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ABSTRACT

This study investigates the determinants of the disclosure of corporate governance practices
using a sample of 5200 companies from the OECD member countries. The OECD has thirtyfour members but they differ, among other things, by their regulatory frameworks and cultures
which impact of the companies’ decision of ‘what to and what not to’ disclose on corporate
governance practices. Extant literature is very wealthy on corporate disclosure practices
mainly in the area of accounting, but scant on disclosure of corporate governance practices by
companies and peculiarly in the OECD countries whose governance practices play a crucial
role in the global economy. This research addresses the following themes on corporate
governance: (1) disclosure of corporate governance practices, (2) impact of regulatory
framework, culture and regulatory focus on the disclosure practices at both companies’ level
and country level. Based on (1) Hofstede cultural theory in its contemporary form the research
argues that a high level of disclosure is likely to be associated with companies’ in countries
with low Power Distance; (2) the strength of regulatory framework to argue that disclosure is
higher in countries with strong regulatory framework and (3) regulatory focus theory (RFT) to
argue that companies in countries which are promotion focus disclose more than companies in
countries which are prevention focus. This research collects firm level data from RiskMetrics
and country level data from the World Economic Forum Report and then uses optimal scaling
technique (OS) and multivariate logistic regression (MLRA) to analyse the data. It adds to the
literature by providing empirical and theoretical evidence on the determinants of disclosure of
corporate governance practices in the OECD. The results suggest that (1) disclosure is higher
in companies which have a larger number of non-executive directors, that is, low Power
Distance, on the board. However, disclosure on internal audit committee is prominent across
the majority of the companies’ in the OECD despite the distribution of directors on the board.
At country level the findings support the argument that countries with strong regulatory
framework include a larger number of companies disclosing corporate governance practices. In
regard to regulatory focus theory companies from countries which are promotion focus are
more likely to disclose more of their corporate governance practices as opposed to those which
are prevention focus. Finally linking Hofstede theory with Regulatory Focus Theory, this
research, for the first time, reveals that there is a link between Hofstede’s cultural scores and
the two arms of RFT. That is promotion focus is linked with low Power Distance and prevention
focus with high Power Distance.

xvii

CHAPTER 1: INTRODUCTION
1.1 Background
This study investigates the disclosure of corporate governance practices in corporations
within countries and between countries of the Organisation for Economic Co-Operation
and Development (OECD) using the OECD Core Principles of Good Governance as a
benchmark. The OECD currently has thirty- four (34) member nations who all agree to
encouraging free trade and sound financial stability across their borders. In a similar
vein, compliance to or adaptation of the OECD principles of Good Corporate
Governance by its member countries is encouraged (OECD, 2004a). According to the
OECD corporate governance is defined as “a set of relationships between a company’s
management, its board, its shareholders, and other stakeholders. Corporate governance
also provides the structure through which the objectives of the company are set, and the
means of attaining those objectives and monitoring performance are determined.”
(OECD, 2004a, p.11). Academics have put corporate governance principles in the
practical context and reported that cultural issues, legal systems and business practices
around the globe differ and these impact on corporate governance principles and
practices (see Shleifer and Vishny, 1997; Jackson and Moerke, 2005).
However, for a country to be able to demonstrate corporate governance compliance, it is
imperative that its business entities have in place principles for good corporate
governance and also adhere to those principles. In this context some countries have
developed a national code of corporate governance inspired or adapted from the OECD
core principles (Aguilera and Jackson, 2010, p. 10). Depending on the regulatory
standards, corporations within these countries are either required or encouraged to
comply with this code.
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The purpose of this study is to compare the different corporate governance disclosure
norms across nations within the OECD bloc. It aims to (i) to extend on other studies
(Chan and Cheung, 2008; Haxhi and van Ees, 2010), by using company level data to
assess the impact of Hofstede’s Power Distance Index (PDI) on corporate governance
disclosure practices by the OECD countries and (ii) using the two self-regulatory
systems of the Regulatory Focus Theory (RFT) that individuals use to make decisions
(Higgins, 1997) and examine whether it has any bearing on the level of disclosure of
corporate governance practices of companies within that country. These systems are
either ‘promotion focus’ or ‘prevention focus’. RFT suggests that a promotion focus is
associated with greater disclosure and a prevention focus is associated with less
disclosure. Linking the research problem with theory it is therefore sensible to argue
that disclosure of corporate governance practices will depend on the regulatory focus of
a country.

1.2 Research Problem
Because different countries have different cultures and regulatory frameworks, their
corporate governance practices also differ. In some cases regulation and culture may
complement each other to enhance disclosure whereas in other cases they may conflict
and so have a negative effect on disclosure (Aguilera and Jackson, 2003). There is no
doubt that one distinctive difference amongst the OECD nations is culture.
The OECD issues Core Principles of Corporate Governance for its members to follow.
Some members of the OECD either adopt or adapt the Core principles in their particular
contexts. For this reason corporate governance differs between countries including those
of the OECD. Whilst some OECD countries have introduced strong regulatory
frameworks for corporate governance compliance, the adoption of corporate governance

2

principles by corporations throughout most parts of the world is on a voluntary basis.
As a result, the basis for voluntary adoption also differs among countries (Australia,
Japan, Germany and Italy) and this could be due to culture and the regulatory focus of
those countries. The significance of culture on the level of disclosure within
corporations and across countries has been explored previously (Chan and Cheung,
2008; Haniffa and Cooke, 2002), but not in the context of the OECD.
Previous studies have used different data collection methods and types of data to
investigate the impact of culture on corporate governance disclosure practices. For
survey methods (see Cornelius, 2005). For secondary data such as macro-level data and
Annual Reports (see Chang and Cheung, 2008; Kent and Stewart, 2008; Clarkson, van
Burren and Walker, 2006; Beekes and Brown, 2006). For example, Chan and Cheung
(2008) found that countries endemic culture affected the quantity and quality of their
disclosure. The authors examine 43 countries and find that countries with a low PDI are
more likely to have companies that practice good corporate governance.
No study has investigated the disclosure of corporate governance practices using PDI
and RFT in the context of the OECD. This study seeks to extend the literature by
investigating the determinants of disclosure of corporate governance practices, using for
the first time the Regulatory Focus Theory and Power Distance. Data is sourced from
RiskMetrics and Annual Reports from a sample of 5200 companies from the OECD
countries to conduct this research.

3

1.3 Research Question(s)
The following research questions are addressed in this thesis.
Do corporate governance disclosure practices’ among OECD countries differ and why?
Fundamentally, the answer to this question requires a comparison of corporate
governance disclosure practices among the OECD countries and then determines the
relationship between a country’s level of corporate governance disclosure and its
cultural values with emphasis on Power Distance and Regulatory Focus. As a result,
the following sub questions are raised and answered during the course of this study.
1. Does OECD member countries’ level of disclosure of corporate governance
compliance with OECD principles differ from each other?
2. Does the regulatory framework of a country have any bearing on the level of
disclosure of corporate governance compliance of OECD principles?
3. Does a country’s cultural dimension of Power Distance impact on the disclosure of
corporate governance compliance?
4. Does the prevention focus and promotion focus of a country have any bearing on the
level of disclosure of corporate governance compliance of OECD principles?
The next section describes the motivation of this study.

1.4. Motivation of the study
Corporate governance has been in the limelight over the last two decades. Corporate
governance disclosure signals the board’s core values and ensures these values are
upheld (Bandshuch, Pate and Theis, 2008). Countries around the world have taken
corporate governance as a fundamental issue to address and in parallel academics are
increasingly investigating on corporate governance practices (Eldomiaty and Chong,
2006; Yoshikawa, Lai Si, and McGuire, 2007; Bauer et al., 2008). In fact there is a
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wealthy body of literature on corporate governance (Chan and Cheung, 2008; Haniffa
and Cooke, 2002; Kent and Stewart, 2008; Clarkson, van Burren, and Walker, 2006;
Beekes and Brown, 2006; Jackson and Moerke, 2005; Usui, 2003; Anderson and
Campbell, 2004; Krishnamurti, Sevic, and Sevic, 2005). Some academics have
addressed the topics from both the theoretical perspectives and also conducted empirical
studies using countries as case studies (Jackson and Moerke, 2005; Usui, 2003;
Anderson and Campbell, 2004; Patel, Balic, and Bwakira, 2002) and industries within a
country or industries between countries to report differences in its principles and
practices. Krishnamurti, Sevic, and Sevic (2005), examined company ownership
control; company level governance and legal protection of shareholders across Asian
countries and found that legal protection enhanced shareholder protection.
Boolaky (2007) investigates the corporate governance practices in the financial services
sector of small Island economies and his findings were that there were many factors
(legal system, culture, education, economic development) that influence corporate
governance and the level of compliance in the small island jurisdictions. Boolaky and
Thomas (2010) examine disclosure of corporate governance practices for Japanese
financial institutions in Japan.
As yet there is no study that addresses disclosure of corporate governance practices
across all OECD countries using company level data. This study will attempt to fill the
gap in the literature by examining a large group of countries (ie. OECD countries)
which have a common focus to enhance global trade and financial stability.
The OECD member countries account for 59% of the world GDP (US Mission to the
OECD, 2012, p.1). The role of the OECD is to allow governments across the globe to
have a central point to gather information on policies, trade and corporate governance of
other countries as well as benchmark for best practices (Coicaud and Zang, 2011, p.2).
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The OECD provides invaluable statistics on population numbers, health, employment,
education, GDP and trade across members and non-member countries. This information
is considered reliable and used by many countries for economic policy development as
well as for updating and or upgrading their principles and practices of management
including corporate governance (OECD, 2012b, p.21). The OECD data source is an
invaluable tool to enable other organisations such as the International Monetary Fund
(IMF), World Bank and other countries to track economic development of its member
countries.
The OECD sets standards for implementation in member countries such as taxation
agreements, trade agreements and corporate governance. These standards can be further
transformed into guidelines that member and non-member countries are encouraged to
implement. For corporate governance, these standards have evolved over time to the
current Principles of Corporate Governance that have become a benchmark for many
countries. As such the corporate governance practices of the OECD member countries
are therefore important. This thesis will unveil the disclosure of corporate governance
practices in this bloc and report on its determinants.
Not all of the OECD countries practices similar corporate governance due to cultural
differences. According to Dyck and Zingales (2004) culture is considered a major
influencing factor in a country level of corporate governance. In their study they
demonstrate how cultural differences impact on corporate governance practices. Similar
finding was later reported by Licht et al., (2005). Based on that premise it is therefore
argued that differences in disclosure of corporate governance practices are due to
culture. In this vein (Doupnik and Riccio, 2006; Gray, 1988: Gray and Vint, 1995; Lee
et al., 2000) also suggest that the level of disclosure of corporations within countries is
linked to the cultural elements of that country. This study will therefore investigate
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whether there is any relationship between the cultural aspects of Power Distance and the
level of corporate governance disclosed by corporations within that country.

Results from this study will be of benefit to the OECD countries and companies
operating in the OECD as well as companies outside the OECD. They will also benefit
existing and potential investors in their business decisions as well as regulators when
reviewing existing corporate governance codes in their own countries. Academics could
use these findings to compare with any new research project on similar topics in other
economic blocs.

Moreover given its scope the study also covers a large number of countries pertaining to
G 20. Results from this study could therefore be useful for member countries of this
bloc as well as the G8. At least 10 countries from the sample in this study are also
member countries of G20.

Moreover a country’s disclosure practices depend on whether it is promotion focus or
prevention focus (Beattie and Jones, 2001). Putting the Regulatory Focus Theory (RFT)
(Higgins, 1997) in the perspective of this research suggests that any member country of
the OECD could be either prevention focus or promotion focus. In either case this
impacts on the disclosure practices by this country. Although the literature on culture
and corporate governance is rich, none has tested RFT on corporate governance
disclosure practices. The world is now a global village and investors’ capital do not
flow only across borders but across the globe. They are therefore interested in the
corporate governance system and practices of these countries. For example a country
with bad corporate governance exhibits a high risk to the capital. In other words,
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providing information on disclosure of corporate governance practices in OECD
countries would be beneficial to investors dealing in these jurisdictions.
Investors across the world are interested to understand differences among nations for
business purposes. This study will allow comparisons across 34 countries and 5200
companies within those countries, the outcome(s) of which would be a solid basis for
investment decisions, regulatory review as well as policy decision.

1.5 Structure of the Thesis
The rest of this thesis is structured in six chapters (Chapter 2-7) and each of them is
summarised below.
Chapter 2 begins by outlining the aims, roles and objectives of the OECD followed by
the history of the OECD. The following section describes the important role(s) it has
taken on in the world. A discussion of OECD Corporate Governance Principles and
their importance is presented and followed by a list of its member countries which have
adopted or adapted and implemented the principles. The final section puts up the case
for choosing the OECD countries in this study.
Chapter 3 is a review of literature on corporate governance disclosure practices and
comprises four sections. It begins by reviewing the literature on the Corporate
Governance environment and regulatory framework in OECD countries. Past Studies on
the connection of culture and corporate governance are reviewed, specifically studies on
the cultural dimension of Power Distance. Finally, past research on Regulatory Focus
Theory and its link with disclosure of corporate governance practices is reviewed.
Chapter 4 presents the theoretical framework and develops the hypotheses for this
thesis. Two theoretical frameworks are developed as follows: (1) using PDI and
corporate governance disclosure practices and (2) RFT and corporate governance
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disclosure practices. It argues that disclosure of corporate governance is associated with
the level of Power Distance and whether a company in a country is promotion focus or
prevention focus. From these two frameworks, thirteen hypotheses are developed.
Based on the principles of corporate governance, it can be argued that there is a
relationship between the non-executive directors and the disclosure of management
compensation committee, internal audit committee and separation of management.
External auditors that have a smaller proportion of non-audit services are more likely to
influence disclosure practices of corporate governance.
The regulatory framework of a country affects disclosure of corporate governance
practices. A country with a strong regulatory system that makes corporate governance
compliance mandatory will ultimately end up with companies complying and disclosing
more corporate governance information compared to a country where the regulatory
system does not make corporate governance mandatory.
This thesis will put the Power Distance index (PDI) to test in the context of disclosure
of corporate governance practices. It is assumed that countries with low PDI will
disclose more than countries with high PDI.
Finally, this thesis will test Regulatory Focus Theory (RFT) by investigating whether
disclosure of corporate governance practices is higher in a promotion focus country
contrary to a prevention focus country in this decision-making process at firm’s level in
the OECD countries.
Chapter 5 outlines the research methodology used in this study. First, the types of data
used in the research and the various sources for collecting them are discussed. The main
data source is RiskMetrics. Because RiskMetrics does not provide data on annual
reports, recourse to Datastream, Osiris and World Economic Forum were used.
Secondly the population and sample design is presented followed by the empirical
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model in section three. This research will use Multiple Logistic Regression Analysis
(MLRA) to regress the independent variables (IVs) against the dependent variables
(DVs). In order to ensure the reliability of the MLRA, Optimal Scaling technique (OS)
is used to provide visual evidence of the connection between the independent variables
and dependent variables prior to running the MLRA.
In Chapter 6 the empirical results are reported. First, the findings of all OECD member
countries are presented. For disclosure of compensation committee and separation of
management, the MLRA models were rejected. Disclosure of an internal audit
committee was the only model with a significance of more than .05. Because of
dominance of United States (US) companies in the sample and the skewness of the
findings, a second model is tested by excluding the US companies from the sample. The
results of MLRA models using OECD Countries (excluding US companies)
demonstrate vastly different results than for all the OECD countries (including US). For
this study, the models are supported for disclosure of compensation committee and
separation of management, yet not fully supported for disclosure of internal audit
committee.
Chapter 7 is the conclusion of this thesis. Findings from this study provide
methodological, empirical and theoretical contribution to the body of knowledge. It is
for the first time that OS is used in testing data prior to embarking on MLRA. This
supports the argument that OS is therefore a good grounded method to utilise before
performing regression analysis. Second, findings from this study provide empirical
results on the disclosure of corporate governance practices and its determinants in the
context of OECD. Moreover the study has for the first time tested RFT in the area of
corporate governance and the findings support the tenets of this theory. This research
has also revealed the link between Hofstede’s cultural theory and RFT. This chapter
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ends with a traditional section reporting the limitations and suggestions for future
research.
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CHAPTER 2: THE OECD AND CORPORATE GOVERNANCE PRINCIPLES
2.1 Introduction
This chapter discusses the relevance of the Organisation for Economic Co-Operation
and Development (OECD) and outlines the historical background of its Corporate
Governance Principles. It begins by outlining the aims, roles and objectives of the
OECD. Section two describes the history of the OECD followed by the important
role(s) it has taken on in the world. Section four gives an overview of the OECD
Corporate Governance Principles followed by the details of member countries with their
adoption or adaptation and implementation across the world. Section seven
demonstrates why the OECD member countries have been used in this thesis. The
chapter ends with a concluding note in section eight.

2.2 The OECD: Aims, Roles and Functions of the OECD
The OECD is an international economic organisation currently made up of 34 members
that is constantly monitoring events in countries across the world and reporting on these
events so as to stimulate trade and economic growth.
The intention of the OECD convention was to build strong economies within its
member countries by contributing to the expansion of free trade with an aim to achieve
employment growth and increased living standards of each nation while maintaining
financial stability (OECD, 2004a, p.2). Below is an extract of the OECD principal
objectives.
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OECD Principle objectives


Support sustainable economic growth



Boost employment



Raise living standards



Maintain financial stability



Assist other countries' economic development



Contribute to growth in world trade

This mandate also includes sound economic expansion in other countries and promoting
trade amongst all nations whether industrialised or emerging markets (Johnston, 2002,
p.3).
The role of the OECD is to allow governments across the world, be they members or
not, to have a central point to gather information on policies, trade and corporate
governance of other countries as well as benchmark for best practices (Coicaud and
Zang, 2011, p.2). In facilitating the main objectives of the organisation, the OECD is
constantly monitoring events throughout the world by collecting data from member
countries and affiliates. This data is collected through the peer review process, analysed,
and the findings discussed by a committee made up of representatives of member
countries. The discussions result in the formation of the policies which are
recommended to governments for implementation. This important work of the OECD
is now imperative in continuing to keep the economies of the world working together
rather than retreating to the historical view of seeing their country as a separate player
from the rest of the world (OECD, 2009a, p.14).
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2.3 History of the OECD
1947-1960
The Organisation for European Economic Co-Operation (OEEC) was formed in 1947 to
manage the Marshall Plan for reconstruction of Europe after the World War II. The
Marshall Plan was so called because George Marshall, as Secretary of State in the US,
instigated it to establish a joint recovery plan for European nations following the
economic collapses after World War II. The Marshall Plan included funding supplied by
the US and Canada in an attempt to promote production and international trade in
Europe, and to avoid Europe falling into communism (Bradford De Long and
Eichengreen, 1991). There were 18 members of the OEEC1. See Table 2.1 at the end of
this Chapter for a list of member countries.
The OEEC principle objectives were to:


promote co-operation between participating countries and their national
production programmes for the reconstruction of Europe,



develop intra-European trade by reducing tariffs and other barriers to the
expansion of trade,



study the feasibility of creating a customs union or free trade area,



study multi-lateralisation of payments and



achieve conditions for better utilisation of labour.

In total, $11.8 billion dollars was distributed in aid (Britain 24%, France 20%, Italy
11.1%, and Germany 11%). The first wave of aid was used to balance country deficits
rather than to stimulate growth. In 1949 the US insisted that, in order to receive aid,

1

OEEC member countries were Austria, Belgium, Denmark, France, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands,
Norway, Portugal, Sweden, Switzerland, Turkey, United Kingdom, and Western Germany. The Anglo-American zone of the Free
Territory of Trieste was also a participant in the OEEC until it returned to Italian sovereignty.
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European nations must agree on a free trade action plan. The plan initially allowed free
trade of 50% of products between European countries (OECD, 2012a, p.1).
The European payments system was sponsored by the OECC in an effort to: 1) remove
the obstacle of inconvertibility of European currencies, 2) remove quantity restrictions,
and 3) suppress bilateral commercial practices. In June 1950, one of the initiatives of the
OEEC was an action plan for the creation of a single European economic market with
the European Payments Union2. This plan further enhanced free trade but also led to the
creation of the European Investment Bank (EIB), a non-sovereign institution with
members consisting of European nations. The predominant goal of the EIB was to
provide long term loans to support investment projects within Europe (EIB). Overall the
free trade agreements steadily increased over time to 89% in 1959 (OECD, 2012a, p.2).
In 1949, as a reaction Stalin responded to implementation of the OEEC by initiating a
Council for Mutual Economic Assistance (COMECON) to support Eastern Bloc
Countries3 in the same manner (Griffiths, 2009).
The development of the European countries was now successfully underway and the
OEEC decided to extend its membership to the entire world, therefore it could no longer
be named the Organisation for European Economic Co-Operation (OEEC), and so the
Organisation for Economic Co-operation and Development (OECD) was formed
(Griffiths, 2009, p. 235).
1961-1980
The OECD superseded the OEEC in 1961 in an attempt to broaden membership from
just Europe to encompass the entire world.
The members of the OEEC signed a treaty in 1960 for the “Convention on the
Organisation for Economic Co-operation and Development”, which stated that OECD
2

The objectives of the European Payments Union were to: 1) remove the obstacle of inconvertibility of European currencies, 2)
remove quantity restrictions, and 3) suppress bilateral commercial practices.
3
Eastern Bloc countries included East Germany, Poland, Hungary, Bulgaria, Czechoslovakia, Romania, Albania and Yugoslavia.
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decisions were binding on all members, now including the US, Canada and Spain. This
agreement was ratified in 1961 and the OEEC transitioned to the OECD (Bainbridge,
2000). Each member state has a representative on the OECD Council, and all decisions
and recommendations of the OECD are adopted by consensus of all members. In 1961,
members of the OECD comprised 53 percent of world GDP, which increased to 59
percent by 1973 (Clifton and D´ıaz-Fuentes, 2012, p.561). The OECD membership
grew by and large in the following years to include other countries such as Japan
(1964), Finland (1969), Australia (1971) and New Zealand (1973). For the following
two decades the OECD committees were instrumental in instigating policies and
guidelines to member countries.
In 1972 the OECD adopted the Polluter Pays Principle (Tobey and Smets, 2007), which
essentially forces polluters to bear the cost for any environmental damage caused
(Coffey and Newcombe, 2001). With the spread of Foreign Direct Investment, reports
of some unethical practices of Multi-National Corporations caused the OECD to release
guidelines for Multi-National Enterprises. These guidelines were released in 1976, and
although non-legally binding, set in place standards for best practice.
At the same time, along with the updates on the model convention, tax treaties were
introduced in a bid to eliminate double taxation (OECD, 2010, p.10).
Transfer Pricing guidelines were introduced in 1979, in an effort to ensure the
protection of host countries of Multi-National Corporations. The guidelines included the
measure of arm-length transactions when companies were conducting inter-company or
intra-company transactions (Lall, 1979).
In 1980 the OECD is the first organisation to adopt Privacy Guidelines on the collection
and distribution of personal data (OECD, 1997).
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The Gold Standard was dropped in 19714 causing the dollar to float. Coupled with the
first major oil crisis in 1973 5 , this caused the US to take a backward step on
globalisation to concentrate on domestic policy. These issues caused the US to loosen
their dominance in the OECD (Maddison, 1991), and with the global retraction,
membership intake was frozen from 1973 to 1994 (Clifton and D´ıaz-Fuentes, 2012).
1981 – 1999
The OECD achievements continued throughout the 1980’s even with a halt to opening
positions for new members. In 1981 a policy was adopted whereby all data collected as
a result of chemical testing in one OECD member country would be accepted in all
other member countries relaying to human health and the environment (OECD, 1981).
The OECD conducted a study in 1994 and found that unemployment figures had
increased in the last ten years. As a result of this, the divide between the largest and
smallest earners within societies had widened. A strategy was developed that
recommended changes to member countries in the areas of 1) macro-reforms to initiate
jobs growth, 2) enhance technological development and sponsor entrepreneurship, 3)
introduce flexible working hours and wage rates and 4) improve labour-force skills
(OECD, 1996, p. 6).
From the 1990’s the OECD reduced the red tape required and allowed greater
transparency of information. The OECD outlined three key benefits of reducing red
tape: 1) innovation can be encouraged through efficiency gains, 2) entrepreneurship can
be favoured by fewer administrative burdens, releasing resources otherwise devoted to
red tape, and 3) better public governance can be attained with more effective tools
available for policy implementation (OECD, 2009c).

4

The USA was in a state of extended inflation caused by large balance of payments deficits. In response to this, the dollar was
deflated in terms of the value of gold 9currently set at $35 per ounce).
5
In October of 1973 OPEC ceased exporting oil to the US and other western nations to punish the support of Israel. The immediate
results were the prices of oil quadrupled.
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Bribery of officials by multi-national companies has historically been an accepted
consequence of dealing in certain countries. In response to the growth of bribery, the
OECD initiated the Anti-Bribery Convention in 1997 mandating all member nations to
criminalise bribery to all foreign officials. This convention was instigated to allow all
companies to compete at the same level (D’Souza, 2008).
Competition amongst businesses selling similar products is a necessity in open markets.
Cartels remove competition of prices and supply by colluding with other suppliers to
control prices or supply, thereby removing any competition. In most countries, cartels
are formed in industries such as power, fuel and food, where consumers have little
choice to avoid the products completely. In 1998 the OECD adopted the
Recommendations concerning Effective Action against Hard-core Cartels. The OECD
recommends that member countries introduce competition laws that specifically outlaw
collusion of cartels, and provide adequate authorities to detect and punish cartels (ICN,
2005, p.11). One of the major achievements thus far of the OECD for companies
worldwide has been the implementation of Corporate Governance Principles, first
introduced in 1999. These principles are discussed in detail in section 2.5 below.
With the growth of the internet and the ability for consumers to purchase goods
worldwide, the need for consumer protection was paramount. In 1999, the OECD
introduced Guidelines for Consumer Protection online and specifically addressed the
need for countries to educate consumers on the risks of purchasing online and the need
to be aware of the risks (OECD, 2009a, p.4). At the end of the Cold War, the OECD
decided to expand membership and thus took on Mexico (1994), the Czech Republic
and Poland (1995), Hungary, South Korea (1996) and, the Slovak Republic (2000). In
1989, with 24 members OECD nations comprised of 56 percent of the world GDP
(Clifton and D´ıaz-Fuentes 2012, p.558).
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2000 – 2009
In response to the global economic crisis, the OECD issued a Strategic Response with
an aim to strengthen the world economies in the aftermath. The OECD is working on
strengthening principles and guidelines in an effort to address any shortfalls in current
systems so as to minimise any chance of recurrence of the crisis (OECD, 2009b).
In 2000, as part of the initiative to minimise the worldwide cost of tax avoidance, the
OECD released a list of Tax Havens. The main elements of tax havens are 1) banks are
not required to release information on clients to jurisdictions such as tax departments, 2)
information on shareholders and directors of legal entities such as corporations are not
available. In 2000, the OECD released 41 countries suspected of being tax havens
(Booijink and Weyzig, 2007).
Historically when a country donates aid to less developed countries, the expectation is
that the aid dollars will be spent in the donor country. In 2001 the OECD implemented
the Recommendation on Untying Aid to Least Developed Countries, which removed
any conditions attached to aid (OECD, 2001). In 2009, the OECD extended their quest
for international co-operation of tax matters by holding the Global Forum for
Transparency and Information Exchange for Tax Purposes. The aftermath of this Forum
has been the implementation of taxation agreements in 37 jurisdictions (OECD, 2012b).
For many years now, the OECD had not considered expansion of the organisation as a
strategic plan. This plan changed when the economic strength of the OECD members
when compared to the rest of the world was diminishing. In 2010 with 34 members it
now holds only 50 percent of world GDP (Clifton and D´ıaz-Fuentes, 2012, p.558).
During this time, the goal of the OECD was to recruit members such as China to
balance this economic strength.
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2.4 Contribution of the OECD in the Global Economy
The OECD provides invaluable statistics on population numbers, health, employment,
education, GDP and trade across member and non-member countries. This information
is thought to be one of the most trusted sources of information to allow countries,
companies and investor’s access to reliable data to compare between a large numbers of
countries (OECD, 2012b, p.21). Continuous monitoring of member and non-member
countries through periodical peer review is an invaluable tool to enable other
organisations such as the International Monetary Fund (IMF), World Bank and other
countries to track economic development. The OECD will set standards for
implementation in member countries such as taxation agreements, trade agreements and
corporate governance. These standards can be further transformed into guidelines that
member and non-member countries are encouraged to implement. For corporate
governance, these standards have evolved over time to the current Principles of
Corporate Governance that have become a benchmark for many countries.

2.5 Principles of Corporate Governance
The chronology below provides a background on corporate governance over the last two
decades.
1998-2004- The OECD Codes of Corporate Governance
The OECD developed a model of corporate governance which was finalised in 1999. In
this model the OECD emphasis was on ‘Good Governance’ where it explains the “the
integrity of corporations, financial institutions and markets, is central to the health and
stability of our economies around the world” (OECD, 2009a, p.21). The focus of the
OECD Codes was therefore, more global than country specific. Although not
mandatory, the OECD has been actively promoting the use of its corporate governance
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principles to governments around the world through the IMF which uses these
principles as a benchmark when conducting an audit on Observation of Standards and
Codes6 (OECD, 2004a, p.9) of any country including OECD members. OECD members
and others are therefore encouraged to have in place a code of corporate governance
(OECD 2003, p.8) because the IMF uses these Principles as a benchmark to assess the
level of compliance with international best practices. The findings of these audits are
used by the IMF as input factors to determine how the countries are ranked in terms of
governance practices. In turn, the private sector also uses these findings as a basis for
risk assessment when making decisions to trade and invest in other countries (IMF,
2009, p.18).
Despite having the core principles of corporate governance available, the globe has not
stopped experiencing corporate collapses and financial crises. These collapses
highlighted some weaknesses in the OECD corporate governance principles (Blume,
2003). To address this issue, the OECD unpacked the core principles so as to identify
and address the weaknesses. In 2004 the principles were updated by including six
maxims of corporate governance as the core competence of good governance and they
are listed below (OECD, 2004a, p.14).
(i)

Ensuring the Basis for an Effective Corporate Governance Framework.

(ii)

The Rights of Shareholders and Key Ownership Functions.

(iii)

The Equitable Treatment of Shareholders.

(iv)

The Role of Stakeholders in Corporate Governance.

(v)

Disclosure and Transparency.

6

The IMF and World Bank have endorsed internationally recognized standards and codes in 12 areas as important for their work
and for which Reports on the Observance of Standards and Codes (ROSCs) are prepared. The 12 areas and associated standards are
useful for the operational work of the Fund and the World Bank. These comprise accounting; auditing; anti-money laundering and
countering the financing of terrorism (AML/CFT); banking supervision; corporate governance; data dissemination; fiscal
transparency; insolvency and creditor rights; insurance supervision; monetary and financial policy transparency; payments systems;
and securities regulation; AML/CFT was added in November 2002 (IMF, 2009).
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(vi)

The Responsibilities of the Board.

The OECD Principles 2004 were an extension of the 1999 Principles, but were aimed at
strengthening corporate governance across the world. A new section was designed to
guide governments in the implementation and enforcement of regulatory frameworks.
The rights of shareholders were expanded including institutional shareholders and other
stakeholders. The updates also called for protection of whistle-blowers, and strong
regulatory frameworks to protect creditors.
Moreover, disclosure requirements were broadened and included greater transparency of
board activities including board membership and independence. These revised
principles were aimed at supplying flexible guidelines that can be adopted by countries
or adapted to suit the environment. Implementation of corporate governance principles
has differed around the world depending on such factors as the cultural and political ties
of a nation (Bandsuch, Pate, and Theis, 2008), size and strength of the capital markets
(Christiansen and Koldertsova, 2009) and countries’ enforcement mechanisms
(Christiansen and Koldertsova, 20097). For example, in the US corporate governance
has legal enforcement under the Sarbanes – Oxley Act (2002) whereas other countries
(mainly developing ones) have no legislative power over governance.

2.6 Member countries of the OECD
The original members consisted of twenty (20) countries signing the convention;
currently membership stands at thirty-four (34)8. The OECD member countries account
for 59 percent of GDP throughout the world and 18 percent of the world population.
Table 2.1 includes a list of current OECD Countries and their date of ratification.
7

Christiansen and Koldertsova (2009) suggest that because of variation in the enforcement mechanisms of countries, the
implementation and quality of corporate governance vary.
8
OECD current member countries are Australia, Austria, Belgium, Canada, Chile, Czech Republic, Denmark, Estonia, Finland,
France, Germany, Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan, Korea, Luxembourg, Mexico, the Netherlands,
New Zealand, Norway, Poland, Portugal, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, United Kingdom,
United States.
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2.7 Member countries following the OECD Corporate Governance Principles
All OECD members agree to adopt in some form the OECD corporate governance
principles. The principles are a guide to effective corporate governance but cannot be a
one size fits all. In light of this, all jurisdictions have varying degrees of implementation
of the principles ranging from a completely voluntary option to detailed prescriptive
requirements. An example of this can be found from a recent survey undertaken by the
OECD of member countries in December 2011 containing questions relating to the
framework and practices that relate to nomination and election of board members. The
results of this study reveal the differences that exist between the expectation and
implementation of the OECD Corporate Governance Principles (OECD, 2011).

2.8 Why the OECD is important in this thesis
The members of the OECD combined contain a large proportion of the worldwide GDP.
A list of OECD Countries GDP from 2006 to 2012 is outlined in Table 2.2. This means
that these nations as a group hold a lot of power in world affairs. With this power comes
a certain amount of responsibility to utilise their resources in a way that will benefit
societies, their own and those emerging societies that need support. As part of these
responsibilities, it is imperative that the OECD continues to monitor corporations across
the globe to ensure corporate governance is adequately implemented. Although not the
major cause of the current issues facing the world, stronger corporate governance could
have minimised the impacts of the financial crisis had on world economies. Anderson
(2009) conducted a survey of risk managers in the US and Europe on causes to the
financial crisis. The author finds that there is apparent shortfalls in the current system
and suggests many areas of reform including those examined in this thesis. The author
determined that oversight of management was lacking, as was regulatory enforcement
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of corporate governance. One of the major shortfalls is that even when a country has a
regulatory system in place, corporate governance is voluntary (Anderson, 2009). The
study concentrated on the banking industry but claims it is applicable to all industries.
In the aftermath of the latest financial crisis, deficiencies in corporate governance
practices across the globe have been recognised and the only consistent benchmark to
highlight these deficiencies’ is the OECD Principles (Kirkpatrick, 2009). The OECD
Principles are themselves very detailed and, if followed, would enhance corporate
governance across the globe. The problem remains that countries do not fully adapt the
principles, and as such, diminish their value (OECD, 2009c). This thesis is using the
OECD Principles of Corporate Governance as a benchmark to compare member
countries disclosure of corporate governance practices.

2.9 Conclusion
The OECD Charter includes building strong economies which includes setting
principles of corporate governance for countries across the world to adapt to suit their
needs. The recent catastrophic collapses are an example of how important these
principles are. Regulators, directors and shareholders need to understand that in order to
avoid further collapses, corporate governance in the current format is not sufficient.
Stronger measures from regulators are required to enforce some elements of the OECD
principles, directors ought to face harsh penalties for non-compliance, and shareholders
should demand greater protection of their investment.
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Appendices to Chapter 2
Table 2.1

Chronology of membership of OEEC and OECD
1947-1960

Country

1961-1980

1981-2000

Date

Country

Date

Country

Date

10 April 1961

Mexico

18 May 1994

12 April 1961

Czech Republic

21 December 1995

United
Kingdom

1 September 1947

Canada
United
States
United
Kingdom

2 May 1961

Hungary

7 May 1996

Denmark

1 September 1947

Denmark

30 May 1961

Poland

22 November 1996

Iceland

5 June 1961

Korea

12 December 1996

Norway

1 September 1947

Norway

4 July 1961

Turkey

1 September 1947

Turkey

2 August 1961

Spain

3 August 1961

Portugal

1 September 1947

Portugal

4 August 1961

France

1 September 1947

France

7 August 1961

Ireland

1 September 1947

Ireland

17 August 1961

Belgium

1 September 1947

Belgium

13 September 1961

Germany

30 June 1948

Germany

27 September 1961

Greece

1 September 1947

Greece

27 September 1961

Sweden

1 September 1947

Sweden

28 September 1961

Switzerland

1 September 1947

Switzerland

28 September 1961

Austria

1 September 1947

Austria

29 September 1961

Netherlands

1 September 1947

Netherlands

13 November 1961

Luxembourg

1 September 1947

Luxembourg

7 December 1961

Italy

1 September 1947

Italy

29 March 1962

Japan

28 April 1964

Finland

28 January 1969

Australia
New
Zealand

7 June 1971

2001-2009
Country
Slovak
Republic

Date
14 December 2000

29 May 1973

Note: OEEC Members joined OECD at different dates.

Table compiled by author from data sourced from the OECD Website
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Table 2.2

GDP: Gross domestic product, value, market prices

Country
Australia
Austria

2006

2007

2008

2009

2010

2011

2012

1035262

1129026

1232416

1251460

1354662

1441918

1505819

258908

273581

281246

274384

286386

300949

307852

Belgium

318949

335677

345839

340731

354582

368665

377831

Canada

1450405

1529589

1603418

1528985

1624608

1718685

1794408

82018171

90428771

93847932

96799161

110371423

120232603

128457948

Czech Republic

3356986

3666807

3845760

3742800

3772874

3807228

3875973

Denmark

Chile

1631660

1695263

1753152

1667839

1754648

1786477

1833447

Estonia

13391

16069

16304

13840

14305

15973

16837

Finland

165646

179699

185515

172403

179605

191445

197540

France

1799530

1887280

1931456

1883133

1928525

1991962

2030400

Germany

2314590

2432030

2470710

2372740

2471860

2567220

2634584

208893

222771

232920

231642

227318

215059

203921

23836563

25174517

26561886

25760878

26870881

28294386

29374711

Iceland

1168601

1308530

1481986

1495360

1534227

1630150

1781380

Ireland

178321

189925

179993

160605

156001

156500

158395

Israel

648228

686512

723562

766273

813021

869945

922650

Italy

1494766

1553909

1574787

1519225

1552042

1580807

1568749

Japan

506723575

512912775

501026050

470998450

481806750

468362729

473474378

Korea

908743900

975012900

1026451700

1065036800

1173274900

1237128200

1307949716

33920

37491

39436

37393

40267

42822

43462

10373834

11314143

12176273

11916702

13083320

14346251

15754018

540753

572270

594693

571413

588331

602524

603970

Greece
Hungary

Luxembourg
Mexico
Netherlands

166042

178531

184506

185541

195069

204503

211236

Norway

2180802

2306446

2559914

2356599

2523226

2710668

2875677

Poland

1059384

1176637

1273686

1341663

1414958

1523744

1612302

160855

169319

171983

168504

172670

171016

165703

Slovak Republic

55002

61450

66842

62795

65743

69058

73376

Slovenia

31045

34562

37280

35311

35416

35639

35541

985547

1053161

1087749

1047831

1051342

1073383

1061972

2944480

3126018

3204320

3105790

3330581

3495066

3559418

Switzerland

490544

521101

545028

535650

550571

564847

569070

Turkey

758391

843178

950534

952559

1098799

1294893

1451242

1328597

1405796

1433870

1393854

1463734

1507585

1543540

13377200

14028675

14291550

13938925

14526550

15094025

15694930

8561100

9019563

9216691

8891948

9124393

9383022

9480134

New Zealand

Portugal

Spain
Sweden

United Kingdom
United States
Euro area

Note Values are in National Currency

$ Millions

Prepared by Author from data extracted from OECD website
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CHAPTER 3: LITERATURE REVIEW
3.1 Introduction
This chapter is a review of literature on corporate governance disclosure practices and
comprises four sections. It begins by reviewing the literature on the Corporate
Governance environment and regulatory framework in OECD countries. Section two
reviews past studies on the connection of culture and corporate governance. Section
three reviews previous studies on the cultural dimension of power distance. Section four
presents past research on Regulatory Focus Theory and discusses its relationship with
the decision to disclose corporate governance practices.

3.2 Corporate Governance Regulatory Framework and disclosure of corporate
governance practices
The OECD model of corporate governance emphasises that good governance is central
to the health and stability of the world economies (OECD, 2009a, p.21). A large number
of countries today have a code of corporate governance inspired from the OECD core
principles. But the practices of corporate governance are different around the world due
to differences in cultures, political and legal systems (Bandsuch, Pate, and Theis, 2008),
as well as the size and strength of the capital market (Gregory, 2002). For instance, the
principles and practices of corporate governance in common law countries are different
from civil law countries (La Porta et al., 1998). In like manner, the corporate
governance in an Islamic jurisdiction would differ from a non-Islamic jurisdiction
mainly on religious grounds.

Moreover the enforcement mechanism(s) for good

governance varies among these countries from voluntary to mandatory.
Despite corporations having implemented the OECD corporate governance principles,
the globe has not stopped experiencing corporate collapses and financial crises. Blume
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(2003) argues that these collapses indicate that the OECD corporate governance
principles inherit some weaknesses. In 2004 the OECD unpacked the core principles in
order to identify and address the weaknesses. The principles were then updated by
including six maxims of corporate governance as the core competence of good
governance (OECD, 2004a, p.14). These principles are listed below.

(vii)

Ensuring the Basis for an Effective Corporate Governance Framework.

(viii) The Rights of Shareholders and Key Ownership Functions.
(ix)

The Equitable Treatment of Shareholders.

(x)

The Role of Stakeholders in Corporate Governance.

(xi)

Disclosure and Transparency.

(xii)

The Responsibilities of the Board.

The aim of the OECD in presenting these principles is to allow each country to adapt
them in its own context. That is, a country can adapt the principles to suit the needs of
the market and develop a legal and regulatory framework that promotes transparent and
efficient markets (OECD, 2004a, p.17).
The OECD undertook an extensive study of its member countries in 2004 and find that
the corporate governance principles and practices vary among the member countries.
Some have a partial rule- based system whereas others have introduced a completely
voluntary code. Yet others have implemented a regulatory framework around the
voluntary codes of the “comply or explain” principle. For example, Australia and
Germany both belong to the “comply or explain” principle. But the Australian
principles are shareholder based as opposed to the German principles which are
stakeholder based. Jackson and Moerke (2005) suggest that Germany recently
implemented changes to its legal system in order to enhance transparency and investor
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protection in the country. Similar to Australia and Germany, Canada also applies the
same principles based approach; however, it has 13 regulatory authorities overseeing the
securities market (Broshko and Li, 2006).
The Australian model has been limited to comparisons with US using the legislative
model of the Sarbanes Oxley Act of 2002 compared to the largely principles based
approach to corporate governance. Listed companies in Australia receive no penalty for
non-compliance of corporate governance attributes, as the requirement is only to
disclose any non-compliance (Robins, 2006).
In response to the corporate collapses in the 1990’s and the Enron’s saga, the American
government reacted by implementing strict corporate governance measures into the
legal system in the form of the Sarbanes Oxley Act 2002 (Larsen and Parker, 2006).
This Act was enacted in order to protect investors in companies within the US
(Sarbanes Oxley Act, 2002). It was subsequently adapted in other countries to enhance
regulatory requirements for corporate governance (Jackson and Moerke, 2005).
The institutional and regulatory framework for corporate governance differs from
country to country (Cornelius, 2005). The regulatory framework for corporate
governance will include country legal requirements for business organisations and its
securities exchange regulations (Viegas, 2006). Some argue that the stage of economic
development of a country affects its regulatory framework for corporate governance
whereas others use the argument of cultural, legal or market forces (see Jackson and
Moerke, 2005; Broshko and Li, 2006; Gregory, 2002; Monks and Minow, 2004;
Wymeersch, 2006).
Gregory (2002) has undertaken an extensive study on the comparison of codes of
corporate governance in place in 1997 across European Union member countries. The
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study finds that although the codes vary considerably there is no need to have a “one
code fits all” system in place.
Cornelius (2005) analyses country and company level corporate governance measures
using data from the World Economic Forum (WEF) of 105 countries, including all
OECD member countries. A score determining the perceived quality of public
institutions is measured for each country using five (5) values, see Table 3.1 in
Appendix to this chapter. The average perceived quality of public institutions for all
OECD Countries has an average score of 5.23. For common law countries the score on
average is 5.96 and 5.04 for code law countries. The measure of perceived quality of
firm-level data uses three (3) values9 The average score is 5.187 for OECD countries
and 5.77 for common law countries and 5.035 for code law countries. These findings
suggest that the perceived quality of corporate governance is better in common law
countries than the code law countries.
The regulatory framework of corporate governance of a country is reflected in its legal
system. Some countries have made corporate governance mandatory, contrary to others
where it is voluntary. Investors are increasingly concerned with the regulatory
framework of corporate governance because it indicates the degree of risk related to
investing in these countries. In other words, investors, whether they are individuals,
institutions or other entities, will take into account the legal protection that a country
provides to investors and the current market conditions when deciding where to place
their investment dollar (Easterbrook, 2009; La Porta, Lopez-De-Silanes, and Shleifer,
2002).

9

The micro level survey results measure: 1. Efficacy Corporate Boards; 2Ethical behaviour of firms; 3.Reliance professional
management.
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Laud and Schepers (2009) suggest that increased corporate regulations have not been
able to slow the flow of corporate collapses. They argue that additional disclosure
requirements have clouded the readers understanding because they are overloaded with
information. Company executives claim that it is impossible to understand the maze of
accounting information supplied to them. This, they claim, minimises their
responsibility to detect anomalies with the data and any wrongdoing from the
management. In the same vein, the authors contend that many of the recent large scale
bankruptcies such as Lehman Brothers Holding Co and AIG occurred even with
extensive disclosure, strong regulatory frameworks, and active internal and external
oversight. They also suggest that rather than requiring management to supply greater
amounts of information, the need is for improved and more intelligible information.
On the contrary, Aggarwal et al. (2011) contend that investors have a powerful voice
and therefore demand increased corporate governance and also disclosure of the
corporate governance practices.
Acharya and Volpin (2010) find that regulatory enforcement is not cost-effective, and
suggest two market-based mechanisms to encourage corporate governance. The primary
mechanism requires companies to disperse excess funds regularly therefore creating the
need to go to the market if further capital is needed for additional assets. The second
mechanism includes encouraging shareholder activists and market raiders to enter the
market. Shareholder activists come in the form of institutional or hedge fund managers
where they represent large groups of individual shareholders strengthening their power
(Becht, Bolten, and Röell, 2003).
The predominant structure of corporations within each country also influences the
corporate governance practices. Countries that rely on largely dispersed shareholdings
like Australia, United Kingdom and the US (The shareholder model) are more likely to
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encourage increased disclosure supported by a strong regulatory framework and legal
protection for shareholders (Shleifer and Vishny, 1997; Jackson and Moerke, 2005;
Lutz, Eberle, and Lauter, 2011). According to this model, management and board report
to the shareholders via annual reports. As such, shareholders demand extensive
disclosure of all aspects of the business including corporate governance (Donnelly,
2000).
Under the stakeholder model, used predominantly in Germany and Japan, the external
suppliers of finance are involved in the board and as such do not rely on the company
management and board for information. For example, in Japan these external financiers
are known as Keiretsu10 .They are internally involved in the board system and have an
intimate knowledge of the day to day running of the company (Boolaky and Thomas,
2010). In the European model, where the historical suppliers of funds were banks, the
stakeholder model transpires into a dual board system where the management board are
overseen by a board made up of external stakeholders. These board members will
consist of representatives for banks, employees, creditors etc. Unlike the shareholder
model, the stakeholder model is prominent in societies that rely on bank or government
financing, like Germany and Japan (Jackson and Moerke, 2005). According to
Hackethal, Schmidt, and Tyrell (2005) this model is less motivated by disclosure or
independence of directors.
Kim and Kim (2008) undertook a study of South Korea’s corporate governance
regulatory changes made since the Asian crisis of 1997. They find that between 1998
and 2004 the quality of corporate governance has dramatically increased, and as a result

10

Keiretsu structures consist of groups of companies where shares are cross-held by companies in the same Keiretsu as a means to
prevent take-overs by outside investors and for long term commercial commitments. A crucial characteristic of the Keiretsu system
is the inclusion of a main bank that exerted control as primary lender and shareholder of the Keiretsu companies (Avery, 2000).
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of this reform foreign ownership has increased from 13% in 1996 to 37% in 2006.
Much of the reform has been targeted at the Chaebol11, or family controlled enterprises.
An essay written by Ball (2009) determines that increased regulatory mechanisms will
not deter unscrupulous managers but is likely to put undue pressure on cautious
managers who will more likely take a more conservative approach to reporting in order
to ensure they are complying with regulatory requirements. Coffee (2007) reviews
previous studies of companies cross-listing in the United States market and finds that
cross listing declined after the implementation of the Sarbanes Oxley Act 2002, but
those companies that cross listed in the US enjoyed a listing premium. The author
proposes that the mandated requirement of an independent audit committee is a major
factor in the decline in European companies cross listing. The European Commission
find that most European countries were similar on corporate governance issues such as
accountability, minority shareholder protection, director independence, board
committees and transparency (Gregory, 2002). However, Enriques and Volpin (2007)
compare the United States (US) and United Kingdom (UK) models with the continental
European models of Germany, Italy and France and find vast differences in corporate
governance regulations and the practices of corporate governance among these
countries. The study finds that, unlike the UK and the US, with dispersed shareholdings,
these European countries have minimal shareholder protection because shares are
generally owned or controlled by a few majority holders. The implementation of
regulatory reforms with the implementation of the European Union has at this stage
been unable to monitor the control of dominant shareholders on board decisions.
Jackson and Moerke (2005) compare the Japanese and German models of corporate
governance. They identify a lag in the implementation of key areas of corporate
11

Chaebol’s are large conglomerate family controlled companies. Chaebol’s might have small shareholdings but a large proportion
of voting rights. Chaebol’s owners used tunnelling methods to transfer funds from public companies to their own private companies,
thereby stripping the public company of assets and other shareholders of profits.
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governance by the Japanese and that this could entail corporate failure. These areas are
notably, board independence, separation of management and the board, and
transparency. On the other hand, Germany has a strong regulatory system and the twotier board system, a mechanism that enhances board independence and separation of
management. The authors advocate that with increased pressure from the equity market,
both countries will have to evolve closer to the Anglo American model including
increased disclosure and transparency.
Lutz, Eberle, and Lauter (2011) compare the historical path of corporate governance in
Germany and the United Kingdom. The United Kingdom model has a greater regulatory
control than the German code because of historical market influences. The need for a
strong corporate governance code in the United Kingdom was flagged after numerous
corporate collapses such as Enron and WorldCom in the US and Maxwell Corporation
in the UK. These collapses were at least due to a lack of market regulation and so there
was a demand for securities reform. These reforms are aimed at control of management.
They include stronger controls of management and independence of the board so as to
encourage an independent oversight of the management of companies. At the same
time, the growth of institutional investors in the UK share market means the demand for
tighter control of board and management to counteract the weak laws governing
companies under the UK Companies Act 2006.
Germany, on the other hand, has a strong corporate regulatory framework in place. The
influence in Germany, rather than being from shareholders, is from other stakeholders
including government, trade unions and financial corporations. The German model is
stakeholder based where external stakeholders have representation on the supervisory
board so there is little need for disclosure of practices, contrary the UK model. The
German market has only changed to reflect the shareholder model in order to create
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confidence in the market and to attract foreign investors who prefer the shareholder
model. Morck, Wolfenzon, and Yeung (2005) study the impact of controlling
shareholders on the corporate governance of firms across the world. They suggest that
controlling shareholders will act in their own interest rather than for all the shareholders,
including minority shareholders. They also find that because dominant shareholders
have political influence, it restricts the chance of change in corporate governance to
enable protection of other shareholders.
McKinsey conducted three surveys in 1999 and 2000 on the attitudes of investors
toward investments in Asia, Europe, US and Latin America and find that they were
willing to pay an average premium of 23% for outstanding corporate governance
systems. More than 80 percent are willing to pay a premium for enhanced governance
over greater financial performance (McKinsey, 2000). The authors encourage
companies and governments to take note that stronger internal governance and a strong
regulatory framework are necessary credentials to capture these shareholders. See
Table 3.2 in the Appendix to this Chapter for results of the McKinsey survey for the
OECD member countries.
Pagano and Volpin (2006) use data from 47 countries for the period 1993 to 2002 to
examine the relationship between the emergence of investor protection laws and
investor participation in the market. The study suggests that the legal system
strengthened investor protection, a greater proportion of shareholders entered the
market, and conversely, as the shareholder base increased, so do the expectations for
stronger investor protection laws.
Chung and Zhang (2011) examine companies listed on the NYSE and NASDAQ
between 2001 and 2006 using Institutional Shareholder Services (ISS) data as
governance measures. They infer that institutional shareholders prefer to invest in shares
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of firms that have good corporate governance and in countries with strong legal
protection. Overall, the study put forward the suggestion that good governance has a
positive effect on institutional investor’s investment decisions.
Lang, Lins, and Miller (2003) examine data from 2,507 companies in 27 countries.
They argue that institutional analysts avoid shares with low levels of internal corporate
governance and where legal environment is weak, in regard to shareholder protection.
Chong, Guillen, and Lopez-de-Silanes (2009) argue that in emerging economies like
Mexico, companies find it difficult to attract investors because protection of
shareholders is low. They further argue that legal reform and market based mechanisms
need to take place in Mexico to increase investor protection and create market stability.
Although the regulatory system is changing, companies that increase corporate
governance voluntarily find raising equity easier (Chong and Lopez- De Silanes, 2006).
Increasing corporate governance at a firm level is less likely in less developed countries
with less proactive rights for investors encased in law. They imply that by increasing
corporate governance at firm level, thereby protecting minority shareholders will
alienate controlling shareholders (Aggarwal et al., 2009).
Carvalhal-da-Silva and Subrahmanyam (2007) use data from Brazilian companies and
find the same attributes exist for Brazilian companies as Chong, Guillen, and Lopez- De
Silanes (2006) find for the Mexican companies. Carvalhal-da-Silva and Subrahmanyam
(2007) contend that a weak regulatory system has a negative impact on minority
shareholders, causing a lack of investor confidence in the market.
Dahya, Dimitrov, and McConnell (2007) use data from 2002 investigating 799
companies across 22 countries with limited shareholder protection laws, and find that as
legal protection laws increased, so does firm value. They indicate that firm value
increased with a strong independent board.
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Others find that good corporate governance in emerging economies plays an even larger
role in investor decisions. This is evident in Korea where Black, Jang, and Kim (2006a)
find that good corporate governance has a positive effect on share price. The authors use
survey data from 453 companies (essentially the entire market) listed on the Korean
stock exchange in 2001. The study shows a strong positive correlation between
corporate governance, and share value in the context of Korea. They conclude that in
countries where external mechanisms like the regulatory market are in the early stages
and therefore inadequate, additional internal forms of corporate governance are
welcomed by shareholders. Regulatory mechanisms for corporate governance in Korea
are lacking, specifically the shareholder protections that exist in developed markets
(Campbell and Keys, 2002). This gap allows the largest conglomerates of shareholders
(Chaebol groups) unprecedented control of the market. In contrast, Chizema and Kim
(2010) find that there is greater regulatory pressure on larger firms and this results in a
larger proportion of outside directors as a significant governance mechanism. Using
data from 226 companies over years 2001 to 2006, the authors study firms listed on the
Korean Stock Exchange and find that regulation has increased after the cash crisis of
1997 to 1998. Black, Jang, and Kim (2006b) in a subsequent study find that larger firms
are more likely to have greater corporate governance than smaller firms. This implies
that this is due to more stringent regulatory restrictions placed on larger firms.
Morey et al. (2009) examine the correlation between corporate governance practices and
firm valuation in emerging markets using the information on 2112countries from 2001 to
2006. Corporate governance disclosures are only a section of the survey undertaken;
however they conclude that an increase in corporate governance is a definitive cause of
increased firm valuation. They intimate that investors are buoyed by countries with
12

The countries used in this study consisted of Argentina, Brazil, Chile, China, Czech Republic, Egypt, Hungary, India, Indonesia,
Israel, Korea, Malaysia, Mexico, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, Turkey, Venezuela (Morey et al.,
2009).
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lower debt risk, and that these countries are more likely to encourage enhanced
corporate governance.
Braga-Alves and Shastri (2011) find that enhanced disclosure of voluntary corporate
governance leads to an increase in firm value in Brazilian companies. The authors
conclude that corporate governance plays an important role for companies listed on an
emerging stock market with a weak legal environment.
Klapper and Love (2004) study disclosure of corporate governance for emerging
economies using data from Credit Lyonnais Securities Asia (CLSA) covering three
hundred and seventy-four (374) companies across fourteen (14)13 countries (including
four14 OECD countries) collected in 2000. They find that countries with weaker legal
environments are more likely to have companies with lower governance rankings and
good governance increases the value of the firm within these conditions. This view is
supported by Durnev and Kim (2005)15 in a study using the same dataset from CLSA.
The authors cover three hundred and thirty-four (344) companies across twenty-seven
(27) countries (including eleven16OECD countries). On a different note, Durnev and
Kim (2005) state that the greatest incentive for enhanced firm level corporate
governance in countries with weak legal environments is the need for external financing
and growth opportunities.
Chen, Chen, and Wei (2009) also use the CLSA data covering five hundred and fiftynine (559) companies across seventeen (17) 17 countries collected in 2000, emerging

13

The countries used for this research were: Brazil, Chile, Hong Kong, India, Indonesia, South Korea, Malaysia, Pakistan,
Philippines, Singapore, South Africa, Taiwan, Thailand and Turkey.
14
The OECD countries used for this research are: Chile, Greece, South Korea and Mexico.
15
The countries used for this research were: Argentina, Australia, Brazil, Chile, China, Columbia, Czech Republic, Greece, Hong
Kong, Hungary, India, Indonesia, Japan, South Korea, Malaysia, Mexico, New Zealand, Pakistan, Peru, Philippines, Poland, Russia,
Singapore, South Africa, Taiwan, Thailand and Turkey.
16
The countries used for this research were: Australia, Chile, Czech Republic, Greece, Hungary, Japan, South Korea, Mexico, New
Zealand, Poland and Turkey.
17
The countries used for this research were: Brazil, Chile, Columbia, Greece, Hong Kong, India, Indonesia, South Korea, Malaysia,
Mexico, Pakistan, Philippines, Singapore, South Africa, Taiwan, Thailand and Turkey.

38

countries and confirm previous results (Durnev and Kim, 2005; McKinsey, 2000) that
firm level corporate governance has a significantly negative effect on the cost of equity
capital. They advise that this relationship between corporate governance and the cost of
capital is stronger in countries that provide relatively poor legal protection of investors.
In other jurisdictions where shareholdings are dominated by controlling shareholders
like Belgium, Chile and Mexico, the emphasis is on the rights of majority shareholders.
There are mixed views on this concentrated ownership, specifically in the protection of
minority shareholders (Aguilera and Jackson, 2003, Claessens et al., 2002). With an
increased need for equity capital, these markets are being pressured to regulate
governance (Chong, Guillen, and Lopez-de-Silanes, 2009).
La Porta, Lopez-De-Silanes, and Shleifer (2006) undertook an extensive study of the
securities laws of 49 countries (including 24 OECD countries). The authors clustered
each country’s legal origin into four legal families, English (common) law, French civil
law, German civil law, and Scandinavian law, and report that common law countries are
more likely to have greater disclosure requirements and the availability of private
litigation and better protection for shareholders. This supports to some extent the study
of Shleifer and Vishny (1997) who reviewed previous literary findings and contend that
countries with strong legal systems inherently have better governance systems.
Countries with weak legal systems, or corruptible Politian’s and bureaucrats have a
propensity for lower transparency, weak corporate governance and tangled business
arrangements (Leuz and Oberholzer-Gee, 2006). Cornelius (2005) has undertaken a
comparative study of corporate governance across 104 countries (including all OECD
countries) using data collected from a survey of over 8000 executives for the World
Economic Forum, 2004. This study included the clustering of the legal systems, the
country’s legal standing and a corporate governance index. Contrary to La Porta, Lopez-
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De-Silanes, and Shleifer (2006); La Porta, Lopez-De-Silanes, and Shleifer (2002),
Cornelius (2005) argue that although some of the findings suggest that stronger legal
environments leads to better quality of corporate governance, some countries (Greece,
Hong Kong and Portugal) do not fit this mould. The study did not examine the reasons
for the difference, although suggests that in countries where corporate governance
outperformed legal environments, companies have engaged in better corporate
governance practice to attract investors (Slovak Republic and Algeria). Table 3.1 in the
appendix contains a list of all countries included in the study.
Doidge, Karolyi, and Stulz (2007) undertook an extensive study of the effects of legal
protection, specifically shareholder protection, on corporate governance using data from
CLSA and S&P for the years 2000, and ISS for the year 2003. They determine that in
lower developed countries it is difficult for companies to meet higher corporate
governance standards such as engaging quality audit firms because they simply are not
available or are too expensive to implement. The authors use the definition of lessdeveloped countries as being countries with a GNP per capita below median for the
entire sample. In addition, investors expect high corporate governance such as higher
levels of investor protection, where in less developed countries, there are fewer
investors and therefore the expectations for companies to engage in governance
practices are lower. This study, although extensive, has extracted data from different
databases using two different years, 2000 and 2003 and the authors do acknowledge this
as a limitation of their study. Doidge, Karolyi, and Stulz (2007) use a different measure
for the country level of legal protection. They use a measure of anti-director rights,
measurement of property rights and the rule of law and expropriation index. These
measures have been sourced from previous studies and the authors acknowledge that
data for the same variable may have been sourced from different studies.
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Bøhren and Strøm (2011) investigate whether current Norwegian legislation and the
introduction of new regulations on corporate governance would add value to firms.
Using data from all non-financial firms listed on the Oslo Stock Exchange during the
period 1989-2002 with emphasis on employees, directors, board independence,
directors with multiple seats, and gender diversity, they find that mandating these
corporate governance measures actually inhibits the economic growth of the companies.
They further argue that owners of companies equip the board with the correct mix to
protect employees and maximise networking through directors with multi-directorships.
Another study undertaken by Gillan and Martin (2007) examines the enhanced
corporate governance requirements in the US to determine whether they would have
restricted management practices and enhanced auditor oversight in the case of Enron.
They find that the reforms will have mixed results and concur that board independence
would have little effect, whereas changes to Auditor requirements and increased
reporting requirements will be good monitors of boards. Chhaochharia and Grinstein
(2007) find that the cost to small firms of complying with the regulations in the US far
exceeds the value added to the firm. The study finds that less compliant firm’s values
are greater than compliant firms because of the cost of compliance for smaller firms.
Carcello, Hermanson, and Neal (2002) study 150 companies from the US, 50 with
statements filed from NYSE, NASDAQ and AMEX in 2001 to examine the disclosures
of audit committees within the reports. They conclude that audit committees will fill
minimal regulatory requirements but the degree of voluntary disclosure increases with
financial institutions, larger firms, NYSE listed firms and firms with greater proportions
of independent audit committee members.
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Covering data from 1500 large American companies in the 1990’s Gompers, Ishii, and
Metrick (2003) constructed a Governance Index using 24 provisions 18 (including
company level provisions and macro level protections). The paper measures whether the
companies had these provisions in place over four periods from 1990 to 1998. They
provide empirical evidence that the value of a company is greater in an environment
where shareholder protection is stronger. The authors do acknowledge that, although
their findings do show a correlation between shareholder protection and firm value,
there could be additional influences such as growth opportunities or lack thereof.
Hossain, Lim, and Siang Tan (2010) investigate the firm level governance and country
level legal environment on Auditor choice. The authors use Credit Lyonnais Securities
Asia (CLSA) governance ranking data for 282 companies in 16 emerging and newly
emerged countries19 using data from the year end 2000. The findings provide evidence
that firms within countries with strong legal environments have higher firm-level
governance and choose higher quality auditors than countries with a weak legal
environment.
Clarkson, Van Bueren, and Walker (2006) conclude that high levels of disclosure will
only be achieved through explicit written requirements. In fact they propose that the
Australian Stock Exchange system of principles based requirements rather than
legislative based requirements resulted in 25 percent of Australia’s one hundred largest
companies lacking in disclosure levels. Others disagree with this line of thought and
find that a principle based approach results in better quality disclosure (Arcot, Bruno,
and Faure-Grimaud, 2010). Arcot, Bruno, and Faure-Grimaud (2010) use data from
1286 UK companies covering years 1998 to 2004 to examine whether these companies
18

The Governance Index (“G”) is the sum of one point for the existence (or absence) of each governance provision. There are
subindices for each of the five categories: Delay, Protection, Voting, Other, and State. There are 28 total provisions listed in the all
categories, of which 24 are unique (Gompers, Ishii, and Metrick, 2003).
19

The countries used in the CLSA Study are: Brazil, Chile, China, Hong Kong, India, Indonesia, Korea, Malaysia, Mexico,
Pakistan, Philippines, Singapore, Thailand, Turkey, Taiwan and South Africa (Hossain, Lim, and Siang, 2010).
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had complied with, or adequately explained non – compliance with the United Kingdom
Combined code 20 . They advise that 87.4% of companies complied with the code;
however, those companies that did not comply provided insufficient explanations of
their reasons for non-compliance. They conclude that the code was lacking in the aspect
of the guidance for detailed explanations and find that, as a result, companies were
basically ticking boxes when non-complying.
Overall OECD member countries have in place a code of corporate governance, but it
varies between principles-based and rules-based system. As with all principles-based
system, corporate governance principles allow choices for implementation but do not
enforce implementation as in a rules-based system (OECD, 2004b, p.51). Therefore the
strength of the principles-based system will largely depend on the supporting
framework that exists at the national level of a country.

3.3 Culture and corporate governance
Extant literature suggests that culture influences corporate governance (Adams and
Ferreira, 2009; Bebchuck, Cohen, and Ferrell, 2009; Black, Love, and Rachinksy, 2006;
Dawson, 2004; Fan, Wei, and Xu, 2011; Baek, Kang, and Suh Park, 2004; Brown and
Caylor, 2009). There are also papers examining some elements of culture to determine
their effects on corporate governance (Chan and Cheung, 2008; Haxhi and van Ees,
20

1. Chairman and CEO (A.2.1) (CEO/COB): There should be a clear division of responsibilities at the head of the company which
will ensure a balance of power and authority, such that no one individual has unfettered powers of decision. 2. Senior Non-executive
Director (A.2.1) (SNED): Whether the posts (Chairman and CEO) are held by different people or by the same person, there should
be a strong and independent non-executive element on the board, with a recognized senior member other than the chairman to whom
concerns can be conveyed. 3. Non-executive Directors (A.3.1) (NEDs): Non-executive directors should comprise not less than one
third of the board. 4. Independent non-executive directors (A.3.2) (Ind. NEDs): The majority of non-executive directors should be
independent of management and free from any business or other relationship, which could materially interfere with the exercise of
their independent judgment. 5. Service contracts (B.1.7, B.1.8) (Ser. Cont.): There is a strong case for setting notice or contract
periods at, or reducing them to, 1year or less. 6. Nomination committee (A.5.1) (Nom.): Unless the board is small, a nomination
committee should be established to make recommendations to the board on all new board appointments. A majority of the members
of this committee should be nonexecutive directors. 7. Remuneration committee (B.2.1, B.2.2) (Rem.): Companies should establish
a formal and transparent procedure for developing policy on executive remuneration and for fixing the remuneration packages of
individual directors. No director should be involved in deciding his or her own remuneration. Remuneration committees should
consist exclusively of independent non-executive directors.
8. Audit committee (D.3) (Audit): The board should establish an audit committee of at least three directors, all non-executive, a
majority of whom should be independent, with written terms of reference which deal clearly with its authority and duties.
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2010). According to Hofstede (1983) national culture has a strong influence on business
management practices within the country. Individuals from the same culture generally
share the same values (Hofstede and Hofstede, 2005). The cultural norms of a nation,
therefore, determine the attitudes of its citizens in every aspect of their life including the
way business is conducted. It is for this reason that business management practices vary
among countries. For example, the corporate governance principles in an Islamic
jurisdiction would be different from a non-Islamic jurisdiction. In an Islamic
jurisdiction, trust prevails over accountability and transparency (Abdussalam, 2009).
The next section is about Power Distance and its relevance to disclosure of corporate
governance practices.

3.4 Power Distance
Hofstede (1983) categorises countries by their different cultural dimensions, namely:
the Power Distance Index (PDI)21, Individualism (IDV)22, Masculinity (MAS), and the
Uncertainty Avoidance Index (UAI) 23 . These cultural dimensions explain different
behaviours across nations (Deschepper et al., 2008). In 1987 a fifth dimension, longterm orientation (LTO) was added to the framework in a comparison between eastern
and western cultures (Hofstede and Bond, 1988). Power Distance measures the
distribution of power among members of the nation. In a country with a high Power
Distance, power is concentrated in the hands of a few whereas in a country with a low
Power Distance, power is equally distributed (Haxhi and van Ees, 2010, p.5). There has
been a considerable amount of discussions expressing mixed feelings over Hofstede’s

21

21
Power Distance Index (PDI) determines how power is distributed amongst members of a nation. Countries with a high PDI,
power is held by a few, whereas when PDI is low, power is distributed equally.

22

Individualism (IDV) stands for a society in which the ties between individuals are loose: everyone is expected to look after him
or herself. Collectivism is the opposite of Individualism and stands for a society that integrates as a group.
23
Uncertainty Avoidance Index (UAI) determines the level of acceptance of uncertainty. A high UAI indicates a nation that is
structured and rules based to avoid uncertainty, whereas low UA instigates less rules and greater risk.
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theory (Schwartz, 1999; McSweeney, 2002; Søndergaard, 1994; Chapman, 1997). One
recent study undertakes a comprehensive analysis and finds the cultural dimensions are
still relevant today (Magnusson et al., 2008). Scheppers (2006) develops a theory that
Hofstede’s cultural dimensions can be linked to the models of ethical decision making
within a business. The author proposes that while a company from a country with a low
Power Distance is more likely to adopt an ethical approach based on a shareholder
perspective, it is more likely for that company to make ethical decisions favouring
shareholders over other stakeholders and society at large. Chan and Cheung (2008)
examine 43 countries24 and find that countries with a low PDI are more likely to have
companies that practice good corporate governance. Using survey data, they conclude
that minority shareholders in low PDI countries are more likely to have increased rights
and will therefore pressure management to increase corporate governance and
disclosure.
Haxhi and van Ees (2010) examine 67 countries25 and find that countries with a high
PDI are more inclined to have the regulatory framework for corporate governance set
and monitored by governments rather than shareholder groups or stock exchanges as
opposed to countries with a low PDI. They further argue that it is more difficult for
those who do not hold the power to expect corporate governance to be practised by
those holding power (Haxhi and van Ees, 2010, p. 6).
Using PDI this thesis will determine the connection between the distribution of power
and the varying levels of disclosure of corporate governance across countries and

24

Chan and Cheung (2008) do not disclose the countries used in their study.
The countries use are: Argentina, Australia, Austria, Bangladesh, Belgium, Brazil, Bulgaria, Canada, China, Colombia, Cyprus,
Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hong Kong, Hungary, India, Indonesia, Ireland, Italy,
Jamaica, Japan, Kenya, Lebanon, Lithuania, Luxemburg, Malaysia, Malta, Mexico, Netherlands, New Zealand, Nigeria, Norway,
Pakistan, Peru, the Philippines, Poland, Portugal, Romania, Russia, Singapore, Slovakia, Slovenia, South Africa, South Korea,
Spain, Sweden, Switzerland, Taiwan, Thailand, Trinidad and Tobago, Turkey, Ukraine, the UK and the US.
25
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companies in the OECD. The distribution of PDI for all OECD Countries is given in
Chapter 5, Table 5.5.
The following section discusses Regulatory Focus Theory and the relevance of RFT on
the level of a company’s disclosure of corporate governance practices.

3.5 Regulatory Focus Theory (RFT)
Managers of businesses will make decisions to disclose information to the public in an
effort to inform shareholders of the internal workings of the business, including
corporate governance. Disclosure of corporate governance across the world, and
specifically in OECD countries is either a mandatory requirement of listing on stock
exchanges or voluntary. Some management make the decision to disclose additional
information on corporate governance practices in excess of their requirements. They
will make the decision in order to represent the business in a positive note by way of
enhanced transparency. Other managers will make the decision to restrict disclosure to
the minimum required in order to avoid risk and protect the internal mechanisms of the
business. The decision made by these managers can be linked to their regulatory focus
position as per the RFT. Those with a promotion focus tendency will enhance disclosure
and those with a prevention focus tendency will minimise disclosure.
This section discusses and puts into perspective the regulatory focus theory. RFT has
previously been used in many psychological studies as well as in accounting and
finance (Cianci and Falsetta, 2008). This is the first study to test RFT in disclosure of
corporate governance practices.
Regulatory focus theory (RFT) is used to describe the two self-regulatory systems
individuals use to make decisions (Higgins, 1997). The basic principle of this theory is
that people will aim to achieve their goals by seeking pleasure and avoiding pain
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(Dewett and Denisi, 2007). The theory differentiates between two paths of reaching
these goals depending on the psychological nature of the person wishing to achieve the
goals (Camacho, Higgins, and Luger, 2003). Depending on the personality traits
prominent in the individual and consistent with their needs, standards and required
outcome of events they will follow one of the self-regulatory systems (Dewett and
Denisi, 2007). These systems are either promotion focused or prevention focused.
People who are inclined to aspire to a promotion focus are searching for gains and nongains, whereas people who are inclined to aspire to a prevention focus are searching for
losses and non-losses (Briley and Aaker, 2006; Idson, Liberman, and Higgins, 2000).
Promotion focus revolves around the need for positive goal achievement leading to
financial gain. Prevention focus revolves around safely achieving goals by avoiding
financial losses. The individuals with independent self-construal are more likely to have
a promotion focus view with goals of growth and achievement, whereas those with an
interdependent self-construal are more likely to have a prevention focus approach
concerned with safety and security (Aaker and Lee, 2001). The goals for promotion
focus are inclined towards improvement and success, whereas the goals for prevention
focus tend towards restraint and security (Pennington and Roese, 2003). The individual
with a promotion focus intentionally aim(s) towards a goal of improvement, whereas
those with prevention focus intentionally aim towards loss avoidance and protection of
the current situation (Cropanzano et al., 2008). A study by Liberman et al. (1999) finds
that the promotion focus position is a preference for change if the current alternative is
unacceptable whereas the prevention focus view is more conservative and they feel
more obligated to accept the current situation. Camacho, Higgins, and Luger (2003) find
that decision makers with a promotion focus will favour the positive significance of a
choice (price difference when paying for items between cash and credit payment is
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considered a discount), whereas decision makers with a prevention focus favour the
negative significance of a choice (price difference when paying for items between cash
and credit as surcharge).
An example of determining whether an individual is of a promotion focus or prevention
focus can be illustrated using the four – item questionnaire used by Cunningham, Raye,
and Johnson (2005).
1. I focus on opportunities that will enhance my life; 2. I focus on ensuring that I will
avoid potential mishaps or negative events; 3. I am primarily motivated by seeking
potential successes; 4. I am primarily motivated by avoiding failure. The participants
answered each item on a 6-point scale anchored by strong disagree (1) and strong agree
(6). A participant’s promotion score was the average of the first and third items, and the
participant’s prevention score was the average of the second and fourth items. The scale
was scored so that 6 represented the highest degree of a regulatory focus and 1
represented the lowest. The mean promotion focus for this sample was 4.82 (SD 0.90),
and the mean prevention focus was 4.13 (SD 0.80). Similar methods of testing have
been used in studies by Lockwood, Jordan, and Kunda (2002) and Uksul, Sherman, and
Fitzgibbon (2009) with similar findings. Lockwood, Jordan, and Kunda (2002) find that
Asian cultures with a prevention focus are more likely to learn lessons from the
mistakes of others by avoiding making similar decisions. In contrast, North American
cultures with a promotion focus are more likely to follow role models of those with
successful outcomes. Uksul, Sherman, and Fitzgibbon (2009) use these scales to
determine an individual’s regulatory focus response when considering the need to use
floss. They indicate that UK individuals were more reactive to a promotion focus view
of flossing, whereas Asian cultures are more inclined to the prevention focus of
flossing.
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Boldero and Higgins (2011) examined regulatory focus theory in the context of political
choice. They find that promotion focus individuals are more likely to vote for reform in
political leadership because they are interested in the possibility of positive outcomes
and probable gains. Prevention focus individuals are more inclined to vote to leave
things as they are so as to avoid negative outcomes.
A study by De Cremmer et al. (2009) examines the effects leaders that were perceived
to be self - sacrificing have on the behaviour of followers with a prevention focus. The
study finds that these followers consistently feel the desire to be loyal and protect the
interests of the group.
The promotion focus is considered to be more entrepreneurial, whereas the prevention
focus is more stable (Brockner, Higgins, and Low, 2004). The argument in this study is
that to be able to achieve either the goal of financial gain or avoiding financial losses
would rely, among other things, on good corporate governance. Corporate governance
structure and disclosures by a business entity would enable investors to evaluate the risk
related to realising financial gains. The promotion focus view of RFT encourages
transparency and seeks positive outcomes (Fiske, 2009).
Markus and Kitayama (1991) find that social interdependence exists within nonWestern cultures like Asia, Latin-American and Southern European. This means that
individuals are more likely to conform to the group and are uncomfortable in drawing
attention to others within the group, whereas Western and Western-European cultures
tend to be open and transparent, regardless of the consequences for others. In this vein
the argument is that individuals (stakeholders) in the western world could be more of a
promotion focus type rather than prevention focus and as such would influence the
corporate governance practices.
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Moss (2009) contends that leadership style can shape the regulatory focus of followers.
The study finds that practices which encourage a promotion focus, amongst other
things, instil in followers the need for a just world (Dalbert, 1999). However, practices
that encourage prevention focus, instil in followers the need to strive to minimise losses
and costs. The argument in this thesis is that prevention focus directors would tend to
disclose less of the corporate governance practices if it were to increase the cost or
losses. Therefore in a prevention focus situation, directors would not be inclined to
disclose a corporate governance practice that would be a bad news. For example,
irregular attendance of directors at meetings, a committee comprising more insiders than
independent directors.
Lee et al. (2000) suggest that the cultural aspect of interdependence within East Asian
and Latin-American cultures can be aligned with Hofstede‘s cultural dimension of
collectivism and with a high need for uncertainty avoidance (UAI) 26 . In this
environment the behaviour would be, therefore, avoiding risk and so encourage a
prevention focus response. The study considers that the cultural backgrounds that sway
towards high individualism (IDV)27 with a low need for uncertainty avoidance tend to
respond with a promotion focus response. These findings suggest that interdependent
cultural backgrounds are more likely to sponsor decisions that will maintain their social
status and can foster a willingness to protect the group by covering up any wrongdoing
of the group (Cohen, 1995). This group protection mentality could encourage members
of the group towards a lack of transparency of any corporate governance oversights.
Chen, Ng, and Rao (2005) extended this work by comparing the value of time between
eastern and western cultures. They find that western cultures are more impatient and
26

Uncertainty Avoidance (UAI) stands for a society in which its member is comfortable in structured or unstructured situations. A
country with a low UAI, members are comfortable with uncertainty, whereas a country with a high UAI, members are not tolerant of
uncertainty.
27
Individualism (IDV) stands for a society in which the ties between individuals are loose: everyone is expected to look after
himself or herself. Collectivism is the opposite of Individualism and stands for a society that integrates as a group.
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require instant consumption, whereas eastern cultures have greater patience and are
willing to wait for consumption. Westjohn et al. (2009) compares Chinese and
American characteristics as part of their study on technology usage and find Americans
were promotion focused and Chinese were prevention focused. A study by Tsai,
Knutson, and Fung (2006) of 397 students find that European Americans would ideally
like to feel elated, enthusiastic and excited (i.e., positive, promotion focused emotions);
whereas Chinese in Hong Kong indicated that they would ideally like to experience
calm, relaxed and serene (i.e., negative, prevention focused emotions). Wirtz and Lwin
(2009) use data collected from surveys from 495 students and find that those with
promotion focus of RFT are more interested in trust, that is whether they can rely on the
integrity of others and that they will not be exploited. Prevention focus is more
interested in privacy and leads to defensive behaviours. This study was undertaken to
determine the level of information disclosed by consumers, and shows the difference
between promotion and prevention focus in disclosure of information. The authors find
that consumers with a promotion focus are more likely to disclose information when
they trust an organisation, whereas a prevention focus consumer is concerned with
privacy and less likely to disclose.
Chan and Cheung (2008) undertook a study of business organisations across 43
countries and find a positive correlation between high scores of IDV with low scores of
UAI, and the level of corporate governance practices 28 including ethical practice,
credibility of managers, corporate board supervision, insider trading and shareholders’
value. The findings are significant because Hofstede’s cultural values of IDV and UAI
have been directly linked to RFT (Lee et al., 2000).

The study used information from the International Institute for Management Development’s “World Competitive Yearbook
2004”. 9 individual factors were selected to measure a countries corporate governance score.
28
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Lockwood, Marshall, and Sadler (2005) study the cultural differences in regulatory
focus between eastern and western cultures and the impact this has on their choice of
role models. The negative role model has experienced failures, and motivates others to
avoid the same position. The study suggests that individuals from the eastern culture,
with a tendency towards a prevention focus of RFT are more inclined to motivation
from the negative role model. The eastern culture feels a duty to live up to the
expectations of the group and prefer to avoid situations that may cause this to occur.
The positive role model has achieved exceptional success in their life, and promoted
others to aim for the same success. They imply that individuals from the western
culture, with a tendency towards a promotion focus of RFT are more inclined to
motivation from a positive role model. The western culture is individualistic and
actively seeks situations that will increase their success.
From the findings it can be construed that a culture with a prevention based focus will
encourage maintaining equilibrium amongst the group at a cost to the individual. In a
business context, this could also include the need to protect the social fabric of
management and board of an organisation above all else whereby non-compliance of
corporate governance is ignored to avoid isolation from the group.
Promotion based focus, on the other hand, can be construed as the need to think
independently and living up to the ethical standards of the self, rather than considering
the impact on the group. This aspect within a business context encourages transparency
and requires boards to take responsibility for any actions taken which are two essential
elements of good corporate governance.
Cultures considered to have an aversion to risk taking and a high level of secrecy are
more likely to be found in protection or prevention based theories (Lee et al., 2000).
These interdependent values associated with the prevention focus are aligned with
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protection of the board because prevention focus members of a group are more likely to
live up to the expectations of the group leader rather than their own (Kark and Van Dijk,
2007).
Anglo-American cultures, on the contrary, have a promotion based approach to
business. Corporate boards and management are risk takers. Remuneration is generally
based on performance and boards and management will initiate higher levels of risk to
achieve results to reach their individual goals (Sims and Gegez, 2004). As discussed,
countries that are ranked lower on individualism (high on collectivism) and higher on
uncertainty avoidance are found to be more likely to rank as prevention focused
cultures, whereas countries that rank high on individualism (low on collectivism) and
low on uncertainty avoidance are found to be more likely to rank as promotion focus
cultures. Table 5.10 in the Appendix to Section 5 lists Hofstede’s rankings as high or
low for each of the OECD nations. Countries like the US, United Kingdom and
Australia that are categorised as Anglo-American align with the promotion focus,
whereas countries like Japan (Asian) and Chile and Argentina (Latin-American) align
with the prevention focus. Interestingly, European countries like France, Germany and
Italy do not exactly fit the mould, neither do Denmark nor Czech Republic. This is
consistent with previous studies undertaken on RFT (Aaker and Lee, 2001; Lalwani,
Shrum, and Chiu, 2009) where all countries will not be perfectly aligned with either a
promotion or prevention focus but will fit somewhere in between. The findings suggest
that cultural differences will place countries along the promotion arm or the prevention
arm of RFT with some countries placed in the middle, thereby not belonging to either a
promotion focus or prevention focus.
A cultural dimension of high individualism and low uncertainty avoidance indicates a
promotion focus culture. High individualism and low uncertainty avoidance lead to
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increased transparency. Therefore, a promotion focus culture will also lead to increased
transparency. On the other hand increased secrecy and collectivism indicates a
prevention focus culture, thus less transparency. These cultural values tend to encourage
protection of the group rather than having concerns for individuals. Depending on the
RFT arm of a country the disclosure of corporate governance will be affected in two
aspects. Companies from a country with a prevention focus culture are expected to have
low disclosure and protection of the group. Companies from a country with a promotion
focus are expected to have higher levels of disclosure and less likely to protect the
group.

3.6 Synthesis
This chapter reviews the literature on disclosure of corporate governance practices.
Initially the review examines the influence regulatory framework has on disclosure of
corporate governance across OECD Countries. It then looks at past studies on culture in
general terms and its impact on the business environment. The literature on Power
Distance was examined in regard to its effect on disclosure. Finally, the basis of
Regulatory Focus Theory was presented, supported by a background of previous
research. The relevance of the RFT to this thesis was also discussed.
The review then analysed the impact of RFT on a company’s likelihood to disclose
corporate governance practices.
Based on the review of past literature of regulatory framework and disclosure of
corporate governance practices it was found that most studies were about corporate
governance practices. On the contrary past studies on Power Distance, although very
rich, concentrated on disclosure in general and did not look at disclosure of corporate
governance practices. In a business context, previous literature on Regulatory Focus
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Theory has concentrated on marketing, consumer behaviour, finance and accounting. A
major contribution of my thesis is to extend this literature and test the theory of RFT in
the context of disclosure of corporate governance practices. The following chapter
develops the hypothesis to address the research questions raised in Chapter one.
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Appendices to Chapter 3
Table 3.1

Firm Level Governance

Name

Law

FLG

Macro

Name

Law

FLG

Macro

Australia

Common

6.07

6.08

Japan

Code

5.37

5.14

Austria

Code

5.57

5.42

Korea (South)

Code

4.3

4.52

Belgium

Code

5.63

5.46

Luxembourg

Code

5.43

4.96

Canada

Common

5.8

6

Mexico

Code

4.3

4.42

Chile

Code

5.3

5.14

Netherlands

Code

5.83

5.56

Czech Republic

Code

4.17

4.02

New Zealand

Common

6.1

6.03

Denmark

Code

5.97

6.08

Norway

Code

5.53

5.8

Estonia

Code

5.07

5.12

Poland

Code

3.93

4.08

Finland

Code

6.1

5.96

Portugal

Code

4.47

5

France

Code

5.4

5.58

Slovak Republic

Code

4.7

4.2

Germany

Code

5.83

5.96

Slovenia

Code

4.47

4.44

Greece

Code

4.17

4.74

Spain

Code

4.87

4.68

Hungary

Code

4.6

4.56

Sweden

Code

5.8

5.8

Iceland

Code

5.57

5.76

Switzerland

Code

5.6

5.58

Ireland

Common

5.3

5.5

Turkey

Code

4.07

4.16

Israel

Common

5.07

5.54

United Kingdom

Common

6.2

6.52

Italy

Code

3.9

3.88

United States

Common

5.87

6.08

Average

Overall

5.19

5.23

Legal System - Code or Common Law
FLG -Perceived Quality of Firm Level Governance
Macro - Perceived Quality of Public Institutions
Table figures computed using data from Cornelius (2005)

Table 3.2 McKinsey Survey Results OECD countries
Willing to pay
premium

Ave
premium

Japan

82

20.2

21.5

France

82

19.8

89

25.7

Spain

82

19.2

89

22.9

Sweden

82

18.2

Taiwan

89

20.2

Switzerland

82

18

Indonesia

88

27.1

Germany

79

20.2

Malaysia

88

24.9

Belgium

79

19.6

US

84

18.3

Netherlands

79

18.5

UK

84

17.9

Venezuela

78

27.6

Argentina

82

21.2

Columbia

78

27.2

Chile

82

20.8

Italy

71

22

Country

Willing to pay premium

Ave premium

Korea

91

24.2

Mexico

90

Thailand
Brazil

Country

Table compiled by author from data supplied from McKinsey Investor Opinion Survey (2000)

`
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CHAPTER 4: THEORETICAL FRAMEWORK AND HYPOTHESES
DEVELOPMENT
4.1 Introduction
This research tests two main theories, namely: Power Distance and Regulatory Focus.
Power Distance is a measure of power that is held by certain members of a society and
the lack of power held by others (Haxhi and van Ees, 2010, p.5). Some cultures accept
and expect that power ought to be unequally distributed whereas other cultures do not.
In cultures with a high Power Distance, power is held by few members of society as
opposed to a culture with a low Power Distance where power is held fairly across every
member of society (Hofstede, 1998, p.8). Regulatory focus theory (RFT) is used to
describe the two self-regulatory systems individuals (management, shareholders,
financial analyst, investment advisor, directors and top executives) use to make
decisions to achieve their goals (Higgins, 1997). The two self-regulatory systems are (1)
promotion focus and (2) prevention focus. While individuals with a promotion focus are
more likely to make decisions that would promote the organisations, individuals with a
prevention focus are more likely to make decisions that would avoid pain, i.e., losses,
costs and any other type of information that may be bad news to the corporation
(Dewett and Denisi, 2007). In this thesis, the argument is that management are
individuals taking the decision to disclose information on corporate governance
practices. Because the type of information disclosed will impact on the corporation and
its stakeholders, managements (top management, directors, corporate communication
officers) decision on what to disclose and what not will therefore be influenced by
whether they are prevention or promotion focus.
First this thesis will put the Power Distance index (PDI) to test in the context of
disclosure of corporate governance practices. It is assumed that countries with low PDI
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will disclose more than countries with high PDI. Second the thesis will test RFT by
investigating whether disclosure of corporate governance practices is higher in a
promotion focus country contrary to a prevention focus country in this decision-making
process at firm’s level in the OECD countries. Two theoretical frameworks are formed
based on these two theories and hypotheses are developed accordingly. This chapter is
organised in two main sections: Section 1 and Section 2. Section 1 develops the
Theoretical Framework using PDI and then proceeds to the hypotheses. Section 2
develops the second Theoretical Framework based on RFT followed by the hypotheses.

SECTION 1
4.2 Theoretical Development using Power Distance Index
Hofstede (1980) undertook a comprehensive study of individuals from 6729 countries
and determined that the cultural dimension of Power Distance defined the distribution
of power amongst individuals within each country. In a country with a high Power
Distance, power is concentrated in the hands of a few as opposed to a country with low
Power Distance. In a high PDI country it is more difficult for those who do not hold the
power to influence the practice of corporate governance (Haxhi and van Ees, 2010). At
a company level, a high Power Distance means that the control is in the hands of a few
dominant directors on the board. These directors are primarily insiders to the company.
They are, therefore, unlikely to support an increase in independent directors because this
will diminish their power base. On the contrary, companies with a low Power Distance
will encourage equal distribution of power and in these cases, will actively implement

29

China was not included in the original study but was added to a later study by Hofstede and Bond (1988)
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independence on the board and therefore have a greater proportion of non-executive
directors.
In a like manner, when the board is controlled by a few dominant and insider members,
it is unlikely that they will see a reason to engage independent auditors to oversee the
inner workings of the company. Board members with a high Power Distance mindset
will see external oversight as an intrusion on the internal workings of the business.
Conversely, companies with a low Power Distance will support the inclusion of external
control mechanisms such as independent auditors. At a country level, countries with a
low Power Distance are more likely to have in place a strong regulatory system for
corporate governance in order to protect vulnerable members of society, whereas
countries with a high Power Distance will see little need to have these protections
(Haxhi and van Ees, 2010). Therefore the PDI of a country impacts on the power
distribution of a corporate board which will influence not only the practices of corporate
governance, but also the disclosure of corporate governance practices. This link forms
the basis of the first theoretical framework in this study and this is illustrated in Figure
4.1 on the following page.
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Figure 4.1: Theoretical Framework: Link Between PDI and Disclosure Practices

H4
Power Distance Index

NED

GCR

AUD

H1

H2

H3

Disclosure

CC

IAC

MGT

NED – Non-Executive Directors
AUD – Independent Audit Firms
CGR – Global Competiveness Ranking from WEF
CC- Disclosure of Compensation Committee
IAC – Disclosure of Internal Audit Committee
MGT – Disclosure of Separation of Management and Board

Note:

depicts influence

Figure 4.1 created by the author
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4.3 Non-Executive Directors
Agrawal and Chadra (2005) posit that having independent directors with financial
expertise is a good control mechanism when it comes to financial reporting, and have
been found to be positively related to increased disclosure (Lattemannn et al., 2008).
Independent board members will bring an impartial opinion to board decisions and are
more likely to have an unbiased assessment of management performance (Vallabhaneni,
2008). The general view of corporate governance guidelines, whether they are
principles based or mandatory requirements, is that a board must be at least partially
made up of independent directors. This expectation of independence is formed with the
view that these boards will have an objective view of management and stems
predominantly from the OECD principles of Corporate Governance that has now
filtered in some form through most countries (Gregory and Simms, 1999).

4.3.1 Influence of Non- Executive Directors on disclosure of Compensation
Committee
The board of directors and their independence are considered the key to effectively
controlling the governance of a company, hence influencing the disclosure of its
corporate governance practices (Beasley, 1996). A compensation committee ought to be
established to avoid the role being filled by the entire board and independent directors
are more likely to use compensation committees as part of the advisory process (Reeb
and Upadhyay, 2010). The compensation committee should ensure that there is no
abuse of pay compensation to top management of the company. Columnists from
various broadsheets have been interested in payments to management, particularly the
pay increases to CEO’s from the annual reports of companies after the collapses of
some corporations (Laux and Laux, 2009). The predominant role of the compensation
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committee is to appraise the compensation paid to management of the company in an
attempt to align the goals of management with those of the board and the shareholders
(Petra, 2005) and to ensure that the right information on management compensation is
disclosed. Research on the influence of the non-executive directors on the disclosure of
management compensation is apparently not investigated to now. Based on the
principles of corporate governance, it can be argued that there is a relationship between
the non-executive directors and the disclosure of management compensation
committees. In a related vein the following hypothesis is tested:
H1a: There is a positive relationship between the number of non-executive directors and
the extent of corporate governance disclosure of compensation committees by
companies.

4.3.2 Influence of Non- Executive Directors on disclosure of Internal Audit
Committee
Good governance suggests that a company has to have an audit committee. The main
purpose(s) of setting up an audit committee is to enhance the board’s monitoring of
management operations and to ensure that the corporation makes the right disclosure of
its accounting and accountability practices, (Collier and Gregory, 1999; Mak and
Kusnadi, 2005). For example, Collier and Gregory (1999) examine 88 United Kingdom
companies from 1989 to 1991 and conclude that independent directors have an impact
on the strength of the audit committee activity. Chau and Leung (2006) posit that the
inclusion of an audit committee is positively connected with boards that have a high
proportion of independent directors, that is, a board with low Power Distance. Reeb and
Upadhyay (2010) determine that a board made up of independent directors are more
inclined to install an audit committee for monitoring of management. Generally,
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companies have to disclose (1) the existence of an audit committee, (2) the composition
of the committee and (3) in some jurisdictions the frequency of meetings (Becht,
Bolton, and Röell, 2003, 2005). In developing countries, the disclosure is mainly on
existence of the committee. Along this line the following hypothesis is tested:
H1b: There is a positive relationship between the number of non-executive directors and
the extent of corporate governance disclosure of internal audit committees by
companies.

4.3.3 Influence of Non- Executive Directors on the disclosure of Separation of
Management
Vallabhaneni (2008) claims that the role of the board is to delegate the day-to day
management of the company to the CEO, but must also monitor management on behalf
of the shareholders. In order to fulfil these functions, it is important that the very person
delegating to the CEO is not held by the person heading the monitoring (Chairman of
the board). An important mechanism to avoid these roles being carried out by the same
person is the voice of the fellow board members. Boards that are independent are
considered to be far better monitors of management than ones entrenched with insiders
(Stapledon and Lawrence, 1997).
According to the OECD principles of corporate governance, a company has the option
to have the chairman separate from the CEO or the latter performing both roles (OECD,
2004a, p.63). In a company where the same person performs both roles, PDI is
considered high and this can affect the practices of good governance. In a company
where there is a separation between Chairman and CEO independence is higher thus
strengthening the position for non-executive directors to better influence good
governance. Non-executive directors will feel they have an independent leader when the
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Chairman and the CEO hold separate positions (Gregory and Simms, 1999). For
example, McCabe and Nowak (2008) suggest that in Australia non-executive directors
enhance independent views and balance the board power. Thus, it is hypothesised that:
H1c: There is a positive relationship between the number of non-executive directors and
the extent of corporate governance disclosure of separation of management and board
by companies.

4.4 Independent External Auditors
Previous literature in accounting suggests that the external auditors influence the extent
of disclosure of firms (Habib, 2012). Gibbins, Richardson, and Waterhouse (1990) find
that external consultants such as auditors will influence greater disclosure for
companies. This view is also held by Balasubramaniam and Pradhan (2005) who
contend that external auditors enhance corporate governance practices and its
disclosure.

4.4.1 Influence of Independent External Auditors on the disclosure of a
Compensation Committee
Hossain, Lim, and Siang Tan (2010) find that companies with high levels of corporate
governance are more likely to hire quality external auditors, thus increasing the extent
of disclosure. However, the recent large scales scandals across the globe have reduced
investors’ confidence in the independence of external auditors (Ronen, 2006). The risk
of bias increases when the audit firm conducts other services for the monitored
company (Kim and Yi, 2009; Krishnan, Su, and Zhang, 2011; Paterson and Valencia,
2011; Frankel, Johnson, and Nelson, 2002; Larker and Richardson, 2004), although not
all researchers agree on this issue (Defond, Raghunandan, and Subramanyam, 2002;
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Nam and Ronen, 2012). Past studies on whether external auditors influence disclosure
practices of corporate governance are therefore mixed. On that basis, it is hypothesised
that:
H2a: There is a positive relationship between independent auditors and the extent of
corporate governance disclosure of a compensation committee by companies.

4.4.2 Influence of Independent External Auditors on the disclosure of an Internal
Audit Committee
Abbott et al. (2003) find that external auditors that have a smaller proportion of nonaudit services are more likely to be hired by companies with independent audit
committees. Carcello, Hermanson, and Zhonhxia (2011) conduct a meta-analysis of 250
research articles on corporate governance and determine that audit committees, board
strength and external auditors complement each other, thus influencing disclosure
practices of corporate governance. The research suggests that an informed audit
committee will attract quality auditors as will a strong board and likewise quality
auditors are more likely associated with informed audit committees and strong boards.
They further advance that with this blend in place, the extent of disclosure on audit
committees will improve. Thus, the hypothesis is as follows:
H2b: There is a positive relationship between independent auditors and the extent of
corporate governance disclosure of an internal audit committee by companies.

4.4.3 Influence of Independent External Auditors on the disclosure of Separation
of Management
Extant literature suggests that the quality of external audits influence disclosure (Habib,
2012; Gibbins, Richardson, and Waterhouse, 1990; Wallace and Naser, 1995). In some
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jurisdictions external auditors are required to opine on the corporate governance
practices and its disclosure. It is conjectured that a company with a Big 4 auditor will
tend to be more transparent as opposed to a company audited by a non-Big 4 (Weber
and Willenborg, 2003). Moreover, even the Big 4 may be less rigorous in regard to
disclosure when they offer more than 50% of non-audit services to the client company.
As a result, it is hypothesised that
H2c: There is a positive relationship between independent auditors and the extent of
corporate governance disclosure of separation of management by companies.

4.5 Regulatory Framework
The regulatory framework of a country affects disclosure of corporate governance
practices. Clarkson, Van Bueren, and Walker (2006) find that disclosure levels in
Annual Reports increased when countries regulate corporate disclosure requirements
rather than relying on principles based models. This is consistent with findings in
previous studies that find companies’ listed on larger stock markets with stronger
regulation resulted in increased disclosure (La Porta, Lopez-De-Silanes, and Shleifer
2006; Morey et al., 2009; Shleifer and Vishny 1997). Shleifer and Vishny (1997)
undertook an extensive review of previous research and find that countries with strong
legal systems inherently have better governance systems and better disclosure practices
on corporate governance. In the forthcoming sections, the hypotheses related to
regulatory framework and disclosure corporate governance disclosure practices are
presented.
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4.5.1 Influence of Regulatory Framework on the disclosure of a Compensation
Committee
There is evidence that strong legal environments are positively correlated with enhanced
corporate governance (Shleifer and Vishny, 1997); although some countries did not
follow the pattern as argued by Cornelius (2005). But the connection between
regulatory framework and the disclosure of compensation committees has yet to be
tested in the literature. Sun and Cahan (2012) find that even though the regulation
requires compensation committees to be made up of independent members, the
influence of the CEO on the committee will have a negative effect on the overall
governance of the committee. As a general rule, it can be inferred that a country with a
strong regulatory system that makes corporate governance compliance mandatory will
ultimately end up with companies complying and disclosing more corporate governance
information compared to a country where the regulatory system does not make
corporate governance mandatory (La Porta, Lopez-De-Silanes, and Shleifer, 2006). It is
therefore hypothesised that:
H3a: There is a positive relationship between the quality of corporate governance
regulations and the extent of corporate governance disclosure of a compensation
committee.

4.5.2 Influence of Regulatory Framework on the disclosure of an Internal Audit
Committee
A significant number of countries have enacted legislation of some form for the
requirement of an internal audit committee (Smith, 2006), and each country has
different expectations that need to be met to fill these requirements (Bedard and
Gendron, 2010). In the context of the US, using data of 2008 and before, Ghosh, Marra,
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and Moon (2010) find that the governance mechanisms involving audit committees
increased from the pre Sarbanes Oxley Act 2002 requirements. Kang, Kilgore, and
Wright (2011) use the Australian model that mandates only the top 300 companies to
have in place an audit committee and find that the introduction of mandatory audit
committees will enhance reporting disclosures. In line with these findings, Ma, Kilgore,
and Wright (2012) find that in cases where the companies voluntarily introduced an
audit committee they were not as diligent as the companies that were mandated to
include an audit committee. Consequently this impairs the disclosure practices as well.
Although legislation positively influences disclosure practices of corporate governance,
it varies among countries due to differences in legislation. Based on the above, the
following is the hypothesis:
H3b: There is a positive relationship between the quality of corporate governance
regulations and the extent of corporate governance disclosure of an internal audit
committee.

4.5.3 Influence of Regulatory Framework on the disclosure of Separation of
Management.
In many countries, including the US CEO duality is accepted (Carty and Weiss, 2012),
although there is pressure on regulators to enforce these measures (Larcker, Ormazaba,
and Taylor, 2011). In a study by Linck, Netter, and Yang (2008), the effect of regulation
on the disclosure of corporate governance of CEO duality is restricted to larger
corporations. Some argue that with the enactment of Sarbanes Oxley Act 2002 (SOX) in
the US, the separation of CEO and Chairman has increased. For example, Ghosh,
Marra, and Moon (2010) find that the governance mechanism of separating the CEO
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and the Chairman of the board increased after the enactment of the SOX requirements.
It is therefore hypothesised that:
H3c: There is a positive relationship between the quality of corporate governance
regulations and the extent of corporate governance disclosure of separation of
management.

4.6 Power Distance Index
Extant literature suggests that Power Distance influences corporate governance (Chan
and Cheung, 2008; Haxhi and van Ees, 2010; Scheppers, 2006). Chan and Cheung
(2008) find countries with a low PDI have a positive impact on governance practices
and more likely to have enhanced protection mechanisms in place for minority
shareholders and other stakeholders. Haxhi and van Ees (2010) also find that countries
with a higher Power Distance predominantly have codes set by the governments and
directors, whereas societies with low Power Distance predominantly have codes set by
stock exchanges and shareholder groups. Gray and Vint (1995), claim that the Power
Distance of a country will affect disclosure because secrecy will preserve the
inequalities within society. It therefore stands that in countries with a low PDI,
corporate governance, and disclosure is likely to be good, thus positively influencing its
disclosures as opposed to those with high PDI.

4.6.1 Influence of Power Distance on the disclosure of a Compensation Committee
Schepers (2006) finds that countries with a low Power Distance are more likely to share
returns with everybody whereas high Power Distance shares wealth amongst the most
powerful. It also stands that the more hierarchical the system the less inclined the

69

powerful are to feel the need to explain their compensation package because there is an
acceptance of their place in society (Tosi and Greckhamer, 2004).
Tosi and Greckhamer (2004) studies and asserts that there is a link between the cultural
dimension of Power Distance and CEO compensation. The author determines that the
proportion of CEO’s pay in comparison to other employees was larger in countries with
a high Power Distance than countries with a low Power Distance. Petra (2005) posits
that the role of a company’s compensation committee is to align the shareholders and
managements interests by way of compensation to management. The author finds that
the greater the level of control held by a compensation committee the lower the level of
remuneration paid to the CEO. In this vein, the following is the hypothesis:
H4a: There is an inverse relationship between the Power Distance Index of a country
and the extent of corporate governance disclosure of a compensation committee.

4.6.2 Influence of Power Distance on the disclosure of an Internal Audit
Committee
Countries with a high Power Distance promote business environments with an
unequitable distribution of power and control. These countries are therefore more likely
to have corporate governance practices that are set and monitored by governments and
managers, rather than representing the needs of shareholders (Haxhi and van Ees, 2010).
On the other hand, a business environment that exists in a culture with a low Power
Distance is more likely to encourage audit committees that have an oversight of
management practices. As a result, companies in these countries will be more
transparent (Gray, 1988; Akman, 2011). On this basis, it is hypothesised:
H4b: There is an inverse relationship between the Power Distance Index of a country
and the extent of corporate governance disclosure of an internal audit committee.
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4.6.3 Influence of Power Distance on the disclosure of Separation of Management
Chan and Cheung (2008) find that shareholders in countries with a low PDI are more
likely to consider themselves on an equal footing as the management of a company. The
study deduces that shareholders within these cultures are therefore more likely to put in
place monitors that prevent higher levels of management from having too much control
and also requiring for more disclosures. Noravesh, Dilami, and Bazaz (2007) studied the
effects of culture on business in Iran and find that Power Distance is closely linked with
disclosure, that cultures with a high Power Distance will demonstrate a propensity for
secrecy. Therefore, it is hypothesised:
H4c: There is an inverse relationship between the Power Distance Index of a country
and the extent of corporate governance disclosure of separation of management.

SECTION 2
4.7. Regulatory Focus Theory and Corporate Governance
Higgins (1979) uses Regulatory Focus Theory (RFT) to explain the way individuals act
to achieve their goals, either by seeking pleasure or avoiding pain. Those that are
inclined to seek TO please are promotion focus and those seeking to avoid losses are
prevention focus. Like many other cultural dimensions, the Regulatory Focus of citizens
within a country will vary from country to country (Kitayama et al., 1997). One
insightful study on RFT was undertaken by Lee et al. (2000) and they find that countries
aligned with Hofstede’s cultural dimension of collectivism with high levels of
uncertainty avoidance are preconditioned to the prevention focus construal of RFT. The
study also finds that individuals from countries with a high propensity to individualism
and a low propensity to uncertainty avoidance will be inclined to the promotion focus.
This work was further defined by Westjohn et al. (2009) and the authors conclude that
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individuals from eastern cultures could be defined as prevention focus, whereas
individuals from western cultures could be defined as promotion focus. Another study
by Wirtz and Lwin (2009) finds that the prevention focus construal of RFT is aligned
with privacy and secrecy, whereas the promotion focus is aligned with more
transparency. The prevention and promotion models of RFT differ and will affect both
the corporate governance practices and the disclosure of corporate governance practices.
When members of a country are inclined to a promotion focus arm of RFT, they are
more likely to engage in business practices that enhance independence and as such, are
inclined to include a greater number of independent directors on boards and hire
independent auditors as an independent oversight of management. Conversely, when
members of a country are inclined to a prevention focus arm of RFT, they are more
likely to embrace less independence through lower levels of non-executive directors and
external audit firms. Countries with a promotion focus culture are more likely to engage
in regulatory systems that enhance disclosure of company information, whereas
prevention focus cultures are secretive and therefore will not insist on strong disclosure
regulation. The theoretical framework connecting RFT with the decision of disclosing
corporate governance practices is illustrated in Figure 4.2 on the following page.
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Figure 4.2: Linking Disclosure of Corporate Governance Practices with regulatory
Focus Theory

CC
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Promotion
Focus
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Disclosure

MGT

Regulatory
Focus
Theory
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Prevention
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IAC

Disclosure
MGT

Promotion focus – Promotion focus Arm of RFT
Prevention focus – Prevention focus Arm of RFT
CC- Disclosure of Compensation Committee
IAC – Disclosure of Internal Audit Committee
MGT – Disclosure of Separation of Management and Board
High Disclosure– Expect high disclosure for Promotion focus Arm
Low Disclosure– Expect low disclosure for Promotion focus Arm

Figure 4.2 prepared by the author

The prevention based RFT is aligned with the culture of increased secrecy, therefore
less disclosure and protection of the group. In a business context, prevention focus
management (CEO, directors etc.) is inclined to fulfil minimum disclosure requirements
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rather than voluntarily disclosing all corporate governance practices. On the other hand,
the promotion focus arm of RFT is aligned with the culture of increased transparency,
therefore greater disclosure and higher individualism which discourages the need to
protect others. In a business context, promotion focus management will be inclined to
disclose all information for shareholders and stakeholders so as to allow informed
decisions to be made of the practices of the company. In this vein, the study
hypothesises:
H5: Companies within a promotion focus country are more likely to disclose compliance
with OECD corporate governance principles than companies within a prevention focus
country.

4.8 Summary
This chapter presented two theoretical frameworks (1) using PDI and corporate
governance disclosure practices and (2) RFT and corporate governance disclosure
practices. It then developed a number of hypotheses (H1a: H1b: H1c: H2a: H2b: H2c: H3a:
H3b: H3c: H4a: H4b: H4c H5) for testing, the results of which are presented and discussed
in Chapter 6 (Analysis of Findings). In the next chapter (5) the methodology adopted in
this research is depicted.
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CHAPTER 5: RESEARCH DESIGN AND METHODOLOGY
5.1 Introduction
This chapter outlines the research methodology used in this study.

It begins by

explaining the types of data used in the research and the various sources for collecting
them because one source was not enough to provide a complete data set to meet the
research objectives. The main data source is RiskMetrics. Because RiskMetrics does not
provide data on all variables needed for the study, recourse to Datastream, Osiris and
World Economic Forum were used. Secondly the population and sample design is
presented followed by the empirical model in section three. This research will use
Multiple Logistic Regression Analysis (MLRA) to regress the independent variables
(IVs) against the dependent variables (DVs). As a preventive measure, Optimal Scaling
(OS) is used to provide visual evidence of the connection between the independent
variables and dependent variables prior to running the MLRA. It is expected that
MLRA results will agree with the OS results thus confirming the strength of the results
generated by the regression.

5.2 Types of Data
The data required for a research could be either primary or secondary data depending on
the type of and objective of the research (Saunders, Lewis, and Thornhill, 2009).
Primary data becomes necessary in the research context where there is no data already
available for the researcher, for example, where case studies are being conducted. In an
exploratory study, or when no data is available, primary data has to be generated in the
absence of secondary data. Secondary data are data that already exist such as past
reports, existing databases, magazines, archives and other published research.
Secondary data include both quantitative and qualitative data, which are useful for
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descriptive, explanatory, exploratory as well as empirical research (Saunders, Lewis,
and Thornhill, 2000, p.189). Different researchers have suggested different
classifications of secondary data (see Bryman, 1989; Robson, 1993). Secondary data
becomes important in this research because of its aims and objectives.
The following types of secondary data are used: (1) data on corporate governance
practices and its disclosure, (2) regulations of countries, (3) OECD principles of
Corporate Governance, (4) Hofstede’s Cultural scores (5) company’s date of
incorporation and (6) company values based on Tobin’s q. The types of data used for
this study are considered important representations of the variables based on evidences
from past studies. Chancharat, Krishnamurti, and Tian (2012) used similar databases
recently to conduct their study on corporate governance.

5.3 Sources of Data
A single source would not suffice to provide data necessary and relevant to realise the
aims of this study. Therefore different sources are used. RiskMetrics database alone
does not provide the complete dataset required for the purpose of this research. While
firm’s data are gathered from RiskMetrics, OSIRIS, and Datastream database, country
data is sourced from World Economic Forum’s (WEF) Global Competitiveness Report
(GCR) and the World Transparency Report 2010 for the Corruption Perception Index
(CPI). Hofstede’s cultural indices and other related data are drawn from academic
journals and Hofstede’s own textbook. The importance and strength of each data source
is discussed in the forthcoming paragraph.
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5.3.1 Company data source
RiskMetrics Database
RiskMetrics is a database that provides data on corporate governance and ranks the
governance performances of more than 7,500 companies across the world with 64
governance attributes for companies from the US and 55 from non-US companies30.
RiskMetrics governance attributes are grouped into five sections (divided into several
attributes (Chancharat, Krishnamurti, and Tian, 2012). These sections are Board 31 ;
Audit 32 ; Anti-takeover provisions 33 ; and Compensation and Ownership 34 . For this
research five attributes are used and they are drawn from sections, 1, 2 and 3. From
section 1: non-executive directors, separation of management are selected, from section
2: audit committee an independent external auditor are selected and from section 3:
compensation committee.
RiskMetrics is the largest corporate governance ratings advisor35 and thereby have a
significant influence in where clients will invest (Daines, Gow, and Larker, 2010). It
also consistently measures a company’s performance across countries (Beltratti and
Stulz, 2012). Each company is given a Corporate Governance Quotient (CGQ) score as
a measure of a company’s level of corporate governance. This method of data collection
has been successfully used in recent studies. This database is, therefore, assumed to be
relevant and reliable. Table 5.1 in appendix at the end of the chapter summarises some
previous studies which have used RiskMetrics as a database.

30

RiskMetrics includes 64(USA Companies) and 55 (Non-USA Companies) governance characteristics using information from
regulatory filings, Annual Reports and company websites.
31
Board attributes attempts to capture the aspects of the functioning of the board of directors that relate to board independence,
composition of committees, size, transparency, and how work is conducted.
32
Audit includes questions regarding the independence of the audit committee and the role of auditors.
33
Anti-takeover provisions are from the firm’s charter and bylaws and refer to dual-class structure, role of shareholders, poison pill,
and blank check preferred
34
Compensation and Ownership deals with executive and director compensation issues related to options, stock ownership, and
loans, and how they are determined and monitored.
35
RiskMetrics has more than 1,700 institutional clients with $26 trillion in assets, including 24 of the top 25 mutual funds, 25 of the
top 25 asset managers and 17 of the top 25 public pension funds. ISS was sold in 2007 to RiskMetrics, a firm that has since gone
public, for an estimated $550 million.
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OSIRIS and Internet Sources
There are nine OECD member countries in 2009 that are not included in the
RiskMetrics database36. Extant literature on research methodology suggests that when
one source is not sufficient, recourse to alternative or supplementary sources should be
sought (Eng and Mak, 2003; Patel and Dallas, 2002). Using a similar approach as
supported by other academics, a sample of Annual Reports of companies in those
countries were sourced from OSIRIS and the websites of their stock exchanges.
Because not all of them published their Annual Reports in English language, data for
only three of these nine countries37 were accessible. Table 5.2 in the appendix contains a
list of the companies that have Annual Reports available in English. Annual reports are
considered a reliable source of information for research because they provide audited
financial data (Choi and Wong, 2007; de Andres and Vallelado, 2008; Li-Ying, Tzy-Yih
and Lai, 2007).

Datastream Database
Datastream is the world’s largest provider of current and historical financial information
at a company level. Information is available for 175 countries in 60 securities markets
for 50 years. Datastream has been used in many studies and is found to be reliable
(Saad, 2010; Becht et al., 2009; Gupta, Otley, and Young, 2008; Gupta, Krishnamurti.
and Torani-Rad, 2011). Because RiskMetrics database does not provide financial data,
it was necessary to access Datastream for this purpose. Datastream is a reliable source
for data such as 1) years of incorporation of a company, 2) share price and 3) size of the
company. As this thesis is using Tobins q as a control variable and because data
36

Countries not listed on RiskMetrics: Chile, Czech Republic, Estonia, Hungary, Iceland, Mexico, Poland, Slovak Republic and
Slovenia.
37

Data available in OSIRIS for Estonia, Hungary and Iceland.
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required to compute Tobins q is not available on Riskmetrics, Datastream became a
proper source.

5.3.2 Country level data
World Economic Forum
Country level data is accessed using the World Economic Forum’s Global
Competitiveness Report to determine each country’s Global Competiveness Ranking
(GCR). The World Economic Forum (WEF) uses 116 criteria based on surveys from
134 countries gathering the opinions of more than 8000 executives. This data is used by
WEF to determine a countries level of productivity because the more competitive the
nation, the greater the productivity (Schwab, 2010, p.17). There are twelve pillars of the
WEF Report dealing with a large number of macro issues. This study is using only the
issues that directly affect the regulatory framework for corporate governance. Three
scores are drawn from pillar 1, and one from pillar 8. These scores are: (i) the
independence of the judicial system, (ii) efficiency of legal framework in challenging
regulations, (iii) protection of minority shareholders from pillar 1 and regulation of
securities exchanges from pillar 8.
Data from WEF is considered reliable because it has been used in previous studies on
corporate governance, auditing and reporting as well as economics (see Boolaky, 2012;
Boolaky, Krishnamurti, and Hoque, 2013). The criteria used to measure the Corporate
Governance Regulatory framework of each country are listed in Table 5.3 contained in
the Appendix to this chapter.
Firm level Governance (FLG) is measured using a similar approach as Cornelius
(2005). It is an average of three scores drawn from the WEF report 2009. These three
scores are (i) firm’s ethical behaviour and (ii) efficacy of corporate boards from Pillar 1
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and (iii) reliance of professional management from Pillar 7. FLG computation is given
in Table 5.4 in the appendix to this chapter.

Transparency International
Transparency International publishes the Corruption Perception Index (CPI) of each
country in the World Transparency Report. The data measures the perception of
political and governmental corruption of a country. The information for this report is
gathered from surveys from the World Bank, World Competiveness Centre, Global
Insight Country Risk Ratings and Freedom House. The World Transparency Report
2010 is used to access country level information of the Corruption Perception Index
(CPI) for 2009. These measures are included in Table 5.5 in the Appendix to this
chapter.

Cultural Values
Information on cultural values is sourced from Hofstede’s research where each country
is scored on cultural dimensions. There are no other statistics available therefore the
cultural dimensions are taken from Hofstede’s research. The dimension used in this
study is Power Distance Index (PDI), Individualism (IDV) and Uncertainty Avoidance
(UAI). These measures are given in Table 5.9 (PDI) and Table 5.10 (RFT) in the
Appendices at the end of this Chapter.

5.4 Population and sample design
In this study the population comprises companies’ of the OECD countries. There are
thirty-four (34) members of the OECD but the number of companies in each country is
very large. Because of the company population size, there is a need to select a sample.
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The sample of companies comprises only listed companies on the stock exchanges of
the OECD member countries that are available in English language. Non-listed
companies are excluded because they do not have to comply with the listing rules of the
stock exchange and would not then require disclosure of corporate governance (Collet
and Hrasky, 2005).
The time period was selected because the year 2009 is the most current year that all
information is available. This period is current whilst also representing the changing
environments of corporate governance. Three countries that have been included in this
study became members of the OECD after 2009, Chile, Estonia and Israel. These
countries account for only twelve (12) companies and should not affect the results
adversely.
There are nine (9) countries not listed in RiskMetrics database in 2009, reducing the
number of countries to twenty-five (25). Then data on companies for another three
countries were accessible from their Annual Reports which were published in English
language, hence increase the country sample to twenty-eight (28)38 39.
Because data was not available on all the control variables for every company the final
sample size of companies were reduced to five thousand two hundred (5200). Table 5.6
below summarises the sample design.

38

Final samples: Australia, Austria, Belgium, Canada, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland,
Ireland, Israel, Italy, Japan, South Korea, Luxembourg, Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland,
Turkey, United Kingdom, United States.
39
Countries removed from the final sample: Chile, Czech Republic, Mexico, Poland, Slovak Republic, and Slovenia.
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Table 5.6

Sample Distribution
2009
Countries

Companies

Total OECD on OSIRIS

34

16054

Total OECD on RiskMetrics

25

7476

Shortfall OSIRIS to RiskMetrics

9

8578

Total OECD available in English OSIRIS Annual Reports

3

45

Total available dependent and independent variables

28

7521

Total OECD on Datastream for control variables

28

5200

Shortfall RiskMetrics/OSIRIS to Datastream

0

2321

Total Sample

28

5200

The companies included in the sample cover a wide range of industries as listed in
Table 5.7. The majority of the companies are from the Services industry (28%),
followed by the Capital Goods industry (22%).

Table 5.7

Industry portions

Industry

Number of Companies

Percent of total

1 = Finance/Real Estate

957

18%

2 = Capital Goods

1122

22%

3 = Utilities

881

17%

4 = Services

1481

28%

5 = Other

759

15%

Total

5200

100%

Table compiled by author Data sourced from RiskMetrics and annual reports of individual companies

5.5 Empirical Model and Testing
This section describes the statistical techniques used to analyse the data. First the
variables are described, followed by Optimal Scaling (OS) and Multiple Logistic
Regression Analysis (MLRA). The benefits and drawbacks of using OS are explained,
followed by an MLRA and then presentation of the model
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5.5.1 Variables
5.5.2 Dependent Variables
Previous studies use the disclosure of corporate governance practices to measure firm
level corporate governance (Beltratti and Stulz, 2012; Brown and Caylor, 2006, 2009;
Choi and Wong, 2007; Chung and Zhang, 2011). Data for dependent variables are
collected from RiskMetrics and Annual Reports. They are compensation committee40,
internal audit committee41 and separation of management42 for each company. A score
of 2 is given for each of these variables if they are disclosed and 1 if not. See Table 5.8
at the end of the Chapter for a description of dependent variables.

5.5.3 Independent Variables
The independent variables for this study comprise categorical as well as continuous
data. See Table 5.8 at the end of the Chapter for a description of the independent
variables. The categorical variables are: 1) Non-Executive Directors 43 (NED) and
external Auditor independence 44 (AUD) whereas the continuous variables are Global
Competitiveness Ranking (GCR), Country Corruption Perception index (CPI), Firm
level of governance (FLG) and Power Distance Index (PDI). Prevention focus and
promotion focus score are also continuous variables (RFT).
A dichotomous approach is used to score the categorical variables whereas the
continuous variables are extracted from the relevant databases as reported. Global

40

For CC any of the three functions existing results in No. 1. Committee includes insiders. 2. Committee comprised solely of
independent outsiders. 3. Committee comprised solely of independent outside directors and board can hire its own advisors. 4.
Committee includes affiliated outsiders.
41
For IAC any of the three functions existing results in No. 1. Committee includes insiders. 2. Committee comprised solely of
independent outsiders. 3. Committee comprised solely of independent outside directors and board can hire its own advisors. 4.
Committee includes affiliated outsiders.
42
For MGT If a company discloses that the Chairman and CEO are not separate in any form, whether the board includes a lead
director or not, or there is no disclosure, then it is considered the CEO and Chairman are not separated
43
NED: The measurement criteria for non-executive directors is whether a board is made up of greater than 50% of independent
directors
44.
In determining the independence of the eternal auditor, the portion of non-audit services to audit services is compared and to be
considered independent the portion of audit services performed for the client must be greater than non-audit services.
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Competitiveness Ranking 45(GCR) is a continuous variable with any value from 1 to 28.
See Table 5.3 in the appendix to the chapter for rankings of each country. Corruption
Perception Index 46(CPI) is also a continuous variable with a minimum value of 0 and a
maximum value of 10. See Table 5.5 in the appendix to this chapter for country
rankings. Firm level Governance47 (FLG) is a continuous variable with a value between
0 and 10. See Table 5.4 in the chapter appendix for FLG scores. Power Distance Index
(PDI) is a continuous variable with a value of 1 to 120. See Table 5.9 in the chapter
appendix for PDI. The measurement of the independent variable under Regulatory
Focus Theory (RFT) will be explained separately below.

 Regulatory Focus Theory (RFT)
This study is the first to determine whether the Regulatory Focus Theory Index (RFT)
of a country affects both corporate governance practices and its disclosure in the OECD.
The

RFT

Index

of

a

country

has

been

collated

by

using

Hofstede’s

Individualism/Collectivism score and Uncertainty Avoidance score. This method was
used in previous studies to measure RFT Index (Lee et al., 2000). If a country ranks low
in Individualism and high in Uncertainty Avoidance then they will rank as a prevention
focus for RFT. If a country ranks high in Individualism and low in Uncertainty
Avoidance then they will rank as a prevention focus for RFT. The RFT index is
therefore computed by the difference between individualism score from uncertainty
avoidance. Table 5.10 in the appendix shows the RFT Index for each country.
Note: Germany has a medium level of uncertainty avoidance (65), which, along with the
high individualism aligns the German culture with promotion focus. France and Italy
45

GCR: The data is made of up of weighted average results from 2008 and 2009 years. Each of these questions are answered (1= not
at all to 7= completely). The maximum value possible for the regulatory value is 28.
46
CPI: The higher a country ranks on the index, the lower the level of perceived corruption.
47
FLG: measures of the board’s efficacy of corporate boards, firm’s ethical behaviour and reliance of professional management in
order to arrive at the perceived quality of firm level governance.
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have high levels of individualism and uncertainty avoidance placing them in the
promotion focus section of RFT but closer to the prevention focus than other countries
in the study. Denmark and Czech Republic, on the other hand, have low levels of
Individualism and Uncertainty Avoidance placing them in the prevention section of
Regulatory Focus but closer to the promotion focus than other prevention focus
countries in the study.
Because of arguments against and for Hofstede’s cultural values in the literature (see
Jones, 2007 arguments against and Merritt, 1998, DeBock and Van Kenhove, 2010,
p.244 arguments for), it is acknowledged that the RFT values computed on the basis of
Hofstede’s cultural scores in Table 5.10 could be subject to questions. To address this
issue, a new RFT value is computed using House et al. (2004) Globe cultural values
(see Table 5.11). The same approach is used to compute the RFT values. It is equal to
the difference between Individualism and Uncertainty Avoidance. The RFT values
under the second basis (House et al., 2004) are then compared to the RFT values
computed on the basis of Hofstede. Similar to Merritt (1998) a positive correlation
(0.802, see table 5.11) is found between the RFT values and this gives some support to
the decision of using Hofstede’s cultural values to compute RFT values. However, it is
noted that this RFT value computed herein is still at an exploratory stage and will be a
subject of further research. For example, using a different dataset on cultural scores and
then computing different RFT values and then conducts a new econometric analysis.
This thesis has explored the possibility of generating an RFT value for use in the
context of disclosure of corporate governance.
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5.5.4 Control Variables
To ensure the credibility of any results it is important to determine whether other
variables have any effect. Prior studies have found that mature companies tend to have
higher levels of corporate governance (Agrawal and Chadha, 2005; Bebchuk and
Cohen, 2005; Carvalhal da Silva and Subrahmanyam, 2007). In addition there is extant
research that finds that the size of a company will have an impact on corporate
governance (Aggarwal et al., 2009; Baek, Johnson, and Kim, 2009; Beasley and
Petroni. 2001). To remove bias from the hypothesis testing the following control
variables have are used. See Table 5.12 at the end of this chapter for descriptive details
of the control variables.

 Years of Incorporation of Company (LYN)
New companies priorities are on growth within the marketplace and meeting minimum
reporting standards required (Park and Kim, 2008). Board attributes that enhance
corporate governance like independent audit committees are luxuries that are difficult to
place when companies are starting out (Berry, Fields, and Wilkins, 2006). Boards of
new companies focus is generally on increasing market strength rather than an oversight
role. As companies mature, and they find their place in the market, the role of the board
also matures, and the need to protect the integrity of the company grows with it (Black,
Jang, and Kim, 2006b). Consistent with prior studies (Abbott, Parker, and Peters, 2004;
Black, Jang, and Kim, 2006a; Brown and Caylor, 2006) company age is measured using
the number of years since a company publicly listed their stock. This information is
available on Datastream or the Annual Reports of each company.
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 Company value (TBN)
Extant literature on corporate governance and disclosure has used Tobins q 48 as a
measure of firm size (Bebchuck and Cohen, 2005; Brown and Caylor, 2006; Black,
Jang, and Kim, 2006a). Dahya, Dimitrov, and McConnell (2008) claim that Tobins q
reflects the future investment and growth opportunities in companies and therefore is a
good measure of value. Black, Jang, and Kim (2006a) claim that Tobins q is a good
measure of a firms market value. They also ran robustness checks with other measures
of market value, namely market/book ratio (market value of common stock/book value
of common stock) and market/sales ratio (market value of assets/sales), and concluded
that Tobins q is a valid measure. There are two schools of thought on firm value and
size: 1) which disagrees (Doidge, Karolyi, and Stulz 2007), and 2) which supports firm
size as a good indicator to use in corporate governance studies (Bebchuck and Cohen,
2005; Brown and Caylor, 2006). Similar to previous studies this study is supporting the
second school of thought and therefore uses Tobin’s q as a control variable (Core,
Guay, and Rusticus, 2006; Richardson, Teoh, and Wysocki, 2004).

5.6 Empirical Model
This study uses Multivariate Logistic Regression because it suits the type and nature of
the data used (Menard, 2011). Multivariate Logistic Regression Analysis (MLRA) can
use two types of independent variables, continuous and binary (Yeung and Yee, 2011),
and allows the inclusion of control variables to test whether they will have any effect on
the outcome. Moreover, logistic Regression does not require data to be normally
distributed (Yeung and Yee, 2011). This study will also use Optimal Scaling to analyse
48

Tobin’s q is (total assets + market value of equity − total common equity − deferred taxes)
Total assets.
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the preferences between the dependent and independent variables allowing the inclusion
of multiple types of data (Funnell, Bryer, and Grimbeek, 2004). Optimal Scaling will be
used to assist in interpreting the variables that are grouped together and is an appropriate
tool to use in determining how variables ought to react with one another (Maraun,
Slaney, and Jalava, 2005).

5.6.1 Cross Tabulation
Cross tabulation is an effective measure to determine whether the proportions of data
will have any effect on results (Tygert, 2012). Cross Tabulation is run to determine if
any data causes bias within the sample that may skew the findings.
Because data from the US represents a larger proportion of the sample, cross tabulation
tests are run to determine whether the inclusion of the US in the model will skew the
findings and create a need to rerun data modelling after removing the US. The result of
this pre-test is reported in Chapter 6.

5.6.2 Optimal Scaling
Optimal scaling (OS) is a type of dual scaling analysis that can be used to demonstrate
the groupings of independent and dependent variables. Dual scaling is an analysis tool
that is used to demonstrate the relationship between categorical data (Van de Velden,
2004). Optimal scaling is an extension of this method and can use categorical, nominal,
or scale data, thus giving researchers the ability to include data points beyond
categorical (Funnell, Bryer, and Grimbeek, 2004). When the data has greater than two
items, optimal scaling is an appropriate method to use (Maraun, Slaney, and Jalava,
2005). Optimal scaling allows the data grouping to be visually displayed to determine
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where variables are placed and which variables are worthy of further examination
(Maraun, Slaney, and Jalava, 2005).
When scale data is used in a model, it can justify collapsing the data into smaller groups
of larger amounts of data (Lombardo and Meulman, 2010), allowing easy analysis of
both the categorical data and scale data that has been reclassified (Kaplan, 2004).
Funnell, Bryer, and Grimbeek (2004) claim this method of collapsing data reduces data
density to allow the viewer to see the connection of relationships that exist. Studies
utilising dual scaling and optimal scaling methods have centred on both medical
research and social science (Busing, Heiser, and Cleaver, 2010; Keele and Bell, 2008,
2009).
Given the types and size of the data used in this thesis, OS is therefore considered an
appropriate statistical technique for this thesis. SPSS software contains the ability to
produce the results of Optimal scaling in both table form and in a graphical form that is
easy to use and the graphs are created in a simple format that is easy to understand
(Keele and Bell, 2009).

5.6.3 Multivariate Logistic Regression Analysis (MLRA)
Logistic regression analysis is used to determine whether independent variables have
any influence on the dependent variable when the dependent variable is dichotomous, or
binary (Mekonnen 2011). The dependent variables used in this study (compensation
committee, internal audit committee, and separation of board and management) are
binary and therefore logistic regression is an appropriate method to use. Logistic
Regression is also an appropriate tool because it does not require the independent
variables to be normally distributed (Hosmer and Lemeshow, 2000). MLRA is an
extension of Logistic Regression because it allows more than one independent variable
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to be included in separate model. As previously discussed, there are a range of
independent variables and control variables included in this study and MLRA will
therefore be the analysis method used for individual focus on the dependent variables.
The following regression models are assumed to hold for the sample using the variables
described in Table contained in the appendix to this chapter:
CC i = b 0 + b 1NEDi + b 2 AUDi + b 3 GCR i + b 4 CPI i + b5 FLG i + b6 PDI i + b7 RFT i + e i
IAC i = b 0 + b 1NEDi + b 2 AUDi + b 3 GCR i + b 4 CPI i + b5 FLG i + b6 PDI i + b7 RFT i + e i
MGT i= b 0 + b 1NEDi + b 2 AUDi + b 3 GCR i + b 4 CPI i + b5 FLG i + b6 PDI i + b7 RFT i + e i

A regression model will then be run including the Control variables (LYN). LYN
should be positively related to the dependent variable, see Table 5.12 at the end of the
chapter. The following regression models are assumed to hold for the sample:
CC i = b 0 + b 1NEDi + b 2 AUDi + b 3 GCR i + b 4 CPI i + b5 FLG i + b6 PDI i + b7 RFT i + b8
TBN i + b9 LYN i + e i
IAC i = b 0 + b 1NEDi + b 2 AUDi + b 3 GCR i + b 4 CPI i + b5 FLG i + b6 PDI i + b7 RFT i + b8
TBN i + b9 LYN i + e i
MGT i = b 0 + b 1NEDi + b 2 AUDi + b 3 GCR i + b 4 CPI i + b5 FLG i + b6 PDI i + b7 RFT i + b8
TBN i + b9 LYN i + e i

As discussed in the Hypothesis development, I expect
b 1 > 0, b 2 > 0, b 3 > 0, b 4 > 0, b 5 > 0, b 6 < 0, b 7 > 0, b 8 > 0, b 9 > 0,
There are certain assumptions of MLRA that need to be met to improve the accuracy of
the results. In order to determine whether these assumptions are met comprehensive
diagnostic tests are run. These tests include the existence of outliers and
multicollinearity (Osborne and Waters, 2002).
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Outliers
This study adopts adequate control measure(s) to check deal with the outliers (observing
simple line graphs, Boolaky and Thomas, 2010; Boolaky, 2012; Boolaky, Krishnamurti,
and Hoque, 2013). Any outlier(s) identified is examined to determine whether it has
significant adverse effects on the results and if so it has been eliminated (La Porta,
Lopez-De-Silanes, and Shleifer, 2002).

Collinearity
The presence of collinearity among the independent variables definitely inflates the R
square and generates misleading results. For this reason a multicollinearity test is
conducted to detect any similar problem in the data. According to Field (2000), if the
collinearity level is above 0.8 it is very likely that a good predictor of the outcome will
be regarded as insignificant and rejected from the model. The collinearity check uses in
this case is Kendalls taub_b because it yields the identical results for collinearity
between the dichotomous variables as Pearson and is best for the comparison of
dichotomous and continuous variables (Yount, 2006).

5.7 Summary
This chapter discussed the data collection process; the details of the sample selected and
described the independent and dependent variables selected in this study. Details of the
statistical techniques including Optimal Scaling and Multivariate Logistic Regression
Analysis were examined to determine if this is the best fit for the study.
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Appendices to Chapter 5
Table 5.1

Studies using RiskMetrics database

Authors

Year

Topics

Attributes

RiskMetrics used

Aggarwal et al.,

2011

Institutional investors view of world governance
.

42

Aggarwal, Erel
and Stulz

2009

Differences in Governance Practices between U.S.
and Foreign Firms
.

44

Board (24 attributes).Audit (3
attributes).Anti-takeover
provisions (6
attributes).Compensation and
ownership (8 attributes).
Board (25 attributes). Audit (3
attributes). Anti-takeover (6
attributes). Compensation and
Ownership (10 attributes).

Beltratti and Stulz

2012

Corporate Governance of Banks

25

Board (25 attributes)

Brown and Caylor

2009

Corporate governance and firm operating
performance
.

51

Board (31 attributes). Audit (4
attributes). Anti-takeover (6
attributes). Compensation and
Ownership (10 attributes).

Brown and Caylor

2006

Corporate governance and firm valuation
.

51

Board (31 attributes). Audit (4
attributes). Anti-takeover (6
attributes). Compensation and
Ownership (10 attributes).

Chhaochharia and
Laeven

2009

Corporate Governance Norms and Practices
.

17

Board (14 attributes). Audit (1
attributes). Anti-takeover (1
attributes). Compensation and
Ownership (1 attributes).

Chung, Elder and
Kim

2007

Corporate Governance and Liquidity
.

25

Gupta,
Krishnamurti and
Tourani-Rad

2011

Is Corporate Governance Relevant during the
Financial Crisis? Cross-Country Evidence

41

Laeven and
Levine

2009

Bank Governance Regulation and Risk Taking
.

64

Board (11 attributes).Audit (1
attributes).Anti-takeover
provisions (8
attributes).Compensation and
ownership (4 attributes).
Board (24 attributes).Audit (3
attributes).Anti-takeover
provisions (6
attributes).Compensation and
ownership (8 attributes).
Board (36 attributes). Audit (4
attributes). Anti-takeover (10
attributes). Compensation and
Ownership (14 attributes).

Note: Board attributes attempts to capture the aspects of the functioning of the board of directors that relate to board independence,
composition of committees, size, transparency, and how work is conducted; Audit includes questions regarding the independence of the audit
committee and the role of auditors; Anti-takeover provisions are from the firm’s charter and bylaws and refer to dual-class structure, role of
shareholders, poison pill, and blank check preferred; and Compensation and Ownership deals with executive and director compensation issues
related to options, stock ownership, and loans, and how they are determined and monitored.
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Table 5.2

Companies with data collected from Annual Reports

Estonia

Hungary

Iceland

AS Balitika

Danubius Hotels RT.

Icelandair Group HF.

AS Harju Elekter

Graphisoft Park SE

Marel HF.

AS Tallinna Vesi

Magyar Telekom Tavkozlesi RT.

Nyherja HF

AS Trigon Property Development

OTP Bank PLC

Ekspress Grupp AS

Richter Gedeon Vegyeszeti Gyarr RT

Merko Ehitus

Synergon Information Systems PLC

Nordecon AS

Zwack Unicum RT.

Olympic Entertainment Group AS
Tallink Grupp AS
Viisnurk AS
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Table 5.3

World Economic Forum GCR 2010

Name

1.05

1.10

1.19

8.08

Australia

6.4

4.8

5.2

5.8

5.55

Austria

6.1

5.3

5.2

4.9

5.375

Belgium

5.4

3.9

5.1

5.1

4.875

Canada

6.2

4.8

5.6

5.2

5.45

Chile

4.7

4.5

5

4.5

4.675

Czech Republic

Average

4

3.5

4.1

4.9

4.125

Denmark

6.5

5.4

5.7

5.7

5.825

Estonia

5.5

4

4.7

5

4.8

Finland

6.5

5.2

5.9

5.6

5.8

France

4.8

4.8

4.9

5.3

4.95

Germany

6.4

5.2

5.4

5.3

5.575

Greece

3.7

3.2

5

4.7

4.15

Hungary

4.1

2.9

4.3

4.6

3.975

Iceland

5.8

5

4.6

4.7

5.025

Ireland

6.3

4.6

5

4.5

5.1

6

4.6

5

4.5

5.025

Italy

3.1

2.6

3.4

4.2

3.325

Japan

5.5

4.2

4.9

4.9

4.875

Korea (South) - Republic of Korea

4.1

3.5

4.3

4.5

4.1

6

5.6

5.2

5.7

5.625

Mexico

3.2

3.3

4.3

4.5

3.825

Netherlands

6.4

5.1

5.2

5.5

5.55

New Zealand

6.7

5.6

6

5.8

6.025

Norway

6.2

5.2

5.8

5.7

5.725

Poland

4.1

2.8

4.5

4.9

4.075

Portugal

4.7

3.1

4.6

4.8

4.3

Slovak Republic

3.5

2.5

4.4

4.1

3.625

Slovenia

4.4

3.7

3.8

4.5

4.1

Spain

4.1

3.6

4.4

4.3

4.1

Sweden

6.6

5.8

6

5.9

6.075

Switzerland

6.4

5.3

4.9

5.8

5.6

Turkey

3.7

3.5

3.9

4.3

3.85

6

4.9

5.1

4.8

5.2

5.3

4.3

5

4.7

4.825

Israel

Luxembourg

United Kingdom
United States

1. Judicial Independence (1.05).
2. Efficiency of legal framework in challenging regulations (1.10)
3. Protection of minority shareholders (1.19).
4. Regulation of securities exchanges (8.08)
Possible total maximum value 7

Table created by author based on information sourced from World Economic Form 2010.
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Table 5.4

Firm Level Governance (FLG) 2009

Name

1.16

7.07

1.18

Average

Australia

6.2

6

5.6

5.93

Austria

6.2

5.6

5.1

5.63

Belgium

5.5

5.5

5.2

5.4

Canada

6.2

6

5.7

5.97

Chile

5.5

5.4

5.4

5.43

Czech Republic

3.8

5.3

5.2

4.77

Denmark

6.6

6.1

5.5

6.07

Estonia

5.1

5.3

4.7

5.03

Finland

6.6

6.2

5.6

6.13

France

5.4

5.2

5.1

5.23

Germany

5.9

5.7

5.3

5.63

Greece

3.5

4

4.2

3.9

Hungary

3.6

4.1

4.5

4.07

Iceland

6.2

5.6

5

5.6

Ireland

5.6

5.8

4.9

5.43

Israel

5.2

5.4

4.7

5.1

Italy

3.6

3.5

3.9

3.67

Japan

5.4

5.6

5.1

5.37

Korea (South) - Republic of Korea

4.6

4.9

4.7

4.73

Luxembourg

6.2

5.6

5.4

5.73

Mexico

3.6

4.1

4.3

4

Netherlands

6.4

6.1

5.4

5.97

New Zealand

6.7

6.3

5.8

6.27

Norway

6.3

6.2

5.6

6.03

Poland

4.5

4.9

4.5

4.63

Portugal

4.7

4.4

4.5

4.53

Slovak Republic

3.8

5.2

5.1

4.7

Slovenia

4.7

4.5

4.5

4.57

Spain

5.9

5

4.7

5.2

Sweden

6.7

6.5

5.9

6.37

Switzerland

6.4

5.9

5.3

5.87

Turkey

3.8

4.2

3.8

3.93

United Kingdom

5.9

5.7

5.1

5.57

United States

5.5

5.9

5.2

5.53

1. Ethical behaviour of firms (1.16)
3. Reliance on professional management (7.07)
4. Efficacy of Corporate Boards (1.18)

Table created by author based on information sourced from World Economic Form 2010 using 2009 data
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Table 5.5

Corruption Perception Index CPI 2009

Country

CPI

Australia

8.7

Japan

7.7

Austria

7.9

Korea (South) - Republic of Korea

5.5

Belgium

7.1

Luxembourg

8.2

Canada

8.7

Mexico

3.3

Chile

6.7

Netherlands

8.9

Czech Republic

4.9

New Zealand

9.4

Denmark

9.3

Norway

8.6

Estonia

6.6

Poland

Finland

8.9

Portugal

5.8

France

6.9

Slovak Republic

4.5

Slovenia

6.6

Germany

8

Country

CPI

5

Greece

3.8

Spain

6.1

Hungary

5.1

Sweden

9.2

Iceland

8.7

Switzerland

Ireland

8

9

Turkey

4.4

Israel

6.1

United Kingdom

7.7

Italy

4.3

United States

7.5

Table Compiled by the author from World Transparency Report 2010 using 2009 data
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Table 5.8
Type

Description of Variables
Acronym

Variable definitions

Measure

Dependent
CC

Compensation Committee - A dummy variable coded as 1 if the company has
disclosed a compensation committee, 0 otherwise.

Binary

IAC

Internal Audit Committee - A dummy variable coded as 1 if the company has
disclosed an internal audit committee, 0 otherwise.

Binary

MGT

Separation of Management - A dummy variable coded as 1 if the company has
disclosed separation of management, 0 otherwise.

Binary

Non - executive Directors - A dummy variable coded as 1 if the company has
greater than 50% of independent directors, 0 otherwise.

Binary

Independent
NED

AUD

Independent audit firms -A dummy variable coded as 1 if the Audit Firm
performs a greater proportion of audit work than other services, 0 otherwise.

CGR

Global Competitiveness Ranking - Strength of Regulatory Framework using 5
measures from the first pillar of competiveness from World Economic Forum
Report 2010.

Continuous

CPI

Corruption Perception Index - Perceived level of corruption within a country
using data from the World Transparency Report 2010.

Continuous

FLG

Firm Level Governance measures of the board’s efficacy of corporate boards,
firm’s ethical behaviour and reliance of professional management from data
sourced by Cornelius 2005.

Continuous

PDI

Power Distance Indicator - A measure taken from Hofstede's findings expressed
as a value from 1-120.

Continuous

RFT

Regulatory Focus Theory - a measure deducting Hofstede's Uncertainty
Avoidance Index from Hofstede's Individualism Index.

Continuous

LYN

Years of incorporation of company - is measured by the number of years since
the company publicly listed.

Continuous

TBN

Size of the company- is measured using Tobins q.

Continuous

Binary

Control
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Table 5.9

Power Distance Index (PDI)

Name

PDI

Name

PDI

Australia

36

Japan

54

Austria

11

Korea (South) - Republic of Korea

60

Belgium

65

Luxembourg

40

Canada

39

Mexico

81

Chile

63

Netherlands

38

Czech Republic

57

New Zealand

22

Denmark

18

Norway

31

Estonia

40

Poland

68

Finland

33

Portugal

France

68

Slovak Republic

Germany

35

Slovenia

71

Greece

60

Spain

57

Hungary

46

Sweden

31

Iceland

31

Switzerland

34

Ireland

28

Turkey

66

Israel

13

United Kingdom

35

United States

40

Italy
50
PDI Power Distance Indicator - Hofstede dimensions

63
104

Table compiled by author from data source: Hofstede (1984)

Table 5.10

Regulatory Focus Theory Values

IND

UAI

RFT
Value

RFT

Name

Australia

90

51

39

Prom

Japan

Austria

55

70

-15

Prev

Belgium

75

94

-19

Canada

80

48

32

Chile

23

86

Czech Republic

58

74

Denmark

74

23

51

Estonia

60

60

0

Finland

63

59

4

France

71

86

-15

Germany

67

65

2

Greece

35

112

-77

Hungary

80

82

Iceland

60

50

Ireland

70

35

Israel

54

81

Italy
76
75
IDV denotes Individualism,
UAI denotes Uncertainty Avoidance.
Prom denotes Promotion Focus,
Prev denotes Prevention Focus

1

Name

UAI

RFT
Value

RFT

46

92

-46

Prev

Korea (South)

18

85

-67

Prev

Prev

Luxembourg

60

70

-10

Prev

Prom

Mexico

30

82

-52

Prev

-63

Prev

Netherlands

80

53

27

Prom

-16

Prev

New Zealand

79

49

30

Prom

Prom

Norway

69

50

19

Prom

Poland

60

93

-33

Prev

Prom

Portugal

27

104

-77

Prev

Prev

Slovak Republic

52

51

1

Prom

Slovenia

27

88

-61

Prev

Prev

Spain

51

86

-35

Prev

-2

Prom

Sweden

71

29

42

Prom

10

Prom

Switzerland

68

58

10

Prom

35

Prom

Turkey

37

85

-48

Prev

-27

Prev

United Kingdom

89

35

54

Prom

Prom

United States

91

46

45

Prom

IND

RFT Values calculated by deducting UAI from IND

Table created by author from Hofstede (2001)
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Prom

Table 5.11 RFT using Hofstede and Globe values
Countries

HRFT

GRFT

39

1.83

Austria

-15

1.67

Canada

32

2.21

Denmark

51

1.7

4

1.56

-15

1.23

Australia

Finland
France
Germany

2

1.36

-77

0.31

Hungary

-2

0.84

Ireland

35

1.78

-27

1.35

1

1.24

Japan

-46

1.04

Korea (South)

-67

0.76

Netherlands

27

2.05

New Zealand

30

2.37

Poland

-33

0.94

Portugal

-77

1.47

Slovenia

-61

0.68

Spain

-35

1.02

Sweden

42

2.8

Switzerland

10

1.96

-48

1.02

45

1.8

Greece

Israel
Italy

Turkey
United States
Correlations
Pearson

0.884

Kendall's Tau_b

0.802

Spearman's rho

0.912

HRFT denotes RFT using Hofstede values
GRFT denotes RFT using Globe values

Table created by Author from Hofstede (2001) and House et al (2004)
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Table 5.12

Description of Independent and Control Variables

Symbol

Variable definitions

Acronym

Expected Sign

b1

Non - executive Directors - A dummy variable coded as 1 if the company has greater
than 50% of independent directors, 0 otherwise.

NED

(+)

b2

Independent audit firms -A dummy variable coded as 1 if the Audit Firm performs a
greater proportion of audit work than other services, 0 otherwise.

AUD

(+)

b3

Global Competitiveness Ranking - Strength of Regulatory Framework using 5
measures from the first pillar of competiveness from World Economic Forum Report
2010.

CGR

(+)

b4

Corruption Perception Index - Perceived level of corruption within a country using
data from the World Transparency Report 2010.

CPI

(+)

b5

Firm Level Governance measures of the board’s efficacy of corporate boards, firm’s
ethical behaviour and reliance of professional management from data sourced by
Cornelius 2005.

FLG

(+)

b6

Power Distance Indicator - A measure taken from Hofstede's findings expressed as a
value from 1-120.

PDI

(-)

b7

Regulatory Focus Theory - a measure deducting Hofstede's Uncertainty Avoidance
Index from Hofstede's Individualism Index.

RFT

(+)

b8

Years of incorporation of company - is measured by the number of years since the
company publicly listed.

LYN

b9

Size of the company- is measured using Tobins q.

TBN

(+)
(+)

Table compiled by Author from Hofstede (2001)
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CHAPTER 6: ANALYSIS OF FINDINGS
6.1 Introduction
This chapter presents the empirical results of the study. It is divided into two parts. Part
One reports the findings of all OECD member countries whereas Part Two reports the
results excluding the US. The reason for presenting Part two is to determine whether the
inclusion of the US companies in the sample will skew the findings. Part one is
organised as follows: 6.3 present the descriptive statistics followed by correlation
analysis in section 6.4. The multivariate analysis is then presented in section 6.5. Part
one ends with a cross-tabulation which assesses any skewness caused by the domination
of US companies in the whole sample. Part two is organised in a similar way as Part one
but includes Optimal Scaling.

6.2 Part One: Research Results including US in the model

6.3 Descriptive Statistics
This section presents the descriptive statistics for the dependent, independent and
control variables in Table 6.1 (see next page). All the variables are described in Chapter
3: Research Methodology.
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Table 6.1

Descriptive Statistics
N

Minimum

Maximum

Mean

Std. Deviation

CC

5200

1

2

1.83

.375

IAC

5200

1

2

1.97

.164

MGT

5200

1

2

1.51

.500

NED

5200

1

2

1.72

.447

AUD

5200

1

2

1.69

.463

CGR

5200

3

6

4.88

.351

CPI

5200

4

9

7.25

.850

FLG

5200

4

6

5.79

.481

PDI

5200

11

69

41.88

7.619

RFT

5200

-77

56

27.38

33.206

LYN

5200

.0575

110.0767

19.303199

11.8924950

TBN

5200

-170.4425

5529.7086

3.296477

79.7085039

Valid N (listwise)

5200

CC is a nominal variable denoting “2” for the inclusion of a compensation committee, “1” if there was no
compensation committee or no disclosure of a compensation committee. IAC is a nominal variable denoting “2” for
the inclusion of an internal audit committee, “1” if there was no internal audit committee or no disclosure of an
internal audit committee. MGT is a nominal variable denoting “2” for the separation of management, “1” if there was
no separation of management or no disclosure of separation of management. NED is a nominal variable denoting “2”
for the inclusion of more than 50% non-executive directors, “1” if there was less than 50% non-executive directors or
no disclosure of the proportion of non-executive directors. AUD is a nominal variable denoting “2” for the position
whereby the work carried out by external auditors is predominantly made of up of audit services, “1” if the work
carried out by external auditors is not predominantly made up of audit services. GCR is the value of a country’s
regulatory framework taken from the sections of first pillar of World Economic Forums Global Competiveness
Reports 201049. CPI is the value of each countries ranking on the corruption perception index taken from the World
Transparency Report 2010 (the higher the ranking, the lower the level of perceived corruption). FLG is derived using
the same attributes from 2009 as used in from a study by Cornelius (2005) of firm level governance. PDI is
Hofstede’s measure of Power Distance for each country. RFT is the measure of Regulatory focus theory for each
country using the level of individualism and uncertainty avoidance. LYN is the length of time in business. TBN is the
absolute value of each company Tobin’s q. Industry is a nominal variable with the industry type collapsed into
groups. Table 6.2 lists the categories of Industry.

Dependent variables
Compensation Committee
Compensation Committee is a categorical (dummy) variable which is set to 1 if there is
disclosure of no compensation committee or no disclosure of a compensation committee
and 2 otherwise. The mean value for the disclosure of a compensation committee (CC)
49 WEF:1.

Judicial Independence (1.052); Favouritism of decisions of Government officials (1.06); 3.Transparency of public
policymaking (1.11); 4. Strength of Auditing and Reporting Standards (1.17); 5. Protection of minority shareholders (1.19).
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is 1.83 (SD .378). Table 6.13 at the end of the Chapter shows that 4317 companies
included in the study disclosed the inclusion of a compensation committee. Table 6.16
in the Appendix suggests that companies from a country with a promotion focus
construal of RFT are more likely to disclose a compensation committee, whereas
companies from a country with a prevention focus construal are less likely to disclose
the inclusion of a compensation committee. This suggests that there are a large
proportion of companies in the study that disclose the inclusion of a compensation
committee.

Internal Audit Committee
The variable of internal audit committee is also a categorical variable which is set to 1 if
the company discloses that there is no internal audit committee in place, or has no
disclosure, and 2 otherwise. The average score for internal audit committee (IAC) is
1.97 (SD .164). Table 6.14 at the end of this Chapter demonstrates that 5056 companies
within the study disclosed the inclusion of an internal audit committee. This
demonstrates that almost all of the companies in the sample include the disclosure of an
internal audit committee. Table 6.16 in the Appendix suggests that companies from a
country with a promotion focus construal of RFT are more likely to disclose an internal
audit committee, whereas companies from a country with a prevention focus construal
are less likely to disclose the inclusion of an internal committee.

Separation of Management
As with the other dependent variables, separation of management is a categorical
variable with a score of 1 if there is no disclosure of separation of management or
companies disclose no separation of management, otherwise the score is 2.The mean
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value for separation of management (MGT) is 1.51 (SD 0.5) which demonstrates that
the inclusion of disclosure of a management committee is likely to occur a fraction over
50% of the time. Table 6.14 at the end of this Chapter demonstrates that 2641
companies within the study disclosed the inclusion of separation of management. Table
6.16 in the Appendix suggests that companies from a country with a promotion focus
construal of RFT are more likely to disclose separation of management, whereas
companies from a country with a prevention focus construal are less likely to disclose
separation of management.

Independent variables
Non- Executive Directors
The variable for measurement of the non-executive directors is also a categorical value
of if the company disclosed the inclusion of less than 50% of the board consisted of
non-executive directors (or did not disclose anything), and 2 otherwise. The average
score for non-executive directors (NED) is 1.72 (SD .447). This reveals that boards of
the companies held in the sample are more likely to disclose independence of the board.

Independent External Auditor
As with NED, independent external auditor indicator is categorical with a value of 1
should the company disclose that the external auditors perform more non-audit work
than audit work for the company and 2 otherwise. The mean score for independent
external auditor is 1.69 (SD .463) which illustrates that companies are somewhat likely
to disclose the hiring of independent auditors.
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Global Competitiveness Score
The score for a countries regulatory framework is taken from the World Economic
Forum, particularly from the legal framework sections. The possible range of this score
is from 1 to 7 with the smallest score being 3.32 (Italy) and the largest 6.075 (Sweden).
The global competitiveness score (GCR) on average has a score 4.855 (SD .351) which
demonstrates that overall, the regulatory framework of OECD countries is relatively
high.

Power Distance Index
The Power Distance score is taken from Hofstede’s cultural dimensions. Countries can
hold an individual score between 1 and 120. The countries used in this thesis have a
possible score range from 11 to 69. The Power Distance index (PDI) is relatively flat
with a mean value of 41.88 (SD 7.619) suggesting that in OECD Countries the Power
Distance is low.

Regulatory Focus Theory
The measure for the regulatory focus of a country is created using Hofstede’s cultural
dimensions. Each country’s measure of Uncertainty Avoidance Index is deducted from
their Individualism Index and this score is the used to make up the regulatory focus
measure. The possible range for the OECD Countries used in this thesis is -120 to 120.
With a considerably high mean of 27.38 (SD (SD 33.206) the Regulatory Focus of a
country within the OECD is more likely to be in the promotion focus arm rather than in
the prevention focus arm.
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Control variables
Years of Incorporation of Company
The time in business for a company used in this study is taken using the number of
years since incorporation. The variance between the minimum and maximum is
extremely large, being .0575 and 110.0767. The mean value for the years of
incorporation of company (LYN) demonstrates the average time in business for the
countries used in the sample is 19.303 years (SD 11.89).

Company Size
The size of a company is measured using Tobin’s q. Again, Tobin’s q has an extreme
variance between -170.4425 and 5529.7086. The average company value (TBN) is
3.296477 (SD 79.70). This establishes that the majority of companies have a lower than
average value. Table 6.2 illustrates the company sample by industry categories.

Table 6.2

Industry categories
Frequency

Finance/Real Estate

Percent

Valid Percent

Cumulative Percent

957

18.4

18.4

18.4

1122

21.6

21.6

40

Utilities

881

16.9

16.9

56.9

Services

1481

28.5

28.5

85.4

Other

759

14.6

14.6

100

Total

5200

100

100

Capital Goods

The industry with the greatest representation is the services sector (28.5%),
followed by capital goods (21.6%), finance/real estate (18.4%), utilities (16.9%)
and other sectors (14.6%).
Table prepared by author using data from RiskMetrics and Annual Reports.
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6.4 Correlation Analysis
A bivariate correlation analysis is run before any regression analysis to test if any
collinearity exists between the independent and control variables. The results are
reported in Table 6.3. High multicollinearity exists if there are high correlation
coefficients between any two of the independent or control variables (Field, 2000).
Multicollinearity has the potential to bias the regression results (Liu and Lu, 2007) and
will have to be further investigated. Kendalls Taub_b correlation was selected for the
collinearity check between the dichotomous variables because it is the most common
method and therefore most appropriate to engage the reader (Yount, 2006).
The results suggest that there are no significant correlations between the independent
variables NED, AUD, GCR, PDI and RFT and therefore no multicollinearity problem,
The sign of NED is as expected being positively associated with the dependent variables
of CC. The sign of AUD is positive for all variables except IAC, although again, only
correlated with CC. GCR shows mixed results. It appears that the correlation is
generally negative, except for MGT where it is .047. PDI demonstrates a consistently
negative sign as expected, for all dependent variables except IAC. Finally, RFT is
showing a positive correlation for all dependent variables.
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Table 6.3

Correlations Kendall's Tau_b
CC

IAC

MGT

NED

AUD

CGR

CPI

FLG

PDI

RFT

LYN

TB
N

CC

Correlation Coefficient 1.000

IAC

Correlation Coefficient .326**

1.000

MGT

Correlation Coefficient .264**

-.056**

1.000

NED

Correlation Coefficient .569**

.137**

.096**

1.000

AUD

Correlation Coefficient .394**

-.055**

.250**

.204**

1.000

CGR

Correlation Coefficient -.295**

-.043**

.047**

-.380**

-.110**

1.000

CPI

Correlation Coefficient -.287**

-.002

.038**

-.382**

-.113**

.976**

1.000

FLG

Correlation Coefficient .698**

.096**

.243**

.608**

.302**

-.141**

-.136**

1.000

PDI

Correlation Coefficient -.504**

.037**

-.337**

-.266**

-.349**

-.276**

-.260**

-.707**

1.000

RFT

Correlation Coefficient .596**

.123**

.183**

.369**

.251**

-.201**

-.192**

.721**

-.548**

1.000

LYN

Correlation Coefficient -.172**

.022

-.088**

-.175**

-.101**

.180**

.191**

-.192**

.096**

-.143**

1.000

TBN

Correlation Coefficient .331**

.094**

-.057**

.423**

.037**

-.439**

-.437**

.394**

-.048**

.333**

-.166**

**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
Listwise N=5200

6.5 Multivariate Analysis
This section will discuss the results of the MLRA models testing whether the
independent variables described have an effect on the disclosure of (1) Compensation
Committee, (2) internal audit committee and (3) separation of management and board.
The detailed results are reported in Tables 6.4 - 6.6.
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1.00

Logistic Regression Model Compensation Committee
6.4.1

Model Summary

Step

-2 Log likelihood

Cox & Snell R Square

Nagelkerke R Square

1

1760.472a

.436

.729

6.4.2

Hosmer and Lemeshow Test

Step

Chi-square

df

Sig.

1

57.195

5

.000

6.4.3

Step 1

Variables in the Equation
B

a

S.E.

Wald

df

Sig.

Exp(B)

95% C.I.for EXP(B)
Lower

Upper

NED(1)

-1.512

0.159

90.604

1

0

0.22

0.161

0.301

AUD(1)

-1.637

0.153

114.337

1

.000**

0.195

0.144

0.263

CGR

-1.339

0.378

12.554

1

.000**

0.262

0.125

0.55

FLG

0.682

0.394

2.999

1

0.083

1.977

0.914

4.276

CPI

0.291

0.186

2.453

1

0.117

1.338

0.929

1.926

PDI

0.063

0.011

33.349

1

.000**

1.065

1.043

1.088

RFT

0.057

0.003

359.463

1

.000**

1.059

1.053

1.065

Constant

0.217

1.404

0.024

1

0.877

1.243

The model summary shows that between 43.6% and 72.9% of the change in the
disclosure of Compensation Committee is explained by this model. The Hosmer and
Lemeshow Test show a chi-square value of 57. 195 with a significance value of .000
which therefore rejects the model.
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Logistic Regression Model Internal Audit Committee
6.5.1

Model Summary

Step

-2 Log likelihood

984.453a

1

6.5.2
Step

Cox & Snell R Square

Nagelkerke R Square

.062

.277

Hosmer and Lemeshow Test

1

Chi-square

df

Sig.

10.796

5

0.056

6.5.3 Variables in the Equation

B

S.E.

Wald

df

Sig.

Exp(B)

95% C.I.for EXP(B)

Lower

NED(1)

-1.240

.221

31.540

1

.000

.289

.188

.446

.727

.343

4.504

1

.034

2.069

1.057

4.051

CGR

-3.637

.562

41.914

1

.000

.026

.009

.079

FLG

1.838

.638

8.300

1

.004

6.287

1.800

21.959

CPI

1.067

.269

15.787

1

.000

2.908

1.717

4.922

PDI

.092

.013

48.166

1

.000

1.097

1.069

1.126

RFT

.021

.005

20.794

1

.000

1.021

1.012

1.030

-.031

2.048

.000

1

.988

.970

AUDF(1)
Step 1a

Upper

Constant

The model summary shows that between 6.2% and 22.7% of the change in the
disclosure of Internal Audit Committee is explained by this model.
The Hosmer and Lemeshow Test show a chi-square value of 10.796 with a
significance value of .056. Because this value is above .05, therefore the model is
supported.
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Logistic Regression Model Separation of Management
6.6.1

Model Summary

Step

-2 Log likelihood

Cox & Snell R Square

Nagelkerke R Square

1

6082.256a

.195

.259

6.6.2

Hosmer and Lemeshow Test

Step

Chi-square

df

Sig.

1

42.690

5

.000

6.6.3

Variables in the Equation
B

Step 1a

S.E.

Wald

df

Sig.

Exp(B)

95% C.I.for EXP(B)

Lower

Upper

NED(1)

-.177

.105

2.862

1

.091

.837

.682

1.029

AUD(1)

-.256

.073

12.374

1

.000

.774

.672

.893

CGR

6.884

.378

331.494

1

.000

976.449

465.390

2048.719

FLG

-5.078

.346

215.122

1

.000

.006

.003

.012

CPI

-.673

.142

22.514

1

.000

.510

.386

.674

PDI

.027

.008

10.613

1

.001

1.027

1.011

1.044

RFT

.035

.003

163.441

1

.000

1.035

1.030

1.041

Constant

-2.873

1.144

6.306

1

.012

.057

The model summary shows that between 19.5% and 25.9% of the change in the
disclosure of Separation of Management is explained by this model.
The Hosmer and Lemeshow Test show a chi-square value of 42.690 with a
significance value of zero which therefore rejects the model.
Two of these models are not supported with all countries included in the sample.
Because the US companies occupy a large part of the sample, this may be the factor that
is impairing the credibility of the logistic regression result. To investigate the problem, a
cross tabulation will be run to examine whether the domination of the US companies in
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the sample has overstretched the model. This is presented in Tables 6.7.1 - 6.7.3 and
then explained.

6.6 Cross Tabulation
A. Cross Tabulation is used to measure the portion of findings that belongs to different
categories (Tygert, 2012) (Jemison and Oakley, 1983). A cross tabulation was run for
each dependent variable to examine whether the inclusion of the US companies has any
influence over each of these corporate governance attributes. Each cross tabulation
includes a column with the count and percentage of the dependent variable using all
countries, and a column which just includes US.

Table 6.7.1

Compensation Committee * US Cross Tabulation
US
Non US

CC

No

Yes

Total

Count

US

Total

781

102

883

% within US

44.60%

3.00%

17.00%

% of Total

15.00%

2.00%

17.00%

970

3347

4317

% within US

55.40%

97.00%

83.00%

% of Total

18.70%

64.40%

83.00%

1751

3449

5200

100.00%

100.00%

100.00%

Count

Count
% within US

Cross Tabulation Compensation Committee
Cross tabulation demonstrates that in the overall model 83% of all companies disclosed
that they have a compensation Committee. On further investigation, it is found that only
55.4% outside of the US has a Compensation Committee contrary to the US alone
where out of the 3449 companies, 97% has a Compensation Committee. This data
distribution explains that the presence of the US companies in the sample has skewed
the results.
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Table 6.7.2

Internal Audit Committee * US Cross Tabulation
US

IAC

No

Yes

Total

Non US

US

Total

113

31

144

% within US

6.50%

0.90%

2.80%

% of Total

2.20%

0.60%

2.80%

1638

3418

5056

% within US

93.50%

99.10%

97.20%

% of Total

31.50%

65.70%

97.20%

1751

3449

5200

100.00%

100.00%

100.00%

33.70%

66.30%

100.00%

Count

Count

Count
% within US
% of Total

Cross Tabulation Internal Audit Committee
Table 6.7.2 reports that 97.2% of all companies disclosed that they have an Internal
Audit Committee. On further investigation, it is evident that 93.5% outside of the US
included an Internal Audit Committee, as opposed to 99.1% within the US. Similar to,
but not as extreme to the findings on compensation committee, cross tabulation also
suggests that the disclosure of IAC by US companies dominate the sample size, hence
affecting the results reported in Part One above.

6.7.3

Separation of Management * US Cross Tabulation
US

MGT

No

Yes

Total

Total

Non US

US

792

1767

2559

% within US

45.20%

51.20%

49.20%

% of Total

15.20%

34.00%

49.20%

959

1682

2641

% within US

54.80%

48.80%

50.80%

% of Total

18.40%

32.30%

50.80%

Count

Count

Count
% within US
% of Total

1751

3449

5200

100.00%

100.00%

100.00%

33.70%

66.30%

100.00%

113

Cross Tabulation Separation of Management
Table 6.7.3 reveals that 50.8% of all companies reported Separation of Management. On
further investigation, 54.8% outside of the US reported separation of Management
compared to the US which is 48.8%. 49.2% of all companies did not report separation
of Management. On further investigation, it is evident that 45.2% outside of the US did
not report separation of Management as opposed to the US. This shows that the
inclusion of the US companies in the sample skewed the findings in Part one.
Findings from the cross tabulation confirm that the inclusion of the US companies in the
sample has overstretched the model and that was the reason for MLRA being rejected in
Part one. Part two will reveal the results of the MLRA without the US.

6.7 Part Two: Research Results excluding US data from the model
The sample used to perform the statistical analysis is confined to only 1751 companies
within the OECD excluding the US. The first section presents and explains the
descriptive statistics followed by correlation analysis. The next section uses Optimal
Scaling to determine which independent variables have a closer fit with the dependent
variables. The final section analyses the result of the Multiple Linear Regression
Analysis.
6.8 Descriptive Statistics
This section describes the descriptive statistics for the final sample that is excluding US
companies. This is reported in Table 6.8 which reveals findings which are fairly
different from Table 6.1 in Part One above.
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Table 6.8

Descriptive Statistics
N

Minimum

Maximum

Mean

Std. Deviation

CC

1751

1

2

1.55

.497

IAC

1751

1

2

1.94

.246

MGT

1751

1

2

1.55

.498

NED

1751

1

2

1.31

.463

AUD

1751

1

2

1.65

.478

CGR

1751

3.40

6.00

5.0461

.57014

CPI

1751

4

9

7.74

1.334

FLG

1751

4

6

5.39

.661

PDI

1751

11

69

45.58

12.319

RFT

1751

-77

56

-3.39

42.983

LYN

1751

.2493

110.0767

23.444074

12.2632374

TBN

1751

-.0357

1.9894

.047726

.1233102

Valid N (listwise)

1751

Dependent variables
Compensation Committee
The mean value for the disclosure of a compensation committee (CC) is 1.55 (SD .49)
without the US companies where the average was 1.83 (SD .375). In contrast with the
US, this suggests that there is modest proportion of companies in other OECD member
countries that disclose the inclusion of a compensation committee.
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Internal Audit Committee
The average score for internal audit committee (IAC) is 1.94 (SD .246). This
demonstrates that almost all of the companies in the sample include the disclosure of an
internal audit committee. Notably, this figure did not change a lot after removing the
US companies.

Separation of Management
The mean value for separation of management (MGT) is 1.55 (SD .498) which
demonstrates that the inclusion of disclosure of a management committee is likely to
occur in a fraction over 50% of the time.

Independent variables
Non- Executive Directors
The average score for non-executive directors (NED) is 1.31 (SD .463). This reveals
that boards of the companies held in the sample are less likely to disclose independence
of the board.

Independent External Auditor
The mean score for independent external auditor is 1.65 (SD .246) which illustrates that
companies are somewhat likely to disclose the hiring of independent auditors.

Global Competitiveness Score
The score for a countries regulatory framework is taking from the World Economic
Forum, particularly from the legal framework sections. The possible range of this score
is from 1 to 7 with the smallest score being 3.32 (Italy) and the largest 6.075 (Sweden).
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The global competitiveness score (GCR) is on average 5.0461 (SD .57) which
demonstrates that without the US, the regulatory framework of OECD countries is
relatively high.

Power Distance Index
The Power Distance index (PDI) is relatively flat with a mean value of 45.58 (SD
12.31) concluding that in OECD Countries the Power Distance is low.

Regulatory Focus Theory
With a mean of -3.39 (SD 42.98) the Regulatory Focus of a country within these
countries is more likely to be in the prevention focus arm rather than in the promotion
focus arm.

Control variables
Years of Incorporation of Company
The variance between the minimum and maximum is extremely large, being .0575 and
110.0767. The mean value for the years of incorporation of company (LYN)
demonstrates the average time in business for the countries used in the sample is 23.44
(SD 12.26) years.

Company Size
The size of a company is measured using Tobin’s q. Again, Tobin’s q has an extreme
variance between -170.4425 and 5529.7086. The average company value (TBN) is
13.9894 (SD 0.12). This establishes that the majority of companies have a lower than
average value.
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6.9 Correlation Analysis
As a precautionary measure, multicollinearity is again checked for the new sample
using the same method for the full sample. Although correlations exist between the
FLG, GCR, CPI and RFT variables they do not signal any correlation greater than or
equal to 80%. Correlations of 91.2% exist between GCR and CPI. This overall result
provides comfort to embark on further analysis. The results are reported in Table 6.9.
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Table 6.9 Correlations Kendall's Tau_b
CC

IAC

MGT

NED

AUD

CGR

CPI

FLG

PDI

RFT

LYN

TBN

Correlation
CC

1.000
Coefficient
Correlation

IAC

.237**

1.000

.620**

-.117** 1.000

.421**

.006

.781**

-.112** .749**

.442**

1.000

.253**

-.024

.237**

.372**

.157**

1.000

.266**

.067**

.187**

.346**

.113**

.912**

1.000

.567**

.021

.540**

.364**

.447**

.676**

.668**

Coefficient
Correlation
MGT
Coefficient
Correlation
NED

.357**

1.000

Coefficient
Correlation
AUD
Coefficient
Correlation
CGR
Coefficient
Correlation
CPI
Coefficient
Correlation
FLG

1.000

Coefficient
Correlation
PDI

-.474** .059**

-.453** -.292** -.412** -.601** -.532** -.702

.668**

.560**

1.000

Coefficient
Correlation
RFT

.046*

.268**

.566**

.320**

.339**

.74** -.632** 1.000

Coefficient
Correlation
LYN

-.096** .116**

-.182** -.105** -.192** -.039*

-.003

-.056

.083**

-.064** 1.000

-.114** .017

-.153** -.042*

-.003

-.092

.075**

-.115** .024

Coefficient
Correlation
TBN

-.156** -.016

Coefficient
**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
Listwise N = 1751
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1.00

6.10 Outliers
Tests are run to determine whether outliers exist within the model. During the Logistic
Regression modelling lists of residuals were run to check for outliers. A simple line
graph was created using Normalised Residuals to determine whether there were any
outliers. As can be seen on Figures 1, 2 and 3, there are spikes that illustrate the
existence of outliers. As discussed in the Chapter 5, outliers do not have to be removed
when Multiple Logistic Regression Analysis (MLRA) is undertaken but each outlier
ought to be checked for accuracy (Yeung and Yee, 2011). Each case has been
investigated by checking the raw data, looking at the individual company’s corporate
governance and determining whether the data entry is correct. In each case the data is
correct and therefore no outliers were removed from the model. The next step is running
the Optimal scaling to determine if there are close relationships between the dependent
and independent variables.
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6.11 Optimal Scaling
Optimal scaling is undertaken to determine whether the dependent and independent
variables have any close relationships (Maraun, Slaney, and Jalava, 2005). Optimal
scale is best demonstrated using graphs and variables are added to the plots to minimise
the confusion of too many plot points (Keele and Bell, 2009). Dichotomous data in this
study are labelled (Yes) for disclosure and (No) for non-disclosure. These data are CC,
IAC, MGT, NED and AUD. Continuous data in this study has been re-coded so data
can be grouped to minimise the points on the Optimal scaling graphs to make visual
analysis easier (Funnell, Bryer and Grimbeek, 2004). Variables GCR, CPI and FLG are
coded (Small) for the lowest third, (Medium) for the middle third, and (High) for the
highest third. The variables PDI is coded (High) for high levels of PDI and (Low) for
low levels of PDI. RFT are coded (Prom) for promotion focus and (Prev) for prevention
focus.

Optimal Scaling NED and AUD
The three independent variables compensation committee (CC), internal audit
committee (IAC) and separation of management (MGT) are added with the two
company specific dependent variables of non-executive directors (NED) and
independent external auditor (AUD). The variables CC, MGT, NED and AUD have
strong relationships. The (Yes) for these variables are all positioned on the left side of
the graph and the (No) is situated on the right side of the graph. The (Yes) label of IAC
has a strong relationship with other variables, yet the (No) label does not appear to have
any relationship with other variables and will likely be an outlier in the plot (Maraun,
Slaney, and Jalava, 2005). The graphs demonstrate that companies with non-executive
directors, external auditors who supply smaller amounts of other services are more
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inclined to disclose the existence of a compensation committee, an internal audit
committee and separation of managers from the board of directors. Companies that do
not have a large proportion of non-executive directors and external auditors with small
proportions of other services are more likely to have no disclosure of a compensation
committee or separation of management and the board. The outlier in this case is the
non-disclosure of an internal audit committee. Companies that have a smaller
proportion of non-executive directors and the board and management are connected
appear to have no connection to the non-existence of an internal audit committee. This
finding will have to be further investigated. I will now include country level variables to
the plot.
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Optimal Scaling NED, AUD, CGR, CPI and FLG
The independent variables of Corporate Governance Rating (GCR), Corruption
Perceptions Index (CPI) and Firm Level Governance (FLG) are added to the model.
These three independent variables are added at the same time because they are measures
of the regulatory framework of a country and ought to be in similar position on the plot.
The (High) value of GCR, CPI and FLG are all closely related to the (Yes) for
dependent variable IAC, CC and MGT. The (Medium) value of all of these variables
sits near the (No) for dependent variable CC and MGT. The (Low) value of GCR, CPI
and FLG is moderately related to the (No) for dependent variable IAC. This could
adversely affect the results of any modelling so will be investigated further.

124

125

Optimal Scaling NED, AUD, PDI and RFT
The independent variables of Power Distance and the two arms under the Regulatory
Focus Theory are added to the model. These two independent variables are
differentiated from the remaining independent variables because they are measures of
cultural values of a country where the remaining measures are concerned with the
regulatory framework of a country. At a country level, those companies from countries
with a propensity to have compensation committees, internal audit committees and
separate management from the board will be from a society that has a low Power
Distance, whereas companies from countries with a high Power Distance are less likely
to disclose the corporate governance attributes of a compensation committee and
separation of management and board. Also at a country level, those companies from a
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promotion focus society are more likely to include a compensation committee, an
internal audit committee and separate management from the board. Companies from a
prevention focus society are less inclined to include a compensation committee and the
management and board are more likely to be intertwined. The non-disclosure of an
internal audit committee remains an outlier in this model. Additional country level
variables will be added to the plot to determine any connection.
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Optimal Scaling NED, AUD, GCR, PDI and RFT
All independent variables are added to the model at the same time. Adding all
independent variables to the chart demonstrates that the (Yes) values of the independent
variables NED and AUD, (High) values for GCR, CPI, FLG and RFT and the (Low)
value of PDI are closely related to the (Yes) for dependent variable IAC, CC and MGT.
The (No) value for NED and AUD, (Medium) value for GCR, CPI and FLG, (High)
value for RFT and (Low) value for PDI are closely related to the (No) for dependent
variable CC and MGT. The (Low) value of CGR, CPI and FLG are moderately related
to the (No) for dependent variable IAC. This could adversely affect the results of any
modelling so will be investigated further.
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At a country level, those companies from countries with a propensity to have
compensation committees, internal audit committees and separate management from the
board will be from a society that has a low Power Distance, whereas companies from
countries with a high Power Distance are less likely to disclose the corporate
governance attributes of a compensation committee and separation of management and
board. Also at a country level, those companies from a promotion focus society are
more likely to disclose the inclusion of a compensation committee, an internal audit
committee and separate management from the board. Companies from a prevention
focus society are less inclined to include disclosure of a compensation committee and
the management and board are more likely to be intertwined. The non-disclosure of an
internal audit committee remains an outlier in this model. Countries with high
regulatory controls have a positive association with corporate governance attributes of
compensation committee and separation of management. Countries with medium levels
of regulatory control have a negative association with corporate governance attributes of
compensation committee and separation of management, whereas low levels of
regulatory framework only appear to influence the internal audit committee negatively.
Logistic regression is now run on the data to verify if the optimal scaling findings are
consistent.
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6.12 Multivariate Analysis
This section will discuss the results of the Multiple Logistic Regression Analysis to test
whether the independent variables described have an effect on the corporate governance
attributes of Compensation Committee, internal audit committee and separation of
management and board using the original data and removing US from the model.
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Logistic Regression Model Compensation Committee
6.10.1

Model Summary

Step

-2 Log likelihood

Cox & Snell R Square

Nagelkerke R Square

1

716.107a

.619

.829

a. Estimation terminated at iteration number 7 because parameter estimates changed by less than .001.

6.10.2

Hosmer and Lemeshow Test

Step

Chi-square

Df

Sig.

1

6.657

6

.354

6.10.3

Variables in the Equation
B

S.E.

Wald

df

NED(1)
.970
.229
17.940
1
AUD(1)
5.302
.423
156.884
1
CGR
-1.083
.132
67.034
1
Step 1a
CPI
2.239
.276
65.946
1
FLG
1.197
.411
8.469
1
PDI
.032
.015
4.733
1
RFT
.025
.006
15.722
1
Constant
-3.447
1.866
3.414
1
a. Variable(s) entered on step 1: NED, AUD, CGR, CPI, FLG, PDI, RFT.

Sig.

Exp(B)

95% C.I.for EXP(B)
Lower
Upper

.000
.000
.000
.000
.004
.030
.000
.065

2.638
200.734
.339
9.383
3.311
1.032
1.025
.032

1.684
87.560
.261
5.466
1.478
1.003
1.013

4.133
460.188
.439
16.106
7.415
1.062
1.037

The model summary shows that between 61.9% and 82.9% of the change in the
disclosure of Compensation Committee is explained by this model
The Hosmer and Lemeshow Test show a chi-square value of 6.657 with a significance
value of .354. This significant value is above .05, therefore the model is supported.
The Variables in the Equation show that NED p = .000, AUD p = .000, CGR p = .000,
CGI p = .000, FLG p = .004, PDI p = .030, and RFT p = .000. These variables all
contribute to the change in the independent variable. This means that the all dependent
variables have an impact on whether a company disclosed the existence of a
Compensation Committee.
CC =-3.447+.97NED + 5.302AUD– 1.083CGR + 2.239CPI + 1.197FLG + .032PDI + .025RFTi + ei

132

Logistic Regression Model Internal Audit Committee
6.11.1

Model Summary

Step

-2 Log likelihood

Cox & Snell R Square

Nagelkerke R Square

1

570.545a

.142

.372

a. Estimation terminated at iteration number 7 because parameter estimates changed by less than .001.

6.11.2
Step

Hosmer and Lemeshow Test
Chi-square

1

11.697

df

Sig.

6

.069

6.11.3 Variables in the Equation
B

S.E.

Wald

df

Sig.

95% C.I.for
EXP(B)

Exp(B)

Lower
Step 1a

Upper

NED(1)

0.735

0.264

7.761

1

0.005

2.085

1.243

3.496

AUD(1)

0.833

0.48

3.007

1

0.083

2.3

0.897

5.898

CGR

-1.335

0.139

92.139

1

0

0.263

0.2

0.346

CPI

3.099

0.319

94.46

1

0

22.17

11.868

41.415

FLG

0.589

0.485

1.473

1

0.225

1.802

0.696

4.667

PDI

0.036

0.016

5.164

1

0.023

1.037

1.005

1.07

RFT

-0.01

0.007

2.196

1

0.138

0.99

0.977

1.003

Constant

8.793

2.481

12.559

1

0

6586.388

a. Variable(s) on step 1: NED, AUD, CGR, CPI, FLG, PDI, RFT.

The model summary shows that between 14.2% and 37.2% of the change in the
disclosure of Internal Audit Committee is explained by this model
The Hosmer and Lemeshow Test show a chi-square value of 11.697 with a
significance value of .069. This significant value is above .05, therefore the model is
supported.
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The Variables in the Equation show that NED p = .005, CGR p = .000, and CPI p =
.000. These variables contribute to the change in the independent variable. This means
that the NED, CGR and CPI have an impact on whether a company disclosed the
existence of an Internal Audit Committee. Based on this model summary, RFT, AUD,
FLG and PDI do not contribute to a change in the disclosure of Compensation
Committee.
IAC = 8.793 + .735NED – 1.335CGR + 3.099CPI + e i

Logistic Regression Model Separation of Management
6.12.1

Model Summary

Step

-2 Log likelihood

Cox & Snell R Square

Nagelkerke R Square

1

945.509a

.567

.758

a. Estimation terminated at iteration number 7 because parameter estimates changed by less than .001.

6.12.2

Hosmer and Lemeshow Test

Step

Chi-square

df

Sig.

1

8.161

6

.227

6.12.3 Variables in the Equation
B

S.E.

Wald

df

Sig.

Exp(B)

95% C.I.for EXP(B)
Lower

NED(1)
S
AUDF(1)
t
CGF
e
PDI
p
RFT
CORN
1
WTR
a

Constant

Upper

.082

.186

.193

1

.660

1.085

.753

1.564

2.782

.341

66.706

1

.000

16.153

8.285

31.492

.832

.107

60.038

1

.000

2.298

1.862

2.836

.024

.009

7.106

1

.008

1.025

1.006

1.043

.023

.005

24.259

1

.000

1.024

1.014

1.033

2.783

.350

63.154

1

.000

16.166

8.138

32.112

-2.780

.254

119.739

1

.000

.062

.038

.102

-20.054

1.678

142.773

1

.000

.000

a. Variable(s) entered on step 1: NED, AUDF, CGF, PDI, RFT, CORN, WTR.
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The model summary shows that between 56.7% and 75.8% of the change in the
disclosure of Separation of Management is explained by this model
The Hosmer and Lemeshow Test show a chi-square value of 8.161 with a significance
value of .227. This significant value is above .05, therefore the model is supported.
The Variables in the Equation show that AUD p = .000, CGR p = .000, CPI p = .000,
FLG p = .000, PDI, p = .008, and RFT p = .000. These variables contribute to the
change in the independent variable. This means that the AUD, CGR, CPI, FLG, PDI
and RFT have an impact on whether a company disclosed the existence of an Internal
Audit Committee. Based on this model summary, NED does not contribute to a change
in the disclosure of Separation of Management (p = .066).
IAC = -20.054 + 2.782AUD + .832CGR + 2.783CLG – 2.78CPI + .024PDI +
.023RFT+ e i

6.13 Summary
This chapter presented the results of the analysis. The first section analysed the results
using the 28 countries that made up the sample used for this thesis. Descriptive statistics
and Multivariate Logistic Regression Analysis were presented and analysed. The
regression models were not supported primarily because the US has a larger proportion
of the data than other countries. The US was removed from the data and the models
were rerun using 27 countries and 1751 companies. These models were supported by
MLRA and graphically supported with Optimal Scaling. The results were discussed and
show a relationship between all of the independent variables and the dependent
variables Compensation Committee and Separation of Management. The inclusion of an
Internal Audit Committee showed mixed results which could be due to the rapidly
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growing requirement of an Internal Audit Committee in most jurisdictions. The
following section will discuss the findings of the study.
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Appendices to Chapter 6
Table 6.13 CC * Country Cross-tabulation
CC
No
Australia

65

65

Austria

19

0

19

Belgium

19

1

20

Canada

2

128

130

12

8

20

Estonia

8

3

11

Finland

6

30

36

France

5

62

67

Germany

24

48

72

Greece

19

7

26

Hungary

0

7

7

Iceland

0

3

3

Ireland

0

12

12

Israel

0

1

1

Italy

8

46

54

558

29

587

Korea South

28

8

36

Luxembourg

0

4

4

Netherlands

1

17

18

Netherlands Antilles

0

1

1

New Zealand

1

18

19

Norway

7

17

24

Portugal

2

1

3

Spain

1

33

34

Sweden

6

38

44

Switzerland

0

45

45

53

2

55

2

336

338

102

3347

3449

883

4317

5200

Japan

Turkey
United Kingdom
United States
Total

Yes
0

Denmark

Country

Total

137

Table 6.14

IAC * Country Cross-tabulation
IAC
No
0

65

65

Austria

4

15

19

Belgium

0

20

20

Canada

1

129

130

13

7

20

Estonia

8

3

11

Finland

6

30

36

France

3

64

67

Germany

19

53

72

Greece

14

12

26

Hungary

0

7

7

Iceland

0

3

3

Ireland

0

12

12

Israel

0

1

1

Italy

7

47

54

Japan

5

582

587

Korea South

1

35

36

Luxembourg

0

4

4

Netherlands

0

18

18

Netherlands Antilles

0

1

1

New Zealand

0

19

19

Norway

9

15

24

Portugal

1

2

3

Spain

1

33

34

Sweden

7

37

44

Switzerland

0

45

45

13

42

55

1

337

338

31

3418

3449

144

5056

5200

Turkey
United Kingdom
United States
Total

Yes

Australia

Denmark

Country

Total

138

Table 6.15 MGT * Country Cross-tabulation
MGT
No
Australia

Country

Yes
7

58

65

Austria

19

0

19

Belgium

2

18

20

Canada

29

101

130

Denmark

0

20

20

Estonia

5

6

11

Finland

1

35

36

France

29

38

67

Germany

0

72

72

Greece

7

19

26

Hungary

1

6

7

Iceland

0

3

3

Ireland

5

7

12

Israel

0

1

1

Italy

20

34

54

Japan

579

8

587

Korea South

28

8

36

Luxembourg

0

4

4

Netherlands

0

18

18

Netherlands Antilles

1

0

1

New Zealand

1

18

19

Norway

0

24

24

Portugal

1

2

3

14

20

34

0

44

44

10

35

45

9

46

55

24

314

338

1767

1682

3449

2559

2641

5200

Spain
Sweden
Switzerland
Turkey
United Kingdom
United States
Total

Total

139

Table 6.16
Name

Regulatory Focus Theory and dependent variables
RFT

Australia

Prom

Austria

Prev

Belgium
Canada
Denmark

CC

IAC

MGT

Name

RFT

CC

IAC

MGT

100%

100%

89%

Italy

Prom

0%

79%

0%

Japan

Prev

Prev

5%

100%

90%

Korea (South)

Prev

22.22%

97.22%

22.22%

Prom

98%

99%

78%

Luxembourg

Prev

100.00%

100.00%

100.00%

Prom

40%

35%

100%

Netherlands

Prom

94.44%

100.00%

100.00%

27%

27%

55%

New Zealand

Prom

94.74%

100.00%

94.74%

Estonia

85%

87%

63%

4.94%

99.15%

1.36%

Finland

Prom

83%

83%

97%

Norway

Prom

70.83%

62.50%

100.00%

France

Prev

93%

96%

57%

Portugal

Prev

33.33%

66.67%

66.67%

Germany

Prom

67%

74%

100%

Spain

Prev

97.06%

97.06%

58.82%

Greece

Prev

27%

46%

73%

Sweden

Prom

86.36%

84.09%

100.00%

Hungary

Prom

100%

100%

86%

Switzerland

Prom

100.00%

100.00%

77.78%

Iceland

Prom

100%

100%

100%

Turkey

Prev

3.64%

76.36%

83.64%

Ireland

Prom

100%

100%

58%

United Kingdom

Prom

99.41%

99.70%

92.90%

Israel

Prev

100%

100%

100%

United States

Prom

97.04%

99.10%

48.77%

Prom denotes Promotion Focus, Prev denotes Prevention Focus
Table compiled by author
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CHAPTER 7: CONCLUSIONS, CONTRIBUTIONS AND LIMITATIONS
7.1 Introduction
The main aim of this study was to examine whether and why corporate governance
disclosure practices differ across OECD countries. In order to answer this question the
study began by comparing corporate governance disclosure practices among the OECD
countries, and then investigated its determinants at both firm and country level. While
investigating the impact of non-executive directors (NED) and types of auditors (AUD)
on disclosures at a firm level, the impact of cultural values such as Power Distance
(PDI) and the Regulatory Focus (RFT) is assessed at a country level.
This chapter is organised as follows. Section one summarises and interprets the results.
Section two presents the contribution of the study and the chapter ends with limitation
and direction of future.

7.2 Summary and Interpretation of findings
The results or findings from this study were responses to a set of research questions
raised in Chapter 1. Question one and two are examined based on firm level data using
corporate governance attributes of non-executive directors and the independence of
external auditors. Question three, four and five are based on country level data and
examined whether these attributes differed across OECD countries and had any effect
on disclosure of corporate governance. This section summarises the results found in the
previous chapter and considers the implications of these results to the hypotheses
posited in Chapter 4. Table 7.1 is a summary of the actual results for each hypothesis.
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Table 7.1: Summary of Results from tested Hypotheses
H1a: There is a positive relationship between the number of
non-executive directors and the extent of corporate governance
Accept
disclosure of compensation committee.
H1b: There is a positive relationship between the number of
Accept
non-executive directors and the extent of corporate governance
disclosure of internal audit committee.
H1c: There is a positive relationship between the number of
Reject
non-executive directors and the extent of corporate governance
disclosure of separation of management and board.
H2a: There is a positive relationship between independent
Accept
auditors and the extent of corporate governance disclosure of
compensation committee.
H2b: There is a positive relationship between independent
Reject
auditors and the extent of corporate governance disclosure of
internal audit committee.
H2c: There is a positive relationship between independent
Accept
auditors and the extent of corporate governance disclosure of
separation of management.
H3a: There is a positive relationship between corporate
Accept
governance regulations and the extent of corporate governance
disclosure of compensation committee.
H3b: There is a positive relationship between corporate
Accept
governance regulations and the extent of corporate governance
disclosure of internal audit committee.
H3c: There is a positive relationship between corporate
Accept
governance regulations and the extent of corporate governance
disclosure of separation of management.
H4a: There is a positive relationship between power index of a
Accept
country and the extent of corporate governance disclosure of
compensation committee.
H4b: There is a positive relationship between power index of a
Accept
country and the extent of corporate governance disclosure of
internal audit committee.
H4c: There is a positive relationship between power index of a
Accept
country and the extent of corporate governance disclosure of
separation of management.
H5a: Companies within a promotion focus country are more
Accept
likely to disclose compliance with OECD corporate governance
principles than companies within a prevention focus country.

7.3 H1.Non-Executive Directors and Corporate Governance
This study suggests that NED is a significant determinant of the disclosure on
compensation committee and internal audit committee but not on separation of
management. This was evidenced in the Optimal Scaling Figure 6.4 under Chapter 6.
This graph reveals that the (Yes) value of NED is in the same vicinity as the (Yes) value
for all dependent variables (see top left hand of Figure 6.4). In regard to the (No) value
of NED it is in the same vicinity as the (No) value for CC and MGT (see top right hand
of the Figure 6.4). However Figure 6.4 reveals that the (No) value of NED is located
away from the (No) values of IAC (see Figure 6.4, bottom left hand where IAC is
located in isolation, totally away from other variables as well).These findings support
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H1a and H1b and are consistent with Carcello, Hermanson, and Neal 2002 who contend
that an independent board of directors is more likely to influence disclosures on
independent audit committees. The regression analysis supports H1a and H1b but rejects
H1c. Similar to Carcello, Hermanson, and Neal (2002) it reveals that NED is a
significant determinant of the disclosure on compensation committee and internal audit
committee with a coefficient of (0.97) and (0.735) respectively.
Although the model rejects H1c, yet the finding is consistent with the findings by
Jackson and Moerke (2005) who suggests that in countries like Germany and Japan
separation of management is not a priority. In other words in many countries ownership
of corporations is still concentrated or the board are considered advisors rather than
monitors which ultimately impairs both corporate governance practices and its
disclosures (Adams and Ferreira, 2007). This finding matters for both regulators and
professional associations such as association of directors who are involved in the review
of corporate governance principles and practices in their countries. Moreover, the
OECD would benefit from this finding because it reports that differences in disclosure
practices occur due to a lack of harmonisation of practices. Table 7.2 summarises the
regression results.

Table 7.2 Non-Executive Directors
B

S.E.

Wald

Sig.

Exp(B)

95% C.I.for EXP(B)
Lower

Upper

CC

0.97

0.229

17.94

0.000

2.638

1.684

4.133

IAC

0.735

0.264

7.761

0.005

2.085

1.243

3.496

MGT

0.082

0.186

0.193

0.66

1.085

0.753

1.564
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7.4 H2.Auditors and Corporate Governance
AUD is significant in the regression results for CC, MGT and not significant for IAC.
The mean average shown in Descriptive Statistics for AUD is above average at 1.65
demonstrating that a larger number of companies do hire auditors that work
predominantly as an auditor compared to other services (see Table 6.8 in Chapter 6).
The optimal scaling graph shows (Yes) value of AUD is in the same vicinity as the
(Yes) value for all dependent variables and the (No) value of AUD is in the same
vicinity as the (No) value for CC and MGT but not IAC (see Figure 6.4 in Chapter 6).
These findings support H2a and H2c and are consistent with Gillian and Martin (2007)
who theorise that external auditors with higher degree of independence are more likely
to influence the disclosure of corporate governance. This also implies that the same
audit firm should not be appointed for both the provision of audit and assurance services
and other non-assurance services so as to ensure independence and hence quality of
disclosure. Moreover this finding also supports the tentative of the European
Commission (EC) to re-examine the restraint of non-audit services provided by audit
firms. In other words to ensure transparency both in financial and corporate governance,
the need for the creation of pure audit firms could be considered (EC, 2010; 2011 cited
in Quick, 2012). However, Quick (2012) further argues that it must be borne in mind
that although the need of pure audit firms is a consideration but a general prohibition of
non-audit services would not be necessary. His finding(s) is specifically addressed in
the context of the proposals in the EC Green Proposals and Audit Quality. Interestingly
his argument is relevant on non-audit services and auditor’s independence which are
important to disclosure practices including corporate governance practices. The results
are summarised in Table 7.3.
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Table 7.3 Auditor Independence
B

S.E.

Wald

Sig.

Exp(B)

95% C.I.for EXP(B)
Lower

Upper

CC

5.302

0.423

156.884

0.000

200.734

87.56

460.188

IAC

0.833

0.48

3.007

0.083

2.3

0.897

5.898

MGT

2.782

0.341

66.706

0.000

16.153

8.285

31.492

7.5 H3. Regulatory Framework and Corporate Governance
Table 7.4 reports that at a country level CGR and CPI have a significant influence on
the disclosure CC, IAC and MGT by corporations in the OECD. At firm level, the
finding is that FLG is significant determinant of CC and MGT but not significant for
IAC. The mean average shown in Descriptive Statistics for CGR (5.0461), CPI (7.74)
and FLG (5.39) are above average demonstrating that a larger number of countries have
strong regulatory frameworks in place (see Table 6.8 in Chapter 6). The optimal scaling
graph demonstrates the (High) value of CGR, CPI and FLG is in the same vicinity as
the (Yes) value for all dependent variables and the (Medium) value of CGR, CPI and
FLG is in the same vicinity as the (No) value for CC and MGT but not IAC. The (Low)
value for CGR, CPI and FLG are outliers and do not appear to be connected with either
(Yes) or (No) for the dependent variables. This suggests that some companies from
countries with low regulatory frameworks practise good governance and some don’t
while countries with strong regulation practise good governance. These findings support
H3a, H3b and H3c for Regulatory Framework and Corruption Perception and support H3a
and H3c for firm level framework. This is consistent with Aggarwal et al. (2009) who
state that non-US firms are more likely to incorporate good corporate governance when
investor protection mechanisms are in place. In a broader sense, findings at this stage
suggest that in order to enhance disclosure of corporate governance practices in the
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OECD as well as in non-OECD countries, the regulatory frameworks need to be
strengthened in those with weak regulations and reviewed and updated in those with
strong regulations.

Table 7.4

Regulatory Framework
B

S.E.

Wald

Sig.

Exp(B)

95% C.I.for EXP(B)
Lower

Upper

GCR
CC

-1.083

0.132

67.034

0.000

0.339

0.261

0.439

IAC

-1.335

0.139

92.139

0.000

0.263

0.2

0.346

MGT

0.832

0.107

60.038

0.000

2.298

1.862

2.836

CC

2.239

0.276

65.946

0.000

9.383

5.466

16.106

IAC

3.099

0.319

94.46

0.000

22.17

11.868

41.415

MGT

-2.78

0.254

119.739

0.000

0.062

0.038

0.102

CC

1.197

0.411

8.469

0.004

3.311

1.478

7.415

IAC

0.589

0.485

1.473

0.225

1.802

0.696

4.667

MGT

2.783

0.35

63.154

0.00

16.166

8.138

32.112

CPI

FLG

7.6 H4.Power Distance and Corporate Governance
As shown in Table 7.5 PDI is not significant with CC, IAC, or MGT. The mean
average shown in Descriptive Statistics for PDI is relatively flat with 45.58
demonstrating that a larger number of countries have a low Power Distance. The
optimal scaling graph (see Figure 6.8 in Chapter 6) shows (Low) value of PDI is in the
same vicinity as the (Yes) value for all dependent variables PDI is in the same vicinity
as the (No) value for CC and MGT but not IAC. This would suggest that companies
from countries with low Power Distance practise good governance. Low PDI countries
that disclose good corporate governance include Australia (38), Sweden (31) and
Canada (40), whereas Greece (61) and Japan (54) have high PDI and exhibit low
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corporate governance. These findings support H4a, H4b and H4c for Power Distance. This
is consistent with Chan and Cheung (2008) that companies from countries with a low
PDI are more likely to practice good corporate governance than those with a high PDI.
In the context of this research, the finding suggests that countries with high power
distance need to review the distribution of power both at country and corporate levels in
order to ensure that there is no, if not less, dominance of power by a small group that
would then impair corporate disclosures as a whole. Generally, in countries where PDI
is high, it is imperative for the regulators to investigate the impact on corporate
governance practices and its disclosures.

Table 7.5 Power Distance Index
B

S.E.

Wald

Sig.

Exp(B)

95% C.I.for EXP(B)
Lower

Upper

CC

0.032

0.015

4.733

0.03

1.032

1.003

1.062

IAC

0.036

0.016

5.164

0.023

1.037

1.005

1.07

MGT

0.024

0.009

7.106

0.008

1.025

1.006

1.043

7.7 H5.Regulatory Focus Theory and Corporate Governance
As shown in Table 7.6 RFT is significant for CC and MGT and not significant for IAC.
The mean average shown in Descriptive Statistics for RFT is above average of -3.39
demonstrating that a larger number of countries have a prevention focus regulatory
focus. The optimal scaling graph included in Chapter 6 (Figure 6.8) shows (High) value
of RFT is in the same vicinity as the (Yes) value for all dependent variables (Low)
value for RFT is in the same vicinity as the (No) value for CC and MGT but not IAC.
This would suggest that companies from countries with promotion focus practise good
governance. These findings support H5 for Regulatory Focus Theory. Again, these
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findings are consistent with Chan and Cheung (2008) that companies from countries
with a low Uncertainty Avoidance are more likely to practice good corporate
governance than those with a high Uncertainty Avoidance. These findings are the same
as the findings for external auditors and regulatory framework. This suggests that
consistently countries that may lean towards a prevention focus are still likely to have in
place the mandatory internal audit committee. Countries like Japan that is a prevention
focus country may not separate management or have in place a compensation committee
but will have an internal audit committee because the Commercial Code 2003 mandates
that one is included.

Table 7.6 Regulatory Focus Theory
B

S.E.

Wald

Sig.

Exp(B)

95%C.I.forEXP (B)
Lower

Upper

CC

0.025

0.006

15.722

0

1.025

1.013

1.037

IAC

-0.01

0.007

2.196

0.138

0.99

0.977

1.003

MGT

0.023

0.005

24.259

0

1.024

1.014

1.033

In conclusion, this study has demonstrated that disclosure of corporate governance
practices do differ across countries, even countries that are members of the OECD.
There were a number of mixed results, particularly with the disclosure of internal audit
committees. Both firm level governance measures and the country level measures of
regulatory framework and cultural values for PDI and RFT have a significant effect on
the disclosure of compensation committee and separation of management. A large
proportion of companies have included the disclosure of an internal audit committee,
regardless of whether they have disclosed a compensation committee and separation of
management. These differences can be attributed to the fact that many OECD Countries
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mandate internal audit committees as a starting point to exhibit compliance with
corporate governance.
The following section presents the contributions of this study.

7.8 Contribution(s) of the study
This thesis adds to the ongoing body of literature on corporate governance in a number
of ways and these are construed below.

(A) Data Provision
The provision of new and reliable data is an important contribution for future research.
Disclosure of corporate governance practices is influenced by whether management of
corporations in a country is promotion focus or prevention focus. Based on
Individualism and Uncertainty Avoidance scores of Hofstede, a promotion focus and
prevention focus score is calculated for each country of the OECD. This study has
generated new data in this context. It is the first time that a dataset is made available on
promotion focus and prevention focus at a country level. Table 5.10 provided this
dataset in Chapter 5. This dataset can be used as basis for future research and also for
comparison with other group of countries in different economic blocs. In light of the
limitations of the measurement used for RFT, an alternative measurement could be used
by evaluating citizens of each country using Regulatory Focus Inductions, see Table
7.7. Although this would generate a good measure of RFT, it would be unreasonably
time-consuming.
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Table 7.7 RFT Inductions
Randomly assign half of participants to each condition. Participants should be blind to which condition they are in. Within each condition,
participants are asked to complete a, b, and c.

Promotion:
Please write about a time in the past when:
a) you felt you made progress toward being successful in life
b) compared to most people you were able to get what you wanted out of life
c) trying to achieve something important to you, you performed as well as you ideally would have liked to

Prevention:
Please write about a time in the past when:
a) being careful enough avoided getting you into trouble,
b) you stopped yourself from acting in a way that your parents would have considered objectionable
c) you were careful not to get on your parents’ nerves

Randomly assign half of participants to each condition. Participants should be blind to which condition they are in. Within each condition,
participants write a short essay for approximately 5-7 minutes (roughly 1 page).

Promotion:
Hopes and Aspirations

For this task, we would like you to think about how your current hopes and aspirations are different now from what they were when you were
growing up. In other words, what accomplishments would you ideally like to meet at this point in your life? What accomplishments did you
ideally want to meet when you were a child? In the space below, please write a brief essay describing how your hopes and aspirations have
changed from when you were a child to now.
Prevention:
Duties and Obligations

For this task, we would like you to think about how your current duties and obligations are different now from what they were when you were
growing up. In other words, what responsibilities do you think you ought to meet at this point in your life? What responsibilities did you think
you ought to meet when you were a child? In the space below, please write a brief essay describing how your duties and obligations have
changed from when you were a child to now.

Table compiled by author from Higgins et al., 2001

(B) Comparative data
The findings presented in this thesis have provided comparative data in a number of
areas.
It provides a comparative of corporate governance principles of the OECD against those
of its member countries. From this thesis, it is therefore possible to identify which
member country has not adopted its principles and why. The OECD will be able to use
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this data as a basis to then devise new strategies to update its own principles of
corporate governance.
Second, regulators, investors’ professional practitioners are now able to obtain
comparative information on the strength of regulatory framework and its impact on
disclosure of corporate governance of all member countries in the OECD. The
availability of this information is crucial for governments and investors when selecting
countries for trade agreements as well as investment.

(C) Theoretical Contribution
The theoretical contribution(s) of this thesis is three-fold.

(i) Power Distance Theory and Disclosure of Corporate Governance Practices in
the OECD
The Power Distance theory suggests that a country with low PDI will disclose more
than a country with high PDI. The result(s) for this study confirm the tenet of this theory
in the context of disclosure of corporate governance practices. The study reveals that for
the nineteen (19) OECD countries with low PDI, seventeen (17) of them have higher
than average disclosure of corporate governance. Estonia, with a PDI score of 40,
disclosed corporate governance marginally below average, and Hungary, with a PDI of
46 disclose in the lower quartile. There are nine (9) OECD member countries included
in the study that exhibit high PDI, and eight (8) of them disclose low levels of corporate
governance. France has a relatively high PDI of 68, yet is considered to be high in
disclosure of corporate governance.
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(ii) Regulatory Focus Theory and Disclosure of Corporate Governance Practices in
the OECD
Regulatory Focus Theory posits that a country with a promotion focus base will disclose
more than a country with a prevention focus base. In the case of this study, member
countries of the OECD are clustered into two groups as (a) Promotion and (b)
Prevention focus and the impact on disclosure corporate governance determined. The
clusters are formed by calculating the country RFT based on Hofstede’s UAI and IDV
dimensions. The score is calculated by deducting the UAI score from the IDV score. If
the result is a negative score then the country is deemed to be on the prevention focus
arm of RFT. Conversely, if the result is a positive, then the country is deemed to be
promotion focus. There are seventeen (17) promotion focus and sixteen (16) prevention
focus countries in the OECD. Interestingly, Estonia has zero balance and therefore is
neither promotion focus nor prevention focus (see Table 5.10 in Chapter 5). The
findings support the theory in the context of the OECD.

(iii) Linking Hofstede’s Cultural Dimensions, Promotion focus and Prevention
focus in the Regulatory Focus Theory: A new Conceptual Framework
This study has, for the first time, linked Hofstede’s cultural dimensions with the
Regulatory Focus Theory. Hofstede (1983) categorises countries by their different
cultural dimensions namely: IDV, UAI, PDI and Masculinity. Past studies have
investigated their links to corporate governance practices (Chan and Cheung, 2008;
Haxhi and van Ees, 2010). In this thesis two cultural dimensions namely: IDV and UAI
have been used to determine whether a country is promotion focus or prevention focus.
The findings suggest that there is a direct link between Hofstede’s cultural dimensions
(UAI and IDV) and promotion and prevention focus in the RFT. This is evidenced by
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the fact that majority of countries with low UAI and high IDV are promotion focus
countries and vice versa. Of the seventeen (17) promotion focus countries, sixteen (16)
of them have low PDI, and of the sixteen (16) prevention focus countries, thirteen (13)
of them have high PDI (see Tables 5.9 and 5.10 in Chapter 5).

(D) New Application of Methodology -Optimal Scaling
All of the past studies using binary variables that have been reviewed in this thesis, have
used traditional logistic regression, thus undermining the impact of some serious
weaknesses with binary data. It is for the first time that optimal scaling has been used to
address those weaknesses prior to performing the regression analysis. Optimal scaling
captures the variables in one more quadrants (see Figure 6.9, Chapter 6) and the
relationship between the dependent and independent variables is closer if they are
located in one quadrant (Maraun, Slaney, and Jalava, 2005; Busing, Heiser, and
Cleaver, 2010; Keele and Bell, 2008, 2009). The application of Optimal Scaling and the
results it has generated have provided a solid ground to perform the regression analysis.

(E) Empirical Contributions
The study provides empirical contributions at both firm and country level.

(i) Firms’ Level
Of the 28 countries examined in this study, it was determined that a significant amount
of companies with disclosure of non-executive directors on their boards are more
inclined to have disclosed a compensation committee and internal audit committee but
are less inclined to have in place disclosure of separation of management.
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Also, companies that engage external auditors where a large proportion of their services
are from audit and assurance, are more likely to disclose the inclusion of a
compensation committee, separation of management but are less likely to disclose the
inclusion a separate internal audit committee.
These results indicate that disclosure of good corporate governance attributes of nonexecutive directors and independent auditors will reflect on the disclosure practices of
companies throughout the OECD.

(ii) Country Level
This study contributes in the context of the OECD. It provides a comparative of
corporate governance principles of the OECD against those of its member countries.
The findings of the study provide the OECD with a new set of data easy to identify
which country has not adopted its principles and why. The OECD will be able to use
this data as a basis to then devise new strategies to update its own principles of
corporate governance.
The results of this study demonstrate that countries with a strong regulatory framework
in place will benefit from greater disclosure of compensation and audit committees and
are more likely to disclose separation of management. In addition, countries with a
propensity to a promotion focus construct of RFT are inclined to disclose corporate
governance (see Table 6.16 in Chapter 6).
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7.9 Limitations of the Study
(i) Length of Study
The data collected is confined to only one year 2009 and does not take into account any
changes that have occurred since that time. RiskMetrics data was not available for more
recent periods at the time of collection. Whilst the study period was undertaken in an
important time in history, after the financial crisis had hit the world, there will be
significant changes specifically to corporate governance after the fallout of this crisis
was measured. From 2009 there could well have been turbulence in corporate
governance practices which this study has not covered.

(ii) Number of countries
OECD members currently consist of 34 countries. There are nine (9) countries not
available in RiskMetrics database in 2009, reducing the number of countries to twentyfive (25). Data from three countries information were accessible from their Annual
Reports enabling the study to include twenty-eight (28) countries. For the other six (6)
countries, the Annual Reports are written in their native language. Attempts were made
for translation, but it was not practical.

(iii) US dominance in the sample
The sample comprises 5200 companies which includes 3449 US companies (66% of the
sample). This suggests that the sample size was dominated by US companies. A crosstabulation was then run and this demonstrated that the large proportion of US
companies distorted the results. In order to administer this situation, the US companies
were removed from the sample and a second analysis was run using twenty - six (26)
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countries and 1751 companies. Had the US companies been included in the analysis, it
would bias the results.

(iv) Hofstede’s Cultural Values
Masculinity and Femininity explains the distribution of roles between male and female
(Hofstede, 1984). In the dimension of Masculinity, if a country displays less in MAS,
the managers treat them as ordinary employees and concerned about social welfare.
This dimension has not been included in the study because of the nature of the dataset.
Risk metrics provides a huge data distribution on other aspects of corporate governance
but in regards to data relevant to analyse cultural dimensions, data on the distribution of
power in the board was only relevant. There was nothing on the distribution of
masculinity and femininity from the dataset which would allow a similar analysis.
Nevertheless these four cultural dimensions are related to each other. Based on that
theoretical premise, a country high in UAI and low in MAS would have weak corporate
governance practices.

(v) RFT Values
Attempting to compute this value is mainly exploratory given the conceptual constraints
in regard to cultural values of Hofstede and others and the RFT. The thesis recognises
the context in which Hofstede developed the cultural scores. Because culture impacts on
decisions, this research has explored the link between cultural scores and RFT and then
proceeds towards a method of measuring the RFT values. It is acknowledged that this
measurement of RFT values is subject to further question given the criticisms raised by
other researchers on Hofstede’s cultural scores but we have also to recognise that there
is another body of researchers who support Hofstede (see Merritt, 1998; Jones, 2007;
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De Bock and Van Kenhove, 2010). In a similar vein, it can also be argued that other
cultural scores suffer from similar, if not, other problems that are also subject to
criticism. In order to counter verify the RFT scores computed in this thesis using
Hofstede cultural scores, a second RFT value is then computed using Globe Cultural
Scores (House et al., 2004). The score is close to the one computed under Hofstede’s
basis with a correlation of 80% (see Table 5.11 in the Appendices to Chapter 5). The
limitation in this score is that dataset on Globe Cultural Scores does not contain data for
all the countries in the sample. Globe cultural scores also inherit weaknesses and
criticisms but these have not been investigated.
This thesis has not investigated all the other sources of data on cultural values and
compute different RFT values because it would then by-pass the main objective of the
research.
In this thesis it is therefore emphasised that the RFT value is still at an embryonic stage.
But it will be of interest to both qualitative and quantitative researcher in corporate
governance and accounting. It will also open a new debate about the relationship
between Hofstede’s cultural scores and the RFT scores as well as the RFT scores under
Globe cultural scores proposed herein. This limitation is noted and to be noted by
readers, but it is anticipated that as a result of this piece of work becoming public
domain, new findings will be generated from new research which will either support or
amend the method of measuring RFT values.
It is also recognised Hofstede has used IBM employees as subjects in his study.
Obviously the firm culture could have biased the findings regarding countries culture.
For this reason this thesis also computed RFT under Globe Cultural Values.
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(vi) Generalisability
Because the study is limited to OECD member countries therefore the findings can be
generalised only in the context of the OECD, but not the whole world, which comprises
more than 100 countries. Nevertheless the findings could be relevant to other group of
countries because they also reflect the disclosure practices of a large number of
countries in the G 20.More than 10 countries in the sample pertain to the G 20.

7.10 Suggestions for future research
Future research could be drawn from the limitations of this thesis. First, data could be
collected from more current years and comparisons drawn to the results of this study.
Future studies might also take into account non-OECD countries to investigate whether
the OECD has any effect on a countries disclosure of corporate governance. A complete
specific study can be conducted on the RFT values using different cultural scores from
different data sources. Findings from this future research can then be compared to those
in this thesis to extend the debate on RFT and disclosure of corporate governance
practices.
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