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Abstract

(Board Committee : Theoretical Analysis and Case Study)

In the process of equity market expansion in China, the improvement of cor-
porate governance has been increasingly attached significant importance. It is a
common sense now that the functionality of the board committee has played such a
fundamental role in the operation of corporate governance that so far the weakness
in the functionality of the board committee dose still act as a key cause resulting in
the unsatisfactory performance of many listed companies. Hence, the institution of
board commitiee owns a high study value for scholars.

This book is to provide a specific study on the institution of board committee
which is actually a institution combining stockholders and senior management com-
mittee (CEO) and has a dual duty including supervising the CEQ and providing
advice for CEO. This article will cover such main issues as following ; the general
understanding on the institution of board committee which will be covered in Chap-
ter 1, the tricky relationship between CEO and the board committee which will be
covered in Chapter 2, the structure, size and independence of the board committee
which will be covered in Chapter 3 , the character of the board committee in the
case of concentrated equity structure which will be covered in Chapter 4, the em-
pirical study based on the practices of board committee in 11 domestic banking
companies and 261 international banking institutions will be covered in Chapter 5.

Chapter 1 which provides an introduction for the basic theory of the institution
of board committee is the basis of this article. First of all, the author analyzes the
origination mechanism of the institution of board committee from the perspective of
economics and law respectively; Secondly, the author highlights the duty and the
establishment principle of the board commiitee; Finally, the author provides a
comparative analysis on the two mainstream systems of the board committee at pres-
ent from global viewpoint and describes a blueprint for the future direction of evolu-
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tion of the institution of the board committee.

Chapter 2 covers the interactive relationship between the board committee and
CEO which is a key area in the theory of board committee. Section 1 plays a basic
role in the entire chapter and provides a review on the domestic and foreign aca-
demic literatures about the issue of the relationship between the board committee
and CEO. Since section 2, by establishing a multi-stage model and discussing in
depth the three core functions of the board committee which includes supervising
the daily behavior of CEO, recruiting and hiring the CEO, determining the level of
remunerations of CEQ, the author illustrates fully the complexity of the relationship
between the board committee and CEQ. Specifically, the impact on the board com-
mittee resulting from the CEOQ’s behavior has been highlighted. In the final section
of this chapter, the leadership structure of the board committee as a another im-
portant issue in the process of interaction between the board committee and CEO
has also been touched.

Chapter 3 focuses on how the character of the board committee including the
structure, size and behavior affects the efficiency of the board committee. Section
1 interpreted the definition, origination, functionality, and internal incentive
mechanism of the independent director. Section 2 gives a comprehensive review on
the existing literatures about the relationship between corporate performance and
some characters of the board committee including the structure, size and the be-
havior of the board committee. In section 3, in light of a four — period model, the
author studies the game mechanism among the independent director, the internal
director and CEO. Based on the analysis in section 3, series of conclusions have
been drawn: the game between independent director, internal director and CEO is
dynamic game with incomplete information ; there are two possible Nash Equilibri-
um including the status where all the internal directors will provide information and
the status where no internal directors can provide information; the ratio of inde-
pendent director in board commiitee should be moderate and not be too high or
" low; the capacity of screening the information by independent director can have a
significant impact on the size of the board committee.

Chapter 4 aims to provide a study on this type of the board committee whose
behavior can be controlled by the majority shareholder. This type of equity struc-

ture that is widespread in Germany, Japan and some emerging and transition econ-

2



Abstract

omies is radically different from the highly scattered equity structure representing
the mainstream of capital market. Section 1 executes a detailed review on the glob-
al and domestic literatures about the relationship between equity structure and the
efficiency of corporate governance. Section 2 aﬁalyzes the factors affecting the eq-
uity structure and draw the conclusion that the legal system and the extent to which
the benefit is protected by the legal system is the key factor in determining the
characteristics of capital market. On the basis of a model, section 3 gives a deep
study on the impact of capital market on the behavior of the board committee. This
section concludes that for increasing the incentive of the directors only a relatively
scattered, simultaneously to a certain extent concentrated capital structure is the
most suitable. Finally, the author provides a effective analysis on a special case in
China of the highly concentrated equity structure and specifically highlights the re-
lationship between the Party committee of CPC ( China Party of Communist) and
the board committee in listed companies. The conclusion drawn in section 4 that
the function of the Party committee must be restricted to some degree and the board
committee should play a more important role in the strategic business in listed com-
panies is very applicable in the present enterprises reforms in China.

Chapter 5 provides an empirical study on the conclusions drawn in above 3
chapters based on the data of the 11 main listed banking institutions in China and
261 international banking institutions. In section 1 the author gives a review on the
unique character of corporate governance structure in banking institutions and the
main models of board committee in banking institutions. Based on the information
provided by the annul reports in 2007, section 2 gives a empirical analyses on the
11 main listed banking institutions in China. Section 3 is a case study that focuses
on the board committee of A Banking Company. In final section, the author per-
formed an empirical analysis by using the relevant data of 261 international bank-
ing institutions as sample.

From the perspective of methodology, this book attaches significant impor-
tance to the econometric and quantitative study extensively, which actually is one
type of empiricé.l analysis based on the feasible data in the companies listed in Chi-
na. Game theory that has been very widespread in latest economics studies attribu-
ted to the conception of NASH equilibrium and the consideration of information in-
completeness is also applied in the model about the function of independent direc-
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tors. In addition, the author provides much comparative study among the institu-
tions of the board committee across various economic communities including some
developed countries such as US, UK, German, France and Japan, and some tran-
sition economies such as Russia and China.

Key Words:; the structure, size of Board Committee; coporate performance;
ownership structure; information disclosure by CEO; the relationship between

board committee and CEO



