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Identification and Examination of the Roles of Independent Directors in Listed

Companies :
Evidence from a Questionnaire Survey of 447 Listed Companies
Wang Kai (Capital University of Economics and Business)

Wu Lidong & Xue Kunkun (Nankai University)

Abstract: China’s law about independent directors states the function of these directors. They can play some special roles
and can give independent opinions on some important decisions, such as material assets reorganization. In this way,
independent directors are mainly expected to play a role in monitoring, so that shareholders” interests can be protected.
Based on this, existing studies focus on whether independent directors of listed companies have already played this kind of
role. This steam of literature takes agency theory to explain the role of independent directors. Although it has achieved
abundant research results, scholars tended to regard a listed company as a closed system and analyze the relationship
between elements within the organization. However, with the development of organization theory, scholars have begun to
study organizations from a perspective of open system and analyze the relationship between organizations and external
environment, So how listed companies interact with external environment should be considered when analyzing the roles of
independent directors.

This paper first analyzes how scholars study different roles of independent directors based on different organization
theories by reviewing existing studies about independent directors, We find that, four kinds of organization theories can be
found in existing studies about independent directors, namely agency theory, resource dependence theory, social network
theory and neo-institutional theory. Among them, agency theory explains how independent directors deal with the
relationship between different elements within listed companies. while the other three kinds of theories mainly focus on how
independent directors can be used in the interaction between listed companies and their external environment. Based on
agency theory, scholars have examined empirically the role of independent directors in monitoring two kinds of agency
problems. Based on resource dependence theory, some scholars have analyzed how independent directors help listed
companies to deal with environment uncertainty, including complexity, dynamism and so on. Some studies based on social
network theory analyze the role of independent directors in bringing information and resources for listed companies. At last,

based on neo-institutional theory, scholars have found that, except for helping listed companies to deal with the uncertainty
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of technical environment, independent directors can also help listed companies to get legitimacy from institutional
environment. In sum, from different perspectives and based on different organization theories, scholars have identified and
examined different roles of independent directors, that is, monitoring, dealing with environment uncertainty and getting
legitimacy.

Differentiated from existing studies which only analyze one kind of role of independent directors, this paper tries to test
and analyze three kinds of roles of independent directors in China’s listed companies at the same time. During the period
from January, 2016 to February, 2016, China Association for Public Companies surveyed the performance of boards of
directors using a questionnaire. In this survey, there were some questions about the roles of independent directors, which
can be used to analyze different kinds of roles of independent directors in this paper. Using this unique questionnaire survey
data combined with financial data and corporate governance data in CSMAR database, we analyze how top managers in
listed companies perceive the roles of independent directors and how other variable affect these roles. In specific, this paper
gets a conclusion consistent with existing studies by using CFA to test the discriminate validity between different variables,
that is, the roles of independent directors can be divided into monitoring, gaining legitimacy and dealing with environment
uncertainty. We further analyze how some variables in firm level affect the roles of independent directors using GLS
regression, such as firm size, debt ratio, return on asset, firm age, whether chairman and CEO are occupied by one
person, largest shareholder” s share ratio, the degree of marketization and whether a listed company is controlled by
government. We find that there exist relationships between some of these variables and the three kinds of roles of
independent directors, which can prove the rationality of our distinguishing of independent directors”’ roles. Further, we
also test whether there is a difference between state-owned subsample and non-state-owned subsample. Through this
comparison, the rationality of our distinguishing of independent directors” roles is further proved. In addition, our
conclusions are robust after we exclude the listed companies in financial sector and introduce the independent variables
separately.

Our conclusions enrich the literature about the roles of independent directors in China’s listed companies. Also, this
paper has some practical implications. First, through literature review and empirical study, we find that independent
directors are important to listed companies and can play different roles, which responds to the debate of media about why
listed companies introduce independent directors with different backgrounds and whether they are helpful. These conclusions
are helpful for government to improve the independent director system. Second, we find that compared with mandatory
change, induced change may be better. So listed companies should try to design governance mechanism according to their
own characteristics. Third, our analysis about how variables in firm level affect the roles of independent directors will be
helpful for listed companies to make decisions about introducing what kind of independent directors.

Key words: independent director; monitoring; environment uncertainty; legitimacy; questionnaire survey
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