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Abstract Employing a unique dataset of Chinese non-

listed firms, this paper investigates the effects of the

presence of 19 governance structures on 20 employees’

interest indicators. In general, we find that firms with the

governance structures pay workers higher hourly wages,

require less monthly working hours, and have a smaller

chance of wage arrears. Meanwhile, the shares of total

wage and welfare expenditures in total sales revenue are

lower in these firms, which results in higher profitability.

Moreover, firms with the governance structures invest

significantly more into training and provide employees

with better fringe benefits. Considering the low labor pro-

tection standard and the weak external regulations of

China’s labor market, we explain the positive findings

thusly: corporate governance structures induce managers to

adjust wage payments to the ‘‘efficiency wage’’ level,

which is the best balance point for the interests of both

shareholders and employees and, therefore, for maintaining

the stakeholder relationships. We also find the governance

structures that give blockholders superpower are negatively

associated with employees interests. These results highlight

the importance of giving enough discretion to managers in

order to successfully find the common ground for creating

mutual values for shareholders and employees.

Keywords Corporate governance � Employees’ interests �
Efficiency wage theory

Introduction

Should corporate governance only take into account the

interests of shareholders who supply finance, or should it

also be responsible for other stakeholders’ interests?

Starting with the early literature on governance issues (e.g.,

Berle 1931; Dodd 1932), a large number of theoretical

papers have engaged in this debate.

Remarkably, the issue remains central today. Finance

researchers typically regard corporate governance as insti-

tutions defending shareholders’ interests against managers’

opportunistic activities. But, this perspective has been reg-

ularly challenged by scholars in economics, business, and

society. For example, Tirole (2001), in promoting the

stakeholder society concept, argues that managerial deci-

sions on profit maximization also exert externalities on other

stakeholders, in particular employees who invest in the

employment relationships not only with their human capital

but also with their off-work related capital such as housing,

spouse employment, schools, and social relationships.

Therefore, corporate governance is ‘‘the design of institu-

tions that induce or force management to internalize the

welfare of stakeholders’’ (p. 4). Similarly, Van Buren (2001)

proposes that stakeholder voices should be included in the

corporate governance process, which would enable actual

consent to the contracting relationships and responsibilities
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within a stakeholder network. In essence, these arguments as

well as those made in Maren and Wicks (1999) and Blair

(1995) all suggest a role assumed by corporate governance

in maintaining the stakeholder relationship.

Despite the strong interests of theoretical discussions in

the shareholder versus stakeholder perspective of gover-

nance, empirical evidence is scarce largely because of the

lack of proper data. In reality, does corporate governance

induce managers to internalize interests of the primary

stakeholder group, which was defined by Clarkson (1995)

as ‘‘one without whose continuing participation the cor-

poration cannot survive as a going concern’’ (p. 106)? Are

managers in firms with certain governance structure

working harder to pursue common interests of both

shareholders and primary stakeholders, rather than only

focusing on maximizing returns to shareholders? And does

the presence of governance structure contribute to the

maintenance of stakeholder relationships?

Using a unique dataset, this paper empirically examines

these questions, exploring the relationships between cor-

porate governance and employees’ interests. The test

consists of five parts. (1) Clarkson (1995) emphasizes that,

to ensure that each primary stakeholder group continues as

part of the corporation’s stakeholder system, fairness, and

balance in the distribution of increased wealth is necessary.

Hence, we study whether and how corporate governance

affects the distribution of sales revenue among sharehold-

ers (in the form of profits) and employees (in the form of

wage and welfare expenditures). For this, we compare the

group of firms with and without certain governance struc-

tures by the shares of wage, welfare expenditures, and pre-

tax profits in total sales. (2) Do governance structures have

enhanced key interests of employees, namely, higher

hourly wages or lower monthly working hours? (3)

Training can benefit both shareholders (as it raises firm

productivity) and employees (as it raises their human

capital). More important, training that increases employ-

ees’ asset-specific skills is an important approach to retain

workers and to maintain stakeholder relationships. Thus, do

governance structures lead to more expenditure on train-

ing? (4) Does governance contribute to the continuing

participation of employees, preventing them from with-

drawing from the corporate system? For this question, we

examine the average tenures of workers and clerks in firms

with and without governance. (5) Do governance structures

improve fringe benefits for employees, such as various

insurance coverage, a canteen or a clinic, and severance?

We explore these questions by analyzing firm-level data

of 1268 Chinese enterprises. Almost all sample firms are

non-listed enterprises. Unlike listed companies that have to

obey certain regulations by setting governance, non-listed

companies establish governance structures voluntarily. As

a result, we observe big variance of sample firms’

governance structures, which makes the empirical studies

in this paper more meaningful and effective. The data are

also unique in that it contains rich information of interests

for this paper, in particular, the incidence of 19 internal

governance structures, 20 indicators of employee interests,

and firm financial performance. The different nature of

various corporate governance and that of various employ-

ees’ interests indicators greatly enriches our analyses on

the relationship between the two aspects.

In ‘‘Findings’’ section, we report more than 1100 cor-

relations. We find that, the presence of most corporate

governance structures that we examine is strongly associ-

ated with better employees’ welfare, in particular, higher

hourly wages, less monthly working hours, and a smaller

chance of wage arrears. Furthermore, the shares of total

wage and welfare expenditures in total sales revenue are

lower in firms with these governance structures, which

results in higher profitability. These positive results are

mainly from governance that enhances information dis-

closure and that increases formalization of the CEO’s

contract and the firm charter.

These results are more vividly illustrated by the fol-

lowing graphs. Compared with firms that do not hire

external auditors (Fig. 1), firms that do so (Fig. 2) provide

higher average hourly wages for employees; moreover, the

correlation between hourly wage and profitability is more

positive in these firms, which is reflected by the much

larger slope (i.e., more than three times) and the much

larger R2 value (i.e., more than five times) of the fitted line.

If we compare firms in which the firm charters do not

contains specific terms regarding decision process (Fig. 3)

with firms whose charters contain them (Fig. 4), we can get

similar findings.

Wages and profits are competing in the distribution of

total sales revenue. These graphs suggest that corporate

governance reconciles the conflicts between wages and

profitability. We explain the positive findings as that these

corporate governance structures induce managers to adjust

wage payments to the ‘‘efficiency wage’’ level. As this

level of wages fully releases the reserves of human

Fig. 1 Firms without external auditor
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resources, it is the best balance point for the interests of

both shareholders and employees and thus for maintaining

the stakeholder relationships.

Meanwhile, our analyses also indicate the importance of

enough discretion that managers have in order to success-

fully find the best balance point. We get this implication first

from the feature of China’s labor market in which the

sample firms operate. As introduced in ‘‘Data and Institu-

tional Background’’ section, labor protection standard in

China is low. Legal stipulations on employees’ interests are

minimum, whereas violations of labor laws and even serious

labor issues are common. Since external regulations are

weak, managers of sample firms have very wide discretions

in treating their employees and are also more likely to

successfully implement the ‘‘efficiency wage’’ approach—to

enhance firm productivity and profitability by raising wages.

If, however, the external labor markets are featured with

already high labor protection, high payoff standards or other

labor market rigidities as in many developed economies, it is

impossible for managers to enhance mutual benefits of

shareholders and employees by this approach.

The second source of evidence indicates the importance

of giving enough discretion to managers: among the 19

governance structures that we examine, we find that two

structures regarding board functioning relate to worse

employees’ interests. They are the largest shareholder

having the veto right and the board of directors employing

the voting rule of one share one vote instead of one

shareholder one vote. The main results are illustrated by

Figs. 5, 6, 7, and 8. Compared with firms without the veto

Fig. 2 Firms with external auditor

Fig. 3 Firms without terms of decision process

Fig. 4 Firms with terms of decision process

Fig. 5 Firms without veto right

Fig. 6 Firms with veto right

Fig. 7 Firms with one shareholder one vote
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right (Fig. 5), firms with the veto right (Fig. 6) pay a lower

average hourly wage and have a much smaller correlation

between wages and profitability (i.e., less than half).

Moreover, profitability of firms with the veto right span

over a narrower area (i.e., -36–47 %) compared with firms

without the veto right (i.e., -49–68 %). The cutoff for the

upside chance of profitability in the firms with the veto

right is significant. We get similar findings when compar-

ing firms employing one shareholder one vote (Fig. 7) with

firms employing one share one vote (Fig. 8). Both the veto

right and the one share one vote rule give blockholders big

power. Hence, we interpret these negative findings in that

managers are restricted by the superpower of the block-

holders, thus they lack the room for ‘‘trial and error’’ that is

necessary for them to find the optimal level of wages that

also benefit shareholders.

Except for the effects on the key interests of employees,

such as wages, we also find that firms with most of the 19

governance structures invest significantly more into train-

ings and provide employees with better fringe benefits.

Although both trainings and fringe benefits could be

regarded as part of the ‘‘wages’’ so that the arguments of

‘‘efficiency wage’’ can be similarly applied to explain these

findings, the strongly positive results on trainings carry

extra implications for the maintenance of the stakeholder

relationships. Calton and Lad (1995) argue that ‘‘profes-

sional managers … must have discretionary authority

within the hierarchy to resolve by ‘fiat’ the complex

problems that arise from the interaction of participants.…
Among these problems are … ‘asset specificity’’’ (p. 276).

As discussed in ‘‘Reviews of Related Theoretical Discus-

sions’’section, employees can be discouraged to develop

skills for the specific assets of their firms, which prevents

them from fully participating in the stakeholder relation-

ships. One solution for this problem is for the manager to

organize asset-specific trainings. The skills that employees

acquire not only prepare them to join the production pro-

cess that the stakeholder relationship is set for, but also

provide them the ‘‘stake’’ to become real stakeholders. In

this sense, our findings highlight the role of corporate

governance in providing managers with proper discretions

and incentives to invest in trainings, echoing both the

words of Calton and Lad (1995) and our previous emphasis

on enough managerial discretion.

Furthermore, given the importance of training and the

need to retain workers with asset-specific skills, one might

expect that the positive effects of corporate governance on

maintaining stakeholder relationships is stronger for more

technology- and knowledge-intensive firms. This is indeed

what we find. Figures 9 and 10 follow Fig. 4 and examine

the correlations between hourly wage and profitability in

firms in which their charter contains specific terms about

the decision process. Figure 9 reports the data of firms in

the textile industry that employ mainly low-skilled workers

for standardized production; while Fig. 10 reports firms in

the pharmaceutical industry that are more knowledge-in-

tensive. Clearly, corporate governance plays a much

stronger role in pharmaceutical firms, as reflected by the

more positive correlation between wage and profitability in

Fig. 10.

Based on these major findings, this study answers two

main questions posed at the beginning, which are also our

potential contributions. First, in reality, does governance

affect primary stakeholders’ interests? We provide evi-

dence showing that strong correlations do exist between the

two aspects. Second, does governance affect employees’

interests positively or negatively? We find that most of the

Fig. 8 Firms with one share one vote

y = 5.521 x + 4.336 
R² = 0.018 

0

5

10

-5% 0% 5% 10% 15% 20%

Ho
ur

ly
 W

ag
e 

(R
M

B)

Profitability (%)

Fig. 9 Firms with terms of decision process and in textile industry

Fig. 10 Firms with terms of decision process and in pharmaceutical

industry
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19 governance structures that we examine have positive

effects, especially on trainings that provide employees

asset-specific skills as the basis of their ‘‘stakes.’’ Mean-

while, we also find strong negative effects of governance

structures that give blockholders superpower. Applying the

efficiency wage theories to China’s labor market, the paper

presents an explanation for the major positive findings. It

highlights the effects of corporate governance in motivat-

ing managers to reconcile the conflicts between wages and

profits. We believe that our results and arguments can be

applied to non-listed firms in some other developing

countries where external labor protection is weak. For the

negative findings regarding blockholders’ superpower, we

highlight the importance of enough discretion given to

managers in order for them to successfully find the com-

mon ground for creating mutual values of shareholders and

employees.

In general, the empirical findings that we obtain lend

support to the idea that corporate governance induces or

forces managers to internalize interests of primary stake-

holders in pursuing the profit maximization target. As such,

it is noteworthy that, our study is still grounded in (a broad

version of) agency theory and has not addressed the full

range of stakeholder theory, partially because of some

empirical reasons discussed in ‘‘Reviews of Related The-

oretical Discussions’’ section. Moreover, our empirical

study by nature only answers the positive question of ‘‘does

corporate governance really affect the interests of stake-

holders?’’ but is not able to answer the normative question

of ‘‘should governance take into account of stakeholders’

interests?’’ Having said this, however, we hope the

mechanism that this study empirically illustrates (i.e.,

governance induces managers to implement efficiency

wages in the context of weakly regulated labor markets)

could provide useful reference for future theoretical dis-

cussions and development. In particular, Goodpaster

(1991) suggests that the paradox of stakeholder problem

arises from two different approaches to ‘‘stakeholder syn-

thesis.’’ If non-owner stakeholders are treated as external

constraints that must be manipulated, then managerial

agents of shareholder interests are engaged in ‘‘business

without ethics.’’ However, if managers try to fulfill their

‘‘multifiduciary’’ responsibilities to all stakeholders, they

may be practicing ‘‘ethics without business.’’ Although we

largely agree with these statements, our study indicates the

room in which governance may reconcile such conflicts in

some contexts.

Finally, for practitioners, especially those in developing

countries, our results carry two suggestions. First, setting

up sound corporate governance with respect to information

disclosure, financial transparency, formal CEO contracts,

and a formalized firm charter can benefit both shareholders

and primary stakeholders. Second, undue power held by

blockholders could both reduce the managers’ incentives

and ability to evenly distribute the increased wealth and

lead to primary stakeholders’ withdrawing the corporate

system. Related to this point, in the final section, we make

some preliminary discussions on the power structure,

which is fundamental to the relationships between gover-

nance and employees’ interests. We claim that the

enhancement of mutual benefits is more likely to be

achieved in firms with a more balanced power structure. By

this claim, we are sympathetic to the argument by Kelly

(2002) that the corporate social responsibility movement

needs to focus more on ‘‘system design… to craft new

structures of power—structures where power is wielded not

by the few but by the many’’ (pp. 11–12).

Next, in ‘‘Reviews of Related Theoretical Discussions’’

section, we review some related theoretical discussions,

especially those on the approaches through which man-

agers can enhance the interests of both shareholders and

primary stakeholders.

Reviews of Related Theoretical Discussions

Profit Maximization or Stakeholders’ Welfare

Maximization?

The classical view of corporate governance refers to the

defense of shareholders’ interests. This approach is

reflected in the definition from a survey by Shleifer and

Vishny (1997) that ‘‘corporate governance deals with the

ways in which suppliers of finance to corporations assure

themselves of getting a return on their investment’’ (p.

737). However, some theoretical studies argue for ‘‘stake-

holder society’’ (i.e., Tirole 2001) and propose that man-

agement choose what’s best for society. Thus, instead of

maximizing profits, ‘‘management should aim at maxi-

mizing the sum of the various stakeholders’ surpluses’’ (p.

24). Nonetheless, these studies also acknowledge the dif-

ficulties in implementing this proposal, which include,

among others, the unavailability of a measure of aggregate

stakeholders’ welfare, managerial confusion, the complic-

ity of designing managerial incentives to pursue multiple

missions, and inefficiency. In particular, the lack of a

measure of stakeholders’ welfare almost denies the possi-

bility of a direct empirical examination.

Considering these challenges, in this paper we examine

the effects of corporate governance on stakeholders’

interests within the traditional framework of profit maxi-

mization. This approach is taken not only because such a

proposal is directly testable, as profit, and wages are

already there, but also because the single target of pursuing

profit is in the interest of stakeholder society as a whole.

Specifically, we want to empirically examine whether and
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what kinds of corporate governance induce managers to

internalize interests of employees in the profits maximiza-

tion pursuit, seeking common ground to enhance interests

of both shareholders, and primary stakeholders. However,

we need to admit that being confined to this narrow per-

spective strongly limits the contribution of this study to the

building of stakeholder theory.

Underlying our perspective, we share an opinion of

Chilosi and Damiani (2007) that a serious issue of the

classical corporate governance perspective is ‘‘the domi-

nance of financial over productive considerations’’ (p. 5).

Indeed, shareholders provide finance and initiate the busi-

ness, but they do not participate in the production process

that directly affects the profit maximization process. Sim-

ilar to studies such as Konzelmann et al. (2006), we believe

that taking into account interests of participants in the

production process could enhance interests for sharehold-

ers. Below, we detail the reasons for this claim.

Can Managers Enhance Common Interests

of Shareholders and Employees?

The interests of shareholders, mainly in the form of

retained profits, are directly competing with the interests of

employees, mainly wages, and other welfare expenditures.

Given the total revenues of sales of a certain period, the

larger the share of wages and welfare to be distributed to

employees, the smaller the share of retained profits attri-

butable to shareholders. Catering to shareholders, managers

can simply cut down wages and welfare so that retained

profits are improved. However, managers can also enhance

shareholders’ interests by enhancing employees’ interests

through raising wages, organizing trainings, enhancing

fringe benefits, and so on. This approach works for the

following three reasons.

First, efficiency wage theory suggests that as long as

monitoring labor performance is costly, introducing extra

income can induce profit-maximizing efforts from workers.

If the firm raises the wage above the market standard,

workers are willing to put extra efforts in the future pro-

duction or sale process to safeguard the current position,

which results in improved productivity. As long as the rise

in the common interests (i.e., sales revenue) is larger than

the rise in wage, retained profits increase and shareholders

benefit.

Second, employees can choose to make some firm-

specific investments, for example, studying and improving

their firm’s specific technology, or developing connections

in the internal organizations. These kinds of investments

enhance productivity and finally benefit shareholders.

However, they are risky investments in that their values

would be significantly discounted if the employee left the

firm. On this issue, social exchange theory (i.e., Blau

1955)1 indicates that high wages and decent welfare may

motivate existing workers to make these investments,

which is a payback to their generous employers. As dis-

cussed previously, another way to solve such problem of

‘‘asset-specificity’’ is for managers to organize trainings.

In essence, the first and second arguments both agree

with Becht et al. (2003), who argue that since ‘‘contracts

engaging the corporation with parties other than share-

holders are generally incomplete … to guarantee efficiency

it is necessary to take into account explicitly the interests of

other constituencies’’ (p. 9).

Third, decent payments and welfare can also attract

high-quality workers to join the firm’s stakeholder system.

In the past decades, human capital and knowledge/tech-

nology, which are the products of human capital, are

gradually replacing physical capital as the most valuable

asset (Zingales 2000). With this changing nature of modern

firms, the ability to attract talent is perhaps as important as

the ability to attract financial and physical capital in

determining whether a firm can capture future growth

opportunities. Therefore, well-designed rewards to

employees that attract talent are important for the sus-

tainable development of firms and for long-term benefits of

shareholders.

So, there is room for managers to pursue common

interests of both shareholders and employees, in which the

key is to release the ‘‘untapped reserves of ‘human

resourcefulness’ by increasing employee commitment,

participation and involvement’’ (Blyton and Turnbull 1992,

p. 4). For this target, it is crucial to find the balance points,

such as the right level of wage and welfare expenditures

and the right amount of training provisions. But realizing

these targets would take managers great efforts—efforts

that are also mentioned by studies such as Tirole (2001)

and Chilosi and Damiani (2007).

This study wants to empirically test whether corporate

governance induces managers to internalize interests of

employees in pursuing profits. If this occurs in reality, we

should observe that firms with the governance structure are

significantly different from firms without the governance in

employees’ welfare; moreover, mutual benefits of share-

holders and employees are enhanced in firms with the

governance. Subsequently in ‘‘Data and Institutional

Background’’ section, we introduce a unique dataset that

we use to test the hypothesis, and we also present institu-

tional background regarding recent changes of labor mar-

ket and corporate governance development in China.

1 Blau’s model of exchange hypothesizes that there will be equiv-

alent rewards net of costs on both sides of an exchange.
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Data and Institutional Background

The Data

Our data come from a survey initiated and sponsored by the

International Finance Corporation (IFC) of the World Bank

Group, and jointly conducted by the National Bureau of

Statistics of China (NBS), and China Center for Economic

Research (CCER) of Peking University in the spring of

2006. The survey, titled ‘‘The Sustainability of the Private

Sector in China,’’ was conducted on 1268 firms in 12

Chinese cities (from north to south): Changchun, Dandong,

Chifeng, Beijing, Shijiazhuang, Xi’an, Zibo, Chongqing,

Shiyan, Wujiang, Hangzhou, and Shunde. The choice of

the 12 cities was based on the principle of representation

rather than on randomness.

The NBS was commissioned to carry out the survey. In

each city, around 100 firms were selected randomly from

the firms that had annual sales volume of more than five

million Yuan, only firms above this level does NBS include

in its database. A stratified sampling strategy was adopted to

select the sample firms. The first stratum was firm owner-

ship. Firms were divided into three categories: state-owned

enterprises, domestic private enterprises, and foreign-in-

vested enterprises. The shares of these three categories of

firms in a city were used in the sampling. The second

stratum was firm size, which also included three categories:

large, medium, and small firms. The definitions of these

three size categories were the same as those used by the

NBS in its routine statistics, which were defined by the State

Economic and Trade Commission (SETC 2003). The shares

of firms of the three size categories in a city were used in the

sampling. Using this sampling strategy, the survey obtained

a representative sample for the 12 cities, covering in total

1268 sample firms. Among them, 124 are state-owned

enterprises, 811 are domestic private enterprises, and the

remaining 333 are foreign-invested enterprises.

The local offices of China’s NBS administered a ques-

tionnaire completed by the firm managers. Training was

provided before the survey. The questionnaire was

designed by researchers in CCER. The questions related to

firms’ corporate social responsibility awareness and per-

formance in labor protection, corporate governance, quality

control, and environmental protection. There were also

questions about market conditions and external finance. In

addition, the NBS provided data for the sample firms’

employment, fixed assets, profits and taxes, and sales

income for the period of 2002–2005. In 2005, the mean of

sample firms’ employment is 743 persons, and the mean of

total sales revenue is 365 million yuan (about US$45

million). In firms of such a size, management typically

enjoys a considerable degree of autonomy.

The questionnaires were completed by the firm man-

agers. Some sections were answered by department man-

agers and others by the CEO. One could be worried about

biased self-reporting. To mitigate this concern, first the

managers were informed before the survey that information

of individual firms would be confidential to academic

researchers and would not be accessed by either govern-

ments or business agencies except for the NBS. Managers

were also informed that the data would be used only in

academic works. So, there were no specific reasons that a

certain type of firm would be inclined to give a certain

biased report. Second, at the end of each section of the

questionnaire, the survey asked the managers to estimate

the conditions in other local firms. For example, the survey

asked each firm to report whether they provided written

contracts to their employees; then it asked them to estimate

‘‘Among other local firms in your industry, is it common

for them to sign contracts with their employers? 1 = few;

2 = some; 3 = very common.’’ By aggregating and com-

paring the answers from the two sources, one can get a

rough sense on the seriousness of self-report biases. The

work done by Shen and Yao (2009) finds that answers from

different sources are generally quite consistent. Finally,

this dataset has been used by several published papers that

examine correlations between various firm aspects (e.g.,

Yao and Zhong 2013; Yang and Yao 2012; Xu and Yang

2010). If the managers have been careless in filling out the

survey questionnaires and thus the data are very noisy,

these papers (as well as this one) would not be able to find

some strong correlations that are highly consistent with

correspondent theoretical predictions. Based on these rea-

sons, we believe that the self-report biases are not a big

concern and that the data are largely reliable.

The data include detailed information of both employ-

ees’ interests and corporate governance. Before analyzing

the data, we introduce some institutional background and

present some summary statistics regarding the two aspects.

Weak Labor Protection in China

In the past two decades, dramatic changes have happened

in China’s labor market. First, the enterprise reform has

privatized most state-owned enterprises (SOEs); the private

economy grows fast which now contributes more than two-

thirds of China’s industrial value-added. This has led to a

dramatic switch from the state sector to the private sector

in urban employment. In 1988, the state sector’s share in

employment was 70 %; but in 2008, the private sector’s

share became 77 % (MLSS 2009). The other major event

was the influx of migrant workers from the countryside,

which has further changed the employment relations in

China’s urban sectors. Since 1998, an average of 8.7
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million migrant workers were added to the urban labor

force each year (NBS 2010). Migrant workers do not have

the local hukou, or residential registration, and thus are

often treated with conditions inferior to those of local

workers. Many local pension regulations, medical care

policies, and employment practices discriminate against

migrant workers. For this reason, companies often use

migrant workers instead of local workers.

Accompanying those dramatic changes was a period of

informalization (or casualization) of the workplace. ‘‘In-

formalization’’ refers to the phenomenon of substituting

informal employment, such as temporary, seasonal, casual,

and part-time or hourly paid work, for formal employment.

Between the mid-1990s and mid-2000s when SOE priva-

tization was at its highest point, policy makers and aca-

demics advocated for informal employment as an effective

way to absorb laid-off workers (Cooke 2011). However,

not having been effectively regulated by law, informal-

ization of employment relations has weakened labor pro-

tection of both informal and regular workers (Friedman and

Lee 2010).

In the past decade, there have been mounting sponta-

neous worker protests in China, including wildcat strikes

(such as the strike in one of the Honda subsidiaries in

2010), sit-ins in foreign-owned factories, and street protests

by laid-off workers. According to statistics from the Min-

istry of Public Security, the number of ‘‘mass incidents’’

rose dramatically, from 15,000 in 1990 to 74,000 in 2007.

Even more serious labor issues have occurred in recent

years, in particular the seventeen consecutive suicides at

Foxconn, one of the world’s largest original equipment

electronics manufacturers, with major clients such as

Apple.

Under such an environment, firms have large discretion

in deciding the payments and treatment toward employees,

with violation of Labor Law being common. The Labor

Law has detailed stipulations on regular working hours,

overtime, and wage payments for overtime. For example,

Article 36 stipulates that regular working hours should not

be more than 8 h a day and 44 h a week. Article 41 stip-

ulates that overtime normally should not exceed 1 h a day;

under special circumstances when production is urgent,

overtime can be extended to 3 h a day, but should not

exceed 36 h a month. Despite these stipulations, large

variations exist in the sample firms’ actual practices. The

lowest average hourly wage paid by the sample firms for

blue-collar workers2 is merely 1.19 yuan. The highest, in

contrast, reaches 51.25 yuan, while the average hourly pay

is 5.90 yuan. The dataset also include information of

monthly working hours. The average working hours is

181 h. However, the most demanding firm asks its

employees to work for 336 h a month, or more than 80 h a

week.3 In contrast, the lowest requirement is just 80 h of

work in a month.4

These analyses suggest how weak external labor market

in China has disciplined internal employee relations. On

such a market, it is easier for firms to expropriate

employees’ interests. But, it is also less costly to implement

the ‘‘efficiency wage’’ approach. If employees are treated

better in a firm, they are likely to work harder; as they

know the bad situation and low payment practices that exist

in other firms should they leave. In this paper, we examine

whether corporate governance can induce managers to

pursue such a policy.

Corporate Governance of Chinese Non-listed Firms

Along with its large scale of privatization process and its

efforts to develop modern financial markets, China has

made significant strides in improving its corporate gover-

nance standard. Since the early 2000s, related government

agencies have issued various laws, rules, and regulations;

among them the most notable is the 2002 Code of Cor-

porate Governance for Listed Companies. Almost all of

those laws regulate listed companies or companies

preparing to go public. For a more detailed introduction of

the reform, readers can refer to a survey by the Centre for

Market Financial Integrity Institute (CFA Institute 2007) or

one by the Organization for Economic Co-operation and

Development (OECD 2006).

Yet, except for 56 firms, most of our sample firms are

non-listed companies. Although non-listed firms constitute

the majority of Chinese firms, we know relative little about

their business and governance practices. In particular, we

are aware of few literatures quantitatively describing their

governance adoptions. Below, we highlight several features

regarding these firms’ external and internal governance,

which are far from being comprehensive. To begin with,

Chinese non-listed firms face almost no external takeover

2 The survey asked managers about the average monthly wages of

white-collar and blue-collar workers and their monthly working

hours. We obtain average hourly wages by dividing average monthly

wages by monthly working hours. In this paper, we only report the

wages and working hours of the blue-collar workers because they

consist of the bulk of the employees. The average wage of blue-collar

Footnote 2 continued

workers and that of white-collar workers are highly correlated. Their

correlation is 76.4 %, with 1232 observations and at the 1 % signif-

icance level.
3 This high number is not abnormal. Chan and Siu (2010) conducted

a survey in 2006 in a toy factory and a garment factory that provided

supplies to Wal-Mart Stores Inc. and found that the average monthly

working hours of their sample workers were 302 h.
4 This is a smelting plant in Jining. It is not like an idle plant because

its monthly wage is 900 yuan per worker, which is 85 % of the

average monthly wage in the sample.
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threats because of an underdeveloped market for corporate

control in China. Neither are institutional investors or a

stock price boost a concern for these firms, unlike public

firms.

These firms’ internal governance practice is mainly sub-

ject to the Company Law of the People’s Republic of China,

which was issued in 1993 and revised in 1999 and again in

2004. Compared with the number of regulations for gover-

nance of Chinese public firms, the number for non-listed

firms is very limited. Furthermore, as in the case of China’s

Labor Law, despite detailed stipulations in Company Law on

governance establishment, Chinese companies may not obey

them because the legal enforcement is weak. For example,

Article 45 stipulates that ‘‘limited liability companies should

set up a board of directors, which consists of three to thirteen

members.’’ In our sample, we can identify 511 firms orga-

nized in the business form of limited liability. Among them,

378 (74 %) have set up a board of directors, and 133 (26 %)

have not. This proportion echoes comments in several

related reports (e.g., Liu 2006) that, China started its gov-

ernance reform in an environment where most important

elements characterizing a sound institutional infrastructure

(e.g., well-defined legal system, efficient regulatory agen-

cies, and rigorous law enforcement) are missing.

However, a limited number of stipulations and weak

enforcement do not imply that Chinese non-listed firms try

to avoid setting up internal governance. Comparing gov-

ernance of non-listed firms in Europe and in the United

States, McCahery and Vermeulen (2008) suggest that the

lack of a specific legal regime governing close corporations

does not matter, as firms are able to modify and adapt their

governance structures sufficiently.5 Similarly, Chinese non-

listed firms have their own incentives to develop internal

governance. A survey of IFC noted that, as Chinese busi-

nessmen seek not just domestic leadership but global giants

in their business, a growing number of them show will-

ingness and desire to improve their governance practices to

attract international investors (IFC 2005). Furthermore,

based on findings from the same data with this paper, Zhong

(2015)6 claims that depending on the level of agency

problems, corporate finance features, exposure to foreign

products market, manager education level, and employees’

power, the payoffs of governance adoption are different for

sample firms that determine their observable governance set

up.

The survey contains information of 19 governance

structures that are all binomial variables. They all favor

protecting investors and reducing managers’ discretion.

Detailed definitions of the 19 structures are introduced in

Table 1. They are divided into four categories, namely,

information disclosure and financial transparency (Panel

1-1), formalization of the CEO’s contract (Panel 1-2), a

board of directors and its functioning (Panel 1-3), and a

firm charter and its contents (Panel 1-4). In ‘‘Findings’’

section, we find that different kinds of governance struc-

tures have different relationships with indicators of

employees’ interests. It is noteworthy that all these struc-

tures are not set up to enhance employees’ power or wel-

fare, unlike governance such as the numbers of employee

representatives in the board or directors. Thus, it is inter-

esting to find strong correlations between these structures

and employees’ interests.

Columns 1 and 2 of Table 2 further report the number of

observations and the mean value of these measures. The

presence of various governance structures varies signifi-

cantly. For example, 89 % of sample firms have a firm

charter, whereas only 40 % of them have set a specified

length on their CEO’s contract. This finding confirms that,

as on the decision of paying employees, sample firms have

large discretions on establishing governance structures.

Shen and Yao (2009, Chap. 7) and Zhong (2015) provide

more detailed descriptions of sample firms’ governance

structures from the perspectives of ownership, size, region,

and so forth.

Findings

In this section, we present major empirical findings

regarding the relationship between the 19 governance

structures and the 21 indicators of employees’ interests. We

compare the mean of ‘‘With the Governance’’ group with

that of ‘‘Without the Governance’’ group on employees’

interests, focusing on whether the differences are statisti-

cally significant. We rely on basic summary statistics,

rather than on regression analyses. This reliance is for two

reasons. First, our analyses are based on more than 1100

correlations that are to be presented in Tables 2, 3, 4, and 5.

Much more space is needed should they be presented in

regressions. Second, in previous versions of this paper, we

have conducted hundreds of regressions with a rich set of

specifications and have found very robust effects of gov-

ernance structures on employees’ interests. For statistical

5 They argue that corporate law in Europe makes it more difficult and

costly for ‘‘close corporations’’—a smaller corporation whose share-

holders and directors are able to operate much like a partnership—to

avoid onerous legal requirements as compared to the United States.

But they continue to argue that the proliferation of close corporations

suggests that ultimately, firms are able to sidestep these difficulties

with relative ease so that corporate law is, in this context, trivial (p.

32).
6 Zhong (2015) presents and tests seven hypotheses regarding the

differences of governance between domestic private firms (DPEs) that

were transformed from SOEs and DPEs that have not experienced

privatization, thereby providing detailed discussions on the factors

affecting governance development of Chinese non-listed firms.
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significance (i.e., ignore the estimated magnitude), the

findings from simple methods of comparing group means

and those from sophisticated econometric models are lar-

gely similar. Interested readers are welcome to check the

consistency.7

Distribution of Increased Wealth

The testing on the major hypothesis includes five parts. To

start, we examine whether and how corporate governance

affects firms’ distribution of increased wealth, that is, total

sales revenues. Clarkson (1995) argues that ‘‘The economic

and social purpose of the corporation is to create and dis-

tribute increased wealth and value to all its primary

stakeholder groups, without favoring one group at the

expense of others’’ (p. 112). He continues by writing that

‘‘managers are accountable for fulfilling the firm’s

responsibilities to its primary stakeholder groups. This

means that managers must resolve the inevitable conflicts

between primary stakeholder groups over the distribution

of the increased wealth created by the corporation’’ (p.

112).

In the spirit of these words, we study three shares in the

total sales, namely, Wage/Sale, Welfare/Sale, and Pre-tax

profit/Sale. Wage is the total wage expenditure of the year,

including salaries, bonuses, and overtime payments. Wel-

fare includes not only total wage, but also welfare expen-

ditures. The latter is money spent for supporting collective

employee facilities such as a clinic, a pubic bath, or a

library in the factory; for special supports for needy fam-

ilies; and for purchasing holiday welfare benefits for

employees. Pre-tax profit is the sum of total profits and

total taxes. For the sample firms, the mean of Wage/Sale,

Welfare/Sale, and Pre-tax profit/Sale is 7.0, 7.9, and 7.6 %,

respectively.

The means of the three shares of the two groups are

reported in columns 3–5 and 9–11 in Table 2. First, the

Table 1 Definition of corporate governance measures

Takes value 1 if …

Panel 1-1 information disclosure and financial transparency

External_audit (0,1) The firm hires external auditors

Balance_sheet (0,1) The firm provides shareholders with an audited financial balance sheet

Regular_report (0,1) The firm regularly reports to shareholders on important operating and

strategic decisions

Risk_disclosure (0,1) The firm regularly estimates the potential large risks, informs shareholders,

and takes proper actions

Share_conference (0,1) The firm holds a shareholders conference at least once a year

Panel 1-2 CEO contract

CEO_contract (0,1) The company signs a written contract with its CEO

CEO_tenure (0,1) The length of the CEO’s contract is specified

Panel 1-3 board and its functioning

Board of directors (0,1) The firm sets up a board

(The following three variables have values

conditional on a board being set up.)

One_share_one_vote (0,1) The voting rule taken by the board is one share one vote, and value 0 if the

rule is one shareholder one vote

Veto (0,1) The largest shareholder has the veto right

Board_conference The firm holds a board conference at least once a year

Panel 1-4 firm charter and its contents

Charter (0,1) The firm has a charter

(1) Decision processes Conditional on a firm having a firm charter, these dummies indicate whether

the charter contains the following aspects (1_Yes, 0_No): (1) decision

processes; (2) internal transactions (e.g., shares transfer); (3) information

disclosure; (4) profit allocation; (5) financial management; (6) manager

assignment; (7) ways of dispute resolution

(2) Internal transactions

(3) Information disclosure

(4) Profit allocation

(5) Financial management

(6) Managers assignment

(7) Dispute resolution

7 Here is the website of a previous version: http://www.lepp.zju.edu.

cn/upload/2013-05/13053119175200.pdf.
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presence of eight governance structures is strongly related

to a lower share of total wage and share of total welfare

expenditures. Among them, Regular_report, Risk_disclo-

sure, Share_conference, Board of directors, and Informa-

tion_disclosures are all structures enhancing information

disclosure to shareholders; Veto directly enhances the

power of the largest shareholders. Next, the presence of

four governance structures is significantly related to higher

pre-tax profitability. In particular, Regular_report and

Risk_disclosure are associated with an 1 % reduction in the

share of total welfare expenditures and with an increase in

profitability of almost the same amount. These results

suggest that, when forced to provide shareholders with

adequate information or when the blockholders have big

power, managers tend to adjust the share of sales revenue

distributed to employees downward, thereby retaining

more profits for shareholders.

Key Employee Interests

Next, we want to break down the governance effects on the

share of wage in sales by examining hourly wage and

working hours. Unlike share of wage in sales, hourly wage

or monthly wage is directly evaluated by workers. Equity

theory in social psychology (i.e., Adams 1963) indicates

that workers have a conception of a fair wage; if their

actual wage falls short of their fair wage, they withdraw

their efforts. ‘‘When people do not get what they deserve,

they try to get even,’’ write Akerlof and Yellen (1990,

p. 256). We examine here whether governance affects

Hourly wages and Monthly working hours, two indicators

introduced previously in ‘‘Weak Labor Protection in

China’’ section to highlight the large variation of sample

firms’ treatment of employees. We also include the

occurrence of Wage arrears that happened in the firm in

recent years. Wage arrears are common in China’s labor

markets, especially for migrant workers, and often lead to

open street protests. To avoid protests, the government

pays strong attention to wage arrears. China’s former

Premier Wen Jiabao even personally helped a female

worker get her back wages.

The comparisons are presented in column 6–8 and

12–14 in Table 2. On 11 governance structures, firms with

the governance pay higher hourly wage; seven structures

are related to significantly less working hours in a month;

furthermore, the presence of seven structures reduces the

chance of wage arrears significantly. On the contrary, the

largest shareholder having veto right (Veto) and firm

charter containing specific provisions of Profit allocation

are related to longer monthly working hours.

Together with previous findings on sales revenue dis-

tribution, these results suggest that (1) for most of the

governance structures examined, firms with the governance

pay workers a higher hourly wage, and meanwhile the

firms reduce working hours and wage arrears. Considering

the weak external regulations of China’s labor market,

these results suggest that employees’ interests are

improved by the presence of these governance structures.

(2) These improvements are in line with the principle of

‘‘efficiency wage;’’ specifically, to pay employees higher

and on time can probably increase employees’ willingness

to work harder and to reduce working hours is also a way to

enhance efficiency. (3) Although the hourly wage is

increased, the working hours are reduced, which causes a

decline in the share of total wage in sales revenue and a

boost in profitability. In brief, these results present evi-

dence that these governance structures are inducing man-

agers to pursue common interests of both the shareholders

and the primary stakeholders by adjusting wage rate,

working hours, and distribution of sales revenue toward the

optimal point, thus supporting the hypothesis of this paper.

Meanwhile, we also find that the presence of Veto right

does not generate the efficiency wage. Firms with the Veto

right distribute significantly lower share of sales revenue to

employees, nevertheless, they do not obtain higher prof-

itability. These results seem to indicate adverse effects of

superpower of blockholders not only for stakeholders but

also for themselves.

Training

Training expenditures are a special kind of investment

decision. For employees, training improves their skills,

their knowledge, or, in general, their human capital. For

shareholders, training can improve labor productivity and

raise profitability if the costs of training are smaller than

benefits. Some studies (e.g., Bontis and Serenko 2007)

indicate that successful organizations constantly enhance

employee capability, job satisfaction, and commitment

through a variety of training and development programs.

More important, Clarkson (1995) argues that claimed rights

or interests of stakeholders are ‘‘the result of transactions

with, or actions taken by, the corporation’’ (p. 106). Pro-

viding employees with the basis of the ‘‘stakes,’’ training

investments are such kind of actions that managers can take

to strengthen stakeholders’ claimed rights. If our hypoth-

esis is correct, we expect to find that firms with sound

corporate governance spend more on training for their

employees.

We employ four measures of trainings. They include (1)

whether a firm has A training plan (0, 1), (2) whether it

organizes Pre-post training (0, 1) to enhance workplace

safety, (3) the No. of trainings organized annually, and (4)

Training fees that are the answers received from the

question about a firm’s share of training expenditures in its

sales, with 1–4 indicating below 0.1, 0.1–0.2, 0.3–0.5, and
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above 0.5 %, respectively. Moreover, we include the Ac-

cident rate that is the workplace per-thousand-worker

accident rates. This addition is to see whether the training

is at a basic level aimed at avoiding accidents or is at a

more advanced level.

The results are reported in columns 1–5 and 8–12 in

Table 3. The differences of the two groups on training are

very obvious, especially on the measure of having A

training plan and the share of Training fees in total sales.

In contrast, no single result shows that firms without certain

governance perform significantly better on training than

firms with governance. If the board of directors employs

the One share one vote rule, the firm has a much smaller

No. of trainings organized annually; but this result is only

marginally significant. Moreover, there are few results on

the differences of Accident rate, which indicates that more

training organized by firms with these governance struc-

tures are not just for workplace safety concerns. These

findings present quite strong evidence that governance

induces managers to put much more emphasis on training,

supporting our hypothesis that governance promotes com-

mon interests.

Average Tenures

One major benefit of managers’ focusing on common

interests rather than only on shareholders’ interests is to

keep stakeholders’ continual participation or to avoid

stakeholders’ withdrawing from the current stakeholder

relationships. High turnover rates of employees usually

significantly increase firms’ operation costs because finding

suitable new workers and training them are often costly. On

the contrary, employees’ expectations of long-term par-

ticipation in a firm would encourage them to make firm-

specific investments. To measure the continual participa-

tion, we use the average tenures of workers and clerks. In

sample firms, the mean of an average worker’s tenure is

6.3 years and that of a clerk’s is 7.1 years.

The comparisons of group means are reported in col-

umns 6–7 and 13–14 in Table 3. The correlations between

corporate governance and average tenures are mixed. On

five governance structures, firms with the governance have

longer tenures. But on four governance structures, includ-

ing Veto, Share_conference, Profit allocation, and Charter,

firms without the governance have longer tenures. Recall

previous findings that both Veto and Share_conference,

which enhance shareholders’ power, are related to lower

shares of wage and welfare expenditures in total sales

revenues. And then recall that both Veto and provisions of

Profit allocation being included in the firm charter, which

strongly restrict managerial discretion, are related to longer

workers’ monthly working hours. One tentative conclusion

we may reach is that, if shareholders are too powerful and

hence managers do not have enough discretion, employees’

interests could be hurt, which results in a larger chance of

them quitting and thereby ending the current stakeholder

relationships. In the following analyses, we find more

negative impacts of Veto on employees’ interests.

Fringe Benefits

Finally, we examine some fringe benefits such as the

coverage of various kinds of insurance and severance

benefits. Some standard compensation wage theories (e.g.,

Rosen 1986) predict that workers will match the mix of

wages and fringe benefits with their preference in their

decisions on job choices and labor supply, indicating that

fringe benefits also affect employees’ participation in the

stakeholder relationships. So, if our hypothesis is correct,

we expect to find that firms with certain governance pro-

vide employees with better fringe benefits.

We examine the following eight measures. Pension

Coverage, Accident Insurance, government-sponsored

Medical Insurance, and Unemployment Insurance are all

variables whose values range from 1 to 5, representing the

coverage of less than 20 , 20–40, 40–60, 60–80, and

80–100 %, respectively. Severance payment is reported as

a share of monthly salary, with 1–4 denoting, respectively,

0–20, 20–50, 50–100, and over 100 %. Time of Advance

informing is reported on the following scale: 1–1 week,

2–2 weeks, 3–1 month, and 4–more than 1 month. Finally,

we include the existence of A Canteen and A Clinic in the

firm.

The comparisons are reported in Table 4, strongly sup-

porting our hypothesis. On most of the 19 structures, firms

with the governance provide significantly better fringe

benefits. However, if the largest shareholder holds the Veto

right, the firm significantly cuts down the coverage of

various insurance and has a lower chance of setting up a

clinic. Profit allocation is also negatively related to A

Clinic. Furthermore, the board of directors employing the

One share one vote rule significantly reduces the chance of

setting up a canteen.

Discussion: How Does Corporate Governance
Function?

The previous results present quite strong evidence that

corporate governance is strongly associated with both

employees’ interests and firm profitability. The positive

results are mainly from governance that enhances infor-

mation disclosure (i.e., those included in Panel 1-1 in

Table 1) and from governance that enhances formalization

of the CEO’s contract (i.e., Panel 1-2) and the firm charter

(i.e., Panel 1-4). On the contrary, Veto is strongly related to
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worse employees’ interests and lower average tenures but

not to higher profitability. Based on these results, we pro-

vide some additional discussions here on two specific

channels through which most of the corporate governance

that we examine in this study leads to enhanced common

interests of both shareholders and employees. One is

through preventing managers from pursuing cupidity. The

other is through employees’ collective opinions being

formed and transmitted. We do admit, however, that our

explorations on the specific channels are very preliminary

and are limited by both our data and the space of this paper.

Public Policy and Private Cupidity

Part of our previous test is to see whether corporate gov-

ernance affects distribution of increased wealth. Regarding

this point, Berle and Means (1932) argue that managers

should become ‘‘a purely neutral technocracy, balancing a

variety of claims by various groups in the community and

assigning to each a portion of the income stream on the

basis of public policy rather than private cupidity’’ (p. 356).

Corporate governance such as a firm charter containing

detailed provisions clearly defines the ‘‘public policy.’’

Governance structures with respect to information disclo-

sure and financial transparency further guarantee the

‘‘public policy’’ is well implemented. Hence, these struc-

tures prevent managers from pursuing ‘‘private cupidity’’

and induce them to balance ‘‘a variety of claims.’’

It is well documented that entrenched managers pursue

private benefits at the expense of firm profitability. For

example, Jensen and Meckling (1976) suggest that man-

agers are building an empire in sales volume. A larger

size would bring managers more power, a higher repu-

tation, and a bigger influence on the production markets,

but it would also take the firm away from the point of

maximized profitability. Moreover, entrenched managers

may spend more money on advertisement or on building

up market power, which involves less money being

allocated to employees’ interests. To check whether these

arguments explain the effects of governance on both

profitability and employee interests, we examine the

sample firms’ growth rates from 2002–2005 in five

operating aspects. They include employment, fixed assets,

EBT (earnings before tax, or the sum of profits and

taxes), sales income, and total welfare expenditures. We

study growth rates, which are the values in 2005 divided

by those in 2002.

The results are reported in columns 1–3 and 7–9 of

Table 5. They show that some governance structures of

information disclosure and firm charter are related to lower

sales growth, higher growth of profits, and higher growth

of total welfare expenditures. There are few results on the

growth rates of fixed asset and employment, which are not

reported here for the sake of space. These findings suggest

that managers in firms without these governance structures

are likely to pursue personal objectives by expanding the

size of their business through sales, which hurts both profits

and employee welfare expenditures, whereas a firm charter

with detailed provisions and adequate information disclo-

sure prevents managers from doing so.

Collective Voice

Given the pluralist nature of stakeholder problems, they are

best addressed dialogically. As such, Calton and Payne

(2003) advocate multistakeholder dialog as a means to

cope with the paradox of interdependent relations. Specific

to the primary stakeholders of employees, Freeman and

Lazear (1994) show that institutional arrangements such as

the supervisory board and workers councils enhance the

efficiency of German firms by permitting the flows of

communications between management and workers. Fol-

lowing our theoretical discussions in ‘‘Reviews of Related

Theoretical Discussions’’ section, the collective voice of

workers being easily communicated to management would

largely facilitate the searching process of the ‘‘efficiency

wage.’’ Thus, one channel through which corporate gov-

ernance may enhance common interests is that of facili-

tating the collective option of employees being formed and

transmitted.

To check this idea, we examine the relationships

between corporate governance with the dummy indicating

the existence of Collective bargaining. Freeman and Evan

(1990) argue that the ‘‘right to bargain’’ is implicit in the

stakeholder theory of the firm. In developed economies,

collective bargaining is viewed as the most important way

to increase workers’ wages (e.g., Blair and Crawford

1984). In China, the latest version of the Labor Contract

Law stipulates, ‘‘The employees of an enterprise may get

together as a party to negotiate with their employer to

conclude a collective contract on the matters of remuner-

ation, working hours, breaks, vacations, work safety and

hygiene, insurance, benefits, etc. The draft of the collective

contract shall be presented to the general assembly of

employees or all the employees for discussion and

approval’’ (Article 51), and ‘‘The labor union shall assist

and direct the employees when they conclude with the

employers and fulfill labor contracts and establish a col-

lective negotiation mechanism with the employers so as to

maintain the lawful rights and interests of the employees’’

(Article 6). In reality, management has begun to settle

work-related issues through collective bargaining, and

wage negotiations have created a greater degree of

immediate interest among workers (Lee 2009). For exam-

ple, Chan (2009) documents tangible fruits that have been

gained in the collective bargaining process, although
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collective bargaining often just reiterates the minimum

standards promised by law.

In sample firms, 53 % have collective bargaining.

Columns 4 and 10 in Table 5 show that nine governance

structures are significantly related to a higher chance of

Collective bargaining being allowed. They include Ways

of dispute solving being contained in the firm charter and a

Board of directors and the board holding a conference at

least once a year (Board_conference). These governance

structures possibly provide an outlet for employees to

express their collective voice.

Future Avenues of Inquiry: Power Structure

By and large, corporate governance reflects how power is

allocated inside a firm (Zingales 1998). So, the power struc-

ture of a firm should be an important determinant for its

corporate governance and is a fundamental factor affecting

the relationships between corporate governance and

employees’ interests. The relationship between power struc-

ture and corporate governance is already mentioned in the

literature. For example, Gray andWood (1991) note the need

to illuminate the ‘‘power dynamics’’ that affect the formation

of rules and the distribution of gains within a network of

stakeholders. Furthermore, Calton and Lad (1995) argue that,

to build up trust among the stakeholder network participants,

‘‘an equitable resolution of the problem of unequal power’’ is

required. A detailed discussion on this issue is far beyond the

scope of this paper. Here at the end of this paper, we present

some preliminary discussion and evidence. Hopefully, they

carry some implications for future study.

With regard to the power structure, first, columns 5 and

11 of Table 5 examine the relationships between gover-

nance structures and the Number of Blockholders who hold

more than 10 % of the company shares. The measure is

positively correlated with the presence of 13 governance

structures. The rationale behind the strong correlations is

probably that more large shareholders cause a bigger free

rider problem for monitoring managers, which requires a

higher level of governance being set up.

Apart from shareholders’ power, we could also fairly

assume that employee power is likely to affect the evolu-

tion of corporate governance. To the best of our knowl-

edge, existing related evidence is mainly from Germany.

For example, it is found by Jackson et al. (2004) that,

employee representation in governance bodies such as the

board of directors improves the quality of accounting

documents and fiscal transparency. To check the relation-

ship between employee power and governance in our

sample, we employ a dummy indicating the presence of a

labor union (Unionization). A trade union is one of the

‘‘institutions that have evolved to represent and further theT
a
b
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interests of stakeholders,’’ and it has worked to reduce the

‘‘information asymmetry’’ existing between managers and

stakeholders (Hill and Jones 1992, pp. 140–141). Recent

empirical studies, such as Lu et al. (2010), Yao and Zhong

(2013), and Ge (2014), all find that Chinese unions have a

significant effect on improving workers’ welfare; and some

case studies, such as Zhang (2009), find that Chinese

workers do use unions for their own gains. Thus the

presence of a union indicates stronger employee power in

Chinese firms. Columns 6 and 12 in Table 5 shows that

Unionization is significantly associated with the presence

of 11 governance structures; on the contrary, a firm with

the largest shareholder’s Veto right has a significantly

lower chance of Unionization. These results echo words of

Becht et al. (2003) that ‘‘sharing control with employees

can be achieved by letting employees participate in share

ownership of the company, by giving them board repre-

sentation, or by strengthening their bargaining power

through, say, increased unionization’’ (p. 29).

Taken together, results of Number of Blockholders and

Unionization provide two indications. First, powerful

employees are likely to, for their own sake, promote infor-

mation disclosure and formalization. Second, in these non-

listed firms, large shareholders’ absolute power weakens

employees’ power, whereas relatively more dispersed own-

ership facilitates the set up of governance that enhances

employees’ interests.8 The latter statement, if extended, is

related to some previous arguments, such as the integration of

ethical concerns into management decisions can be achieved

with the help of communication among stakeholders in

undistorted conditions (Shrivastava 1986). One tentative

conclusion we may draw, which ends this paper, is that

managers aremore likely to enhance common interests of both

shareholders and employees in firms with a more balanced

power structure.
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