond to the increasing market pressures, the State-Owned Assets Supervision and
Administration Commission (SASAC) started to intervene less by giving more authority
to SOE boards and managers. Indeed, SOE boards now have the authority to hire or
fire executives depending on performance (Jiang and Kim, 2015).

Second, because of the market reforms and the increasing integration of the Chinese
economy with the rest of the world, Chinese SOEs face intense product market competi-
tion from both private and foreign-owned companies (Mutlu et al., 2015). The competi-
tive pressure has led some Chinese SOEs to become competitive players not only
locally, but also increasingly globally (Peng et al., 2015, 2016). This is especially evident
in industries such as telecommunications, banking, pharmaceuticals, electronics, and
petrochemical – in which SOEs are prominently active (Ralston et al., 2006).

In sum, state ownership has traditionally been a drag on firm productivity and per-
formance in China. However, considering the temporal role of market reforms that pri-
marily focuses on developing a market orientation for SOEs in China (Peng et al.,
2016), we suggest that many SOEs have evolved into strategic players and adapted to
the new realm of corporate governance. Therefore:

Hypothesis 4a: State ownership is negatively related to firm performance.

Hypotheses 4b: The relationship between state ownership and firm performance
becomes more positive over time.

METHODS

Sample and Coding

We employed five search strategies to identify relevant studies in China.[1] First, we con-
sulted prior qualitative review articles (Claessens and Fan, 2002; Clarke, 2003; Glober-
man et al., 2011; Kang et al., 2008; Liang et al., 2016; Yang et al., 2011; Young et al.,
2008). Second, we explored five electronic databases: (1) ABI/INFORM Global, (2)
EconLit, (3) Google Scholar, (4) JSTOR, and (5) SSRN, using the following search
terms: ‘board independence’, ‘independent directors’, ‘board size’, ‘executive directors’,
‘non-executive directors’, ‘CEO duality’, ‘pay’, ‘compensation’, ‘inside ownership’,
‘CEO ownership’, ‘top executive ownership’, ‘board ownership’, ‘state ownership’, and
‘SOE’. Third, we manually searched 25 leading economics, finance, and management
journals. Fourth, we searched all references of the retrieved studies, as well as all articles
citing them using Google Scholar and ISI Web of Knowledge. Fifth, we called for rele-
vant published or unpublished studies via major academic communities (such as confer-
ences and list-servs). These efforts yielded a final sample of 84 primary studies marked
with an asterisk (*) in the references. Table II provides the operationalization of the
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Table II. Definitions and measures

rxy,z r

Predictor Definition and measures

Number of

samples

Number of

samples

Board independence Definition: The extent to which the board of directors
operates independently from corporate insiders. Com-
monly measured as the proportion of outside board mem-
bers to total number of board members. For China’s two-
tier board system, information is sometimes available for
independence of supervisory board and management
board (Cho and Rui, 2009; Peng, 2004).
Measures:
Ratio of independent directors to total directors 74 65
Ratio of independent directors is above the median value

of yearly observations (dummy)
– 1

Ratio of independent directors is above the cross-sectional
median (dummy)

2 1

Ratio of independent supervisory members – 4
Number of independent directors on the board 2 1
If independent directors occupy at least one-third of the

board seats (dummy)
1 1

CEO duality Definition: Situation where the positions of board chair-
man and CEO are held by one individual. It is a dummy
variable coded 1 for CEO duality and 0 for non-duality
(Lin and Liu, 2009; Peng et al., 2010).
Measures:
CEO is also chairman of the board (dummy) 56 49

CEO pay Definition: Total annual cash compensation of the exec-
utives. In the Chinese context, CEO total pay is measured
as the sum of total cash pay (salary and bonus) in a year
earned by the top executives (Buck et al., 2008; Peng
et al., 2015).
Measures:
Average cash salaries and bonus 3 8
Average top executives compensation 4 7
Managers’ compensation relative to earnings before inter-

est and taxes
– 2

Managerial ownership Definition: The extent to which a firm’s outstanding
stock is owned by CEO, top executives, and board mem-
bers. We also incorporate dummy variables of manage-
ment ownership (Liu and Lu, 2007; Peng, 2004).
Measures:
CEOs hold ownership (dummy) 2 1
TMTs hold ownership (dummy) 3 –
The percentage of CEO shareholdings to total shares

outstanding
6 6

The percentage of director shareholdings to total shares
outstanding

6 24
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variables harvested from the studies included in our meta-analysis. One author coded
all effect sizes. A second rater (who is not an author) coded a subsample of 100 randomly
selected effect sizes, after which we computed a chance agreement-corrected measure of
interrater reliability (Cohen’s [1960] kappa coefficient). With a value of 0.98, kappa sig-
nified high a high level of interrater agreement.

The distribution of years of the articles included in our study ranges from 1991 to
2011 for samples based on Pearson product-moment correlation (r), and from 1991 to
2008 for samples based on partial linear correlations (rxy.z). The period relies on the
years the data were collected in the original studies. The proportion of SOEs among all
sampled firms is 70 per cent. Consistent with recent conceptualization that modern
SOEs tend to be hybrids (and not 100 per cent owned by the state) (Bruton et al., 2015),

Table II. Continued

rxy,z r

Predictor Definition and measures

Number of

samples

Number of

samples

The percentage of management shareholdings to total
shares outstanding

49 22

State ownership Definition: The extent to which the state owns the shares
of the firm (Le and O’Brien, 2010).
Measures:
The percentage of state shareholdings to total

shares outstanding
143 71

Firm is controlled by the state (dummy) 39 28
Accounting performance Definition: Any indicator of the financial performance of

the firm that is expressed in the form of an accounting-
based measure of firm profits.
Measures:
Return on equity (ROE) 53 36
Return on assets (ROA) 113 77
Return on sales (ROS) 13 12
Return on investment (ROI) 4 8
Earnings per share (EPS) 4 11
Profit margin – 2
Profits 32 12
Sales growth 6 27

Market performance Definition: Any indicator of the financial performance of
the firm that is expressed in the form of a market-based
measure of firm value.
Measures:
Stock performance 10 34
Abnormal stock returns 4 4
Market-to-book ratio 47 36
Tobin’s Q 104 31
Enterprise value (total debt plus market value of equity/

EBIT)
– 4
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the mean state ownership among all sampled firms is 35.6 per cent. Our sample mainly
includes firms from the Shanghai Stock Exchange (80 out of 84 papers) and Shenzhen
Stock Exchange (77 out of 84 papers). Nine papers include Chinese firms listed on the
Hong Kong Stock Exchange.

Hedges and Olkin Meta-Analysis (HOMA) Procedure

We used Hedges and Olkin (1985) meta-analysis (HOMA) to compute the meta-
analytic mean correlation between corporate governance mechanisms and firm per-
formance in China. HOMA calculates the meta-analytic mean correlation between two
variables and the corresponding confidence interval (Lipsey and Wilson, 2001). The
data used are effect sizes such as the Pearson product-moment correlation r or the par-
tial correlation coefficient rxy.z. We employed both r and rxy.z. We used r because it offers
a scale-free measure of linear association. r is a bivariate measure, which ignores the
effect of other variables that researchers may use as controls in multivariate tests. We
therefore also used rxy.z, which is a unit-less measure computed from regression results.
This makes partial correlations from one study readily comparable to partial correla-
tions in another study (Doucouliagos and Ulubaso�glu, 2008).[2] In our case, rxy.z captures
the association between board independence, CEO duality, managerial incentives, and
state ownership (X) on the one hand and firm performance (Y) on the other hand, given a
set of n controlling variables (Z).[3]

When a study reported multiple measurements of the focal effect, we included all of
them as part of our dataset. Monte Carlo simulations showed that procedures using the
complete set of measurements outperform those representing each study by a single
value in areas like parameter significance testing and parameter estimation accuracy
(Bijmolt and Pieters, 2001). We used the random-effects HOMA for combining study
estimates (Raudenbush and Bryk, 2002). To account for differences in precision across
effect sizes, we weighted effect sizes by their inverse variance weight w (Hedges and
Olkin, 1985).[4] We also used these weights to calculate the standard error of the mean
effect size and its confidence interval.[5]

Meta-Analytical Regression Analysis (Mara) Procedures

Following Lipsey and Wilson (2001), we tested our hypotheses using meta-analytical
regression analysis (MARA). In our MARA, the dependent variable was neither corpo-
rate governance variable nor firm performance, but an estimate of the associational
strength of the focal relationship – the relationship between internal corporate gover-
nance mechanisms and firm performance – in a given sample. We used partial correla-
tion coefficients (rxy.z) as our effect size estimates for the MARA procedure, which in this
case capture the association between firm performance and corporate governance given
a set of n control variables. Like conventional multiple regression approaches, MARA
analyses a linear regression model involving a set of predictors – in this case board inde-
pendence, CEO duality, managerial incentives, and SOE ownership-firm performance
relationship (i.e., measurement and study characteristics) – on the dependent variable
(i.e., the effect size). We weighted these effect sizes by their inverse variance weight to
account for differences in the precision of the information contained in them (Aguinis
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et al., 2011). In other words, the primary-level study effect sizes were regressed onto a
set of predictors (moderators) of the relationship between board independence, CEO
duality, managerial incentives, and state ownership on the one hand and firm perform-
ance on the other hand (Carney et al., 2011; Doucouliagos and Ulubaso�glu, 2008). Fol-
lowing current standards in the meta-analytic literature (Geyskens et al., 2009), we used
random effects estimation methods in our MARA analyses, which are more conservative
than conventional fixed effects methods. Specifically, this yielded the following regres-
sion equation:

Ri5 y01 ymDi1 bmSi 1 uRI 1ui

where Ri is the partial correlation between internal corporate governance and firm per-
formance, y0 the constant term, D a vector of measurement artefacts, S a vector of study
characteristics, R the median year of the sample window, and ui the random
component.

To control for the influence of measurement artefacts on effect sizes, we included in
the D vector the control variables. Specifically, to test for the moderating effect of focal
variable operationalizations, we added dummy variables indicating whether firm per-
formance was measured as accounting (0) or as market (1) performance, and coded for
two types of managerial incentives CEO pay (1) and managerial ownership (0). To test
for the moderating effect of methodological artefacts, we controlled for the ‘file drawer
problem’ (Rosenthal, 1979), by including a dummy variable denoting whether a study
was published (1) or not (0). Finally, we included a dummy variable, indicating whether
a given effect size was based on panel (1) or cross-sectional (0) data and whether the sam-
ple controlled for SOE ownership (1) or not (0). To test our hypotheses, we included
median year of sample window to test for the possibility that the relationship weakened
or strengthened over time.

As a robustness check, we measured the effect of market institutions on the effective-
ness of corporate governance variables by collecting data on market capitalization of
firms to GDP and stock market value to GDP. One of the unique benefits of MARA is
that it allows for the modelling of such heterogeneity with the help of data that were not
part of the primary studies involved. In our case, we collected additional stock market
variables to explain heterogeneity across effect sizes.

RESULTS

HOMA Results

Tables III–V show the rxy.z-based and r-based HOMA results related to the corporate
governance–firm performance relationship. In addition to the meta-analytic mean, we
report the number of samples (K), firm observations (N), standard error of the mean
effect size (SE), 95 per cent confidence interval around the meta-analytic mean (CI 95
per cent), the Hedges and Olkin (1985) chi-square test for heterogeneity (Q), and I2

scale-free index of heterogeneity. Table III shows the relationship between our
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independent variables and firm performance, and Tables IV and V distinguish between
accounting and market performance measures, respectively.

In Table III, the mean rxy.z of the relationship between board independence and firm
performance is positive and significant (rxy.z-based mean effect size 5 0.04, p< 0.001),
thus supporting Hypothesis 1a. The significance of the relationship disappears in r-based
HOMA results (r-based mean effect size 5 20.01, ns), which may be due to the differ-
ence in sample sizes and the influence of control variables used in rxy.z-based analysis.
We also find different results when we distinguish between accounting-based and
market-based measures of firm performance. In Table IV, the relationship between
board independence and accounting performance is positive and significant (rxy.z-based
mean effect size 5 0.08, p< 0.001; r-based mean effect size 5 0.03, p< 0.001). How-
ever, in Table V, there is no or negative significant association between board independ-
ence and market performance (rxy.z-based mean effect size 5 20.00, ns; r-based mean
effect size 5 20.07, p< 0.05). Overall, the mean size effects indicate a modestly positive
(but occasionally insignificant) association between board independence and firm per-
formance in the Chinese context, generally supporting Hypothesis 1a.

Our results regarding CEO duality are insignificant. In Table III, the overall mean
rxy.z and r of the focal relationship are, respectively, 0.01 and 0.01 – both insignificant.
Tables IV and V also show no clear significant relationship between CEO duality and
accounting and market performances, except for a positive relationship in regards to the
mean rxy.z of the relationship between CEO duality and accounting performance (mean
effect size 5 0.03, p< 0.05). Taken together, our results show little empirical support for
a positive or negative relationship between CEO duality and firm performance. In other
words, Hypothesis 2a is not supported.

Table III also reports the relationship between managerial incentives and firm per-
formance. We find support for this effect for overall firm performance (rxy.z-based mean
effect size 5 0.03, p< 0.001; r-based mean effect size 5 0.04, p< 0.001). In Table IV,
there is a positive and significant correlation between managerial incentives and account-

ing performance (rxy.z-based mean effect size 5 0.02, p< 0.01; r-based mean effect
size 5 0.06, p< 0.001). In Table V, the correlation between managerial incentives and
market performance is positive and significant only for rxy.z-based results (mean effect
size 5 0.04, p< 0.01). Overall, these results support Hypothesis 3a.

We further distinguish between CEO pay and managerial ownership to have a more
nuanced understanding of the effect of managerial incentives on firm performance.
According to our HOMA results in Tables III–V, the relationship between CEO pay
and firm performance is both positive and significant (except for the relationship
between CEO pay and market performance based on rxy.z). Table III also illustrates a
positive and significant relationship for managerial ownership based on partial linear
correlation results (mean effect size 5 0.02, p< 0.01) and on r-based results (mean effect
size 5 0.02, p< 0.05). Taken together, results in Tables IV and V show modest support
for a positive relationship.

Finally, we report the relationship between state ownership and firm performance.
The results show that state ownership is either insignificantly related to or negatively sig-
nificantly related to firm performance. The mean rxy.z of the focal relationship is 20.01,
and the confidence interval does not include zero, indicating that more state ownership
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has a negative and significant effect on performance. The r-based statistics reported in
the right-hand panel of Table III show a slightly different result. While the mean is still
20.01, the confidence interval does include zero. Overall, we find a modestly negative
(but occasionally insignificant) association between state ownership and firm perform-
ance, thus supporting Hypothesis 4a.

We perform four robustness checks. First, we use firm-year observations instead of
firm observation as a robustness test for the HOMA results and completed separate
artefact-corrected meta-analytic methods (ACMA) (Hunter and Schmidt, 2004), shown
in Tables VI and VII respectively. Results based on firm-year observations and ACMA
are similar to those of the Hedges and Olkin-type meta-analysis and thus support our
findings. Second, we conduct a one-sample removed analysis to assess the influence of
each individual sample on the HOMA analysis (Borenstein et al., 2009). Results are
broadly similar to those in Table III. Third, we perform additional HOMA analyses
excluding nine and three potential outliers based on Cook’s distance analysis (Cook,
1979) for the managerial ownership-firm performance and state ownership-firm per-
formance relationships, respectively, both based on rxy.z . We find similar results to those
obtained in Tables III–V.

Fourth, we perform a triangulation method to test for potential publication bias in
our HOMA analyses (Harrison et al., 2017). This method consists of three tests: (1)
Duval and Tweedie’s (2000) trim and fill, (2) cumulative meta-analysis (Borenstein et al.,
2009), and (3) selection models (Hedges and Vevea, 2005). Results show the absence of
publication bias in our results. We find similar results to those presented in Table III.
Finally, we rely on hierarchical linear models meta-analysis (HILMMA) (Raudenbush
and Bryk, 2002) to rule out the possibility that stochastic dependencies between multiple
effect sizes harvested from a single primary study biased our HOMA estimates. The cor-
rected mean correlations are the same as the uncorrected mean correlations between
corporate governance and firm performance in Table III. This diagnostic test thus
shows that stochastic interdependencies between effect sizes derived from similar studies
do not influence our results.

Temporal Effects

Our Hypotheses 1b, 3b, and 4b predict that the relationship between board independ-
ence, managerial incentives, and state ownership on the one hand and firm performance
on the other hand would become more strongly positive over time. Hypothesis 2b sug-
gests that the relationship between CEO duality and firm performance would become
more strongly negative over time. Tables VIII–X present the MARA results on the par-
tial correlation between internal corporate governance mechanisms and firm perform-
ance. Table VIII includes median year of sample window to test for the possibility that
the relationship weakens or strengthens over time, whereas Tables IX and X examine
the moderating effect of the level of stock market capitalization and the level of stock
market value on the effectiveness of internal governance mechanisms. Thus, we not only
examine how the relationship changes over time, but also study how the development of
market institutions influences this relationship.
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Table VIII. Results of mixed-effects WLS regression partial correlation results

Model 1

Board

independence–

firm performance

Model 2

CEO

duality–firm

performance

Model 3

Managerial

incentives–firm

performance

Model 4

SOE–firm

performance

Constant 211.06 (4.53)* 2.30 (5.56) 6.64 (2.73)* 28.44 (2.98)**
Corporate governance

predictors
CEO pay 0.10 (0.02)***
Managerial ownership (ref)

Performance predictors
Market performance
Accounting performance (ref)

20.09 (0.02)*** 20.03 (0.02) 0.00 (0.01) 0.01 (0.01)

Methodological predictors
Published 20.03 (0.02) 0.04 (0.03) 20.01 (0.01) 20.01 (0.01)
Panel 0.02 (0.02) 20.00 (0.02) 20.11 (0.02)*** 0.01 (0.01)
Original regression controlled

by SOE %
0.01 (0.01) 0.04 (0.02) 0.00 (0.01)

Median year of effect size 0.01 (0.00)* 20.00 (0.00) 20.00 (0.00)* 0.00 (0.00)**
R2 0.42 0.16 0.55 0.06
K 79 56 73 182

* p< 0.05; ** p< 0.01; *** p< 0.001.

Table IX. Results of mixed-effects WLS regression partial correlation results and stock market
capitalization

Model 1.1

Board

independence–

firm performance

Model 2.1

CEO

duality–firm

performance

Model 3.1

Managerial

incentives–firm

performance

Model 4.1

SOE–firm

performance

Constant 0.08 (0.04)* 0.06 (0.03)* 0.10 (0.02)** 20.04 (0.02)*
Corporate governance predictors

CEO pay 0.10 (0.02)***
Managerial ownership (ref)

Performance predictors
Market performance
Accounting performance (ref)

20.08 (0.02)*** 20.02 (0.02) 0.01 (0.01) 0.01 (0.01)

Methodological predictors
Published 20.02 (0.02) 20.03 (0.02) 20.02 (0.01) 20.01 (0.01)
Panel 0.01 (0.02) 20.02 (0.02)* 20.11 (0.02)*** 0.02 (0.01)
Original regression

controlled by SOE %
0.01 (0.01) 0.03 (0.02) 0.01 (0.01)

Stock market capitalization 0.00 (0.00) 20.00 (0.00)** 0.00 (0.00) 0.00 (0.00)*
R2 0.36 0.30 0.52 0.04
K 79 56 73 182

* p< 0.05; ** p< 0.01; *** p< 0.001.
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In Model 1 of Table VIII, we examine whether the relationship between board inde-
pendence and firm performance becomes more positive over time. We find support for
this effect as the median year of effect size is positive and significant (b 5 0.01, p< 0.05).
In Tables IX and X, when we examine the effect of both stock market capitalization
and stock market value, we find no significant results. Overall, we observe that the rela-
tionship between board independence and firm performance becomes more positive
over time, thus supporting Hypothesis 1b.

In Model 2 of Table VIII, we test whether the effect of CEO duality becomes more
negative over time. As the effect size is not significant, we find no support for Hypothesis
2b. However, negative and significant results emerge when we examine the effect of
stock market capitalization (b 5 20.00, p< 0.01) and stock market value (b 5 20.00,
p< 0.05) in Tables IX and X, respectively. Thus, according to the stock market indica-
tors, the negative correlation between CEO duality and firm performance is stronger
over time, supporting Hypothesis 2b.

In Model 3 of Table VIII, we report whether the relationship between managerial
incentives and firm performance becomes more positive over time. In contrast to Hypoth-
esis 3b, the median year of the effect size is negative and significant (b 5 20.00, p< 0.05).
However, we report insignificant effect of stock market capitalization (b 5 0.00, ns) and
positive and significant effect of stock market value (b 5 0.00, p< 0.05) in Tables IX and
X, respectively. These findings fail to support Hypothesis 3b. In fact, the relationship
between managerial incentives and firm performance becomes weaker over time. Yet,
when we consider stock market value, the relationship becomes modestly stronger.

Table X. Results of mixed-effects WLS regression partial correlation results and stock market value

Model 1.2

Board

independence–

firm performance

Model 2.2

CEO

duality–firm

performance

Model 3.2

Managerial

incentives–firm

performance

Model 4.2

SOE-firm

performance

Constant 0.08 (0.03)* 0.07 (0.03)* 0.07 (0.03)** 20.03 (0.02)*
Corporate governance predictors

CEO pay 0.10 (0.02)***
Managerial ownership (ref)

Performance predictors
Market performance
Accounting performance (ref)

20.09 (0.02)*** 20.03 (0.02) 0.00 (0.01) 0.01 (0.01)

Methodological predictors
Published 20.02 (0.02) 20.04 (0.02) 20.02 (0.01) 20.02 (0.01)
Panel 0.01 (0.02) 20.01 (0.02) 20.11 (0.02)*** 0.02 (0.01)
Original regression

controlled by SOE %
0.01 (0.01) 0.04 (0.02) 0.01 (0.01)

Stock market value 0.00 (0.00) 20.00 (0.00)* 0.00 (0.00)* 0.00 (0.00)*
R2 0.37 0.26 0.54 0.05
K 79 56 73 182

* p< 0.05; ** p< 0.01; *** p< 0.001.
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Finally, in Model 4 of Table VIII, we find strong support for Hypothesis 4b. Thus,
the relationship between state ownership and firm performance becomes more positive
over time (b 5 0.00, p< 0.01). Tables IX and X also report positive and significant
results for the effect of both stock market capitalization (b 5 0.00, p< 0.05) and stock
market value (b 5 0.00, p< 0.05), respectively.

DISCUSSION

Contributions

Motivated by an intense scholarly and practical interest in understanding whether stand-
ard corporate governance mechanisms work in China, this study makes two contribu-
tions. First, we join the debate on how ‘good’ corporate governance principles affect
firm performance in the Chinese context with quantitative evidence. Previous meta-
analyses either deal with developed economies (primarily the United States) (Dalton
et al., 1998) or Asia in general (Heugens et al., 2009; Van Essen et al., 2012b). Through
advanced meta-analytical techniques, we provide a detailed quantitative review for
monitoring and alignment mechanisms as well as state ownership and their relationships
to firm performance in China, thus tackling an important but previously unaddressed
research gap (Combs et al., 2011; Eden, 2002). Undertaking the first meta-analysis on
the corporate governance literature focusing on China, our efforts are timely and valua-
ble as meta-analytic techniques help provide a comprehensive and quantitative assess-
ment of empirical studies within a growing field.

Second, going above and beyond a static perspective (such as whether certain
governance mechanisms are effective or ineffective), our findings contribute to cor-
porate governance research by showing that internal monitoring and alignment
mechanisms can help improve firm outcomes, especially when accompanied by
improvements in market institutions. Although standard corporate governance
codes seem to be increasingly adopted throughout the world, their implications are
usually different as the surrounding institutions are differentially configured (Haxhi
and Aguilera, 2017). The corporate governance literature has begun to integrate
the ‘context matters’ perspective, yet little has been said about how the changes in
the context matter. Given the dynamic reality in which firms compete, we need to
consider the role of space and time in conjunction with each other (Ancona et al.,
2001; Kim et al., 2010; Shi et al., 2012). Inspired by Peng (2003, 2004), we believe
our temporal approach is a critical extension to the literature because it helps us
understand the dynamic performance and convergence effects of these new gover-
nance practices.

China’s dynamic institutional context specifically enables us to account for the role of
time as a proxy for the changes in the external environment that influences the out-
comes of internal corporate governance mechanisms. This study, therefore, leverages a
dynamic institution-based view to provide a more comprehensive theoretical account of
the link between internal corporate governance mechanisms and firm performance
(Banalieva et al., 2015; Meyer and Peng, 2016; Peng, 2004). Since institutional dyna-
mism directly influences the growth and performance of firms (Peng and Heath, 1996),
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it is central to corporate governance research, which should be more fully integrated
with time-based research (Shi et al., 2012).

Theory and Context

While our study is from a particular institutional context, our findings complement other
meta-analytic reviews by specifically shedding light on the temporal role of institutional
reforms. The idiosyncrasies of the Chinese institutional context can create challenges in
applying our findings to broader contexts, yet they also reveal how some of the unique
elements such as social priorities accompany the formation of arm’s-length codes such
as boards’ requirement to reveal director dissent (Ma and Khanna, 2016). Therefore, as
illustrated in Table XI, our study complements the findings of the previous meta-
analyses by leveraging the increasing empirical attention to corporate governance
research in China. Existing research on the value effects of monitoring and alignment
mechanisms, in the aggregate, finds inconclusive results even in developed economies
such as the USA (Dalton and Dalton, 2011; Erkens et al., 2012). For example, Dalton
et al. (1998) find no evidence of a substantive relationship based on 54 empirical studies
of board composition (inside/outside ratio) and 31 empirical studies of CEO duality.
Wagner et al. (1998) report that the greater presence of both outside directors and inside
directors is associated with higher firm performance. Tosi et al. (2000) fail to find a sig-
nificant relationship between firm performance and executive pay, and Van Essen et al.
(2012a) report a modest correlation between firm performance and executive pay that
varies depending on the level of institutional development in a given country. In com-
parison to the overall inconclusive findings of similar studies in different contexts, we

Table XI. Cumulative evidence on the relationship between governance mechanisms and firm
performance

Meta-analytic studies Context

Board

independence

CEO

duality

Managerial

incentives

Dalton et al. (1998) US firms Near zero
relationship

Near zero
relationship

—

Wagner et al. (1998) US firms Positive
relationship

— —

Tosi et al. (2000) US firms — — Near zero
relationship

Van Essen et al. (2012a) Firms from 29
countries
worldwide

— — Modest positive
relationship

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

Near zero
relationship

—

Our study Chinese firms Positive
relationship,
which becomes
stronger over time

Near zero
relationship

Positive
relationship,
which becomes
weaker over time
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find relatively strong support for our hypotheses in China concerning board independ-
ence and managerial incentives.

Understanding the role of institutions not only involves exploring contextual differen-
ces, but also requires integrating the stages of institutional transitions. The dynamic insti-
tutional transitions in China enable us to incorporate time to have a finer-grained
understanding of how stages matter in the institutionalization of corporate governance
codes and their relationship to firm performance over time. Figure 1 illustrates the trend
of the four internal corporate governance mechanisms based on their effect sizes and the
time period of our studies. Specifically, we observe that the predicted positive significant
correlation between board independence and firm performance and the predicted nega-
tive correlation between CEO duality and firm performance prevails over time. The
weight of evidence regarding board independence indicates that as market reforms
deepen, labour markets for directors may become more efficient, ultimately sensitizing
outside directors towards the maintenance of their reputation and credibility (Jiang
et al., 2016). However, our findings do not suggest a significant negative relationship
between CEO duality and firm performance. While the drawbacks of CEO duality have
been extensively discussed, there is still a general lack of empirical evidence regarding its
net effect not only from emerging economies (Peng et al., 2010), but also from developed
economies (Dalton et al., 2007). We must therefore interpret our findings with caution
(Dalton and Dalton, 2011). Specifically, in the Chinese context, the effect of unity of
command and efficient decision-making ability may counterbalance the importance of
effective oversight, given the relatively turbulent business environment (Peng et al., 2007,
2010). However, when we consider stock market indicators, we observe that the effect of
CEO duality on firm performance becomes more negative over time, which may indi-
cate an increasing sensitivity to market signals. Overall, our findings reflect the increasing
discipline that Chinese firms face not only internally but also externally, as the role of
external corporate governance mechanisms (such as labour and capital markets) in con-
trolling the self-serving behaviour of managers become more visible.

In contrast to our predictions, we find significant negative results for managerial incen-
tives in our temporal analyses (Figure 1). The managerial incentive line is downward

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

0.08

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010E
ffe

ct
 si

ze

Year

Board independence CEO duality Managerial compensation State ownership

Figure 1. Effect sizes versus time [Colour figure can be viewed at wileyonlinelibrary.com]
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slopping yet still positive, indicating a positive relationship, albeit one that is less effective
over time. These mixed results may stem from two factors. First, CEO compensation may
still be subject to intervention from officials in the process of mitigating the potential public
outrage against high levels of CEO pay (Firth et al., 2010). Second, compensation decisions
may be subject to legitimacy concerns of firms that may potentially hurt the pay-
performance relationship. For example, following the recommendations of the China
Securities Regulatory Commission (CSRC), Chinese listed firms set up compensation com-
mittees, which signal them to be willing to ‘go the extra mile’ in order to ensure corporate
control of CEO compensation (Markoczy et al., 2013, p. 1368). Therefore, our findings
indicate that while China’s corporate governance reforms have been helpful in aligning
managerial interests with shareholders, the reforms have a great deal of room to deepen
further (Hu and Zhou, 2008; Wang and Judge, 2012).

Finally, our findings regarding state ownership support the recent work that high-
lights SOEs as competitive firms (Bruton et al., 2015; Peng et al., 2016). Our findings
indicate a slightly negative relationship between state ownership and firm performance,
reflecting that many SOEs still underperform. As seen in Figure 1, we also observe
that the relationship becomes more positive over time. One reason behind this finding
may be that SOEs have been central to China’s market reforms and, thus, are increas-
ingly regarded as strategic players in the economy (Peng et al., 2016). Over time, mar-
ket reforms have facilitated SOEs’ market orientation and performance focus (Huang
et al., 2017).

A possible explanation for our findings may be the co-evolution of market reforms
and the adoption of standard corporate governance principles that over time comple-
ment each other (Haxhi and Aguilera, 2017). Specifically, given the more gradual
nature of China’s institutional transitions (as opposed to the more abrupt transitions in
Central and Eastern Europe), the temporal effects of introducing ‘good’ governance out-
comes are more likely to be observed. Some scholars indeed argue that gradual reforms
are better because they allow for ‘maximum adjustment and minimal stress’ (Banalieva
et al., 2015, p. 1359). Partial support may also stem from China’s hybrid state between
central planning and market competition. Such hybrid state highlights the role of newly
adopted corporate governance mechanisms in controlling the self-serving behaviour of
managers, whose mind-set is evolving from relationship-based to more market-oriented.
It is therefore possible that in the future stages of the market reforms, unique institu-
tional configurations will emerge that may alter the dynamics between ‘good’ corporate
governance principles and firm performance.

Furthermore, although China offers an interesting context, there is often a suspicion
that corporate governance reforms are merely window-dressing (Conyon and He,
2011). Therefore, one possible reason behind insignificant findings is that some firms
may rely on certain ‘good’ corporate governance principles to signal that their internal
mechanisms are scrupulous (Markoczy et al., 2013). Symbolic management effect may
be particularly heightened in China, as major institutional transitions tend to create
abundant grey areas in socially accepted rules and norms that increase firms’ concerns
for legitimacy (Markoczy et al., 2013; Peng, 2004). As such, adopting certain symbolic
principles within their governance structure may signal conformity to institutional rules
and norms in form, but not necessarily in substance (Westphal and Graebner, 2010).

27Corporate Governance in China

VC 2017 John Wiley & Sons Ltd and Society for the Advancement of Management Studies

969



Practical Implications

Throughout market reforms, Chinese practitioners and policymakers have sometimes
charged ahead in the absence of solid empirical support for certain governance mecha-
nisms (Peng, 2004, p. 468). Consolidating numerous studies and going beyond their
findings, our meta-analysis offers unique insights for practitioners and policy makers.
For policy makers, the weight of evidence suggests that ‘good’ corporate governance
practices are indeed associated with better performance for Chinese firms. Temporal
results further indicate, albeit partially, a stronger link on the importance of standard
monitoring and alignment mechanisms. Our results primarily highlight the complemen-
tary role of good policies that promote steady institutional reforms and stronger finan-
cial markets. More efforts along these dimensions are therefore called for.

Besides having ramifications for policymakers, our findings have significant implica-
tions for managers. Corporate surveys show Chinese executives’ agreement that better
governance helps their firms in many ways, including access to capital, shareholder
rights protection, and decision-making (Deloitte, 2010). Our findings on the lack of rela-
tionship between CEO duality and firm performance call for caution regarding proposed
reform efforts to legally mandate the separation of the positions of board chair and
CEO. In other words, our findings do not support criticisms that advocate the phasing
out of CEO duality. Our findings on SOE performance are also critical, given the schol-
arly and practitioner calls to pay special attention to SOEs that bounce back as signifi-
cant players not only in domestic but also global markets (Bruton et al., 2015).

It is likely that with economic growth and accompanying institutional reforms, Chi-
nese executives are paying more attention to achieving higher returns. The stock market
indicators, albeit partially, support this as we observe a stronger correlation of ‘good’
corporate governance principles such as managerial incentives or the separation of
CEO and board chair positions with stock market indicators over time. The future ram-
ifications of these findings would be that as market reforms deepen, Chinese firms need
to take internal corporate governance principles more seriously to improve both market
and financial performance. Indeed, some of the board requirements such as disclosing
independent directors’ dissent during board meetings go beyond the global standards of
‘good’ corporate governance. They offer scholars a rare window to explore the inner
workings of corporate boards in China (Ma and Khanna, 2016). Such dynamics and the
hybrid nature of the institutional context increasingly implore Chinese executives to re-
evaluate the balance between the formal requirements that mandate transparency and
the informal norms that value social exchange and reciprocity. Overall, we argue that
given the increasing integration with the world economy and exposure to international
competition (Hoskisson et al., 2013; Mutlu et al., 2015), Chinese firms that operate by
global standards of governance may have higher chances of better performance.

Limitations and Future Research

Our findings indicate a need to more closely incorporate time in corporate governance
research especially in dynamic contexts. However, a major challenge in temporal studies
is that ‘it is simply hard to do so’ (Ancona et al., 2001, p. 647). For example, using a lin-
ear pattern is easier because we do not have the methodologies to capture more
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complex phenomenon. Meta-analysis also has its limitations. It is limited because the
influence of time is modelled as a crude moderator effect (Combs et al., 2011) as we
have done in our MARA (Van Essen et al., 2015). Our temporal window of the sample
studies spans 18 years (1991–2008), which suggests that most of the samples concern
Stage 2 (35 per cent) and Stage 3 (65 per cent) of China’s corporate governance reforms
(see Table I). The median temporal split is around the year 2001. As such, our study
essentially compares Stage 2 versus Stage 3, whereas Stage 1 marks the beginning of
governance reforms in China. We believe that additional primary studies – especially
studies that probe Stage 1 – may help capture longitudinal effects more effectively.

A potential avenue to integrate temporal dimension may be to compare different
speeds of institutional transitions such as gradual versus rapid reforms to understand
how the pace of market reforms affects the evolution of corporate governance mecha-
nisms (Ancona et al., 2001). Future research may benefit from comparative studies in
regions such as Central and Eastern Europe (Meyer and Peng, 2016). Another direction
is to probe intra-regional (sub-national) institutional differences within China, which
may add a new dimension of institutional dynamism (Peng and Lebedev, 2017).

Finally, beyond the explained scholarly and practical reasons, our choice of internal
governance mechanisms is also driven by the availability of data. For example, although
our variables are the most commonly used and central proxies of internal corporate gov-
ernance mechanisms, there are still limitations regarding data availability on managerial
incentives. Therefore, we include a dummy variable of whether managerial incentive is
measured as CEO pay (1) or managerial ownership (0) in the MARA section. This limi-
tation suggests a potential research gap that needs to be addressed in the future studies
to have a better understanding of the nature of the alignment mechanisms and their link
to firm outcomes in China. Other important corporate governance mechanisms such as
firms’ affiliation to business groups is also likely to be important (Carney et al., 2011).
Future research may also integrate the role of ownership concentration and different
types of ownership, which are critical characteristics of corporate governance in China,
specifically by utilizing qualitative comparative techniques such as fuzzy sets (Misangyi
and Acharya, 2014).

CONCLUSION

How has the impact of ‘good corporate governance’ principles on firm performance
changed over time in China? In the absence of concrete evidence, China’s uncertain
institutional transitions make it very challenging to entertain such crucial questions,
hence triggering significant scholarly and practitioner debate. Responding to this timely
debate, our meta-analysis via the weight of evidence demonstrates that two major ‘good
corporate governance’ principles advocating board independence and managerial
incentives are indeed associated with better firm performance. However, we cannot find
strong support for the criticisms against CEO duality. We also demonstrate how these
effects evolve over the course of reforms. Advancing a dynamic institution-based view,
our findings suggest that over time, board monitoring and state ownership are more pos-
itively associated with firm performance, whereas managerial incentives lose their signifi-
cance. In conclusion, as China becomes the second largest economy in the world,
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corporate governance in China has become a particularly fascinating ground on which
scholars can explore the dynamic effects of market reforms and institutional transitions.
Our paper propels such endeavours to new heights.
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NOTES

[1] In this article, China refers to mainland China and does not include Hong Kong, Macau, and Taiwan.
[2] The partial correlation coefficient is calculated as follows:

ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
ðt2=ðt21df ÞÞ

p
, where t is the t-statistic and df

represents the degrees of freedom. Because this formula will always produce positive numbers, it is neces-
sary to convert it to negative numbers if the regression coefficients are negative (Greene, 2008).

[3] To avoid upward bias and facilitate interpretation of the results, we did not use Fisher’s z scores (Schulze,
2004).

[4] w is calculated as follows: wi5
1

se2
i 1v̂h

, where SE is the standard error of the effect size and v̂h is the ran-

dom effects variance component, which is in turn calculated as: s:e:ðzrÞ5 1ffiffiffiffiffiffi
n23
p , and the formula of ran-

dom effect variance is: v̂h5
QT 2k21P

w2

P
w2P
w

� �.

[5] The meta-analytic mean is calculated as follows: ES5

P
ðw3ESÞP

w
, with its standard error:

se
ES

5
ffiffiffiffiffiffiffiffiffi

1P
w

q
, and with its 95% confidence interval computed as: Lower5ES21:96ðse

ES
Þ,

Upper5ES11:96ðseES Þ.
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