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Abstract

Abstract

With the rise of corporate governance universally, the monitor
mechanism of independent directors has attracted the study of many
scholars. The cases in some Chinese listed companies in 2004 ex-
posed the defects of such mechanism and scholars are getting inter-
ested in it. Hence, it is of great theoretical significance to make a
study on the function of independent directors monitor mechanism.
It also is of practical significance to optimize the structure of board
of directors in Chinese companies and to promote the corporate gov-
ernance in State — Owned Enterprises.

Started from incomplete contract, the basic model of monitor
mechanism of independent directors constructs a multi — player anal-
ysis, applying the game theory. The childhood stage of related study
in China makes it possible for the article to build a theoretical model
for the monitor mechanism of independent directors in Chinese listed
companies and then to evaluate the rationality of such mechanism.
Based on game theory, first, the article attempts to build models of
monitor mechanism of independent directors applicable to China.
Second, a qualitative study is given and is followed by some practi-
cal policy suggestions. The main framework of the dissertation is as

follows :



RN RS RN

The preface puts forward the research significance of the paper,
summarizing the domestic study of the topic, identifying some basic
concepts and making an introduction over the train of thoughts, in-
novative points and shortcomings of the whole article.

The interpretation of monitor mechanism and its restrictions lie
in the core of independent directors’ function. The second chapter
mainly gives a summarization of achievements made by foreign
scholars, with an angle of information structure. First, the paper an-
alyzes the situation of complete information between independent di-
rectors and management, while the management has the power of
lay off independent directors. Second, the situation that independent
directors has incomplete information and cannot be laid off is also
studied.

In chapter 3, the problems occurred in monitor process are
found in some typical cases of independent directors’job. Then, a
complete information game theory model is established in accord-
ance with the actual circumstance in stock market and board of di-
rectors, followed by the function of monitor under different equity
ownership structure. The paper concludes that appropriate disperse
of equity ownership structure benefits the effectiveness of independ-
ent directors’ monitor function.

The complete information assumption is relaxed in chapter 4.
An incomplete information dynamic game model between independ-
ent directors and management is built with the introduction of exter-
nal monitor mechanism. The purpose of it is to study the interaction

between internal and external monitor system. The research shows
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Abstract

that the independent directors’ monitor mechanism is good to lower
the principal — agent cost, bringing benefits for shareholders. The
imperfect external monitor mechanism and little punishment restrict
the effectiveness of internal monitor system, while the controlling
shareholders hamper the external monitor. The result testifies the
close relationship between equity ownership structure and independ-
ent directors’ monitor function.

Accordingly, in some extent, an empirical study is launched in
chapter 5 to testify the conclusions, based on the data from Chinese
listed companies.

As an institutional construction, the build of independent
directors’ monitor mechanism needs a long time to perfect. The con-
clusion of the dissertation offers a valuable experience, especially
for the corporate governance in public listed companies with control-
ling shareholders. At the same time, the paper may give some poli-
cy inspiration for the government to establish an effective equity
ownership structure, whilst bringing independent directors into full
play.

KEY WORDS: independent directors, monitor, manage-

ment, game theory, equity ownership structure
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