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Abstract: Good institutional environment and effective corporate governance can
improve the competitive advantage of enterprises. The source of sustainable competitive
advantage of enterprises should include macro-level institutional competition with
government as the main body and micro-level corporate governance competition with
enterprises as the main body. How to continue the competitive advantage of enterprises
through the arrangement of external system and internal system is the core problem
faced by Chinese enterprises under the background of institutional change.

The problem of competitive advantage of enterprises is accompanied by the objective problem of
market economic system, which is the logical result of the arrangement of competitive system. The
institutional background of China's accession to W T O has changed the competitive environment of
enterprises, and made the competitive advantage of Chinese enterprises based on the original
foundation facing threats. The essence of introducing W T O rules is a kind of institutional change.
When the specific framework of laws and regulations supporting the system changes, enterprises
need to follow this change to carry out institutional transformation at the micro level.

1. Institution and competitive advantage of enterprises

The central idea of system-based theory is that enterprise performance is influenced not only by
industry and inherent resource endowment, but also by the institutional framework at the social and
economic levels. The institutional framework consists of formal system and informal system, which
influence or restrict the behavior of enterprises as participants in social and economic activities
through regulation, norms and cognitive systems such as laws and regulations, internal charters,
even values and corporate culture. Therefore, different institutional frameworks embedding in
enterprises lead to different strategic choices, and then different sources of competitive advantage,
which leads to different performance of enterprises.

2. Corporate Governance and Competitive Advantage of Enterprises

The various impacts of W T O on China's economy are fundamentally reflected by the
organizational efficiency of enterprises. Effective system brings adaptive efficiency to enterprises.
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Therefore, system design or rebuilding enterprise resource allocation mechanism not only becomes
an important part of enterprise strategy, but also extends the general competitive advantage
mechanism. As corporate governance is a set of institutional arrangements concerning the
distribution of stakeholders' interests in economic organizations, corporate governance reflects the
path of sustainable competitive advantage from the micro-institutional level™. As shown in Table 1.
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Fig.1. Corporate Governance and Competitive Advantage of Enterprises
2.1 The weak impact of external governance environment on corporate performance

The improvement of external market environment can improve enterprise performance, but the
improvement of legal environment has no obvious effect. The improvement of government
intervention has a negative impact on enterprise performance. External governance environment has
the ?deatest impact on the performance of enterprises in that year, and then decreases year by
year'“.

2.2 Internal governance structure has no significant impact on corporate performance

Independent directors do not play a positive role in supervision, while external auditing plays a
weak role. The proportion of controlling shareholders, the degree of decentralization of major
shareholders, the board of directors and the board of supervisors have no significant correlation
with corporate performance. Compared with state-owned enterprises, most private enterprises have
the characteristics of small scale, short history and low professional management. Therefore, the
corporate governance level of private enterprises is poor, and most of the corresponding supervisory
institutions have been set up, which play a very limited rolel.
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3. Suggestions on Enterprise Policy

Correctly Dealing with the Relation between Institutions and Managers

g
Accelerating the Change of Government Functions
<
Optimizing the System of Corporate Governance

Fig 2. Suggestions on Enterprise Policy
As shown in fig. 2, a detailed analysis is presented above.

3.1 Correctly dealing with the relation between institutions and managers

The two kinds of social relations between formal institutions and managers represented by
institutional norms are negatively correlated, and the two kinds of social relations between informal
institutions and managers represented by institutional cognition are negatively correlated. The other
dimension of informal system is that the relationship between institutional norms and managers'
social relations is not significant. This shows that in the process of market economy transformation
in China, the lack of market system and people's low awareness of the institutional environment
directly result in managers having to seek private relations with government officials and other
managers of enterprises, so as to avoid institutional risks and seek market opportunities for
enterprisest®.

3.2 Accelerating the change of government functions

We should optimize the supervision and restraint mechanism of the government, strengthen the
control of the power boundary of the government, reduce the direct interference of the government
in enterprises, and accelerate the transformation of government functions from
"intervention-oriented” to "service-oriented"”, such as further reducing administrative examination
and approval matters, simplifying the administrative examination and approval process, deepening
the reform of political system and improving the integrity and efficiency of the government, so as to
effectively enhance the government's service ability and service level. Promote the development
and perfection of market intermediary organizations, ensure and maintain the independence and
detachment of market intermediary organizations, so that market intermediary organizations can
truly become the backbone of effective restraint of direct government intervention in enterprises®.

3.3 Optimizing the system of corporate governance

We should further optimize the institutional mechanism of corporate governance participation of
all stakeholders, cultivate the professional ethics and contract spirit of all stakeholders involved in
corporate governance, and at the same time, all stakeholders involved in corporate governance
should have a certain "spirit of compromise” to maximize common interests, so as to truly realize
the scientific decision-making of the company.
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4. Conclusion

Therefore, on the basis of understanding the role of corporate governance, Chinese enterprises
need to construct a competitive advantage view of corporate governance, make a more in-depth
international and domestic comparison of the basic institutional arrangements in corporate
governance structure, establish the behavioral model of strategic governance, realize the effective
match between corporate governance and corporate strategy, and internalize the institutional
arrangements of corporate governance into an important source of corporate competitive advantage.
Finally, the competitive advantage of macro-level and micro-level coordination in international
competition will be formed.
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