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Abstract

Enterprise value maximization is the ultimate goal of business operation. Good
corporate governance structure plays a crucial role in the realization of the en-
terprise objectives. Corporate governance is rooted in and matches with the law,
culture, religion and many other aspects of the social environment of a specific
country. That’s why the same corporate governance mechanism may show different
effects in different countries. It also means that we must study corporate gover-
nance dynamically, taking place, time and occasion into consideration so that our
research findings can be more useful. Imperfect corporate governance of a com-
mercial bank will lead to poor performance of the bank and even systemic risks
and frangibility of the banking system and thus do significant harm to economic
development. The usefulness of corporate governance structure is not only the
cornerstone of continued and healthy management to a commercial bank, but also
an important prerequisite for a stable financial environment in a particular country.
Since the Southeast Asian financial crisis, the research of corporate governance is
extended to the financial field. At the end of 2007, the global economic crisis re-
sulted from the U.S. subprime crisis caused huge losses. At the same time, it makes
us realize that US corporate governance, which we have worshiped for many years,
has also a huge flaw. We have established our commercial bank’s corporate gov-
ernance structure based on the US model. However, after the crisis, we found that
many U.S. commercial banks are “Swimming Naked “. Therefore, it is of great
necessary to study the current corporate governance mechanisms of our commer-
cial banks.

Based on the research of the development environment for Chinese commer-
cial banks, this paper tries to answer the question of how to establish a governance

framework for commercial banks that facilitates helpful for the growth of perfor-
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Abstract

mance. Through an analysis of the factors in Chinese social environment, the inter-
nal and external governance mechanisms of commercial banks, this paper believes
that governance of board of directors, information disclosure, incentive mechanism
and the protection of shareholders’ benefits are most important. This study is in-
structive for people to understand the function of corporate governance, and ex-
plore a corporate governance framework, which is helpful for the performance of
publicly-owned commercial banks.

Based on a review of current theories and a summery of literature, this paper
raised the subject of research. After that, it analyzes and tests the research by nor-
mative study and empirical research, and draws the following conclusion:

Board of directors is the core of corporate governance for modern companies.
It plays a pivotal role, and connects property owners with corporate management.
It can moderate the conflicts of the principal-agent relationship between managers
and shareholders. The board of directors plays a role in supervising the manage-
ment of public companies on behalf of shareholders, including small and medium
shareholders. The governance of the board of directors has direct impacts on the
performance of the company and shareholders’ benefits. This study indicates that
there is an “inverted U-type” relationship between the size of commercial bank’s
board of directors and management performance. To be more specific, maintaining
an appropriate size of the board of directors is conducive to enhancing the perfor-
mance of commercial banks. If the board chairman is also the general manager,
performance can be more easily promoted. Enhancing the independence of the
board of directors is also helpful to enhancing performance.

Information plays a central role in securities markets. The disclosure of infor-
mation is the key part of securities regulation and the core of the government’s
control of the capital market. The disclosure of information with high transparen-
cy contributes to achieving the objectives of government’s control. Information
disclosure system has become the basis for achievement of regulatory objectives.
Information failure is the main symptom of securities market failure. Therefore,
regulators should strengthen the information disclosure system, improve manda-

tory and regulatory coordination, increase penalties for violation, and intensify
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pre-commitment system in order to prevent insider trading. Commercial banks
should ensure the authenticity of information, improve timeliness and validity of
disclosure, and strengthen disclosure of off-balance sheet information, fair value
information and risks. The functions of intermediaries must be strengthened and
the credibility of intermediaries should be enhanced.

The establishment of incentive mechanism is the key to perfecting corporate
governance structure. Commercial banks face the complex principal-agent envi-
ronment. Only rigorous institutional arrangements can provide strong incentives
and constrains so as to ensure sound operation of banks. Therefore, there should be
diversification in manager’s remuneration system. The form and time of remunera-
tion should both be diversified. We must establish a system path and a performance
evaluation mechanism for the growth of remuneration. Asset size and risk manage-
ment should be properly evaluated when an incentive mechanism of remuneration
is established.

The starting point and ultimate goal for a sound corporate governance structure
is shareholder’s benefits. Protecting shareholder’s benefits is foundation of the
company’s existence and development. Unfortunately, taking advantage of the con-
trolling position of public companies, big shareholders often make decisions that
harm other shareholders’ in the company’s management. In such circumstances,
the protection of shareholder’s benefits is very weak. Therefore, it is necessary to
strengthen the law’s protection of shareholders rights and interests. In such efforts,
mechanism of limitative vote, voting exclusion mechanism, the cumulative voting
system and the shareholder’s subrogation litigation system can play their roles in
the real sense. Small and medium shareholders can have their say in the sharehold-
ers meetings, the board of directors and the supervisory board. Litigation costs can
be reduces. Shareholders will have greater consciousness of self-protection. Fur-
thermore, we must enhance the intensity of the penalties for the big shareholder’s
violation.

The innovation of this paper lies in three aspects. Firstly, the paper surveys
the economic consequences of commercial banks’ corporate governance from a

new perspective. The existing literatures at home and abroad usually focus on the
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Abstract

economic consequences of internal governance mechanisms such as ownership
structure without looking at the actual situation in China. However, this paper em-
phasizes China’s national conditions and the path of reform of commercial banks.
Secondly, the paper builds a commercial bank corporate governance framework
from a comprehensive perspective. Current literatures usually analyze and conclude
based on the study of only one side of commercial banks’ governance framework,
and lack of an all-round, global perspective. In this paper, through the research of
Chinese commercial banks’ governance framework from four aspects, the author
draws an integrated conclusion, which fills in the gap of past analysis. Thirdly, the
paper enriches the relevant literature in the field of the bank’s corporate gover-
nance. Based on a study of the unique system background, special corporate gover-
nance structure and rich practices of Chinese public companies, this paper depicts
the main features of a good bank corporate governance mechanism comprehensive-
ly from four perspectives including the board of directors, incentives mechanism,

disclosure of information and the protection of shareholders rights and interests.

Key words: Commercial Banks; Corporate Governance; Operating Perfor-

mance
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