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ABSTRACT

This paper reviews the mainstream theories of corporate governance and the relationship between
corporate governance structures and firm financial performance. We show that the four predom-
inant theories often employed to study the corporate governance — firm performance relation-
ship are agency theory, stewardship theory, resource dependence theory, and institutional theory.
In spite of being an overwhelmingly predominant theoretical approach in corporate governance
studies, agency theory has recently been criticized for not fully reflect corporate governance prac-
tices in various institutional contexts. It is, therefore, necessary to re-examine the traditional agency
framework to understand the corporate governance — firm performance relationship in various in-
stitutional environments. There are also calls for the application of a multi-theoretical approach to
capture the complex nature of the corporate governance — firm performance relationship. It is also
clear from our review that the effect of corporate governance on firm performance is inconclusive
as empirical findings concerning this relationship are mixed in different analysis contexts. It is ar-
gued that such inconclusive findings of the corporate governance — firm performance relationship
may be caused by the national institution differences and the imperfection of estimation tech-
niques. Several recent studies in corporate governance support the view that the implementation
of corporate governance mechanisms in a country is influenced by its institutional environment.
For this reason, the effectiveness of corporate governance mechanisms also varies from country
to country, or in other words, it is country-specific. This suggests that future research focusing on
cross-national comparative contexts may provide more insight or in-depth information on the cor-
porate governance — firm performance relationship. We also suggest that the potential mediating
impacts of institutional characteristics on the corporate governance — firm performance relation-
ship should be taken into consideration when conducting cross-country comparative corporate
governance studies.

Key words: Agency theory, Corporate governance, Institutional theory, Resource dependence

theory, Stewardship theory

INTRODUCTION

It is indicated that there are three primary sources
of inspiration for most of the empirical studies in
the field of corporate governance, including agency
theory, stewardship theory, and resource dependence
theory!. Among them, the agency theory is regarded
as the overwhelmingly predominant theoretical ap-
proach in corporate governance studies®™>. How-
ever, scholars increasingly realize that the agency the-
ory depicts only a part of the complicated picture of
an organization®, and insufficiently presents corpo-
rate governance practices in all analysis contexts due
to cross-national differences of the institution”. This
leads to the need for the application of institutional
theory to conduct cross-national comparative analy-
ses of corporate governance

Consequently, there are recent calls for the application
of a multi-theoretical approach to capture the com-

plex nature of the corporate governance - firm per-
formance (CGFP) relationship >*7~12, It is suggested
that the agency theory should be complemented by
stewardship theory!?, by resource dependence the-
ory>10. Tt is also suggested that the choice of what
theory to lay the foundation of the debate about cor-
porate governance depends on our various study as-
pects, which can be generalized to four major groups,
including (i) Economics and management; (ii) Cul-
ture and sociology; (iii) Law; and (iv) Politics®.

From the point of view of economics and manage-
ment, in which corporate finance is one of the vital
components, a large number of prior studies adopted
agency theory as the major theoretic framework to in-
vestigate the CGFP relationship in diverse contexts of

analysis '?

. More specifically, Letza, Sun, and Kirk-
bride? conclude that the finance view and agency the-
ory are employed as the predominant approach of

studies on corporate governance in the past decades.

Cite this article : Tuan N V. Mainstream theories of corporate governance and the corporate gover-
nance - firm performance relationship. Sci. Tech. Dev. J. - Eco. Law Manag.; 5(3):1638-1647.

1638



Science & Technology Development Journal - Economics - Law and Management, 5(3):1638-1647

This paper aims to review the mainstream theories of
corporate governance and the relationship between
corporate governance structures and firm financial
performance. The paper proceeds with an overview of
agency theory, stewardship theory, resource depen-
dence theory, and institutional theory. The theoreti-
cal frameworks and typically empirical findings of the
CGFP relationship will then be reviewed in the second
subsection.

FOUR PREDOMINANT THEORIES IN
CORPORATE GOVERNANCE
RESEARCH

Agency theory

An agency relationship is defined as “a contract un-
der which one or more persons (the principal(s)) en-
gage another person (the agent) to perform some ser-
vice on their behalf which involves delegating some
decision-making authority to the agent”'*. This im-
plies that the separation between control functions (of
agents) and ownership (of principals) in contempo-
rary public corporations is a potential source of inter-
est conflict between agents and principals, called the
principal-agent problem. According to Eisenhardt®,
the principal-agent relationship arises from three pri-
mary assumptions about people (both the owners and
the managers are opportunistic, rational, and risk-
antipathetic individuals), organizations (aim distinc-
tion among members and information asymmetry be-
tween the owners and the managers), and informa-
tion (information is regarded as a purchasable com-
modity). Correspondingly, it is assumed that (i) both
owners and managers are opportunistic, rational, and
risk-antipathetic individuals; (ii) the goals of mem-
bers in an organization are dissimilar and information
asymmetry exists between owners and managers; and
(iii) information is regarded as a purchasable com-
modity.

Agency theory, therefore, is generally concerned with
aligning the interest conflictions between principals
and agents. Jensen and Meckling ' and Shleifer and
Vishny® among others argue that inherently oppor-
tunistic managers tend to abuse a firm’s resources to
pursue their own egocentric benefits rather than those
of the owners. Agency theory suggests that firms
should establish appropriate governance structures to
monitor the behaviors of managers and prevent own-
ers from such abuses, i.e. mitigate the principal-
agent problem . Jensen and Meckling '# also suggest
that establishing these governance structures gener-
ates three different types of cost which shareholders
have to bear: (i) Monitoring costs (expenditures by
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the principal to control the agent’s actions); (ii) Bond-
ing costs (expenditures by the agent to make up to
the principal for the agent’s harmful activities); and
(iii) Residual loss (the decrease in the principal’s wel-
fare caused by the separation between the agent’s de-
cisions) . However, the impacts of those costs can
be minimized and firm financial performance may be
enhanced provided that firms can establish effective
governance mechanisms”. It is also necessary to dis-
tinguish between the terms of ‘system’ and ‘mecha-
nismy’ in the corporate governance literature. While
the corporate governance system focuses on corporate
governance at the country level, the term of corpo-
rate governance mechanisms refers to corporate gov-
ernance at the firm level. More specifically, a cor-
porate governance system deals with the legal frame-
work, institutional and cultural factors of a country
“shaping the patterns of influence that stakeholders ex-
ert on managerial decision-making”1>. Whereas, the
term of corporate governance mechanisms may be
understood as the ways used to solve corporate gov-
ernance problems at the firm level 1°.  However, it
should be noted that the term ‘system’ is sometimes
used with the same meaning as ‘mechanisms !’ or
‘structures’’. Many prior studies interchangeably use
the term ’mechanisms’ and/or ’structures’ to deals
with corporate governance at the level of firm.
The extant corporate governance literature !18-22
suggests some such mechanisms to align the inter-
est conflicts between the owners and the managers,
including internal mechanisms (such as board size,
board diversity, board committees, board indepen-
dence, managerial ownership, and leverage, among
others), and external mechanisms (such as block-
holder ownership, institutional ownership, the mar-
ket for corporate control and managerial control, and
legal framework). Although the above-mentioned
dual classification of corporate governance mecha-
nisms is widely accepted, it should be noted that the
denotation of each category is various between schol-
ars1® and, in fact, most researches primarily focus
on the impact of each mechanism of corporate gov-

1321 For exam-

ernance on financial performance
ple, in many corporate governance studies, board size,
board diversity, board committees, and board inde-
pendence (including board composition and board
leadership structure) are regarded as determinants of
the board attributes. It should also be noticed that
there is no consensus among researchers about the
connotation of the terminology “board attributes”.
For example, Zahra and Pearce? state that there
are four board attributes including (i) Composition;
(ii) Characteristics; (iii) Structure; and (iv) Process.
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They demonstrate that board composition refers to the
size of board and the combination of various types
of directors (such as executive or non-executive di-
rectors). Board characteristics mention the experi-
ence, independence, industry background of direc-
tors. Board structure refers to the organization and
allocation of personnel to board committees. Board
process mentions the decision-making associated with
the board’s activities and styles. In line with previous
research 4~2%, many studies consistently use the terms
of board attributes or board structure to refer to the
combination of size, committees, diversity, meetings,
independence, and leadership structure of the board.
Meanwhile, managerial ownership and block-holder
ownership are two major features of the ownership
structure. The choice of mechanisms to study will be
based on the availability of data in each country under
the current research.

Resource dependence theory

Resource dependence theorists take the view that a
firm is an open social entity which is closely con-
nected with the conditions of its environment, such
as human resource, capital resource, and informa-
27,28

tion In this regard, resource dependence the-

ory suggests that the board of directors plays a crucial
role in linking the firm and those social resources 2%,
More specifically, the function of the board is to not
only monitor managerial behaviors (as mentioned by
agency theory) but also provide essential resources
that are needed to enhance firm performance and/or
ensure those resources via connections with the exter-
nal environment?’. Pfeffer and Salancik?’ assert that
the board’s provision of essential resources includes:
“(i) advice and counsel; (ii) legitimacy; (iii) channels
for communicating information between external or-
ganizations and the firm; and (iv) preferential access
to commitments or support from important elements
outside the firm”°.

In other words, apart from the monitoring function,
the board also serves as a resource provider. Hillman
and Dalziel® refer to the ability of the board to bring
essential resources to the firm as “board capital” in-
cluding “human capital (experience, expertise, repu-
tation) and relational capital (network of ties to other
firms and external contingencies). They also state that
the question examined by resource dependence the-
ory is how such board capital can lead to a board’s
provision of resources and subsequent firm perfor-
mance. In summary, resource dependence theory of-
fers two important implications regarding the board:
(i) environmental pressures and demands may have

impacts on board composition, and (ii) differences in
board composition may result in various firm perfor-
mance 8,

For the region of East Asia, although there is prelim-
inary evidence to state that resource dependence the-
ory can better explain the board’s functions of East
Asian companies than agency theory 3", it is suggested
that the combining of the two theoretical approaches

will provide a sound grasp of the board’s functions®.

Institutional theory

Young, et al. 30 based on studies of Orru, Biggart, and
Hamilton (1997) and Peng (2000), state that the main
reason for distinctions between board’s functions of
East Asian firms and those of Western firms is the dif-
ferences of the institutional and regulatory environ-
ments between the two regions. This leads to the need
for the application of institutional theory to conduct
cross-national comparative analyses of corporate gov-
ernance. Indeed, Aguilera and Jackson® strongly ar-
gue that “comparative approaches to studying corpo-
rate governance must, by nature, deal with the diversity
across countries and over time” (p. 491). So what is the
role of institutional theory in comparative studies of
corporate governance? and how can national institu-
tions affect their corporate governance mechanisms?

The theory of institution is drawn from various do-
mains of social science, such as economic, sociology,
and political science? 8. From the perspective of eco-
nomics and political science, ‘institution’ is defined
as “the humanly devised constraints that structure po-
litical, economic and social interaction. They consist
of both informal constraints (sanctions, taboos, cus-
toms, traditions, and codes of conduct), and formal
rules (constitutions, laws, property rights)” 31 Inshort,
institutions may be seen as rules and constraints de-
signed to direct and justify the interactive behaviors
of individuals and organizations.

Concerning the role of institutional theory in
recent

studying corporate governance, several

studies 11,24,30-35

support the general view that the
implementation of corporate governance mecha-
nisms in a country is influenced by its institutional
environment. For this reason, the effectiveness
of corporate governance mechanisms also varies
from country to country. It is suggested that the
factors of the national institutional environment such
as culture, financial system, corporate ownership

patterns, legal tradition, and economic situation 36,37

*Which are categorized as two major branches by Ahrens, et al.
(31), including (i) Political science and economics oriented institu-
tional theory; and (ii) Sociology and organization oriented institu-
tional theory.

1640
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are important determinants in analyzing different
models of organization and their different levels of

38

performance ”°, as well as in creating diverse national

corporate governance practices 37,

For instance, in terms of legal tradition, La Porta,
Lopez-de-Silanes, Shleifer, and Vishny*°, by investi-
gating the nexus between legal tradition and corpo-
rate governance for a sample of 49 countries, show
that the investor protection and the capital market de-
velopment of civil law countries are weaker than those
of common law countries, and as a result, the corpo-
rate governance codes of common law countries con-
centrate on protecting the shareholders’ rights. Sim-
ilarly, Love !’ reviews previous research and realizes
that whereas most extant studies are conducted on
particular nations, some cross-national comparative
analyses examine the CGFP relationship (firm-level)
within the interaction with corporate governance sys-
tem (country level). According to those several com-
parative studies, it is suggested that corporate gover-
nance at the firm level has more influence on firm val-
uation in countries with weaker legal protection '3.
Moreover, in countries with incomplete legal systems
and weak legal enforcement, corporate governance
mechanisms may be adopted for legitimate targets

rather than for firm performance?

. Consequently,
the nominal commitment of good corporate gover-
nance practice at the firm level is not necessarily to
be the real implementation, and as such, cannot re-
late to firm performance. In that case, the corporate
governance practice is a purely normal matter rather
than fact 1340,

The above examples illustrate the impacts of the na-
tional institutional factors on corporate governance
practices at the firm level as well as their importance to
cross-country comparisons of corporate governance
and firm performance. Based on a study of Aguil-

eraand Jackson>%, Ahrens, et al. 32

strongly argue that
“agency problems may vary across different national
settings and implies that researchers should integrate
the agency framework with institutional analysis to
generate robust predictions. Future research should ex-
pand on this concept and seek to more explicitly exam-
ine the nature of agency conflicts and their implications
in different institutional settings” (p. 323). For this
reason, cross-country comparisons of corporate gov-
ernance and firm performance, despite at firm level
or country level, must take into account the above-
mentioned institutional factors. In general, although
there is a growing consensus on the role of a national
institution in corporate governance practices, cross-
national comparative research on the CGFP relation-
ship is still in the early stage of development 4. Ex-
amining what institutional factors matter and how
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they affect corporate governance practices, therefore,
is considered as the primary objective of comparative
studies of corporate governance !2323441:42,

Several recent studies have focused on the CGFP re-
lationship in emerging markets, where legal envi-
ronments, corporate governance systems, and insti-
tutional frameworks are considerably different from
those of developed markets?>*>~47_ These studies in-
directly show that empirical evidence obtained from
various legal and institutional environments will not
only significantly contribute to the extant literature
of the CGFP relationship *%, but also indicate that the
unquestioning application of overseas corporate gov-
ernance mechanisms but not take the distinctions of
institution characteristics into consideration is not al-

ways the best choice??.

Stewardship theory

Whereas agency theorists view managers as oppor-
tunists, the proponents of the stewardship theory be-
lieve that they are naturally reliable individuals and
tend to do good jobs to become good stewards of
the company’s resources, as well as to maximize the
company’s profit*°. This means that, under steward-
ship theory, the managerial motivation is seeking to
maximize the performance of an organization rather
than pursuing individual self-interest as mentioned
by agency theory. If that is the case, there is no rea-
son to believe that the conflict of interest between the
owners and the managers, as indicated by agency the-
ory, is real.

Asaresult, stewardship theorists advise that managers
should be fully empowered to effectively operate their
organization by, for example, combining, rather than
separating, the role of board chairman and chief exec-
utive officer (the CEQ) in the sole position, known as
the CEO duality »*°.

THE CORPORATE
GOVERNANCE-FIRM
PERFORMANCE RELATIONSHIP

The significantly positive relationship between cor-
porate governance mechanisms and financial perfor-
mance in large economies, especially in the US and
the UK, is supported by most extant studies?!. It
is also argued that this relationship is stronger with
market-based measures of performance and weaker

13

with accounting-based measures ™. However, the

empirical findings concerning this link are mixed and
inconclusive in different analysis contexts>2. In a no-

132

ticeable work, Ahrens, et al. °~ emphasize that despite

enormous volume of research, we still know very little
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about corporate governance. We cannot say, for ex-
ample, that specific ownership or board structures lead
to better economic performance” (p. 312). It is ar-
gued that such vague findings of the CGFP relation-
ship may be caused by: (i) The institutional differ-

ences between countries>*32-4; and (ii) The imper-

fection of measurement methods '>1%32,

The nexus between board attributes and fi-
nancial performance

The board of directors is one of the vital determinants
of the internal corporate governance mechanisms>°
and its relationship to financial performance has at-
tracted many scholars for a long time?. Although
such a relationship is explained and forecasted by sev-
eral theories such as agency theory or resource depen-
dence theory®, empirical findings of the influence of
the board on firm performance are inconclusive »!°.
The extant literature of corporate governance shows
that the attributes of the board may include board size,
board diversity, board committees, and board inde-
pendence (including board composition and board
leadership structure), among others. The next sub-
sections will review the link between these board at-
tributes with firm financial performance in the extant
literature.

Board size and firm financial performance

Among various board characteristics, the size of the
board of directors is believed to be one of the most

2451 Whereas the relation-

essential characteristics
ship between board size and firm performance is sup-
ported by agency, stewardship, and resource depen-
dence theories, there is not a consensus among schol-
ars about the direction of such a nexus in practice’'.

Indeed, based on agency theory, M. Jensen>? argues
that firm performance will be able to be enhanced if
the size of board is small and suggests that the optimal
threshold of board size should not be over eight mem-
bers. The perspective of keeping a small board size
to function well is also achieved consensus by Lipton
and Lorsch >; Sonnenfeld °%; and Yermack>>, among
others. From the stewardship theory’s perspective,
Muth and Donaldson?® provide a similar prediction
that small boards positively impact firm performance.
They argued that small boards react better to firm de-
mands because they help directors to join in decision-
making through effective interpersonal communica-
tion, as well as help in enhancing social cohesion.
Based on resource dependence theory, Dalton, Daily,
Johnson, and Ellstrand®! recommend the opposite
opinion that the larger size of board is, the better firm

financial performance will be. Likewise, Firstenberg
and Malkiel take the view that a small board of direc-
tors cannot offer a set of members with diverse man-
agerial experience, gender, nationality, and as such,
it may restrict its capabilities in terms of stimulating
various perspectives.

Empirically, the link between board size and firm fi-
nancial performance in the extant literature is incon-
clusive as well. Yermack®® finds an inverse relation-
ship between board size and market-based measure-
ment of corporate governance (firm value) in a sam-
ple of 452 large United States industrial companies
for the period of 1984-1991. His finding is consis-
tent with the agency theory that small boards tend to
perform more effectively than large ones. This view is
supported by several recent studies of the CGFP rela-
tionship°®*”. By contrast, Beiner, Drobetz, Schmid,

and Zimmermann°®

use the data of firms quoted at
the Swiss Exchange by the end of 2002 and develop
a comprehensive system of seven simultaneous equa-
tions. Their study aims at examining the relation-
ship between selected corporate governance mecha-
nisms and firm valuation through applying the three-
stage least squares method. Their research reveals that
board size is positively related to firm value.

Besides, there is also empirical evidence that shows
no statistically significant relationship between board
size and financial performance. For example, Reddy,

etal.?!

, using panel data for the NZX top 50 publicly-
listed companies over the period 1999-2007 in New
Zealand, discover that there is no statistical evidence
to believe such a nexus is significant. Similarly, a study
by Aljifri and Moustafa '°, employing a sample of 51
firms listed in Dubai Financial Market and the Abu
Dubai Securities Market, shows that board size has an
insignificant impact on firm performance.

Meanwhile, another study by Mak and Kusnadi®’,
employing data from listed firms in Malaysia and Sin-
gapore, reveals that the relationships between board
size and firm value (measured by Tobin’s Q) in both
countries are inverse. It is to be regretted that the
study of Mak and Kusnadi does purely use multi-
national data to examine the role of board size to firm
performance, but not use a comparative approach to
clarify the nature of the board size-firm performance
relationship in different national contexts.

Board committees and firm financial perfor-
mance

Agency theory considers the monitoring of behaviors
of managers (agents) to protect the interests of owners

(principals) as the primary function of the board ®!4.
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Thus, it is assumed that the more independent the
board is from management, the better it will exercise
its monitoring function. Seen from this point of view,

Maassen >°

asserts that one of the strategies to mitigate
the influence of management on board independence
is the establishment of board committees and formal
division of board roles in the organizational structure
of the board. Independent boards, in turn, may have
a positive impact on firm performance 2°.
Conversely, stewardship theory advocates that there
is no conflict of interests between management, di-
rectors, and shareholders®’, and therefore, the for-
mation of board committees becomes unnecessary>°.
Instead, stewardship theory suggests that the board
may become an important strategic means to maxi-
mize the benefits of shareholders once its power struc-
ture is united and is constituted by experienced mem-
bers>4%>°, Seen from this point of view, it is argued
that the separation of board authority structure may
cause the trouble of information asymmetries and
unnecessary bureaucratic structures that may hin-
der the strategic decision-making processes of firms
(Maassen, 2002), and as a result, may have a negative
impact on firm performance.

Board independence and firm financial per-
formance

According to Muth and Donaldson?°, the level of
board independence is usually measured by two
structural variables, including (i) Board composition
While board
composition is often defined as the proportion of out-

and (ii) Board leadership structure.

side directors on the board, board leadership struc-
ture mentions whether a company has one position
combining the duties of the CEO with those of the
board chairman (known as the CEO duality or uni-
tary leadership), or whether it allocates these posi-
tions to different members (known as the CEO non-
duality or dual leadership) !0-20:25:26:4160.61 " The dj-
rection of the influence of board independence on
firm performance can be predicted by three predomi-
nant theories in corporate governance literature, in-
cluding agency, stewardship, resource dependence,
and institutional theories.

Agency theory suggests that the higher level of non-
executive directors on the board is, the better the
monitoring function of the board will be !0, 1t
is assumed that non-executive directors may exercise
their monitoring function better than executive direc-
tors as they are less dependent on management and
more interested in protecting their renown in the ex-
ternal labor market®°. Nicholson and Kiel (2007) dis-
cuss that if the monitoring function of the board is im-
plemented effectively thanks to board independence,
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the chance for managers to gain self-interest at the ex-
pense of shareholders will be minimized, and as a re-
sult, shareholders will obtain larger benefit.
Proponents of agency theory also argue that CEO du-
ality hinders the board from implementing its mon-
itoring function because when the CEO is also the
board chairman, “the impartiality of the board is com-
promised”?’, and the power of monitoring can be
abused for self-interests of the CEO. In other words,
it is obvious that non-executive dominated board and
CEO non-duality, seen from the agency theory’s per-
spective, are regarded as characteristics of an inde-
pendent board which, in turn, result in better mon-
itoring of self-interested behavior of managers?. It is
reasonable to assume that both non-executive domi-
nated board and CEO non-duality will lead to the dif-
fusion and allocation of management decisions and
monitoring decisions that help diminish agency prob-
lems 0.

Conversely, stewardship theory suggests that execu-
tive directors can take advantage of information and
knowledge about the corporation to make better de-
cisions than those of non-executive directors*. More
specifically, Muth and Donaldson ?° state that “a ma-
jority of executive directors provides the depth of expe-
rience, technical expertise, and ease of communication
needed for effective board functioning” (p. 9). Being
naturally trustworthy individuals and good stewards
of the company’s resources, executive directors tend
to do good jobs, and as such, their decisions naturally
aim at maximizing shareholders’ benefit '°.

Hence, the stewardship theory forecasts that the
higher proportion of executive directors will lead to
high-quality decision-making and, as a result, have

positive effects on firm performance '°.

tewardship
theory also advises that managers should be fully em-
powered to effectively operate their organization by
combining, rather than separating, the role of board
chairman and the CEO**°. CEO duality is assumed
to offer a good grasp of the company’s operating envi-

ronment

and a unification of direction and strong
command and control?” that will beneficially affect
firm performance.

Resources dependence theorists are in favor of the
stewardship theory’s perspective on board composi-
tion. Daily, et al.* argue that non-executive direc-
tors provide an approach to vital resources of compa-
nies. To illustrate this point of view, they say that non-
executive directors, “who are also executives of finan-
cial institutions, may assist in securing favorable lines of
credit” (p.372); or non-executive directors, “who are
partners in a law firm, provide legal advice, either in
board meetings or in private communication with firm
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executives, that may otherwise be more costly for the
firm to secure” (p. 372). If that is the case, it is reason-
able to infer that the higher presence of non-executive
directors on the board will have a positive impact on
firm performance.

The nexus between ownership structures
and financial performance

Block-holder ownership and firm financial
performance

From agency theory’s perspective, the concentration
of ownership is considered as one of the impor-
tant mechanisms to monitor managerial behaviors.
The concentrated ownership by shareholders (such
as institutional and individual investors, and block-
holders) helps in reducing agency problems arising
from the separation of ownership and control®. It
is argued that the larger company stocks the block-
holders own, the stronger power they will gain to
make management serve their benefits®>. Further-
more, holding a large proportion of company assets,
institutional investors or block-holders have greater
intensive to be involved in managerial behaviors to
ensure that company’s interests and their benefits are
not expropriated, that, in turn, result in better firm fi-
nancial performance 22 However, while block-holder
ownership is regarded as a mechanism to reduce the
conflicts between shareholders and management, it
may be a potential source of conflicts of interest be-
tween minority shareholders and majority ones ®*.
Managerial ownership and firm financial
performance

Managerial ownership is usually defined as the stock
ownership of a company inside managers (includ-
ing executive directors, non-executive directors, and
other senior managers). The relationship of manage-
rial ownership and firm performance is predicted by
two theoretical hypotheses in the current literature,
consisting of the convergence-of-interests hypothesis
and entrenchment hypothesis. The convergence-of-
interests hypothesis, based on the agency theory’s per-
spective, suggests that increasing managerial owner-
ship will result in diminishing the conflicts of interests
between outside shareholders and inside managers 4.
The reason is when the managers owned a larger pro-
portion of shares, their benefits will be more closely
related to the other shareholders” benefits. Therefore,
maximizing the shareholders’ benefits, in this case, is
synonymous with maximizing their wealth?. Tt is
logical to infer that the harmonization of interests be-
tween inside managers and outside shareholders will

be able to be achieved if the managers have further
company stocks*®. In other words, the larger the
managerial ownership is, the more active the incen-
tive for the managers to monitor their managerial be-
haviors will be that may mitigate agency costs and im-
prove firm performance 1.

In contrast, the entrenchment hypothesis proposes
that when inside managers own a low level of com-
pany stocks, they, under the competitive pressures of
market forces, may have a higher incentive to make
suitable decisions for the benefits of the other outside
shareholders®. However, it is also argued that when
inside managers own a higher level of company stocks
and have higher voting power to protect themselves
from such pressures, they may pursue self-interests
without effective monitoring®.

CONCLUSIONS

Based on the literature review, this paper summarizes
four predominant theories often employed to study
the CGFP relationship, namely agency theory, stew-
ardship theory, resource dependence theory, and in-
stitutional theory. While most extant corporate gov-
ernance studies base their arguments on the agency
theory, scholars increasingly realize that the agency
theory depicts only a part of the complicated nature
of the CGFP relationship. Thus, there are recent calls
for the application of a multi-theoretical approach
to capture this complex nature. Second, although
there is a growing consensus on the role of a national
institution in corporate governance practices, cross-
national comparative research on the CGFP relation-
ship is still in the early stage of development. Third,
empirical findings regarding the CGFP relationship
are mixed and inconclusive. We conclude that most
extant corporate governance studies focus on an in-
dividual country so they are unable to offer insights
into the nature of the CGFP relationship in different
analysis contexts.
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Cac ly thuyét chu luu vé quan tri cdng ty va méi quan hé giira quan
tri cong ty va hiéu qua tai chinh

Nguyén Van Tuan’

TOM TAT

Bai bado nay xem xét cac ly thuyét chti dao vé quan tri cong ty va méi quan hé gitta cac cdu tric
quan tri cong ty va hiéu qua tai chinh cong ty. Ching téi chi ra rang bén ly thuyét chti yéu thudng
dugc st dung dé nghién cliu méi quan hé quan tri cong ty — hiéu qua tai chinh cong ty la ly thuyét
dai dién, ly thuyét nha quan ly, ly thuyét phu thudc nguén luc, va ly thuyét thé ché. Mac du la mot
cach tiép can chiém uu thé ap dao trong cac nghién clu vé quan tri cong ty, ly thuyét dai dién
trong thdi gian gan day bi nhiéu chi trich vi khnéng phan dnh mot cach day du cac thuc tién quéan
tri cdng ty trong cac boi canh thé ché khac nhau. Do d6, can phai ki€ém tra lai khuon khé phan tich
0y quyén — tac nghiép truyén théng dé co6 thé hiéu rd hon mdi quan hé quan tri cong ty — hiéu
qua tai chinh cong ty trong cac moéi trudng thé ché khac nhau. Clng c6 nhimng I6i kéu goi nén &p
dung phuong phap tiép can da ly thuyét nham ndm bat ban chat phuc tap cia méi quan hé quan
tri cong ty — hiéu qua tai chinh cong ty. Nghién cliu nay clia chidng toi chi ra rang téc dong clia
quan tri cong ty d6i véi hiéu qua tai chinh cong ty la khong ré rang vi cac phat hién thuc nghiém
lién quan dén méi quan hé nay la khdng nhét quan trong cac béi cdnh phan tich khac nhau. Cé
y kién cho rdng nhing phat hién thiéu nhat quan nhu vay vé méi quan hé gitta quan tri cong ty
va hiéu qua tai chinh cong ty co thé 1a do su khac biét vé thé ché quéc gia va su khong hoan hao
cla céc ky thuat udc lugng. Mot sé nghién clu gan day vé quan tri cong ty ing hd quan diém
cho rang viéc thuc thi cac co ché quan tri cdng ty & mot qudc gia chiu dnh hudng bsi moi trudng
thé ché clia qudc gia do. Vi vay, hiéu luc clia cac ca ché quan tri cong ty sé khac nhau gitia cac
quéc gia, hay néi cach khac, mang tinh dac thu clia ting quéc gia. Diéu nay goi y rang cac nghién
cliu trong tuong lai 1dy béi cdnh so sanh gitta cac quéc gia sé co thé cung cdp théng tin chi tiét va
chuyén sau hon vé méi quan hé gitta quan tri cong ty va hiéu qua tai chinh cong ty. Ching toi dé
xudt rang cac nghién ctru so sanh vé quan tri cong ty xuyén quéc gia cling can tinh dén tac dong
trung gian tiém nang cla cac dac diém thé ché clia qudc gia ma trong do cac cong ty dang hoat
doéng.

Tu khoa: Ly thuyét dai dién, Quan tri cong ty, Ly thuyét thé ché, Ly thuyét phu thudc ngudn luc,
Ly thuyét nha quan ly
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