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synthetize these results and develop a research agenda that proposes how AEM corporate governance research
should extend (but not ignore) agency theory, how AEM research about firm effects of corporate governance
could take a stakeholder-oriented perspective, and how research could utilize the AEM institutional context to

model contingency factors and extend our theoretical understanding of corporate governance.

1. Introduction

Recent corporate scandals in Asian emerging markets (AEMs) such
as the expropriation of minority shareholders in Chinese companies like
Meierya or Snjiu (Bai, Liu, Lu, Song, & Zhang, 2004) or the Satyam
scandal, one of the largest fraud cases in India (Chen, Li, & Shapiro,
2010), indicate the need for effective control mechanisms in AEMs’
business systems. These scandals cost shareholders a lot of money,
employees their jobs, and states large amounts of tax revenues. In to-
day’s global world, these scandals do not only matter to the Asian
economies but also frighten Western regulators and corporations who
increasingly invest in AEMs (Globerman, Peng, & Shapiro, 2011). Re-
searchers agree that improvements in firm-level corporate governance
can help to avoid such scandals (e.g., Aguilera, Florackis, & Kim, 2016;
Kang, Cheng, & Gray, 2007). Nevertheless, international corporate
governance research has shown that the efficacy of corporate govern-
ance mechanisms significantly depends on the institutional environ-
ment (Aguilera & Jackson, 2010; Filatotchev, Jackson, & Nakajima,
2013; Oehmichen, Schrapp, & Wolff, 2017). As the institutional en-
vironment in AEMs is unique (institutions are weaker, more dynamic
and more diverse than in Western countries), research might be able to
learn unique things about corporate governance when looking at the
AEM context.

The goal of this review is to systemize our current knowledge in this
emerging field of research. This review analyses and synthesizes the
extant knowledge about characteristics of the two major firm-internal
corporate governance actors, namely owners and board members
(Denis & McConnell, 2003), their consequential effects on firm-level
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outcomes, and potential contingency factors shaping these mechanisms
in the AEM context. Specifically, this study will answer the following
questions: What do we know about characteristics of internal corporate
governance actors in AEMs, their impact on firm-level outcomes, and
contingency factors? Which questions do researchers have to answer to
extend our knowledge about these characteristics and their underlying
mechanisms, outcomes, and contingency factors, specifically in AEMs
as well as globally? Thereby, AEMs represent a relevant research object
because of their economic weight. For instance, Asia is the world’s most
populated region (Barkema, Chen, George, Luo, & Tsui, 2015), and
China is the second largest economy in GDP attracting most foreign
direct investment (Witt & Redding, 2014).

AEMs exhibit a unique institutional setting of weak formal institu-
tions, diverse institutions, and an institutional dynamism. This unique
setting is the result of pairing the focus on emerging markets, defined as
“low-income, rapid-growth countries using economic liberalization as
their primary engine of growth” (Hoskisson, Eden, Lau, & Wright, 2000,
p. 249) and the focus on the Asian region that is characterized by a
great diversity in cultural, philosophic, and religious traditions
(Barkema et al., 2015). These institutional particularities of AEMs allow
researchers to advance the theoretical understanding of corporate
governance in three dimensions. First, the institutional void context of
AEMs with failing market mechanisms reveals tasks of corporate gov-
ernance actors beyond agency cost reduction. Hence, this study pro-
poses how to extend principles of agency theory in corporate govern-
ance research.

Second, this study uncovers a disconnect between firm-level out-
comes used in the majority of empirical studies and outcomes of
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relevance that appropriately consider the institutional context. As
failing market mechanisms and regulatory dynamics make me question
the dominance of shareholder value, I am proposing how a stakeholder-
oriented perspective adds to firm-level effects of corporate governance
in AEMs.

Third, the institutional diversity of AEMs offers the possibility to
shed more light into unclear mechanisms of corporate governance
characteristics. I outline how sociological concepts such as country-
level elite structures help identify relevant contingency factors and
understand ambiguous results.

In summary, this review contributes to corporate governance re-
search by extending knowledge gained from prior corporate governance
reviews that either only focus on an U.S./U.K. context (e.g. Gillan,
2006) or have a global focus (Aguilera& Jackson, 2010;
Denis & McConnell,2003) and thus miss to explore institutional parti-
cularities of a specific region. My focus on corporate governance sys-
tems in AEMs represents a middle ground between generating specia-
lized knowledge about country-specific particularities and generalized
knowledge about universal mechanisms and their interdependencies
with institutional contingency factors.

2. Corporate governance in AEMs - a literature review

Corporate governance literature on Western countries identified
boards and shareholders as the key internal corporate governance ac-
tors (Denis & McConnell, 2003). They own the company, bear the risk
and responsibility of all major corporate decisions, and serve as link
between the firm and all its stakeholders. Researchers have shown how
these owners and boards affect firm-level decisions and outcomes such
as executive compensation (e.g., Devers, McNamara,
Wiseman, & Arrfelt, 2008; Hiittenbrink, Oehmichen, Rapp, & Wolff,
2014), organizational learning (e.g., Heyden, Oehmichen,
Nichting, & Volberda, 2015; Kim, Kim,& Lee, 2008; Oehmichen,
Heyden, Georgakakis, & Volberda, 2017), strategic decisions (e.g.,
Kavadis & Castaner, 2014; Oehmichen, Schrapp et al., 2017), and firm
performance (e.g., Chaganti & Damanpour, 1991; Oehmichen, Braun,
Wolff, & Yoshikawa, 2017). Nevertheless, the efficacy of specific board
and owner characteristics in an AEM context is still an emerging field of
research. The following section reviews, what we know about these two
corporate governance actors in the AEM context. After briefly in-
troducing the institutional context, I systemize recent research about
characteristics of boards and owners in AEMs, their effects on firm-level
outcomes, and the current knowledge about contingency factors that
shape the effectiveness of AEMs corporate governance mechanisms.’
The review covers the AEM countries China, India, Indonesia, Malaysia,
Thailand, and the Philippines.

2.1. Institutional context of AEMs

By definition, emerging markets are countries with weak formal in-
stitutions due to their reduced market effectiveness (Khanna & Palepu,
1997) and dynamic institutions due to ongoing development of regula-
tions (Hoskisson, Wright, Filatotchev, & Peng, 2013) and rapid growth-
rates (Young, Peng, Ahlstrom, Bruton, & Jiang, 2008). Additionally,
Asia exhibits a great diversity in informal institutions such as cultural,
philosophic and religious traditions (Barkema et al., 2015).

1 I included studies published in journals listed in the Social Sciences Citation Index
(SSCI). However, to avoid an unbalanced sample of studies, I only considered the most
prestigious journals for studies of the Chinese context. Prestige of the journal was assessed
based on impact factors; nevertheless all articles with a Chinese context were checked for
new insights and added to the review when they provide new insights, disregarding the
impact factor of their journal. On the other hand, I allowed journals that are not listed in
the SSCI for the Philippines.
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2.1.1. Weak formal institutions

AEMs are characterized by (1) weak law enforcement, (2) restricted
managerial labor markets, and (3) limited capital markets. Weak formal
institutions do not imply an absence of law but rather weakly enforced
rules and people distrusting their efficacy (Young et al., 2008). Despite
high quality accounting standards (e.g. in China, Witt & Redding,
2014), corporate governance codes (e.g. in the Philippines, Kondo,
2014), and awards for good governance (e.g. in Thailand,
Suehiro & Wailerdsak Yabushity, 2014) AMEs lack institutionalized
trust and law enforcement (Rajagopalan & Zhang, 2008) with courts
having backlogs of thousands of cases (Saez, 2014) and corrupt judges
(Kondo, 2014). Additionally, firms in AEMs face managerial labor
market constraints because a lack of trust in externally hired profes-
sionals hinders filling executive positions. Most executive teams consist
of family members and friends rather than professional managers
(Kondo, 2014; Rosser, 2014; Suehiro & Wailerdsak Yabushity, 2014).
Finally, weak institutions limit capital market access. Although all
AEMs offer hypothetical access to equity via national stock exchanges,
most capital has to be raised from banks instead of stock markets (Saez,
2014).

2.1.2. Dynamic institutions

AEMs are characterized by superior growth rates (Young et al.,
2008) and severe economic shocks such as the Asian financial crisis (see
e.g., Mitton, 2002). This economic volatility is accompanied by (1)
political developments and (2) the ongoing globalization:

The political development in AEMs is characterized by privatization
(Young et al., 2008) and political instability. China for instance re-
cognized privatization as an instrument to increase effectiveness and
competitiveness of state-owned companies (Mar & Young, 2001). Ad-
ditionally, the entire region exhibits strong political instability as for
instance the latest political developments in Thailand (Hoskisson et al.,
2013) indicate. Continuously changing politico-economic agendas re-
duce firms’ trust in institution, lead to short-term business orientation,
and thus undermine economic impact of regulatory improvements.
Furthermore, due to the ongoing globalization, global capital meets local
tradition in AEMs (Ahmadjian, 2014). Foreign investors might hence
force local governments to adapt the regulatory environment and for
instance introduce corporate governance or stewardship codes.

2.1.3. Diverse informal institutions

AEMs are characterized by a great institutional variety primarily
grounded in the variety of religious and philosophic traditions such as
Confucianism, Buddhism, Catholicism, the Islam, legalism, and mili-
tarism (Barkema et al.,, 2015). Affiliations to castes (Chen,
Chittoor, & Vissa, 2015), Catholicism-based importance of families
(Kondo, 2014), or the special role of Bumiputra (indigenous Malays) in
Malaysia (Johnson & Mitton, 2003) are significant drivers for differ-
ences in social identity.

Furthermore, the identity and role of societal elites differ between
AEM countries. In China, they primarily consist of government officials
and their children (Witt & Redding, 2014). In India and Indonesia, the
elite consists of politically well-connected family firm members. Their
influence is largely based on strong ties to politics (Rosser, 2014; Saez,
2014), but not on inter-firm connections which could create a coun-
tervailing economic power. In Malaysia, owner-entrepreneurs form an
elite whose success also primarily relies on good relationships to poli-
ticians (Carney & Andriesse, 2014). Thailand’s economy is controlled by
an elite of militaries, business people of Chinese origin and bureaucrats
(Suehiro & Wailerdsak Yabushity, 2014). In the Philippines, business
families form a factionalized elite that avoids taxation and thereby
causes severe budget deficits (Kondo, 2014). These families mostly own
industry-leading firms that suppress competitors and therewith form a
fragmented elite structure through quasi-monopolies rather than elite
networks (Kondo, 2014).

In summary, AEMs are characterized by a particular context of
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weak, dynamic, and diverse institutions, which affects corporate gov-
ernance in these countries. The next paragraphs analyze our current
knowledge about corporate governance in AEMs. The following re-
search agenda will then return to these institutional particularities and
outline, how researchers can utilize the special institutional context to
advance corporate governance research.

2.2. Ownership and board characteristics in AEMs

First research studies have investigated effects of corporate gov-
ernance actors in AEMs. Specifically, first results exist with respect to
effects of characteristics of ownership structures such as ownership
concentration, separation of cash and control rights, types of owners.
Existing research about boards in AEMs looked at board independence
and boards’ access to resources. The following paragraphs review the
existing knowledge about these owner and board characteristics.

2.2.1. Ownership concentration

Researchers emphasize that the well-known Western principal-
agent problem between managers and owners (Berle & Means, 1968) is
accompanied by a principal-principal problem between majority and
minority owners (Young et al., 2008) in AEMs. This is due to the more
concentrated ownership structures with typically one dominate ma-
jority owner in AEMs (Jiang, Lee, & Yue, 2010; Rosser, 2014). Re-
searchers show that majority owners in AEMs expropriate minority
shareholder by weakening firm governance such as board independence
(Hu, Tam,& Tan, 2010), reducing corporate divestures (Wu,
Xu, & Phan, 2011) and leverage (Suto, 2003), and thereby harming firm
performance (Shan & Mclver, 2011). These principal-principal argu-
ments of minority shareholder expropriation find further support in
studies which show that the presence of a second dominant owner in
AEM firms increases firm value (Attig, El Ghoul, & Guedhami, 2009)
and corporate risk taking (Mishra, 2011).

Nevertheless, other studies in the AEM context also find support for
classical agency theory based effects of ownership concentration.
According to agency theory, ownership concentration helps control
managers (Aguilera & Crespi-Cladera, 2016). AEM studies that support
the existence of this controlling effect of ownership concentration show
a reverse u-shaped performance effect of ownership concentration
(Chen, Li et al., 2010). Other studies identify a reverse u-shaped effect
of ownership concentration and earnings management based on
stronger entrenchment effects at lower share sizes of dominant owners
and stronger alignment effects at higher share sizes (Ding,
Zhang, & Zhang, 2007). Furthermore, ownership concentration miti-
gates within-industry contagion effects of financial scandals (Yu,
Zhang, & Zheng, 2015) and reduces equity pay (Conyon & He, 2012).

2.2.2. Managerial ownership and separation of cash flow and control rights

Beyond the effects of ownership concentration, first research
knowledge exists about effects of managerial ownership and the se-
paration of cash flow and control rights in AEMs. AEM literature em-
phasizes the significant presence of managerial ownership (Sato,
2004),separated cash flow and control rights, e.g., through pyramidal
ownership structures (Rajagopalan & Zhang, 2008), and restricted
voting rights for minority shareholders (Carney & Andriesse, 2014) in
AEMs.

Comparable to the literature about ownership concentration in
AEMs, literature about managerial ownership in AEMs finds both, re-
sults supporting agency theoretical arguments and results supporting
the existence of principal-principal problems. From a classical agency
theoretical perspective, managerial ownership represents an efficient
control mechanism. In line with this arguments researcher find that
companies in AEMs tend to compensate weak formal institutions with

increased managerial ownership (Bertrand, Johnson,
Samphantharak, & Schoar, 2008), and that managerial ownership re-
duces CEO compensation (Theeravanich, 2013). From a

International Business Review xxx (XXXX) XXX—XXX

principal-principal perspective minority shareholder expropriation
again might interfere with this control mechanism of managerial
ownership. Research in line with this argumentation shows that in
AEMs the controlling effect of dominant owners is reduced when these
owners are insiders (Mitton, 2002). High managerial ownership reduces
the controlling power of outside owners (Lemmon & Lins, 2003). Other
studies find indication that managerial ownership in Thai companies
has a reverse u-shaped effect on performance (Dhnadirek & Tang,
2003). Sato (2004) demonstrates that managerial owners can be ef-
fective governance mechanisms when other key stakeholder and poli-
tical collusion are absent. These results show the coexistence of own-
ership expropriation and managerial expropriation in AEMs which
indicates the need for integrated principal-principal principal-agent
models.

Similar arguments about the coexistence of principal-agent and
principal-principal problems hold for effects of the separation of cash
flow and control rights in AEMs. In line with agency theoretical argu-
ments, AEM companies introduce mechanisms that separate cash and
control rights such as business groups and cumulative voting systems
for controlling purposes with the intention to fill institutional voids.
Cumulative voting systems represent such mechanism to reduce the
voting power of dominant owners during board appointment decisions.
Instead of allowing majority shareholders to dictate the outcome of
sequential appointment decisions, minority shareholders can pool and
jointly re-allocate their votes between candidates to form coalitions
against the majority shareholder (Chen, Li, & Lin, 2015). First results
indicate that cumulative voting systems reduce the probability of CEO
turnover and hostile takeovers (however, they have no effects on tun-
neling and performance) (Chen, Li et al., 2015). Business groups are
predominant in AEMs, e.g., in India (Zattoni, Pedersen, & Kumar,
2009), Indonesia (Sato, 2004), and Thailand (Bertrand et al., 2008) and
have the purpose to compensate for weak institutions (Singh & Gaur,
2009). Researchers indeed find positive performance effects of business
groups when institutions are weak (Zattoni et al., 2009). Nevertheless,
most recent research shows that the performance effect of business
group affiliation might even by complemented by strong institutions
instead of substituting weak institutions (Chittoor, Kale, & Puranam,
2015).

Beyond the agency theory based controlling effect of the separation
of cash flow and control rights, this separation also increases the power
of a majority owner and might hence be another antecedent of princi-
pal-principal problems. In line with this theoretical perspective, AEM
studies show that the separation of cash flow and control rights reduces
the controlling power of outside owners (Lemmon & Lins, 2003), in-
creases entrenchment (Du& Dai, 2005) and earnings management
(Sanjaya, 2011) in AEMs.

Business groups also create pyramidal ownership (Hoskisson et al.,
2013) which has a negative performance effect (Jiang & Peng, 2011;
Peng & Jiang,2010). Additionally, researchers show that business group
affiliation results in longer persistence of poor performance as business
group managers try to avoid the stigma of unsuccessful exits and effects
of tunneling and expropriation within the business group
(Chacar & Vissa, 2005).

2.2.3. Types of owners

The type of dominant owners strongly shapes the overall objective
and therewith outcomes of a firm. First research exists that 1) indicates
which different types of dominant owners are predominant in AEM
countries and 2) how these types of owners shape firm outcomes.

Families and the state are the most common owner types in AEMs
(Witt & Redding, 2013). State ownership is historically high in China
(Hu et al., 2010) with a trend towards privatization. In Malaysia, 12 of
the 30 largest companies are state controlled (M. Carney & Andriesse,
2014). In Indonesia, the state and families are the dominating owner
types (Rosser, 2014). Although foreign ownership formally increased in
Indonesia, many foreign investors are actually off-shore accounts of rich
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families (Rosser, 2014). India is known for large family conglomerates
such as Tata (Saez, 2014). Foreign or dispersed ownership only exists
since 1990 (Saez, 2014). In Thailand, family ownership is the most
common owner type (Suehiro& Wailerdsak Yabushity, 2014). Em-
pirical studies on effects of owner types in AEMs exhibit mixed results.

State ownership is often depicted as a bad governance mechanism
that reduces executive turnover performance sensitivity (Conyon & He,
2011; Shen & Lin,2009), increases tunneling (Shan, 2013), and de-
creases performance (Hu et al., 2010; Zou & Adams, 2008). In Malaysia,
politically connected firms (owners or board members with close re-
lationships to key government officials) are perceived as more risky and
thus cause higher audit fees (Wahab, Zain, & James, 2011). Never-
theless, the political connectedness that state ownership causes might
also produce benefits for the firms. Researchers show that state own-
ership reduces earnings management (Ding et al., 2007), mitigates
within-industry contagion effects of non-financial scandals (Yu et al.,
2015), and outperforms other ownership types as it positively affects
corporate strategy (Peng, Tan, & Tong, 2004).

Family ownership in AEMs is, on the one hand, often associated with
minority shareholder expropriation. Studies confirm that family own-
ership in AEMs reduces board independence (van Essen, van
Oosterhout, & Carney, 2011) and leads to more severe financial con-
straints (Hanazaki & Liu, 2007). If expropriation is not taking place
during the first generation of ownership, it might still occur when fol-
lowing generations resume business. Research on generation effects in
AEM family firms shows that having more sons leads to more tunneling
and lower performance, especially when the founding family member
has retired (Bertrand et al., 2008). On the other hand, AEM firms might
also benefit from a stronger long-term orientation of family owners.
First research confirms that family ownership increases innovation
productivity (Lodh, Nandy, & Chen, 2014), leads to preferring domestic
M & As to cross-border deals (Chen, Huang, & Chen, 2009), increases
the pay-performance relation (Theeravanich, 2013), and reduces frau-
dulent financial reporting (Hasnan, Rahman, & Mahenthiran, 2013).
Other studies find no effect of family ownership on performance
(Peng & Jiang, 2010) and fraud (Chen, Firth, Gao, & Rui, 2006).

Most research about foreign ownership in AEMs is in line with ar-
guments that foreign owners improve governance. First results indicate
that they are associated with fewer changes in strategic behavior of
AEM firms in times of crisis (Zhou, Li, & Svejnar, 2011), better firm
performance (Tam & Tan, 2007), more board independence (van Essen
et al, 2011), and lower expropriation of minority shareholders
(Huang & Zhu, 2015). Other studies find only limited effect of foreign
ownership on firms’ equity risk and stock returns (Zou & Adams, 2008).

Effects of institutional owners on AEM firms are hardly investigated.
First results indicate that their presence reduces the level of unrelated
diversification (Ramaswamy, Li, & Veliyath, 2002) and increases the
number of analysts following the firm (How, Verhoeven, & Wahab,
2014).

2.2.4. Board independence and CEO duality

The classical Western agency theory based corporate governance
literature promotes boards of directors, and more specifically their in-
dependence, as crucial internal control mechanism (Jensen, 1993).
However, boards of directors in emerging markets (EMs) are often
considered as ineffective and rubber stamps of controlling shareholders
(Young et al., 2008), although most AEMs require board independence
nowadays. The Indian Securities and Exchange Board laws prescribe
50% of the directors to be outsiders, when the chairman is an insider,
and 30% otherwise (Saez, 2014). The Stock Exchange of Thailand re-
quires all companies to have an audit committee with at least three
independent members (Suehiro & Wailerdsak Yabushity, 2014). In the
Philippines, two directors or 20% should be independent (Echanis,
2006). China, Indonesia and Malaysia all require one third of board
members to be independent. In China, this rule applies to all listed
companies (C. Chen & Al-Najjar, 2012). In Indonesia, independence is
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defined as not being affiliated to controlling shareholders, to company
managers or board members, and not being engaged as officers in re-
lated firm (Siregar & Utama, 2008). In Malaysia, the corporate gov-
ernance code recommends at least one third of the directors being in-
dependent from management and the controlling shareholder (Ow-
Yong & Kooi Guan, 2000).

Several empirical studies are in line with classical agency theory
based arguments and confirm the positive control effect of board in-
dependence in AEMs. Researchers show that board independence re-
duces fraud (Chen et al., 2006) and tunneling (Shan, 2013), increases
disclosure (Huafang & Jianguo, 2007) and audit fees (Yatim,
Kent, & Clarkson, 2006), and leads to the establishment of a risk com-
mittee (Yatim, 2009). However, especially in the emerging market
context, board independence might be a double-edged sword. Being
independent from the management, board members might actually
collude with the dominant owner and thereby worsen the principal—
principal problem. Accordingly, results for performance effects of board
independence are mixed and range from positive
(Ramdani & Witteloostuijn, 2010), over non-significant (Abdullah,
2004; Ferrer & Banderlipe, 2012; Haniffa & Hudaib, 2006;
Mak & Kusnadi, 2005), to negative performance effects
(Prabowo & Simpson, 2011; Shan & Mclver, 2011; Singh & Gaur, 2009;
Tian & Lau,2001). Likewise, CEO duality in AEMs can also have a po-
sitive ~ (Ibrahim & Samad, 2011; Peng, Zhang, &Li, 2007;
Ramdani & Witteloostuijn, 2010; Tian & Lau,2001) or negative perfor-
mance effect (Haniffa & Hudaib, 2006; Li& Naughton,2007). Ad-
ditionally, AEM studies find worsened disclosure (Huafang & Jianguo,
2007) and increased CEO compensation with CEO duality (Chen,
Ezzamel, & Cai, 2011). Other studies find no effect of CEO duality on
executive compensation (Theeravanich, 2013).

In summary, though some results confirm the general agency theory
grounded notion of board independence for AEMs, others indicate that
due to the coexistence of principal-principal problems effects of board
independence in AEMs are more ambiguous.

2.2.5. Board resources

AEM board literature becomes increasingly critical whether board
independence is the (only) relevant board characteristic (Peng, 2004).
A few AEM studies start considering resource dependence theory and
the herein grounded idea of directors’ resource function. They find first
empirical indications for the relevance of board member’s skills and
expertise in AEMs. The chairpersons’ education level, titles, age and
tenure positively affects performance (Cheng, Chan, & Leung, 2010).
Outside board members with multiple directorships provide their firms
with valuable resource access (Sarkar & Sarkar, 2009). Nevertheless,
these multiple directorships can also reduce performance
(Jackling & Johl, 2009), increase earnings management (Sarkar,
Sarkar, & Sen, 2008) and raise the likelihood of fraudulent financial
reporting (Hasnan et al., 2013) due to increased busyness. Sarkar and
Sarkar (2009) conclude that only busy inside board members cause
negative effects.

Overall, this section shows that current research on ownership and
board characteristics in AEMs heavily leverages the classical agency
perspective. Nevertheless, this narrow theoretical focus misses fully
explaining how AEM firms fill institutional voids and principal—
principal problems. Alternative theoretical perspectives such as re-
source access considerations or the institutional perspective are rarely
considered. The research agenda developed in the end of this study will
elaborate several opportunities for future research to contribute to this
stream of research.

2.3. Firm effects of corporate governance in AEMs
Most corporate governance studies in the AEM context intend to

identify “good governance mechanisms” based on firm-specific out-
comes such as performance measures or managerial decisions with
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potential value effects as dependent variable. Studies with focus on
performance measures either investigate effects on accounting-based
measures or market-based measures. Most common accounting-based
measures are the return on assets (e.g., Bertrand et al., 2008; Chen,
2015; Chen, Li et al, 2010; Prabowo & Simpson, 2011;
Ramdani & Witteloostuijn, 2010; Singh & Gaur, 2009), the return on
equity (e.g., Dhnadirek & Tang, 2003; Peng et al., 2007; Peng, 2004;
Tian & Lau, 2001), and the return on sales and sale growth (Peng, 2004;
e.g., Peng et al., 2007; Zattoni et al., 2009). Market-based measures are
Tobin’s Q (e.g., Hu et al., 2010; Sarkar & Sarkar, 2009; Shan & Mclver,
2011), stock returns (e.g., Y. Jiang & Peng, 2011; Lemmon & Lins, 2003;
Mitton, 2002; Peng & Jiang, 2010; Zou & Adams, 2008), and valuation
premiums (Attig et al., 2009). Some studies consider both accounting-
based and market-based measures (e.g., Ferrer & Banderlipe, 2012;
Haniffa & Hudaib, 2006; Ibrahim & Samad, 2011; Jackling & Johl, 2009;
Mak & Kusnadi,2005).

Managerial decisions, that are investigated in the AEM context,
mostly relate to classical board and owner tasks such as appointing and
dismissing executives (Conyon & He, 2011; Shen & Lin,2009; Zhang,
Gao, Guan, & Jiang, 2014), setting compensation contracts (Chen et al.,
2011; Chen, Liu, & Li, 2010; He, 2011, 2012; He, 2011, 2012; Firth,
Fung, & Rui, 2006; Ghosh, 2006), and monitoring executives to avoid
fraud (Chen et al., 2006; Hasnan et al., 2013; Jia, Ding, Li, & Wu, 2009),
earnings management (Banderlipe, 2009; Ding et al., 2007;
Rahman & Ali, 2006; Sanjaya, 2011; Siregar & Utama, 2008), and tun-
neling (Chen, Li et al., 2015; Shan, 2013). These studies primarily
emphasize the objective of good corporate governance to increase
shareholder value and reduce shareholder agency costs.

Only few AEM studies go beyond classical agency theory grounded
control tasks and look at board members’ and owners’ influence on
strategy such as M & A decisions (Chen et al., 2009; Zhou et al., 2011),
diversification (Ramaswamy et al., 2002), corporate risk taking
(Mishra, 2011), corporate divestitures (Wu et al., 2011; Zhou et al.,
2011), or environmental perception and strategic orientation (Peng
et al., 2004). There is also limited research on corporate governance
impact on analyst coverage (How et al., 2014) — a measure not limited
to shareholder interests but rather of interest for all stakeholder groups
as it captures public visibility and transparency.

Overall, first research knowledge exists about how corporate gov-
ernance characteristics in AEMs affect short-term oriented and share-
holder value oriented outcomes. However, virtually no knowledge ex-
ists about effects on other outcome variables that consider the varied

Corporate governance

actor characteristics Corporate governance mechanisms

Contingency factors
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interests of different shareholders (such as family firms) and stake-
holders (such as the state) that play a major role in the AEM corporate
governance landscape.

2.4. The contingency perspective on corporate governance in AEMs

As the review of direct effects of corporate governance mechanisms
just revealed, many corporate governance characteristics in the AEM
context can cause benefits and costs. There are no “one-size-fits-all”
corporate governance configurations but these configurations rather
depend on contextual contingency factors. First studies indicated that
these contingency factors can be found on multiple levels such as the
firm, the industry, and the country level. These studies provide evi-
dence that the efficacy of corporate governance mechanisms in AEMs
depends on firm-level contingency factors such as firm size
(Shan & Mclver, 2011), additional board and ownership characteristics
(Chen, Li et al., 2010; Ibrahim & Samad, 2011; Wahab et al., 2011),
business group affiliation (Lodh et al., 2014; Sarkar & Sarkar, 2009;
Singh & Gaur, 2009), the financial crisis (Zhou et al., 2011), or resource
scarcity and environmental dynamism (Peng et al., 2007). These studies
for instance show that board independence only has a positive perfor-
mance effect in large firms (Shan & Mclver, 2011), that the board in-
dependence performance effect is positive in non-family firms but ne-
gative in family firms (Ibrahim & Samad, 2011), that ownership
concentration moderates the negative performance effect of business
group affiliation (Singh & Gaur, 2009), and that CEO duality is more
valuable when resources are scare and the environment is dynamic
(Peng et al., 2007).

Due to the significant institutional particularities in AEMs that are
introduced above, country characteristics can be interesting con-
tingency factors. Indeed, first studies confirm the relevance of country-
level contingency factors such as shareholder protection (Jiang & Peng,
2011; Peng & Jiang,2010) or general country effects in a two-country
study (Singh & Gaur, 2009). They show that family ownership is only
valuable when shareholder protection is high (Peng & Jiang, 2010) and
that negative performance effects of business group affiliation are
stronger in India than in China (Singh & Gaur, 2009).

Based on these first results, a great research potential exists to fur-
ther utilize institutional particularities as contingency factors to ad-
vance corporate governance knowledge. Specifically, the role of in-
stitutional voids, sociological differences such as elite structure and
behavioral difference that are grounded in cultural diversity of AEMs,

Firm-level outcomes

Owners

Controlling majority shareholders (PP

Performance

* Ownership
concentration

+ Inside ownership
and separation of
cash and control
rights

* Types of owners

Board members

* Independence

* Resource access

lens)

* Predominant perspective in latest AEM
literature

« Empirical results ambiguous

Controlling managers (AT lens)

* Predominant perspective in Western
literature

« Partially also relevant in AEM context

Counseling managers (RDT lens)

* Underresearched in AEM context

Literature review

f ¢ Accounting-based

On firm level

* Market-based

Firm size Managerial decisions — focus on agency

* Governance quality

* Business group affiliation

On country level

« First insights about effects of
shareholder protection

* Weak formal institutions, divers
institutions, dynamic institutions -
effects still underresearched

costs

« Executive appointment/ dismissal

« Compensation

 Fraud/ earnings management
Managerial decisions — strategic focus
¢ M&A/ divestitures

« diversification

Extending (but not ignoring) the classical agency perspective

Institutional contingency factors

Adding stakeholder oriented perspective

+ Challenging competing mechanisms to fill institutional voids such as
business group affiliation and foreign investors

Identifying the relevant principal(s)

Integrating principal-principal arguments in agency frameworks
Concentrating on boards‘ and owners* counseling task

Adding the theoretical perspective of social and ethnical identity
Considering effects of the globalization of capital and labor markets

o s e e e

Potential for future research

« Systemizing enforcement and
credibility of regulations
Conceptualizing institutional voids by
considering market and social
constraints

Identifying identity, structure, and
objectives of country elites
Distinguishing relationship-centered
and rule based countries with respect
to the functioning of their business
systems

« Distinguishing different stakeholder
goals

Considering perception of family
wealth protection

Identifying government interests
Investigating effects on corporate
social responsibility

Fig. 1. Literature review and research agenda for corporate governance research in AEM context.
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J. Oehmichen

Table 1 (continued)

Major results

Theory

Research Question (1-determinants, 2-
effects, 3 internal contingencies, 4

external contingencies)

Ownership structure

Countries

Authors

® state ownership mitigates contagion effects of non-

financial scandals in non-SOEs
® positive performance effect of business group affiliation,

institutions, transaction costs

2 (performance)

Business groups

India

Zattoni et al. (2009)

when institutions are weak
® separation of control and cash flow rights is negatively

AT, tunneling

2 (pay-performance, turnover-
performance sensitivity)

Separation of control and

cash flow rights

China

Zhang et al. (2014)

associated with pay-performance sensitivity and

turnover- performance sensitivity
® foreign firms' strategic behavior did not change due to

AT

2 (business portfolio restructuring); 4

(crisis)

Domestic, family, foreign

Thailand

Zhou et al. (2011)

the crisis
® ownership by domestic families or domestic firms results in

similar strategic behavior: no divestures in peripheral

segments, reduced divesture in core business, and reduced

acquisitions
® positive risk effect and negative performance effect of

AT

2 (equity risk, stock returns)

State, legal-person, foreign,

managerial

China

Zou and Adams (2008)

state ownership
® negative risk effect and positive performance effect of

legal-person ownership
® little effect of foreign and managerial ownership
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and the institutional dynamism might bear more detailed investiga-
tions.

Fig. 1 summarizes the review of corporate governance research in
AEMs. Tables 1 and 2 summarize all empirical studies by country, re-
search question, theoretical grounding, and major results.

3. Synthesis and research agenda

Based on the review of research about corporate governance char-
acteristics in AEMs, their effects on firm-level outcomes, and potential
institutional contingency factors I identify three dimensions to sub-
stantiate research about corporate governance in AEMs. First, future
research about corporate governance mechanisms in AEMs could ex-
tend (but not ignore) the classical agency perspective. Second, re-
searchers might want to add a more stakeholder-oriented perspective
when identifying relevant firm-level outcomes of corporate governance
mechanism. Third, a detailed investigation of institutional contingency
factors can help advance the general theoretical understanding of cor-
porate governance.

3.1. Corporate governance mechanisms in AEMs — extending (but not
ignoring) the classical agency view

The review of AEM governance literature reveals that, in order to
understand the efficacy of corporate governance mechanisms in AEMs
researchers need to consider principal-agent and principal-principal
conflicts. Furthermore, as firms in AEMs are exposed to an institutional
environment with reduced market mechanisms, control mechanisms
need to do more than mere reduction of agency costs. Based on these
review results I identify three dimensions for future researchers to ex-
tend AEM corporate governance research: (1) some characteristics exist
to fill institutional voids in AEMs; (2) principal-agency and princi-
pal-principal problems coexist; and (3) AEM owners and boards might
have to facilitate resource access.

First, since many ownership and board characteristics exist due to
institutional voids in AEMs, future research should systematically in-
vestigate a characteristic’s purpose (e.g., introduced to fill institutional
voids), its effectiveness, and the mechanism’s dominance (e.g., whether
one characteristic significantly outperforms another one and whether
these characteristics substitute or complement each other). These
characteristics range from business group affiliation (for details see e.g.
Zattoni et al., 2009), via multiple large shareholders (see e.g. Mishra,
2011), to cumulative voting systems (see e.g. Chen, Chittoor et al.,
2015). Future research could put special emphasis on the interplay of
mechanisms. For instance, business group affiliation is a quite costly
governance mechanism (Aguilera & Crespi-Cladera, 2016) that evokes
tunneling and expropriation (Chacar & Vissa, 2005). Hence, future re-
search could assess, whether and why firms replace business group
affiliation by other, potentially less costly control mechanisms. For in-
stance, foreign institutional investors may push for divestitures that are
associated with dissolution of business groups.

Second, while AEM research acknowledges the existence of princi-
pal-principal conflicts that accompany agency costs (e.g., Chen, Li
et al., 2010; Peng & Jiang, 2010; Wu et al., 2011), many details about
these principal-principal problems and the question how to solve them
remain unanswered. Control mechanisms in AEM firms are not only
supposed to reduce costs between the principal and the agent but also
between multiple principals. This may for instance influence the design
of governance mechanisms such as board independence. Whereas
boards in the Western principal-agent context primarily have to be in-
dependent from managers to fulfil their monitoring function, AEMs
firms must ensure board members independence from a variety of dif-
ferent principals. This idea is in line with first board research that
considers independence from government (Peng, 2004) or owning
business groups (Singh & Gaur, 2009; Tian & Lau,2001). The major
challenge for future research is a systematical identification of the
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relevant principals in specific institutional and corporate contexts.
Furthermore, principal-principal conflicts are still accompanied by
existing agency conflicts, as, for instance, mixed results on managerial
ownership (e.g., Dhnadirek & Tang, 2003; Du&Dai, 2005;
Theeravanich, 2013) show. These results indicate the need to integrate
principal-principal arguments in agency theory frameworks rather than
substituting all aspects of agency theory by principal-principal argu-
ments.

Third, only few AEM studies look beyond the monitoring task of
boards and owners, although governance research on Western countries
agrees that boards and owners influence strategic decisions (e.g.,
Oehmichen, Schrapp et al., 2017; Tihanyi, Johnson, Hoskisson, & Hitt,
2003). It may for instance be interesting for future research to question
why only few AEM studies find resource provision effects of boards and
owners. Potential explanations could be stronger control requirements
in countries with weak institutions so that AEM firms cannot (yet) af-
ford using their boards and owners for counseling purposes, or different
requirements for board members in AEMs to provide good counsel. As
AEM firms rather fill executive positions with family members instead
of experienced and business-savvy professional managers, strategic
decisions in AEM firms may even more benefit from professional di-
rectors’ expertise. Future research could for instance examine advice-
seeking behavior (compare e.g., Heyden, van Doorn, Reimer, Van Den
Bosch, & Volberda, 2013; Van Doorn, Heyden, & Volberda, 2017) of
these managers. Comparative studies could examine whether such AEM
board members have to be even more experienced than in the Western
context to provide suitable counsel. Compared to directors in the
Western context, boards and owners in AEMs may also have access to
alternative resource channels due to their affiliations with diverse
cultural and ethnical communities. These communities may not only
serve as additional social capital channels but could also help advance
social identity theory in corporate governance research. For instance,
director and executive appointment decisions may not only be de-
termined by candidate attributes but also by deciders’ social identity.

In summary, future studies in the AEM context could try to answer
the following research questions:

W Which corporate-level AEM control mechanisms exist to fill the void
in formal institutions? How effective and costly are these mechan-
isms? Can we observe the substituting or complementing relation-
ships of void filling mechanisms?

W Who are the relevant principals in principal-principal conflicts
(depending on the institutional context)? How can an integrated
board independence measure look like that covers independence
from all potential expropriating stakeholders? How can principal—
principal arguments be integrated in agency frameworks?

W Is boards’ and owners’ provision of counsel in AEMs as important as
in the Western context? Which consequence does the lack of pro-
fessional managers have on the relevance of counsel provision as a
board task? Which role does social and ethnical identity play in the
AEM corporate governance landscapes?

3.2. Firm effects of corporate control in AEMs — towards a stakeholder-
oriented perspective

Most AEM studies focus on shareholder value effects of governance
mechanisms such as direct performance effects or indirect effects
through firm-level decision that can lead to higher performance such as
avoiding frauds or earnings management. Nevertheless, the institu-
tional context of AEMs also requires a differentiation of outcomes along
the interests of different kinds of (1) shareholders and (2) stakeholders.

First, shareholders in AEMs can significantly benefit from rapid
economic growth. However, the resulting wealth increases are accom-
panied by a lack of social protection caused by political instability and
uncertain ownership rights. Corporate deciders in this quandary may
prefer protection of family wealth for future generations over increased
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short-term firm value. Thus, family wealth could be a more suitable
success measure than market evaluations of family firms.

Second, it may be interesting to consider the objectives of other
stakeholders like AEM governments who frequently change regulations
that affect internal governance mechanisms. On the one hand, gov-
ernments initiate regulatory changes in reaction to corporate scandals,
focus on short-term economic growth (Rajagopalan & Zhang, 2008),
and have a low motivation to punish successful large firms for minority
shareholder expropriation or employee rights violation. On the other
hand, poverty among members of society with low-income may moti-
vate AEM governments focus on social stability to assure social peace.
This may turn governments focus from monetary profitability to social
performance of companies. Future research could systematize these
different goals and investigate how they affect changes in regulations
and firm-internal governance. Additionally, future research should
consider corporate social responsibility in their analyses.

In summary, future research about firm-level effects of corporate
governance mechanisms in AEMs can ask the following questions:

M Which role does wealth protection play for decisions in AEM family
firms? How do country-specific economic, social and political de-
velopments and business systems influence the importance of wealth
protection?

Il Which different goals do AEM governments pursue? How do these
goals influence changes in formal institutions? What is the interplay
of changes in formal institutions and firm-internal governance?

Il Which corporate governance characteristics affect AEMs companies’
corporate social performance?

3.3. Institutional context — identifying relevant contingency factors

The literature review reveals that, similar to Western findings, no
“one size fits all” corporate control configuration exists in AEMs.
Instead, the efficacy of corporate control characteristics seems to de-
pend on contingency factors originated from the institutional diversity
in AEMs. Future research might find interesting contingency factors
when (1) conceptualizing institutional voids in more detail, (2) con-
sidering sociological differences such as elite structures and behavioral
difference that are grounded in cultural diversity of AEMs, and (3) in-
vestigating effects of institutional dynamics.

First, future research could address aspects of weak institutions in
more detail. It may be interesting to assess regulatory enforcement and
credibility, but not regulation itself. Additionally, because substitu-
tionary and complementary relationships of voids and internal corpo-
rate governance mechanisms are feasible and the nature of these re-
lationships might dependent on particularities of the void, future
research can conceptualize and systemize the dimensions of institu-
tional voids. Voids can be caused by constraints on the financial mar-
kets that are more complex to capture in the AEM context than in
Western countries. The Western country classification of bank-based
and market-based economies is insufficient for research in the AEMs
context (Witt & Redding, 2013). For instance, bank ownership (and thus
the bank’s interest) differs between AEM countries, ranging from state-
owned bank in China to family-owned banks in Thailand and the Phi-
lippines. Similarly, stock markets serve different purposes across
countries, ranging from short-term speculation platforms in Malaysia
(Ahmadjian, 2014; Carney & Andriesse, 2014) to primary capital source
for large and medium firms in Thailand (Suehiro & Wailerdsak
Yabushity, 2014). Future void concepts should therefore combine
market constraints with social structures such as the identity of pre-
dominant economic elites to make void concepts comparable across
countries. In consequence, researchers could test effects of these void
concepts on the effectiveness of internal governance mechanisms.

Second, the diversity of informal institutions of AEMs has con-
sequences for the identity of country level elites and for firm behavior.
Informal institutions like relational ties become especially relevant
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when formal institutions are weak (Young et al., 2008). Thus, informal
elites are able to shape the country’s rules of the game. Elites range from
powerful families or political allies to militaries or business people of
Chinese origin, exert influence on firm-level decisions in different roles
— as owners or as board members —, and pursue different goals de-
pending on their normative understanding of a firm’s purpose. Whereas
in some countries family investors form the expropriating elite class, in
other countries they may be a suitable control mechanism counter-
balancing the dominance of state owners. Future research could assess
how differences in country elites interact with the efficacy of internal
corporate governance mechanisms. The efficacy of unified versus
fragmented elites could be a focus topic to understand the importance
of pursuing common objectives. Furthermore, cultural diversity might
cause differences in firm behavior which occur because firms in coun-
tries with Confucian roots (e.g., China) pursue a relationship-centered
approach and heavily invest in trust building, social capital, networks,
and reciprocity (Barkema et al., 2015), whereas countries with strong
colonial histories (e.g., India) are more rule-based due to “long tradition
of English common law and a democratic political system” (Li & Nair,
2009, p. 408).

Future research might for instance investigate effects of networks
among companies, which significantly gain in importance for the
Western and the Asian business world. Their prevalence, structure, and
effects represent an interesting research object, especially in relation-
ship-centered AEM countries. Research should compare potential cost
of networks, such as further compartmentalization of economic elites,
to their benefits, such as the improvement of resource access, reputa-
tion, and legitimacy. Beyond Confucianism that explains the relation-
ship-centered orientation in some countries, Buddhism and Taoism that
are common in some AEMs may matter for, e.g., determining com-
pensation contracts (one of the major board tasks). Effects of steward-
ship may prevail the motivational effect of monetary compensation in
Buddhist countries.

Third, dynamics in capital and labor markets due to the increasing
globalization in AEMs may have relevant consequences for firms’
ownership and board structure. Whereas formerly most foreign in-
vestors were multinationals from Western countries, investments from
Asian multinationals increase nowadays (Ahmadjian, 2014). Ad-
ditionally, firms appoint managers and directors with foreign back-
ground or education. This foreign exposure might especially affect
particularities of the business system that are grounded in unique Asian
cultures. Future research should answer, how new types of investors,
board members, and managers with foreign background influence firm
behavior and outcomes.

Hence, potential research questions are:

l How can we conceptualize the enforcement and credibility of AEM
regulations? How do enforcement and credibility of regulations af-
fect firm-level governance decisions?

Il How could an integrated concept of institutional void look like that
incorporates market constraints and social structures? How these
different dimensions of institutional void substitute or complement
firm-internal governance mechanisms?

H How do different identities and structures of country elites in AEMs
drive the influence of state interests or business elite interest on
business systems? How are these elites able to shape the corporate
governance landscape according to their interests?

H How do cultural differences such as Confucianism or Buddhism af-
fect the interplay of corporate governance actors and the func-
tioning of the business systems in AEMs?

l How does the globalization of the market for capital and for man-
agers and directors affect particularities of AEM business systems,
corporate governance mechanisms, and in consequence firm-level
outcomes?
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4. Conclusion

This paper offers a review and synthesis of the disconnected re-
search on corporate governance in AEMs. I point out that the corporate
governance landscape in AEMs is unique due to their weak formal in-
stitutions, diverse informal institutions, and the institutional dynamism.
Based on a literature review and institutional particularities of AEMs I
provide a detailed agenda for future research about corporate govern-
ance in AEMs with opportunities for new theoretical as well as em-
pirical perspectives.

As a matter of course, my study is not free of limitations. First, one
might argue that my approach to select articles that are included in my
literature review is inconsistent — whereas all articles with a Philippine
context are included in the review, studies with a Chinese context are
only included when the journal is prestigious or their results were
specifically insightful. I follow this approach to assure a balanced basis
of my review across countries and to avoid biases due to a concentra-
tion of studies of Chinese firms. Thereby, I hope to provide a full picture
over all AEM countries. Nevertheless, this dilemma also points out
opportunities for future research: whereas we know a lot about cor-
porate governance in the Chinese context, other regions such as the
Philippines and Indonesia are still rather under-researched.

Second, one might challenge if the focus of my study on boards and
owners provides a full picture of corporate governance in AEMs. My
review follows this actor-centered approach for two reasons: 1) it re-
duces complexity and 2) the research basis is worth reviewing with
respect to the number of articles. Nevertheless, when the research topic
corporate governance in AEMs gained in maturity, future review arti-
cles might want to focus on a rather mechanism-centered approach.
This review could focus on mechanisms such as control and incentives
in AEMs and review what we know with respect to the following
questions: How vigilant are board members? How often do share-
holders and board members bring specific issues to vote? How often are
managers being sued and are these lawsuits successful? How does the
design of executive compensation packages look like? Which effect does
the compensation design have on strategic decisions?

Overall, this study hopefully encourages researchers to further
pursue research about corporate governance in AEMs, to utilize AEMs’
unique institutional context to develop and specify novel theoretical
lenses for corporate governance research, and thereby to provide new
theoretical perspectives that may, in the course of the ongoing globa-
lization, soon become globally relevant and hence offer opportunities to
contribute to research beyond the Asian context.
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