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Abstract

This study aims to explore the role of institutional investors in the improvement of corporate
governance within the companies in which they invest (investee companies). This aim is
accomplished by analysing evidence concerning the characteristics ofousmes mp ani e s 0
boards of directorsand of their key subcommitteesisted across the globe. These
characteristics are related to board attributes (composition, activity, entrenchment and
busyness) and board diversity (gender, age, nationality and education). Furthermsiggyhis

also seeks to investigate the behaviour ofitutgonal investors in improving corporate
governanceby consideringdifferent settingsjncluding various economic conditions (pre
crisis, crisis and postrisis periods), legal systems and ownership structures.

Using a sample collected from 15 countfi@sthe period of 2006 to 2012, this study finds that
institutional investors promote more favourable corporate governance outcomes, with foreign
institutional investors playing a lead role in the improvement and convergence of corporate
governance praaes around the wil. This study provides evidence that institutional
investors promote the enhanceamposition of boards and of their audit and compensation
committees though not of nomination committees. Furthermore, institutional investors are
positively associated with the activity of audit committees but not with the activity of boards
nor of compensation and nomination committees. The results also demonstrate that institutional
investors reduce board entrenchment though no evidsrioandthat ingitutional investors
reduce board busyness. The findings also suggest that the role of institutional investors in
corporate governance is determinedaby ¢ o m prstitujiodad environmenincluding the
prevalent economic conditiothe legal system anthe ownership structure of theountryin

which it operates. In particular, the findings show that institutional investors play a stronger
role in the improvement of governance structures during crisis angnmstperiods than they

do during precrisistimes. This result is also applicable to individual board attributes, such as



the independence of audit committees. Additionally, institutional investors improve the
independence of boards and of their key subcommittees (with the exception of nomination
committees) in civil law countries and reduce board busyness in common law countries.
However, there is no evidence that institutional investors reduce board entrenchment in either
legal system. Furthermorneresults indicate that they improve governaog&Eomes in non
family-owned firms but not in famikpwned firms.

Moreover, this study presents no evidence that institutional investors promote board diversity;
in fact, this studygenerallyfinds no association between institutional ownership and \&ariou
board diversity attributes such as gender, age, nationality and education. Howefiratings

do show that institutional investors are positively associated with the education diversity of
boards during times of crisis and are negatively associated with board age diversity during pre
crisis and postrisis periods. Furthermore, while in common law rdoies institutional
investors are found to be negatively associated with board age diversity, they have no influence
over board diversityattributes(i.e., gender, age, nationality and education) in civil law
countries.The esults also suggest that thesaciations between institutional investors and
board diversity are mixed and insignificant within different ownership strugiugaa family-

and norfamily-owned firms.
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Chapter 1

1.00verview of the Research
1.1.Research Background and Motivation
Institutional investors maintain a notable presenceaiml exercise growing influence oyer
global capital markets. The increasing growth of their worldwide investments affords them the
opportunity to influence the behaviour of investee firms through their monitoring activities
(Gillan and Starks, 2003; Matlj 2016). Generally, institutional investors who dissatisfied
with company performance or with the governance structuaecompanymay choose to sell
their company shares (o6exité) or opt to enga
2007; Ferreira and Matos, 2008). Sylargeendt he 0
active institutional investors choose to engage with their investee firms in order to alter
unfavourable governance structures and to correct undesirable paré@nfJin, 2006;
McCahery et al., 2016). This engagement between institutional investors and their investee
firms can assume many forms, such astorgne meetings, voting, shareholder proposals and
resolutions, focus lists and corporate governance ratisggms (Martin et al., 2007; Mallin,
2016). More recently, studies show that etweone meetings held behiside-scenes are
considered aeffective approach that is regularly used by institutional investors to enhance
the governance structures of thivestee firms gee for examplelicCahery et al., 2016).
Moreover, the stewardship codes and guidelines issued by several institutions in various
countries represent a significant move towards improved interactions between institutional
investors and theinvestee firms, as they aim to promote positive governance structures (Haxhi
et al., 2013; McNulty and Nordberg, 2016).
A corporate board is considered to be the main governing mechanism that mitigates the agency
costs that arise from the separatiorowhership and control (Fama and Jensen, 1988gn

thatboards exist as the centre of decisimaking policy, much attention has been paid to their



attributes (Solomon, 201®&4allin, 2016). For instance, Useem et al. (1993) provided evidence
that the composition and functionalityaf ¢ o mbeardaré crucial considerations forUS
based institutional investors. Furthermore, following the completion of a global surve§ of 20
institutional investors, Coombes and Watson (2000) found that most institutional investors
consider the attributes of a corporate board to be as importat ag o m pfiaamgrab s
performance. Furthermore, Chung and Zhang (2011) also found that iosttutivestors
favour firms with higher board independence, as these firms are associated with lower
monitoring costs. Accordinglyhis studyposits that institutional investors will improve board
characteristics by establishing various engagement clsawitél their investee firms. These
characteristics are related to thtéributes (composition, activity, entrenchment and busyness)
and diversity qualities (gender, age, nationality and educatioodrporate boards and their

key subcommittees

Several orporate governance studies have highlighted the importance of national institutional
factors in explaining corporate governance phenomena (Aguilera et al., 2008; Aguilera et al.,
2012; Aslan and Kumar, 2014; Kim and Ozdemir, 2014; lannotta et al., 20b8) such
institutional factor is the economic condition of@untry(Essen et al., 2013; McNulty et al.,
2013). Interestingly, the weakness of corporate governance in many countries is largely
considered to have been a main contributor to the onset rddbet financial crisis (Akbar et

al., 2017). Several studies have suggested that both institutional investors and corporate boards
are to blame for their inability to prevent that crisis from occurring (Conyon et al., 2011;
Reisberg, 2015). In response such a devastating crisis, several countries introduced or
revised their corporate governance codes in an attempt to strengthen their governance practices
(Adams; 2012; Cuomo et al., 2016). Moreover, in the wake of the recent financial crisis, several
countries issued stewardship codes and guidelines (beginning with the UK in 2010) in an effort

to encourage and enhance engagement between institutional investors and their investee firms



(ICGN, 2017). However, we still know little about the role playednsyitutional investors in

efforts to improve corporate governance with respect to the recent financial crisis. Therefore,
this study also aims to examine the role of institutional investors in the improvement of
corporate board characteristics in lightvairious economic conditions (poeisis, crisis and
postcrisis periods).

Additionally, the bundle perspective of comparative corporate governance (Aguilera et al.,
2008; Aguilera et al., 2012; Kim and Ozdemir, 2014) argues that differences between board
atributes across countries cannot be studied without also considering at least two other
governance characteristicdegal system and ownership structuras each of these
characteristics is contingent upon the strength and prevalence of the other. Pstdess

have shown that the legal system of a country (i.e., common or civil law) affects its accepted
levels of investor protection (strong versus weak) (La Porta et al., 1998; La Porta et al., 2000).
To this end, La Porta et al. (1998) argued that imttas where investor protection rights are
weak, investors may seek other means of protection. As a board of directors is entrusted with
the protection of shareholder interests, institutional investors can improve corporate board
characteristics to a great degree in countries where shareholder protections are weak. Thus,
this study complements previous empirical findings (Aggarwal et al., 2011) by investigating
the capacity of institutional investors to improve a wide range of board characteristics withi
various legal systems (common versus civil law systems).

Moreover, previous studies on this topic (see, for example, Aggarwal et al., 2011; Ferreira and
Mat os, 2008) have failed to consi detherale fi r mé
of indtitutional investors in the improvement of corporate governance. However, ownership
structures are an important component of the bundle perspective of global corporate
governance practices (Aguilera et al. 2012). Corporate governance practices and outcomes

cannot be properly investigated without al s



ownership structure (Aguilera and Cre€§padera, 2016; Desender et al., 2013; Judge, 2011;

Judge, 2012; Sure et al., 2013). Indeed, ownership structures vary @aumosses; widely

held firms are more common in the US and the UK, while firms with concentrated ownership
structures are more common in continental European countries (La Porta et al., 1999). On the
one hand, the presence of controlling shareholderstrgbeneficial; this might be because

they have the incentive to better monitor m:
On the other hand, controlling shareholders might expropriate the interests of minority
shareholders in favour of their o@hleifer and Vishny, 1997). In such a context, this research

aims to examine the role of institutional investors in improving the governance structures of

companiesvith various ownershigtructuregconcentrated or dispersed ownership systems).

1.2.Research Objectives and Questions
In light of the above discussion, this research aims to examine the role of institutional investors
in the improvement of corporate governance via the use of an international sample of corporate
boards and their key subcariitees. In so doing, this study will examine various characteristics
related to bothboard attributes (composition, activity, entrenchment and busyness) and board
diversity (gender, age, nationality and education). This research also aims to investigate
institutional i nvestor sod r anlcempanescioss pliffecemti ng ¢
settings, including a variety @conomic conditions (prerisis, crisis and positrisis periods),
legal systems and ownership structures. In order to achiewe dbgtives, this study seeks
to answer the following six questions:

1. Do institutional investors influence corporate board attributes?

2. Do institutional l nvestors influence the

subcommittees?

3. Do institutional investorsfluence board diversity?



4. Do institutional investors play different roles within different economic environments
(pre-crisis, crisis and postrisis periods)

5. Do institutional investors play different roles within different legal systems?

6. Do institutionalinvestors play different roles according to whether they operate

within concentrated or dispersed ownership structures?
1.3. Scope of the Study

The research scope of this study is limited by three specific parameters: (i) location, (ii) unit of
analysisand (iii) investigation period. First, this research has an international scope and
therefore considers an international sample. This sample includes firms listed on the major
stock exchanges of 15 countriesamely Australia, Belgium, Canada, Denmark, |d&nd,
France, India, Ireland, Italy, Netherlands, Norway, Spain, Sweden, Switzerland and the UK.
Second, the unit of analysis is related to two particular components: institutional investors from
around the world and boards of directors in the sample gesnThird, this study covers the
years between 2006 and 2012; this period was chosen in order to fully capture the role of
institutional investors in improving corporate governance within various economic

environments (prerisis, crisis and posirisisperiods).

1.4. Structure of theStudy

This thesis consists afnechapters, which are described as follo@sapter 1provides a brief
overview of the research background and motivation; additionally, this chapter highlights the
research objectives, quiEms and scopeChapter 2reviews the theoretical aspects of this
study, beginning with a review of agency theory, which is considered to be the predominant
theory in the field of corporate governance. Chapter 2 also reviews several other relevant
theories, such as the stewardship, resource dependence, institutional and stakeholder theories.

Finally, chapter 2 discusses the multiple theoretical framesvofikthe study Chapter 3



discusses the features of international corporate governance, in the mlesesiking the
importance of a corporate board and its key subcommittees and explaining the various
corporate board structures that are used around the world. This chapter also highlights the role
of financial crises, legal systems and ownership structuresorporate governance and
illustrates the different approaches that are most often adopted, such as insider versus outsider
structures and hard versus soft law systems. Finally, Chapter 3 highlights the development
history and main features of corporgtavernance for each country included in the sample.
Chapter 4reviews existing literature on the role of institutional investors in the improvement

of corporate governance. The chapter begins with a definition of the various types of
institutional investes and then moves on to an illustration of the tools used by institutional
investors to influence the governance structures of their investee firms. This chapter also
discusses the various national and transnational stewardship codes and guideline that ha
been established across the globe. Finally, Chapter 4 concludes with a review of the major
empirical studies that have been published on this topic.

Chapter 5presents the hypothesis development; notably, this discussion is divided into two
sections. Th first section reviews the hypotheses that concern the role of institutional investors
in improving various attributes related to a corporate board and its key subcommittees
(composition, activity, entrenchment and busyness). The second section reviews th
hypot heses that involve institutional i nNves:!
nationality and education).

Chapter 6describes the methodology that was adopted in order to test the hypotheses that were
developed for this research studyeTdhapter begins by clarifying the research philosophy and
approach. Then, the sample selection, period and data sources are explained. Additionally,
Chapter 6 outlines the variables used in this study and describes and justifies the selection of

firm fixed effect panels as the primary estimation technique. This chapter also illustrates the



main models used in the study and concludes with a description of the various robustness
checks utilised to verify the main results.

Chapter 7presents the resultsthie role of institutional investors in improving boattributes.

It illustratesthe results ofhe descriptive statistics and of the correlation matrix and describes
the empirical analysis, study findingsd robustness test results.

Chapter 8presents the results of the role of institutional investors in improving ldoaasity.

It provides thaesults of thedescriptive statistics and of the correlation matrix and describes
the empirical analysis, study findingsd robustness test results.

Finally, Chapter 9 summarises this study by first restating the research questions and
objectives. This chapter then explains the main findings and research implications which can
be directed towards polieyakers and regulators who seek to enhance the role of institutional
investors in the improvement of global corporate governance. This chapter also clarifies and
justifies this studyds cont9conoludesibpidentifying t he
the research limitations and discussing potential directionsiftbrelr research.

The structure of this thesis is illustrated below in Figure 1.1.

f



Figure 1.1 The structure of the study
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Chapter 2

2.0 Theoretical Framework
2.1. Introduction
This chapter presents the theoretical framework of this research; to that end, five main theories
areconsidered, each of which is wthown within the corporate governance discipline. These
theories include agency theory, stewardship theory, resource dependence theory, institutional
theory and stakeholder thebr¥his chapter is outlined as follows: ien 2.2 discusses agency
theory, section 2.3 covers stewardship theory, section 2.4 reviews resource dependence theory,
section 2.5 explains institutional theory, section 2.6 exansted®holder theorysection 2.7
discusses the multiple theoretical freworks of the studyandsection2.8 providesa chapter

summary

2.2. Agency Theory

Agency theory helps us to understand the relationship that exists between two or more parties

in situations wherein one party tackles the role of the principal and the other takes on the role

of the agent (Eisenhardt, 1989). Accordingto Jensenand Mgcklin 1 976 ) , 6 most or
are simply legal fictions that serve as [a] nexus for a set of contracting relationships among
individual sé (p. 310) . The basic implicatio
relationship are utility maximisers, dfre is a good reason to believe that the agent will not

al ways act in the best interest of the princ
Agency theory is derived from the disciplines of finance and economics, and its main aim is to

all eviate conflicts between a firmbés managenm

2013). In their work on this issue, Berle and Means (1932) suggidstethe separation of

1 More recent corporate governance studies considseedral theories, to include contingency theory and
strategic leadership theory (see Durisin and Durisin, 2009). However, those were deemed inappropriate for use in
this study.



ownership and control creates an Oagency ptr

directors to act in their own interests rather than in the interests of shareholders. Similarly,
Tricker (2015) argued that on occasion, corpouditectors make decisions that lead to the
maximisation of their own benefits, even if the repercussions of those decisions are
disadvantageous to shareholders. This is not an easy problem to solve, as these two parties
often have differing interests. kige 2.1 illustrates the governance relationship between

principals (shareholders) and agents (directors).

Figure 2.1 The governance relationship.

[ Principal (Shareholder/s) ]
[ Contracts with J [ Who takes advantage of J
[ Agent (Director/s) ]

Source: Tricker (2015).

Interestingly, there are two facets of agency theory that have the power to adversely affect a
principal. First, Mallin (2016) argued that an agemght choose to act, at least in part, in the

best interests of the principal. For example, directors might dedicate corporate funds to risky
projects that are neither desired nor expected by the shareholders (Tricker, 2015). However,
potential investorsrae abl e to judge and evaluate the
screening various reports published by the company. Second, information asymmetry is
another issue that can arise from the agency problem. This situation occurs when an agent and
a princpal have varying levels of information about a company (Gillan and Starks, 2003). In
reality, an agent typically has more information than does a principal, as that agent is
responsible for the daily functions of the firm. This creates a situation wler@gent might

exploit private information in order to meet their personal goals (Gomez and Wiseman, 2007).
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The more information the managers possess as compared to their shareholders, the more
difficult it becomes to solve the agency problem.

According b Grossman and Hart (1983) and Mintz (2005), managing the agency costs that
arise between managers and shareholders is the key to ensuring that a firm is operating
efficiently and increasing shareholder value. Scholars have suggested various mechanisms and
actions that can be implemented during efforts to reduce potential agency problems between
managers and investors. According to Shleifer and Vishny (1997), one feasible means of
all eviating agency costs i s to impatantte noter at e
that an examination of the role of blockholders in corporate governance systems has attracted
academic attention for two reasons. First, lasfpek shareholders have the ability to resolve

the free riding problem (Grossman and Hart,3)98econd, largblock shareholders are more
strongly motivated to monitor the actions of management due to the power and volume of their
votes (Demsetz, 1983). However, Shleifer and Vishny (1997) argued that the presence of larger
shareholders may notvedys efficiently alleviate the agency problem, as such parties might
expropriate private benefits at the expense of minority investors. Ifttdogk shareholders
maintain their interests to the detriment of minority shareholders, additional conflivteinet
shareholders may arise (e.g., the PrineRxahcipal conflict).

Importantly, institutional investors have the potential to reduce agency costs in the firms in
which they invest. Given the recent growth of institutional investor activity acrossaie, gl

such investors have the ability to be good monitors of their invested fiamd they can do so

at a lower cost as compared to other investors (Gillan and Starks, 2003). Furthermore,
institutional investors face continuous pressure to improve govermaactices from several
sources, i ncluding government agenci es, sto
(Mallin, 2016). Additionally, the stewardship codes and guidelines published by several

countries are seen as effective tools that institationvestors can use to engage with their
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investee firms during efforts to discuss corporate governaatated issue@Haxhi et al., 2013;
McNulty and Nordberg, 2016)rhis engagement can assume various forms, such gs-one

one meetings, voting, shardter proposals and resolutions, focus lists and corporate
governance rating systems (Martin et al., 2007; Goranova and Ryan, 2014; Mallin, 2016).
Indeed, institutional investors have regularly been found to engage in ib&iscknes
discussions of corpate governance issudsdlland, 1998; McCahery et al., 2016

An efficient means of reducing information asymmetry concerns is to allow outsiders to collect
information about a firm (Huddart and Ke, 2010). In comparison to individual investors,
institutioral investors are often in a more suitapdsition to collect and analyse information

due to the scopef their holdings and the skills that they possess (Ayers and Freeman, 2003;
El-Gazzar, 1997). Because of the high monitoring costs associated witbligeion and
analysis of information, as well as the costs associated with acting on the refsudiags

(Fich et al., 2015), institutional investors are better able to provide active monitoring of investee
firms than are their small@nvesting courdrparts. This is due to the fact that lapgetion

owners can bear the high costs of monitoring, as the potential returns associated with
monitoring often exceed the attendant costs (Gillan and Starks, 2000).

A well-structured corporate board is seeamgmportant mechanism that can be used to reduce
agency costs and improve corporate governance systems (Davies and Hopt, 2013; Mallin,
2016). Solomon (2013) argued that a corporate board is responsible for leading a firm and that
aneffective board lead® firm success. FurthermormBertoni et al. (2014) contended that an
effective corporate board can contribute to firm value in two ways. First, a board of directors
can protect suppliers of finance from managerial misbehaviour, thus reducing the cost of
capital. Second, a board of directors can afford a company a competitive advantage by
enhancing its good reputation, helping it to establish a network of contacts and rendering

strategic decisions. Moreover, the effectiveness of a corporate board canseechesth
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regard to several factors; these factors include the ability to attract additional funds, enhance
firm value, augmerghare prices and provide consistent returns for shareholders (see Carlsson,
2001).

Some empirical research has suggested libatd composition must be considered when
attempting to reduce agency costs. For example, the hiring of additionadxaoutive

directors who are independent of firm management can play an important role in balancing the
interests of managers and shardleo$ (Rosenstein and Wyatt, 1990). Furthermore, outside
directors can play a key role in alleviating the agency problem, as such parties have the ability

t o monitor a firmbs management andmanyef end
academicians have gimasised the role of outside directors in lesserimfgrmation
asymmetry, which in turn enhances firm value (see, for example, Lim et al., 2007; Baysinger
and Butler, 1985). In order to protect their own reputations, independent directors are often
inclined to voluntarily disclose additional information about the firm (Lim et al., 2007). In so
doing, these independent directors safeguard their public steanttingre thus shieldeéd the

event of future firm failureOther scholars have indicated thatabbod 6 s si ze can pl
improvingthe agency problem (see Lipton and Lorsch, 1992; Yermack, 1996). The directors

of smaller boards often have simpler systems of communication and coordination; thus, they
are often better able to scrutinise the agiohmanagement.

Also, the establishment of key sabmmittees (audit, remuneration and nomination) is
considered to be an effective means of reducing the agency problem. Such committees play an
important role in the monitoring of a board, as their momtppower is derived from the
authority delegated to them by the corporate board (see Beasley, 1996; Carcello and Neal,
2000; Kaczmarek et al.,, 2012) For mi ng such commi ttees can
commitment to a company, as each director is akbacgpecific tasks that they are required to

fulfil. Harrison (1987) argued that board scbommittees can also be used to mitigate the issue

13



of poor board attendance; to this end, directors are assigned specific responsibilities and tasks
that are delegatad them during committee meetings. Furthermore, Lipton and Lorsch (1992)
noted that as a boardds size increases, t he
This issue can be addressed by allocating specific responsibilities to each comvhitieen

turn increases the efficiency and accountability of each director. Given the importance of board
subcommi ttees in monitoring a firméds managen
institutional investors are expected to improve the structukeyosubcommittees.

According to Vafeas (1999b), board activity, as measured by the number and frequency of
meetings, is an important aspect of the agency cost issue. He argued that boards respond to
poor performance by holding more meetings, which ecdgmrihe monitoring role of the
corporate board. The author also emphasised that board monitoring contributes to the
identification of valuable projects, which in turn improves shareholder value (Vafeas, 1999b).
Furthermore, Brick and Chidambaran (2010)uadjthat regulatory institutions play a role in
increasing the pressure placed upon firms to establish more independent and active boards. For
example, in recent years, the level of board activity has increased significantly, especially
following the issuace of Sarbane®xley, which called for greater board monitoring of
management s acti ons.

Another issue that is often discussed in the relevant literature is board busyness. For example,
Ferris et al. (2003) argued that the possession of multiple diregtersan bring about
favourable outcomes. An individual director who holds a high number of posts is often viewed

as having a positive reputation, which often contributes to improved firm performance. This
contention is consistent with the findings of Faara Jennsen (1983), who argued that a
directorbés good reputation i s |ConvdeselgFich o a p
and Shivdasani (200@paintainedthat if the majority of outside directors are busy, firm

performance is adversely affedt@ his argument suggests that a busy board will lead to a more
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significant agency cost problem, as a busy board does not have the ability to efficiently monitor
firm management.

According to Davies and Hopt (2013), ownership structure is a major faetointpacts the

role of corporate boards in publicly traded firms. The ownership structure of a firm can
influence what the board does and to whom it is accountable. In firms where the ownership
structure is dispersed, the corporate board plays an aslevmrthe decisiomaking process.
Conversely, in firms where the ownership structure is concentratedblmaeshareholders

are in a better position to affect the decisions made by the corporate board. In this context, the
second agency problem (Prpal-Principal conflictsy which occurs between controlling
shareholders and minority shareholdecsan arise, as larggock shareholders are more likely

to advocate for their own interests over the interests of minority shareholders. Thus, this finding
may inspire institutional investors to establish mechanisms whereby the influence of
shareholders can be reduced; these mechanisms may include efforts to establish lobby groups
that work to protect the interests of minority shareholders (Davies and Hop}, 2013

Considering the implications of agency theory as discussed above, it is clear that there are
various limitations associated with this concept. One ongoing concern in corporate governance
is the potentRralnci el & P rciom diling sharsholders amle e n
minority shareholders. Young et al. (2008) argued that PrinBipatipal conflicts may arise

as a result of many factors, including concentrated ownership and weak legal protections for
minority shareholders. Furthermore, agentyory fails to consider the various other
stakeholders ai companysee Hill and Jones, 1992), including suppliers, customers, creditors
and employees. For instance, employees play an important role in corporate governance reform
in countries such as Germany and Japan (see Jackson, 2005). Moreover, Donaldson and Davis
(1991) determined that the Model of Man is a significant limitation; this model suggests that

selfinterested actors will rationally maximise their own personal economiclgaiably, this
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model is individualistic and addresses conflict between managecsvargals. However, Davis

et al. (1997) also argued that the utilisation of-belfiefits may not be applicable to all
managers. They therefore introduced the stewardship theory, which suggests that managers do
not work to achieve their own godlsather, theyattempt to meet the needs of shareholders.

The following section explains this theory.

2.3. Stewardship Theory

Stewardship theory was derived from the disciplines of sociology and psychology and was
introduced by Donaldson and Davis in 1991. $tesvardship theory focuses on the behaviour

of a firm and its management, to include corporate boards of directors in-Bagtm

countries and supervisory boards in Germany. This concept is considered to be an alternative

to agency theory; according teestardship theory, directors are elected by shareholders and

are believed to be sethot i vat ed to meet sharehol dersd ne
(Davis et al., 1997). Such directors should be eager to perform well and be seen as good
stewardsofd i r ms 0 assets. I f true, the efforts of
benefit all shareholders. Furthermore, asgpewardship theory, the behaviour of stewards is
collective; a steward aims to achieve the objectives laid out by the fhirohw turn leads to

potential benefits for shareholders as profits, dividends and share prices are positively affected

(Davis et al., 1997).
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Figure 2.2 : The shareholder/director relationship.

[ Shareholders ]

1

To protect their interests Who accept a fiduciary
nominate and elect duty to be stewards of

[ Directors ]

Source: Tricker (2015).

According to stewardship theory, conflicts of interest between management and shareholders
donotexist,tandthr e i s no i nherent potenti al atpmr obl em
(Donaldson and Davisl991). Therefore, shareholders can expect higher returns, as senior
management is able to exercise effective control ovecohgpany(Muth and Donaldson,

1998). However, this explanation does not mean that a steward does not consider his own
survival needs; indeed, a steward should realise that his personal needs can be met by achieving
organisational objectives and goals. Hence, a proper steward will reztiggtishe benefits to

be gained by attaining company goals are greater than the benefits that might be obtained
through individualistic behaviours (Davis et al., 1997).

There are various dimensions to consider when analysing the differences between agency
theory and stewardship theory. For example, the aim of stewardship theory is to empower the
upper managers of a firm rather than to monitor and control {see Donaldson and Dauvis,

1991 Fox and Hamilton, 1994). For instance, the actions of CEOs whooasidered to be
stewards are best facilitated when the governance structure of a firm provides them with greater
levels of authority, especially if those CEOs also serve as board chairs (Donaldson and Davis,
1991). This structure is deemed functional emstewardship theory, as CEOs are viewed as
utility maximisers who serve organisational goals rather than their own ends. However, such a
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structure is not preferred under the agency
CEOs are in danger of beming entrenched. This can affect the decisions made by the board,
potentially leading them to pursue such tactics as corporate poliegupaschemes (see Hu

and Kumar, 2004).

According to Muth and Donaldson (1998), directors are more committed todiformance

and success than are shareholders who may simply be seekingeshorenefits.
Furthermore, the researchers argued that executives who run the daily operations of a firm have

a wider knowl edge of outsileedirettorgFrad the sjewaadstsp t h an
perspective, higher levels of interest alignment between managers and shareholders lead to
superior firm performance.

However, there are various limitations associated with stewardship theory. For example, Davis

et al. (1997) argued thatewardship theory is affected by the cultural environment in which a
company operates. For instance, if a firm exists within an individualistic culture, its directors

may look after their own interests rather than the interests of shareholders. Fuhéneor

theory fails to consider the varied interests of various stakeholders within a company. For
example, some institutional investors (i.e., investment fund managers) may seedkrsmort

returns, while others (i.e., pension funds) may favour -teng esults (see Johnson and
Greening, 1999). Given the implications of stewardship theory, a corporate board is expected
to adopt strategies to improve a firmbs gove

with shareholder interests.

2.4. Resourcebependence Theory

This theory was initially introduced by Salancik and Pfeffer (1978), who emphasised that a
company6s survival iI's dependent on its abil
enhancement of shareholder wealth. According t@keéri (2016), these resources might

include potential customers, competitors, access to capital and other sources of financing,

18



relationships with other businesses and political or social networks. For a firm to achieve
success, its corporate board musiduabnnections with other externadmpaniesn order to

reduce dependep@nd obtain needed resources (Hillneaml., 2007).

According to Bazerman and Schoorman (1983), there are four benefits to be gained by linking

a firm to its external environmennetwork connections between directors, horizontal
coordination, vertical coordination and expertise and reputation. Muth and Donaldson (1998)
further argued that horizontal links between directors can increase communication
opportunities, which contributds the efficient exchange of information regarding topics of
concern. Further mor e, vertical l inks betweer
play an important role in increasing awareness of the external environment. Such information
canbeep| oyed by a firmdéds directors, thus all ov
wi || |l ead to the firmdéds success. This concep
argued that control over external stakeholders can be achieved by utilesimgtwork of board

members.

Furthermore, Hillman and Dalziel (2003) maintained that board capital (a combination of
directorsd human capital and soci al capital)
effectively moni t oThesembhoard gesounees pravide adient witho thes

ability to understand the environment in which it operates. Additionally, directors with diverse
characteristics (in terms of gender, age, nationality, ethnicity and education) can facilitate
various functios of the corporate board; indeed, the presence of diverse directors can enhance
decisionmaking practices (Hillman et al., 2000; Anderson et al., 2011), improve managerial
monitoring (Kim et al., 2013), satisfy the needs of stakeholders (Harjoto etldl), &td draw

additional attention to the ethical aspects of firm activities (Hafsi and Turgut, 2013).

Taking into accounthe implications of resource dependence theory, Salancik and Pfeffer

(1978) argued that success depends on proper coordination batiweeolved organisations.
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Any failure to coordinate while attempting to acquire needed resources can limit the amount of
resources obtaindtbm the surrounding environment. In the context of this study, institutional
investors are expected to utiliseetresources available to a firm by striving to improve
diversity attributes within the boards of their investee firms (including gender, age, nationality

and educational diversity).

2.5. Institutional Theory

The institutional theory was drawn from thelfis of economics and sociology and refers to

the process by which structuéesuch as norms, rules and routidesre established as
authoritative guidelines for social activities (Scott, 2004). This theory also describes how these
elements are issued andoated over time. In other words, institutionalisation refers to those
repeated processes that have acquired similar meanings over a given period of time{Bondy
al., 2008). According to Selznick (1957), an organisation is an adaptive entity that id blyape
participantsd <characteristics, infl uences,
(2004) noted that an organisationoés proces
According to institutional theory, companies seek legitimacy and pursuelltimate survival

by adapting their structure to institutional norms (Li and Harrison, 2008). Moreover, companies
are influenced by the social norms that exist within their external social environment
(Granovetter, 1985). In the context of corporatgegpance practices, several scholars have
argued that corporate governance structures are shaped by their institutional environments;
thus, companies are influenced by the legal systems (Kim and Ozdemir, 2014), ownership
structures (Aguilera and Crespladera, 2016; Desender et al., 2013; Judge, 2011; Judge,
2012; Sure et al., 2013), economic conditions (Essen et al., 2013) and national cultures (Li and
Harrison, 2008; Grosvold and Brammer, 2011; Volonte, 2015) of the countries in which they

operate.
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Furthe r mor e, Di Maggi o and Powel | (1983) argued
lead to the development of formal structures withindbpany Furthermore, pressure from
various institutions can, in turn, lead to the homogeneity of organisatidnetuses.
Therefore, in the context of this research, institutional investors are in a solid position to exert
pressure over their investee firms to adopt healthy governance structures. This position is
supported by national corporate governance and stishi@ codes, which are often developed

and revised over time. From an international perspective, several corporate governance codes
and guidelines have been published in an attempt to motivate firms to develop and implement
effective governance structurdr example, the OECD issued a set of corporate governance
principles in 1999, which were later revised in 2004. The OECD Principles of Corporate
Governance provide guidance for policyakers, regulators and market participants who seek

to enhance the ¢ml, institutional and regulatory frameworks that underpin corporate
governance practices across the globe (Jesover and Kirkpatrick, 2005). These OECD principles
have served as guidelines fmympaniesseeking to establish corporate governance codes in
sone countries (Mallin, 2016). Indeed, Jesover and Kirkpatrick (2005) contended that
international principles govern the relationships that exist between managers and shareholders
as well as those that occur among stakeholders who serve as employees dacs;credi
ultimately, healthy relationships drive economic efficiency and contribute substantially to
market confidence.

The International Corporate Governance Network (ICGN) was founded in 1995 and is
comprised of members who hail from every region acroswdiniel; as such, the ICGN covers

major institutional investors, investor representative groups, companies, financial
intermediaries, academics and others (Mallin, 2016). The main objective of the ICGN is to
facilitate an international dialogue on mattexated to corporate governance. To this end, the

ICGN issued its Statement on Global Corporate Governance Principles in 1999, which were
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revised and updated in 2009 (Mallin, 2016). These revised principles addressed various
governance issues, including porate board practices, corporate culture, risk management
policies, remuneration plans, audit systems, disclosure and transparency procedures,
shareholder rights and shareholder responsibilities. More recently, the ICGN published its first
stewardship coelin 2016; this code aints offer a global framework regarding good practices

as they relate to the stewardship of institutional investors.

Additionally, Kostova et al. (2008) maintained that multinational companies are able to operate
within wider institutional landscapes, as exposure to diverse practices allows them to pursue
appropriate patterns and practices. Therefore, the corporate governance and stewardship codes
that are issued at the national and international levels can place additiossir@ren
companies to adopt the best possible governance practices. Furthermore, institutional investors
are expected to play a significant role in efforts to motivate their investee firms to implement

favourable governance structures.

2.6. Stakeholder Thery

Freemands (1984) seminal book on stakehol der
consider the interests of a firmdébs various s
the relationships between agents and principals and includes p#rties within the
corporation as well (Freeman, 1984). Furthermore, this theory challenges the notion that the
primary goal of a firm is the maximisation of shareholder wealth; rather, stakeholder theory
argues thah ¢ o mpmain gbfediveas to saisfy all stakeholders who are associated with

the firm (Wall et al., 2009). This belief is consistent with the work of Hasnas (1998), who
argued that the fundament al obligation of a
various stakeholders in @dto ensure the o mp asoryivals

According to Mallin (2016), stakeholders are classified according to their relationship to the

company; stakeholders have either direct relationships (e.g., employees, providers of credit,
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suppliers and customers) ordirect relationships (e.g., local communities, environmental
groups and governmental bodies) (see Figure 2.3). For example, a firm has a fiduciary
responsibility to its providers of credit to be solvent and to repay debts (Boatright, 1994). It is
inthecampanyés interest to pay off its debts on
financial providers. Furthermore, suppliers provide a firm with unique goods and services; if a
company lacks cash, suppliers can be adversely affected (Mallin, Zdarly, employees

have a vested interest in their company as well, as it is the source of their income. Moreover,
employees may be particularly concerned with ¢ 0 m pensign fusd scheme, which they

will need to access in the future and whichesple ndent on the companyao:
success within the marketplace. With regard to the corporate governance systems of German
and Frenchcompanies for instance, employees take part in electing representatives to
corporate boards. Furthermore, karfthe providers of credit) may also place directors who

represent their interests on such supervisory boards (see Mallin, 2016).

Figure 2.3 The corporation and its stakeholders.

Source: Mallin (2013).
There are numerous codes and guidelines that highlight the roles of shareholders and

stakeholders and that explain how the interests of these parties can be accommodated within
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compaoagbporate governance structure. For e
Corporate Governance (2004) one tenet is dedictdedn explanation of the role of
stakeholders in corporate governance. Accoroc
framework should recognise the rights of stakeholders established by law or through mutual
agreements and encourage activeoperation between corporations andksholders in
creating wealth, jobs and the dJQECD A0G04HAbi | ity
per Mallin (2016), this principle emphasised two issues: first, stakeholder rights are dependent

on the legal provisions concerning stakeholdeeg exist within a particular country; and

second, stakeholders do not play a role in corporate governance unless they have access to
relevant information that will allow them to participate effectively in the process.

According to Johnson and Greening 929 institutional investors are considered to be major
stakeholders of countless firms; indeed, their holdings have increased dramatically in recent
years. Gilson and Kraakman (1991) argued that institutional investors do not only consider the
financial performance of their firms, they are also interested in various other aspects of
organisational life, including the corporate governance structure of their firms. As such,
investee firms are expected to consider the views of institutional investors wattd rteg

corporate governance structure.

In light of this stakeholder theory, Mallin (2016) argued that the involvement of shareholders

and stakeholders is dependent on national laws and customs and on the individual approach
adopted by a particular comparfyurthermore, boards are confronted with the significant
challenge of considering a diverse set of stakeholder interests. For example, the presence of
employee representatives on a supervisory board might affect demialong, potentially

leading to outomes that are favourable for employees but not for the firm as a whole.
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2.7.Multiple Theoretical Frameworks

According to Kumar and Zattoni (2015), the need to consider multiple theoretical frameworks
in corporate governance research has become esséwmltgdting multiple theories enables
scholars to broaden the understanding of global governance phenomena, and also interpret the
findings from different lense§Zattoni and Van Eg 2012). Zattoni and Van Ee(2012)
reviewed the papers published in erporate Governance: An International Revi@arnal

between 2008 and 2010; one of their main findings was that most of the corporate governance
studies are derived from the theoretical framework of the agency theory. Therefore, they
encourage scholars foroaden the theoretical scope of corporate governance research by
adopting alternative theories to the agency theory. Hence, in this research, five main theories
were utilised:agency theory, stewardship theory, resource dependence theory, institutional
theory and stakeholder theorjhese theories were integrated into a model to capture the role

of institutional investors in improving corporate governance in their investee firms and to
ascertain whether institutional settings (economic conditions, lggatm and ownership
structure) determine the association between institutional investors and corporate governance
structure.

In the context of this study, the agency theory (Jensen and Meckling, 1976) was used to explain
the extent to which the charactéids of a corporate board can mitigate the agency costs that
exist between the principal (shareholders) and the agent (managers). In addition, the theory was
used to investigate to what extent institutional investors can enhance the corporate governance
structure in their investee firms, which contributes to the reduction of agency costs (Gillan and
Starks, 2003). This can be achieved by adopting several engagement tools, sudio-anene
meetings, voting, shareholder proposals, shareholder resolutoms lists and corporate
governancegating systems (Martin et al., 2007; Goranova and Ryan, 2014; Mallin, 2016). In

addition, the stewardship theory (Donaldson and Davis, 1991) was also considered to provide
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the theoretical framework of the institutionavestors acting as stewards and maintaining the
interest of their beneficiaries. Therefore, the monitoring role of institutional investors was
expected to enhance the governance structure in their investee firms. Given their presence
globally, the institubnal investors were considered as key stakeholders of the company in light
of the stakeholder theory (Freeman, 1984). Therefore, their views regarding the corporate
governance structure was expected to be recognised and taken into account. The resource
dependence theorySalancik and Pfeffer, 19Y&vas utilised in this research to explain the
tendency of the firm to secure resources by building connections with other companies. In
particular, this theory was employed to investigate to what extent the opragapts a diverse

board under the monitoring role of the institutional investors. Finally, the institutional theory
was also employed in this research to explain whether institutional settings, such as economic
conditions, legal systems and ownershipudtire, can influence the role of institutional
investors in improving corporate governance structure in their investee firms. Several studies
argue that it is essential to consider the institutional settings when studying the global
phenomena of corporag@vernance (see Aguilera et al., 2008; Aguilera et al., 2012; Desender

et al., 2013, Kim and Ozdemir, 2014).

Table 2.1 provides a summary of the theories discussed in this chapter. This summary
highlights several aspects of each of the discussed thewrigxlude their main principles,
predominant perspectives, prevailing perceptions of corporate management, established

discipline practices, emergence histories and relevant criticisms.
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Table 2.1. Summary of Corporate Governance Theories

Issues Agency Theory | Stewardship Resource Institutional Stakeholder
Theory Dependence Theory Theory
Theory
Principles Describes a Directors are Directors are ablel The institutonal | Takes into accoun
relationship regarded as the | to connect the environment a wide range of
wherein one stewards of a company with the| influences those | constituents rather,
party delegates | c o mp a ny 8| resources social beliefs and| than placing all
work to another | and are expected| required to practices that focus on the
party. In terms | to act in the best | achieve corporate impact various shareholders.
of a corporation,| interests of objectives. actors within a
owners are the | shareholders. society.
principals and
directorsare the
agents.
Perspective Outside Inside Outside Outside Outside
Perception of | Managers are Corporate Corporate Corporate Corporate
Corporate selftinterested. | managers are managers seek to managers are managers have a
Management loyal and work secure valuable | influenced by different view of
towards the best | resources. externalnorms each stakeholder.
interests of and regulations.
shareholders.
Discipline Finance and Sociology and Sociology Economics and Economics and
Economics Psychology Sociology Organisational
Theory
Emergence 1970s 1990s 1980s 1980s 1980s
- Principat - Dependenton | - A lack of - Some - The involvement
Critics Principal cultural norms. coordination institutional of stakeholders is
conflict. - Achieving between firms, practices are dependent on
- Other balance between | which can limit mandatory. national laws and
stakeholders are| the various an organ customs.
not considered | st a k e h ol | ability to acquire - Achieving
- The Model of | interests is not needed resources balance between
Man. explored. the interests of all
stakeholderseems
unfeasible.
Authors Jensen and Donaldson and Pfeffer (1972); Scott (2004); Freeman (1984)
Meckling Davis (1991); Salancik and DiMaggio and
(1976); Fama Donaldson and Pfeffer (1978) Powell (1983)
and Jensen Davis (1994)
(1983)
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2.8. Chapter Summary

This chapter illustrates the theoretical framework associated with the role of institutional
investors in corporate governance. The theories discussed in this chapter include agency theory,
stewardship theoryesource dependence theory, institutional theory and stakeholder theory.
Each of these theories provides a set of concepts and principles that together servahsshape
wor kés resear ch quEhe thapteralso pravides a ldigcpssianidbkes e s .

multiple theoretical frameworks.
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Chapter 3

3.0 Corporate Governance Background
3.1. Introduction
This chapter discusses the primary features of global corporate governance. First, the
importance of corporate boards is highlighted, #redvarious potentidgboard structures are
illustrated; this is followed by aitlustration of the significancef key subcommitteesa(dit,
compensation and nomination). Then, this chapter discusses the role that the institutional
settingd whether a finaaial crisis exists, what legal system is in place and which ownership
structure has been adopdeglays in corporate governance. The comparative features of
corporate governance are then discussed, to include insider versus outsider systems and hard
versus soft law systems. Finally, the chapter examines the main features of corporate
governance in the sample countr{@sistralia Belgium, Canada, Denmark, Finland, France,
India, Ireland, Italy, Netherlands, Norway, Spain, Sweden, Switzerland and theahiK)
relates the history of corporate governance development to date. The countries under study are
classified as having adopted eithearglo-Saxon model, &ermanic model, a Latin countries
systemor aNordic governance system.
Accordingly, the chapter is organised as followsction 3.2 illustrates the importance of
corporate boards and their key subcommittees and highlights the various board structures
(unitary versus dual boards, for example) in place around the world. r'88@&ibighlights the
importance of financial crises in corporate governance, while section 3.4 examines the
significance of legal systems in corporate governance. Section 3.5 discusses the issue and
import of ownership structure; more specifically, secBob further examines insider versus
outsider systems, while section 3.7 discusses hard versus soft law models. Section 3.8 considers
the AngleaSaxon corporate governance system (in place in Australia, Canada, Ireland, India,

the UK and the US), sectiorllustrates the Germanic model (at play in Switzerland), section
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3.10 describes the Lataountriessystem (adopted by companies in Belgium, France, Italy, the
Netherlands and Spain) and section 3.11 discusses the Nordic model (embraced in Denmark,

Finland, Norway and Sweden). Finally, section 3.12 concludes the chapter.

3.2. The Importance of the Board of Directors

Given the direct link it enjoys with two important participéantmanagers and shareholders

the corporate board is considered to be the maiernal governance mechanism that
determines and shapes the governance practices of a particular firm (Agtisdre2012;

Mallin, 2016). According to Zahra and Pearce (1989), a corporate board has two main roles, to
control and to advise. The contralyj role is primarily related to the responsibility of directors

t o monitor and oversee management 6s behavi
shareholder interests align. This responsibility is rooted in agency theory, according to which

the main objectie of a corporate board is to eliminate the -seliving behaviours of top
managers who may not always be working in the best interests of shareholders (Jensen and
Meckling, 1976). The advising role deigecri bes
me mber s wi t h val uabl e advi ce, knowl edge an
environment. This role is rooted in the resource dependence theory, which submits that
corporate boards should provide top managers with needed guidance and suppkiridpg li

firm to its external environment (Pfeffer and Salancik, 1978).

3.2.1. Unitary Boards versus Dual Boards

One of the most significant corporate governance differences that exists among countries is
board structure, which can be classified into two types: unitaryt{er)doards and dual (two

tiered) boards. The unitary board structure is the most commoniriacauntries such as the

UK, the US and EU member states. However, in countries like Austria, Germany, the

Netherlands and Denmark, the dual board structure is predominant (Mallin, 2016). In some
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countries (such as France) both corporate board systecmangon. The implications of each
corporate board structure are explained below.

Unitary boards are characterised as single boards that include both executive-execubine

directors who tend to make decisions as a unified group. According to tlisistra board is
responsible for all aspects of company affairs, and all directors are responsible for achieving
company goal s. Directors are nominated by st
meeting (see Mallin, 2016; Solomon, 2013). In coestrivhere unitary boards are
predominant, importance is attached to independent directors who are responsible for
monitoring the actions of amnagement (Conyon and Peck, 1998

In a dual board system, a company has two distinct boards: a supervisory bdaad an
management board. The supervisory board supervises, directs and monitors the management
board, while the manage metmday abtivitees (Mallin, 20168). t he |
Importantly, individuals cannot be members of both boards. In dual bgstems, supervisory

board members are elected by the shareholders, with the exception of employee representative
members; these individuals are elected by the employees themselves. The management board
is, in turn, elected by the supervisory board.

Despte the structural differences that exist between the unitary and dual board systems, both
share some common approaches (see Krivogorsky, 2006). For example, both systems recognise
that boards should adopt a supervisory function and a managerial funaivevét, the dual

board system, wherein a separate executive body is appointed, is more formal. Additionally, in
both systems, a managerial body is appointed, either by the unitary board itself or by the
supervisory board; this group of executive directerdelegated authority by the single board

in a unitary system or by the management board in a dual system (Mallin, 2016). Furthermore,
sharehol ders el ect the unitary board and th

countries where a dual systespredominant, such as Germany, employees are given the right
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to elect certain board members. Moreover, the unitary board and the supervisory board are
responsible for ensuring the implementation of financial reporting standards as per the
regulations andaws of the country in which they operate. According to Mallin (2016),
regardl ess of a boarddés structur e, gl obal
recommendations regarding board functions, key subcommatteleshareholder rights. Figure

3.1 compares the orteer and twetiered systems.

Figure 3.1 Comparison between one and two-tier board structures.

Two-Tier Model One-Tier Model

L
Board

F—-———_—_—------ - - - - - — — — — — — — — — 4 Non-Executive
: and Executive

. i Directors
Executive Level Executive
Board

Source: Adapted from Lekvall (2014)

3.2.2.Board Key Subcommittees

Corporate boards typically delegate some key tasks to subcommittees (i.e., audit, compensation
and nomination committees). The delegation of particular tasks wokeyittees provides for

better monitoring and allows skilled directors to assess specific organisational needs. Hence,
the composition of these committees is essential, as it determines their contribution to
compani esd® governance motts200d)miese (cdBnmitaes should a n d
regularly report their work to the board to enhance decisiaking processes (Mallin, 2016).
Lorsch and Maclver (1989) argued that although boards of directors meet regularly to discuss

and vote on key issues, the mréjp of decisions are made by board subcommittees. Tricker
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(2015) found that corporate boards typically establish subcommittees for two reasons: (i) to
enable independent directors to meet separately from the board so that they may be able to
fulfil their oversight duties and (ii) to reduce the burden placed on the board by delegating
specific duties to subcommittees. Essentially, almost all corporate governance codes for listed
firms recommend that a board create audit, compensation and nomination cemnfitte

instance, the Cadbury Report recommends the formation of an audit committee and a
remuneration committee, as well as a nomination committee to ensure that the nomination
process is transparent and reliable (Cadbury Report, 1992). In additiors¢ottinee main
committees, other subcommittees, such as risk and ethics committees, may be formed to deal
with specific issues (Mallin, 2016). The importance and role of the most common types of
subcommittees are discussed below.

Audit committeesare considred the most important form of subcommittee, as their role is to
review audit scopes and outcomes (Mallin, 2016). Furthermore, their duties involve reviewing
the audit fees and the independence of comp
consicered a bridge between the internal and external auditors and the corporate board (Mallin,
2016). Furthermore, Du Plessis (2015) stated that the audit committee plays a central financial
reporting rol e, as it mo ni t o r partidiphtien it tbep ma n &
financial reporting process. The audit committee also selects the financial reporting standards.
This can be done in coordination with the internal and external company auditors and can thus
infl uence compani e sdbilitf Ginea the ingdrtange eop ther duditn g c r
committee, corporate governance codes in many countries recommend that it be comprised
only of independent directors. For example, the UK Corporate Governance Code (2012) states
that a board should establish ardia committee of at least three independent directors (two

independent directors in the case of smaller companies).
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Remuneration committees, or compensation committeegs they are known in the US,
determine board member compensation packages. The fhamises and the continuing
financial scandals that have occurred across the globe have cast a spotlight on the remuneration
packages of top executives and board members (Tricker, 2015). Mallin (2016) stated that the
remuneration committee process shogvide formal and transparent procedures to
determine compensation schemes for executive directors. Given the level of shareholder
attention towards excessive executive director remuneration, poi&ers have continually
revised corporate governance esdo align manager and shareholder interests. For instance,
the UK Corporate Governance Code was revised in 2014 to highlight changes related to
remuneration recommendations (Mallin, 2016). The revision contained alterations to the design
of remuneratiopackages i nt end e d-tetmesucgessoFarthérrorefthelUkhs 6
government, represented by the Department for Business, Energy and Industrial Strategy,
recently published th&reen Paperwhich considers the appropriate changes that must be
addessed with regard to three main issues: executive pay; enhancing stakeholder voices,
including those of employees, customers and suppliers; and corporate governance practices in
large, privatelyheld businesses (Green Paper, 2016).

Lastly, nomination committeesare responsible for selecting appropriate directors to sit on a
board. According to Vafeas (1999 the existence of nomination committees can enhance a
boardés effectiveness in many ways. First,
monitoring role of outside directors. Second, the formation of a nomination committee can
reduce individual bias in firms where the nomination process is delegated to individual board
members. Third, a nomination committee can prevent CEO interventio® inothination
process, as it is more likely to make decisions that are consistent with the interests of
shareholders. It follows that since it plays an integral part in board composition and succession

planning, a nomination committee will ensure that ardbemappropriately composed in order
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to effectively fulfil its duties and functions (Kaczmarek et al., 2012). Given their importance

with regard to board success, Mallin (2016) stated that nomination committees should evaluate

a boar dods enowleldeiamdgxperikncel fbcasjng da filling gaps when selecting

new candidates. Furthermore, nomination commn
planning so that they may identify what skills and knowledge should be considered when

identifying potential board candidates.

3.3. Financial Crises and Corporate Governance

Considered the worst period of economic distress since the Great Depression, the recent
financial crisis of 20082009 resulted in enormous costs to several economies (Conyon et al.,
2011; Adams, 2012). The crisis began in the US and spread to otherexyuesulting in the
freezing of the global credit market, which required global governmental intervention (Erkens
et al., 2012). For instance, the US and UK governments spent $700 billion and £500 billion,
respectively, on rescue packages aimed at supgdimancial markets (Akbar et al., 2017).

It has been argued that the weakness of corporate governance practices is one factor that
contributed to the onset of this recent financial crisis (Strouhal et al., 2012). Several scholars
have argued thatbothn st i t ut i onal investors and firmsé
their inability to mitigate the crisis (Conyon et al., 2011; Reisberg, 2015). Erkens et al. (2012)
studied a sample taken from financial firms in 30 countries around the world @md tfoat

firms with greater levels of institutional investment demonstrated pstoek returns during

the crisis; this may be due to the fact that institutional investors took on more risk prior to the
financial crisis of 200i72008 than did other inves® The authors also discovered that boards

with higher numbers of independent directors were more heavily criticised, as they raised more
equity capital during the crisis in an effort to ensure that their investee firms would have
adequate capital and an attempt to minimise the risk of bankruptcy (Erkens et al., 2012).

However, this action was not seen as benefitting firms in the long run. Additionally, in
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examining a sample drawn from southern Europe (Spain, Portugal, Italy and Greece), Diez
Esteban etl. (2016) demonstrated that the financial deregulation processes that were in place
in those countries prior to the recent financial crisis provided an incentive for institutional
investors to be proactive in their monitoring; this then encouraged tiirmgerinvest in risky
projects. In such a context, our study attempts to investigate the role of institutional investors
in the improvement of corporate governance practices when various economic conditions are
at play (precrisis, crisis and positrisisperiods).

Several studies have documented that corporate board characteristics are contingent on the
economic condition of a country. For instance, using a sample taken from 26 European
countries, Essen et al. (2013) found that the prescription of gocefrgmce practicés
including the independence of a board, the separation of CEO and chairmanship positions, and
incentivebased compensation packagesere considered harmful to firm performance during
times of crisis (Essen et al., 2013). However, somerganee prescriptions at the country
leveld including the equality of cash flow, creditor protections, voting rights and the rule of
lawd were found to benefit firms during crisis periods (Essen et al., 2013). These results imply
that governance policies sHdue loosened during times of crisis so that a corporate board can
allow the management team the opportunity to respond effectively. Sun et al. (2015) found that
the corporate boards of Chindgsted firms were more likely to appoint women to sit onrthei
corporate boards during times of crisis than they were during periods of economic prosperity.
The authors also found that the presence of women in CHists firms led to improved
performance during periods of market stress, thus indicating thghartpresence of female
directors on a board results in the support of strict and appropriate investment decisions during

difficult economic cycles.
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3.4. Legal Systems and Corporate Governance

The bundle perspective of comparative corporate governagoesathat differences in the
attributes of board members across countries cannot be studied without also considering the
legal systems of theountryin question (Aguilera et al., 2008; Aguilera et al., 2012; Kim and
Ozdemir, 2014) . Aisconsideredraygracsal déterngiremt of the corpoeate
governance efficacy of thabuntry(La Porta et al., 1998). One legal approach to corporate
governance holds that enacting and enforcing laws is essential to the protection of minority
shareholders ahcreditors. In countries where shareholders enjoy strong protections, investors
are more likely to hold minority positions rather than to serve as the dominant shareholder of
a firm. However, in countries where shareholder protections are weak, inastorsre likely

to be controlling shareholders so as to compensate for deficiencies in legal protections (Shleifer
and Vishny, 1997).

La Porta et al. (1998) compared the external financial environments of roughly 49 countries by
considering the functiorend origins of their laws, the quality of legal investor protections and
the quality of legal enforcement measures. They found that those countries that have common
law systems in place provided greater protection from the expropriation of insidersHor bot
shareholders and creditors; this protection, however, was found to be low in French civil law
countries, while German and Scandinavian civil law countries typically resided in the middle
of the spectrum. As a result, the protection of minority sharetwlugs played a relatively

more significant role in expanding and developing capital markets in common law countries
than in those countries with civil law systems. In a subsequent paper, La Porta et al. (2000)
showed that, on average, there was a gréaelency for firms to be widely held in countries

with common law systems than in those with civil law systems. A third paper by La Porta et

al . (2002) provided evidence of a positive
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legal system, findinghat company performance was higher in common law countriesrthan i

civil law countries

A countryods | egal system has al so been founc
instance, Leuz et al. (2009) conducted an international study irfan tef determine what

factors influence the portfolio allocation of tifased institutional investors who do business
around the globe. Their results emphasised that American institutional investors invested less
in countries that lacked investor proteatioghts and disclosure rules and in countries where
insider controls were high (Leuz et al., 2009). Their results were particularly applicable to firms
with higher earning management, given that the monitoring costs and information asymmetry
faced by USbhased institutional investors are the main drivers of results. This view is consistent
with the work of Giofré (2013), who also demonstrated that investor protections were the main
determinants of foreign investment activity around the world; in partichky,choséo invest

in countries with strong legal systems in order to eliminate the riskiness of projects.
Importantly, several researches have drawn similar conclusions (see Fox and Weber, 2002;
Giannetti and Koskinen, 2010).

Additionally, many scholarhave argued that the composition and characteristics of a corporate
board can be attributed to the legal system of the country in which it operates. For instance,
using data from 23 countries around the world, Kim and Ozdemir (2014) investigated which
na i onal institutional characteristics influe
wealth protectors) or advisor (boards as wealth creatdnsgir results demonstrated that in
countries with higher investor protections, stronger rules oflagvopen market institutions,
corporate boards were structured to serve as monitors rather than advisors, which indicates that

these national characteristics and the monitoring role of corporate boards are complementary

2 Two different scores have been used to proxy the structarkaafrd(monitoring versusadvising structure). The monitoring score involves
three itemsthe independence of the board, CEO dualitythedatio of outsider director tenure to CEO tenure in the firhe advising score
alsoinvolves three itemgender diversity, nainality diversity and whether the firtras astrategyrelated committee (sé&m and Ozdemir,
2014).
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mechanisms of corporate governanikan and Ozdemir, 2014). This view is consistent with

the findings of Grosvold and Brammer (2011), who examined how national institutional
settings shaped the gender diversity of corporate boards in 38 countries between 2001 and
2007. According to their redts, legal and cultural institutions appeared to play a significant

role in the prevalence of female directors on corporate boards across the globe.

To alleviate the effects of weak investor protection rights, several scholars have suggested that

the exisence of multiple large shareholders may increase shareholder protection efforts.
Among them, Casado et al. (2016) examined the listed firms of Switzerland and found that the
existence of multiple large shareholders enhanced the shareholder protectidingof heir
results emphasised that conflict -Priedpateen s
conflictsd) helped to monitor not only the a
of large shareholders who might have otherwise triedbtain rent at the expense of other
shareholders. Moreover, the results of this study implied that the weakness of corporate
governance (protection rights) can be reconciled by having multiple shareholders invest in a

firm.

3.5. Ownership Structure and Corporate Governance

Ownership structure is generally viewed as a major component of corporate governance
bundles (Aguilera et al., 2012; Desender et al., 2013; Judge, 2011; Judge, 2012; Sure et al.,
2013). Ownershigtructures vary across countries; widbbid firms are more common in the

US and the UK, while firms with concentrated ownership structures are the norm in continental
European countries (La Porta et al., 1999). Notably, Berle and Mean (1932) argueatyat
corporations were becoming diffused in their ownership; in their seminal study, they
maintainedthat modern corporations were rapidly adopting dispersed ownership schemes.
However, more recent empirical studies conducted around the world haveedelidkd

evidence supporting this contention. For instance, La Porta et al. (1999) found that most
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corporations around the world, with the exception of those in the US and the UK, are controlled
by families or by the state, which is categorised as coratedtownership. This finding was

also supported by their prior study, in which they examined up to 10 of the largest companies
(by market capitalisation) in 49 countries across the globe. They collected data on each
companyo6s top t hr bieng thereowrershipl stlkes and foupd thatp on
average, their shareholdings represented rou
1998).

To alleviate agency costs in wideheld firms, Shleifer and Vishny (1986) suggested that
shareholdersoncentrate their shareholdings in order to better shoulder the costs of monitoring.
According to Aguilera et al. (2012), ownership concentration might be beneficial, as
controlling shareholders have more power and incentive to monitor the actions ofersanag

than do minority shar eAlgcelnd &r spr otbH ulesm ntalye b

(Yoshi kawa et al ., 2014). However , -Ponapaler shi p
conflictsé i f controlling s h ar e Hderk. dSeiah s t ak
expropriation is |ikebyetwobedusysshem it heboe

shareholders who strive to employ instruments of control, such as pyramidal ownership or the
collection of dualclass shares; in such cases, theimgptights might exceed their cash flow

rights (Faccio and Lang, 2002).

Several scholars have argued that corporate board characteristics are contingent on the
ownership structure of a firm. Among them, Desender et al. (2013) analysed-Faedch
SpanisHisted firms in 2007 and reported that different ownership structures influenced the
monitoring level of a corporate board in different ways. Their results showed that board
independence in widellgeld firms was more likely to result in additional auditvezes, thus
indicating that board independence and external audit fees are complementary in such firms

(Desender et al., 2013). However, this result did not hold for firms with concentrated ownership
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systems, which suggests that board independence anershwn concentration becomes
substituted when monitoring the management of a firm (Desender et al., 2013). Their results
also indicated that the association between board composition and audit fees was contingent
on the controll i ng whetha firm$ wdred mnmtrelléd by famikes, (i . e
corporations, banks or whether they were widely held). Examining the listed firms of 12 Sub
Saharan African countries from 2006 to 2009, Munisi et al., (2014) found that firms with
concentrated ownership systearsd firms with foreign and managerial ownership structures
were negatively associated with board size. The study also showed that state ownership was
positively associated with the proportion of outside directors; however, the relationship was
found to benegative in firms with concentrated ownership structures, thus indicating that board
composition and ownership structure are used as substitutes in mitigating agency costs (Munisi
et al., 2014).

Several scholars have called for a distinction to be mateeen the various types of
controlling shareholders when discussing the ownership structure of a firm (Agtilaka

2012 Mallin; 2016. Different types of investors aim to achieve different objectives and pursue
various strategies when investing hmeir investee firms; furthermore, they might demand
different governance environments. Therefore, the following forms of controlling shareholders
will be identified and distinguished: institutional investors, family owners and state owners.
Institutional Investors and Corporate Governance

As international capital markets continue to liberalise, the growth of institutional investments
across the globe is becoming a key factor in the world economy (Ferreira and Matos, 2008;
Aggarwal et al., 2011). Accordinp the International Monetary Fund (IMF), the value of
worldwide assets managed via institutional investments has risen to approximately $100
trillion, a sevenfold increase over 1990 levels (Kim et al., 2016). Given their global investment

footprint, insttutional investors face increasing pressure from policymakers and governments
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to play a meaningful role in the enhancement of governance structures within their investee
firms (Mallin, 2016) . I nstituti onansextenmdvestor
beyond their financial incentives to include stewardship responsibilities, which leads to the
maxi mi sation of beneficiariesd interests (se
Institutional investors can adopt several channels of engagement witintesiree firms in

order to Iimprove a firmbés corpor abmtognevernar
meetings, voting, shareholder proposals and resolutions, focus lists and corporate governance
rating systems (Martin et al., 2007; Mallin, 2016). addition to these methods, private
negotiation is another effective approach that is regularly used by institutional investors to
enhance the governance structure of their investee firms (Holland, 1998; McCahery et al.,
2016). The stewardship codes aguidelines that have been published by several countries are

also considered to be essential tools that may be used to enhance the dialogue between
institutional investors and their investee firms (Haxhi et al., 2013; McNulty and Nordberg,
2016). The nexthapter will further elaborate on the role of institutional investors in corporate
governance.

Family-Owned Firms and Corporate Governance

Nordgvist (2012) argued that members of a comgamyrolling family play an important role

in improving thestrategies adopted by their businesses. This is likely due to the nature of the
interaction that occurs between family members, which often results in the development of
unique and united skills that are used to push a business forward (Chrisman €3l., 20
Eddleston et al. (2008) claimed that an increased level of participation by family members in
decisionma ki ng processes can eliminate conflict
Furthermore, Mallin (2016) pointed out that the main advantage ahiyfausiness is the
disappearance of the agency problem, as control and ownership are exercised by the same

parties. Therefore, |l ess monitoring of manag

42



According to Bammens et al. (2011), however, familytadrcan increase the danger of four

main hazards that are known to contribute to the agency problem. First, the controlling family
might expropriate the economic wealth of their investee firms, which can harm the interests of
minority shareholders (Bammeet al., 2011). The second hazard refers to situations wherein

a controlling family pursues neeconomic objectives to the detriment of minority shareholders
(Bammens et al., 2011). The third threat is related to the interpersonal relationships that may
be damaged when a certain job is secured for close relatives of the controlling family
(Bammens et al., 2011). The fourth criticism involves a possible divergence of objectives
between the members of a family that controls a firm (Bammens et al., 201bY. tAdse
attitudes might af fect a companyb6s efficien
consistent with the work of Sorenson (1999), who claimed that one of the undesirable outcomes
of the presence of a controlling family within a firm is thei ne gl ect of t he
performance in favour of the maintenance of their own interests. Furthermore, Herrero (2011)
argued that an agency conflict can exist when a firm is widely owned by many families. He
added that the likelihood of such a confleincreased when each family has its own interests,
objectives and involvement plan (Herrero, 2011).

Mallin (2016) described different mechanisms whereby conflicts within family businesses may

be solved. Each of these mechanisms is advisable in certatiasis. For example, at the
earliest stage of a family business, it is advisable that the family organise regular meetings or
assemblies in order to facilitate the expr e
(Mallin, 2016). Later, when the family hagpanded due to marriage, the establishment of a
family council is advisable (Mallin, 2016). This is consistent with the findings of Neubauer
and Lank (1998), who suggested that the formation of a family council is suitable if the number

of family membersexceeds 30 or 40. When and if the relationships between family members

begin to affect the operation and efficiency of the business, it is desirable that the family be
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advised and directed by an advisory board that is tasked with helping the famibhitsbsd

more formal governance structure (Neubauer and Lank, 1998). However, such an advisory

board may not provide the same advantage to a family firm as would a defined board that is

dominated by independent nerecutive directors. To this end, Bammenal. (2011) argued

that independent board members have the ability to question and challenge managers and thus

protect not only the interests of lenders and investors but also those of the controlling family

itself. Figure 3.2 outlines the possible stag

of a

Figure 3.2 The Possible Stages of Family Firms' Governance.
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State-Owned Firms and Corporate Governance

gover

It is believed that governments and institutional investors have similar features in terms of their

significant resources and the power they can wield over their investee(forisova et al.,

2012). However, governments and institutions might have different objectives when it comes

to the implementation of corporate governance. Governments are much wealthier than are

institutional investors, and thus they have the abilityidverage themselves by adopting

various strategies (such as securing debt financing for the firms under their control). However,

these kinds of facilities might hinder their ability to monitor the management of their investee

firms, which may cause thegancy problem to inflate. Furthermore, governments have the
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ability and the power to craft regulations that may positively or negatively affect a codnpany
some regulations may even force their investee firms to shut down. With regard to information
gatherirg, governments have their own means of extracting required information about their
investee firmd for example, they can utilise regulations or employ other legal means.
However, this information may not always be used to improve the governance struttures o
their investee firms, particularly if this goal contradicts a superior objective, such as
unemployment reduction or the increase of tax collection, that might lead to the stability of the
financial system as a whole (see Borisova et al., 2012).

To encouage stat@wned firms to enhance their corporate governance structures, the OECD
issued its first set of guidelines regarding the corporate governance aj\sted enterprises

in 2005. These guidelines highlight many aspects of governance, such agidgvelo
effective legal and regulatory framework, acting as owner, treating shareholders equitably,
developing positive relations with stakeholders, pursuing transparency and disclosure and

taking responsibility of the boards of stat@ned companies (OEGR005).

3.6. Outsider versus Insider Systems

Comparative corporate governance research has identified two contrasting models of corporate
governance,; out sider and insider systems (F
syst emb6 ( o-orieresdh asryeshtoelndée)r r ef er s t o a corpor at
company is controlled by a management team but is owned by outside shareholders (Solomon,
2013). The concept of an outsiedwminated system of corporate governance was first
suggested by Berlend Means in 1932. Under this system, the ownership structure is dispersed,

and agency costs are significant due to the separation of ownership and control (Solomon,
2013). However, institutional investors (such as those in the UK and the US) have gained
influence over the management of many companies, which reduces the severity of agency

costs. This is consistent with the findings of Mallin (2016), who pointed out that the growth of
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institutional investors indicates that they hold an important and incgbasignificant role in

the affairs of companies wherein they act as owners rather than merely as shareholders.
Additionally, under this system of corporate governance, hostile takeovers are frequent and are
typically used to discipline the managemeraof f i r m f or not achieving s
(Solomon, 2013).

Conversely, Oinsidetnrsegatemsdybobemeé) akekolc
systems in which most listed firms are controlled and owned by a small number of shareholders
(Sdomon, 2013). Franks and Mayer (2001) indicated that companies in Germany and Japan
are good examples of such a system. In Germany, for instance, roughly 85% of the largest
listed companies have a single shareholder who owns more than 25% of the vatasg sha
(Franks and Mayer, 2001yhe same pattern of ownership is found in the firms of East Asia

(Hong Kong, Indonesia, Japan, South Korea, Malaysia, the Philippines, Singapore, Taiwan and
Thailand); in fact, Claessens et al. (2000) reported that morewbahitds of the firms in this

region are basically owned by a single shareholder. Moreover, ktkidgnated systems may

suffer from a lack of transparency, which may adversely affect minority shareholders, as such
shareholders may not be able to gaiceas to essential information regarding company
functions; additionally, minority shareholders may have a reduced incentive to provide a firm

with equity finance if the law fails to offer them sufficient protection (Solomon, 2013).
Compared to outsider ggsns, insider systems are characterised as having little separation
between ownership and control; therefore, the agency problem is rare. However, a second type
of agency conf-Piicnhnci(pgale od®Pnfilnicdtp@) may ari s
expropriate private benefits at the expense of minority shareholders (Shleifer and Vishny,

1997).
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3.7. Hard Law versus Soft Law Systems

An important aspect of global corporate governance involves whether a country abides by a
hard law system, such as tBarbane©©xley Act (SOX) of 2002, or a soft code approach, such

as the principles of 6good governanced. Il n h
is implemented via legislation. In the US, the federal SOX resulted in mandatory rules to which
companies are required to adhere (Aguilera and Cu€amurra, 2009). Soft law systems,
however, are represented by codes of <corpor .
explaind approach; this appr oach mmendationsr e s f i
or explain and justify their noncompliance (Luo and Salterio, 2014). These codes of corporate
governance contain recommendations for best practices and mainly concern the function and
composition of corporate boards; they also tend to toucitmr governance practices (Zattoni

and Cuomo, 2008).

The wvoluntary O6écomply or explaind approach
considered to be a benchmark for other countries (Arcot et al., 2010). According to a recent
international review of aporate governance codes conducted by Cuomo et al. (2016), figures
show that since the publication of the Cadbury Report, a total of 354 corporate governance
code$ had been issued by 91 countries around the world by the end of 2014. There are various
factors at play behind the development of corporate governance codes in a particular county.
Aguilera and CuerwCazurra (2004) argued that these factors include whakelolder
protections, elevated levels of government liberalisation and the increased presence of
institutional investors. They also added that institutional and market pressures are the two main

drivers behind the gl obalncsepd eaad eosf. O6Fguwrotdh ec

% The development of corporate governance codéseisample countries discussed later in this chapter.
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argued that the need for corporate governance codes arose from an increase in the number of
public firms and from the ensuing agency problems that began to appear between dispersed
owners and managers or between minority aagbrity shareholders (Aguilera and Cuervo
Cazurra, 2009). According to Cuomo et al. (2016), the financial crisis and the various high
profile corporate collapses that have occurred around the world over the past two decades led
to the diffusion of corporatgovernance codes. The first wave of corporate governance codes
began in the late 1990s in parallel with the Asian and Russian stockdcaisdswith the
collapses of higiprofile firms such as Enron, Worldcom and Parmalat (Cuomo et al., 2016).
The secondvave, however, started after the recent financial crisis of ”IZUDB (Cuomo et

al., 2016). Furthermore, international organisations such as OECH;UPapean and ICGN

have played their part in encouraging the global diffusion of national codes (Agariéra
CuerveCazurra, 2009; Cuomo et al., 2016). These institutions have actively promoted
governance practices and have provided guidance to developing countries regarding how best
to cultivatecorporate governance practices within their borders. ZattahiCaromo (2008)

argued that legal systems (common versus civil) influence the diffusion of corporate
governance codes. Their study aimed to examine whether the proliferation of corporate
governance codes in civil law countries is driven by legitimationoreéag (without an eye
towards improving governance practices) or by determination reasoning (to enhance
governance practices). With respect to the determination aspect, their results showed that civil
law countries were more likely to extend code recomratoils to nodlisted firms than were

their common law counterparts (Zattoni and Cuomo, 2008). Regarding the legitimacy facet,
however, their findings showed that civil law countries adopted governance codes later, issued
fewer codes and included more amings and lenient recommendations as compared to

common law countries (Zattoni and Cuomo, 2008).
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This voluntary approach to corporate governance has some proven advantages over the
adoption of a hard set of regulations. For instance, Arcot et al. (201@)cted a study to
examine the effectiveness of-finntial Ucompanes vy or
between 1998 and 2004; their results revealed that the introduction of a voluntary code
accelerated compliance, especially regarding those practiat were not covered by a
forerunner (i.e., the Cadbury Report). Their results also revealed that, on average, for each
particular provision, only 10% of the total sample was noncompliant (Arcot et al., 2010). More
recently, using a sample of Canadleted firms in operation in 2006, Lou and Salterio (2014)

found that a voluntary governance disclosure approach alloaweghanieto choose those
governance practices that best suited their unique circumstances and settings; on average, these

practices wee found to be positively associated with firm performance.

3.8. The AngleSaxon Model

Followed by countries such as Australia, Canada, India, the US and the UK, theSamgio

model of orporate governancis based on the fiduciary relationship that exibetween
shareholders and management. Listed firms in these countries are expected to maximise the
wealth of their shareholders; thus, there is need for a robust system whereby shareholder
interests may be maintained (Franks and Mayer, 1990). WeimdPagral (1999) stated that
companies in Angksaxon countries are generally controlled by a single board of directors
that is comprised of insider and outsider directors. The outside directors are responsible for
advising and monitoring the management teamd, they are expected to be loyal, honest and

to act in the best interests of the shareholders (Lorsch and Maclver, 1989). In these countries,
boards of directors are supported by three key subcommittees: the audit, remuneration and
nomination committeedn addition to these key subcommittees, other committees might be

formed to deal with certain issues (such as risk and ethics).
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3.8.1. Corporate Governance in Australia

The Australian system of corporate governance is traditionally described as emg@oying
outsider approach, though it does share some basic similarities with the UK model (Stapledon,
1996). While the two systems are generally similar, differences exist with regard to ownership
structures and the extent to which shareholders are involvtincompanies (Solomon,
2013). Australiadisted firms have mixed structures in terms of ownership; companies range
from widely-held firms tofirms with controlling shareholders (normalfgunded firms or

those retaining intercompany ownership) (Mal2®©16; Solomon, 2013). Given thakck
holdersenjoy significant levels of ownership, the Australian corporate governance system can
also be characterised as an insider system (Mallin, 2016). This point is emphasised by
Stapledon (2006), who argued thatasf the main features that distinguishes the Australian
system of corporate governance from other Arfggxon models is the existence of large
blockholders in some of the listed firms. Furthermore, until the X8RDs, the activism of
institutional investrs in Australia was less evident as compared to the activism of UK investors
(Stapledon, 1996). In fact, the activism of shareholders in Australia increased following the
introduction of the Australian I nvest ment
introduced mechanisms to regulate the collective actions of shareholders (Solomon, 2013).
Paving the way for the development of corporate governance in Australia, dishonesty and abuse
on the part of the directors of Australian firms caused the collaps@amfcompaniesn the

1980s. This led some leading business organisatiorferm a working group in 1991, this
group was tasked with developing Australiabs
This working group published its first repofithe Bosch Report on Corporate Practice and

Conduct,in 1991; additional issues were published in 1993 and 1995 (Mallin, 2016). This

4 Such organisations included the Busin€saincil, the Australian Stock Exchange, the Australian Institute of
Company Directors and various professional accounting bodies (Bosch, 2002).
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report highlighted a wide range of corporate governance issues, such as corporate board
structuring, the appointment of nenx ecut i ve director s, direct
management, auditing and financial reporting, conflicts of interests and tioé ttibecompany

secretary (Mallin, 2016). Several codes and guidelines on corporate governance practices have
been issued since the formati on HiémerRepori s wor
highlighted several issues, including board compositibe,remuneration of the executive

team and matterglating to the quality of disclosures (Mallin, 2016). In 2003, The Australian

Stock Exchange (ASX) issued the first edition oPitgciples of Good Corporate Governance

and Best Practices Recommendasion whi ch outl ined ten principl
explainé mod el (Tricker, 2015) . These ten
i mportance of a boarddés structure and ident.

management tegnpromote ethical decisiemaking, maintain proper financial reporting,
instantly disclose companye | at ed matters, respect sharehol
manage that risk, consider the intenhaaced s of
performance of the board and management team, with an emphasis on fair compexSAtion (
Corporate Governance Council, 2003). This code further recommended that the majority of the
corporate board be comprised of independent directors. The sodgraposed that corporate
boards establish audit, compensation and nomination committees, the majority of whose
members should be independent. In 2007 ABX revised these principles for the first time,
renaming the result théorporate Governance Priiges and Recommendatioigough this

revision included some changes to wording, the ten principles remained essentially the same
(Mallin, 2016). Following that revision, the ASX published its second modificaticdhese
principles in 2010, this time ihading various recommendations concerning the promotion of
gender diversity; this revision described a measurable objective and outlined a clear policy on

gender diversity. Furthermore, this revision pronounced that firms listed in the ASX should be
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required to establish a compensation committee comprised of a majority of independent
directors. However, this proposahs presented as guidance rather than as a recommendation,
as was the case with the previous version (Mallin, 2016). Additionally, thisaewvisgquired

that ASXlisted firms adopt and disclose an organisational trading policy. Finally, in order to
enhance sharehol der s & r-listgchfirnss,to atramge dor widelg e ¢ a |
accessible shareholder briefings; this accessibility cdagd accomplished by utilising
communication technologies such as wvealsts and conference calls (Mallin, 2016). The ASX
further updated its principles and recommendations in 2014. According to Mallin (2016), this
revision reflected the global developmemsorporate governance that were made following
the i1issuance of the ASX6s second revision
companies more flexibility in terms of disclosure. Figure 3.3 demonstrates the development of

Austral i ads gonerpaace codes ang guidetinese

Figure 3.3 The development of major corporate governance

codes 1in Australia.
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3.8.2. Corporate Governance in Canada

Broadly speaking, corporate governance in Canada is based on a voluntary adoption approach
and is similar to the systems of the UK and Australia (Du Plessis et al., 20dgnédral,
Canada, Australia and the United Kingdom have similar guidelines for board composition,
disclosure requirements and the establishment of key subcommittees (audit, remuneration and
nomination) (Du Plessis et al., 2015). In contrast to the maketipn in other countries

(such as the US and the UK), the ownership structures of Caredéthfirms are more
concentrated, and companies are controlled by wealthy families, firms and institutional
investors (Du Plessis et al., 2015). Focusing on #readian securities regulatory framework,

it is worth noting that Canada is the only developed country without a national securities
regulator. Rather than establishing a national regulator, such as the one in operation in the US,
each of Can aed s it owinh 3ecyitie®regulator that is in charge of formulating

its own regulation policies. However, the Canadian Securities Administrator (CSA) does
attempt to harmonise and coordinate the regulation of the various provinces (Du Plessis et al.,
2015).

An examination of Canadab6s corporate governa
governance guideline issued in Canada Wésere Were the Directors? Guidelines for
Improved Corporate Governance in Canaedich was popularly known as tibey Report
(Solomon, 2013). This report was published by the Committee on Corporate Governance,
which was established by the Toronto Stock Exchange (TSX) in 198fner et al., 2008

The Dey Report outlined the 14 principles that were considered to passitihe best corporate
governance practices of the time. The report described the ideal composition of a corporate
board and its key subcommittees and emphasised the stewardship responsibility of a corporate
board, describing its role in lortgrm planniig, internal control and risk management (TSX,

1994). Five years later in 1999, a follayp survey was conducted in an attempt to evaluate the
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overall development of corporate governance in Canada; the resulting document was cleverly
titled Five Years to th Dey(Kleffner et al., 2003). This report revealed that the guidelines
published in the Dey Report were taken into wide consideration by Carestéahfirms.
However, the report also highlighted various concerns in terms of the stewardship role of a
comporate board; such concerns related to board evaluation, risk management, the disclosure of
corporate governance practices and the training of new directors (Rousseau, 2003). In response,
the TSX formed the Saucier Committee in 2000 in an effort to retieyprocess of decision

making as it related to corporate boards. After one year of deliberation, the committee proposed
a total of 15 recommendations aimed at enhancing the stewardship role of corporate boards;
this document is commonly known as &ucer Report(Rousseau, 2003).

Due to the US passage of the SOX in 2002 and a financial scandal involving several Canadian
corporationg the TSX developed guidelines for better disclosure in 2003. The resulting
publication, entitledCorporate Governance: Suide to Good Disclosuravas issued in order

to enhance the level and quality of dtemuntryo s di scl osure policies (D
According to this guide, firms were required to disclose their governance practices and explain
their level of conpliance with the recommendatioogtlined in the report; if a company chose

not to conformo a specific guideline, they were required to clearly state the reason for such
noncompliance. Furthermore, the guide also provided an example of disclosuhfof dee

14 guidelines (TSX, 2003). In 2006, the TSX elaborated on the prewissskyd disclosure

code by including a number of templates to be used as examples of good disclosure. These
templates required listed firms to disclose their governancetaspmording to subject (TSX,
2006).Fi gure 3.4 illustrates the development of

and guidelines.

5 Such companies included Nortel, Livent and the Cinar Corporation (Du Plessis et al., 2015).
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In an attempt to promote gender diversity in Canada, the province of Quebec prescribed that
50% of a f i rshoddsbe dcaupiad by fesnal@dirextors (Deloitte, 2015); this quota
applied to stat®wned firms, and full compliance was achieved in 2011. Additionally, in 2014,
the Senate of Canada proposed a gender quota of 40% for listed firms, financial institutions
and stateowned firms. Boards with eight or fewer members were required to have a maximum
two-member gender differential. Following the passage of this quota, each gender was required
to have at | east 20% r epr es eholdeamheetiogs and #0%a f i
representation after the sixth shareholder meeting (Deloitte, 2015).

It is also worth noting that in 2014, the Canadian Securities Administrator began to require
firms to disclose several aspects related to gender diversity. Fopkxdirms were expected

to release policy information concerning the representation of female directors and the
appointment of women to executive positions; firms were also required to disclose the number
of female board directors and the number of womeaxecutive positions. Furthermore, firms
were obliged to establish targets with regard to the appointment of women to their boards and

to executive positions (see Deloitte, 2015).
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Figure 3.4 The development of major corporate governance

codes in Canada.
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3.8.3. Corporate Governance in India

As a former colony of Britainindia has the same legal system as the UK; as such, India offers
a considerable level of protection to minority shareholders as compared to other East Asian
countries (Solomon, 2013). Equity shares in India are traded in two stock exéhdinges
Bombay Stek Exchange and the National Stock Exchange of India. To a certain extent, the
ownership structures of most Indian firms are characterised as wielelyhowever, in certain

cases, firms are controlled by families or by the ${&kakrabarti et al., 2@).

¢ Roughly 60% oftie 500 largest listed firms are controlled by families, and 11% are controlled by the state of
India (Chakrabarti et al., 2008).
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To facilitate the reform of corporate governance practices in‘ind@Confederation of Indian

Industry published its first code in 1998, entitledBfesirable Corporate Governance in India:

A Code which was based upon the voluntary compliancéesygMallin, 2016; Solomon,

2013). This code presented 17 recommendations and covered several governance areas,
including board composition, external directorship limits, the responsibilities eéxecutive

directors, the recording of attendance durimguid meetings and disclosure enhancements
(Confederation of Indian Industry, 1999). The code further decreed that at least 30% of a
corporate boar dos s e akesutive tiirectots,prowded tratdhe boprd e d b
chair was also considered arre x ecuti ve director ; I f a firm
position on the board, however, the proportion of requiredaxacutive directors rose to 50%

(Dahiya and Rathee, 2001). Following the publication of this code, another initiative was
undertakerby the Securities and Exchange Board of India in 1999; to accomplish its goals, the
board formed a committee chaired by Shri Kumar Mangalam Birla. The aim of this committee

was to design a corporate governance code that took into consideration the iege @fho

invested in the listed firms of India (Dahiya and Rathee, 2001). One year later, the committee
published its report under the tifldhe Report of the Kumar Mangalam Birla on Corporate
GovernancgMallin, 2016). Additionally, the Ministry of Cograte Affairs introduced he

Corporate Governance Voluntary Guidelines2009 in an attempt to further enhance and

i mprove Indiads corporate governance practic
guidelines were divided into six main topicsabas of directors, the responsibility of a board,

the responsibility of a boardds audit commi:tt

secretarial audit and the institution of mechanisms regarding whistleblowing (Mallin, 2016).

" This initiative was developed in response to public concerns regarding investor protections, the legal level of
disclosure folisted firms and the need to adopt international governance standards (Dahiya and Rathee, 2001).
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Figure 3.5 demant r at es the devel opment of I ndi ads
guidelines.

In an attempt to promote the diversity of tmuntryd s cor por at e boards,
Company Secretaries took the initiative to bring female representation on corporate boards
more in line with the levels of other countries. To this & Companies Act of 20iequired

that Indian firms have deast one woman on their corporate boards (Deloitte, 2015). This
requirement was mandatory for all listed firms, public firms with a-pgighare capital of 1

billion Indian Rupee (INR) and firms with a turnover of 3 billion INR or more (Deloitte, 2015).

Figure 3.5 The development of major corporate
governance codes in India.
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3.8.4. Corporate Governance in Ireland

The Ilrish corporate governance system is a
environment mirrors that of the UK, the Irish business environment is considerably influenced
by the US (Donnelly ah Mulcahy, 2008; Solomon, 2013). According to Donnelly and
Mulcahy (2008), due to the historical links between the UK and Ireland, the Irish corporate

governance system parallels the approach established by the UK. For instance, the Irish Stock
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Exchange rguires that public and limited firms operating in Ireland comply with the corporate
governance codes published by the UK; thus, firms must explain how they comply with the
codesd6 principles or otherwise provirethmd j ust i
is also tightly linked to the US due to the direct investment of US companies in Ireland, a
practice that has influenced tbeuntryd s i nsti tuti onal and manager
Mulcahy, 2008). It is important to note that Ireland ha®latively small stock exchange as
compared to those of the US and the)kO6 Connel | and Cartienboard 2010)
structure, the corporate governance system in Ireland follows the-Saglon style.

Given the historical links and the sinrilges of accounting practices and ownership structures

within companies in the UK and Ireland, it is not surprising that Ireland mirrors the corporate
governance practices followed in the UK (Donnelly and Mulcahy, 2008; Ward et al., 2013). In
1973, the Ish Stock Exchange merged with the British Stock Exchange, forming the
International Stock Exchange of Great Britain and Ireland (currently known as London Stock
Exchange). However, the Irish Stock Exchange became independent in 1995, and annexed the
provisions of the Combined Code in the UK to its listing requirements in 1999 (Ward et al.,

2013).

I n addition to this, investorso6 associati on:
governance guidelines in an effort to promote the practicesnne specific areas. Among

them, the Irish Association of Investment Managers (IAIM) issued one such set of
recommendationsCorporate Governance, Share Option and Other Incentive Schemes

1999. This document recommended that listed firms offer their directors share options and

ot her incentive schemes as part of a remune

81n 2008, the market capitalisation of the Irish stock exchange represented only 3.2% of the market capitalisation
of the UK (0O6Connell and Carmer, 2010).
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commi t ment to the firm and al isltareholdelseandi nt er
management teams (IAIM, 1999).

In 2007, the Central Bank of Ireland published a set of corporate governance guidelines
pertaining to insurance companies in response to the publication of Council Directive
2005/68/EC. The document was i t | e €orpardiee Gowernance for Reinsurance
Under t ankl comeged $ix main recommendations for Irish insurance companies, namely
involving corporate boards and their key subcommittees, internal controls, audit functions,
compliance and the roles MEDs and senior management officials (Central Bank of Ireland,

2007). Another code, this time targeting credit institutions as well as insurance companies, was

i ssued by the Central Bank of | r elCarpodatei n 20:
Governance Code for Credit Institutions and Insurance Undertékingsn d ai med t o er
corporate governance frameworks be established to reflect the nature of these institutions as
well as their associated risks (Central Bank of Ireland, 2010)bgesent revision of the code

was issued in 2013; this revision included additional recommendations related to the number

of directorships that should be held by members of the corporate boards of credit and insurance
firms and suggestions regarding themgmsition of risk, compensation and nomination
committees (Central Bank of Ireland, 201Bjgure 3.6 demonstrates the development of

|l rel anddéds major corporate governance codes a
As in the UK, Ireland has no mandatory quota to promote gelivisity on corporate boards;

however, an initiative has been introduced that would require firms owned by the state to have

40% female representation on their boards and committees (European Commission, 2016).
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Figure 3.6 The development of major corporate
governance codes 1n Ireland

Corporate Governance, Share
Option and Other Incentive
Schemes, 1999

Corporate Governance for
Reinsurance Undertakings, 2007

orporate Governance Code fo
Credit Institutions and Insurance
Undertakings, 2010 (revised in
2013)

3.8.5. Corporate Governance in th&nited Kingdom

The UK has a weltleveloped market, and companies in the UK are listed in the London Stock
Exchange. In the UK, ownership structures are based on a system of diversified shareholders
and include institutional investors, financial institusoand individuals; importantly, the
various institutional investors (pension funds, insurance companies and mutual funds) have
become much more influential over the last few decades (Mallin, 2016). The most noteworthy
point about UK ownership structures/gives the increased expansion of foreign investors in

the listed firms of the UK(Fleckner and Hopt, 2013). The UK has a unitary board structure,
and corporate governance codes require that at least half ot o m pbaandynéemmbers,
excluding the chairan, be norexecutive directors who have been determined to be

independent (Fleckner and Hopt, 2013).

9 Recent statistics show that roughly 53.8% of-lited firms are owned by overseas investors (Office for
National Statistics, 2015).
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As in other countries, financial scandals and the collapse of various firms were the main drivers
of corporate governance development in the UK. AccgrdinMallin (2011), the failure of
Coloroll and Polly Peck led to the establishment of the Committee on the Financial Aspects of
Corporate Governance in May of 1991. After the committee was formed, scandals involving
Maxwell and the Bank of Credit and Coraroe International occurred, which led the
committee to look beyond financial aspects and consider corporate governance issues as a
whole (Mallin, 2016). The committee published its findings in 1992; the resulting report is
commonly known as th@adbury Rportin honour of Sir Adrian Cadbury, the committee chair
(Mallin, 2016). While the Cadbury Report was not considered a compulsory set of rules to be
adopted by public companies quotedhe stock exchange (Solomon, 2p18ich companies

were required toconformt o t he reportos gui delines or
noncompliance. The recommendations of this report focused on three main areas: boards of
directors, auditing practices and shareholder responsibilities (Cadbury Report, 1992). The
Cadbuy Report considered boards of directors to be important governance mechanisms that
should constantly monitor and assess the management of their firms. Thus, the report called for
the wider use of independent nerecutive directors and recommended thatdmastablish

three key subcommittees (audit, remuneration and nomination) comprised wholly or mainly of
norrexecutive directors. The report also endorsed a division of responsibility between the
chairman of the board and the chief executive (these twibqsare sometimes held by the
same figure). Furthermore, auditing functions were seen as essential procedures that possessed
the ability to enhance corporate governance by emphasising the importance of transparency in
all firm activities. Lastly, the Qibury Report highlighted the vitable of institutional
investors, the largest and most influential group of shareholders, in enhancing the corporate
governance of their investee firms. In particular, the report recommended that institutional

investors rgularly engage with their investee firms concerrfing performance, strategies,
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board composition and management quality. Additionally, the report also encouraged
institutional investors to engage with their firms, to use their voting power to enstusntha
appropriate governance structure be established and to fulfil their fiduciary responsibility
towards their ultimate beneficiaries. The report inspired institutional investors to focus on
board composition and to promote the recruitment of experierareexecutive directors who

were independent of the management team. To date, there have been numerous revisions to
and developments on various aspects of the Cadbury Report. These revisions and amendments
are discussed below.

Following the publication othe Cadbury Report, another committee (led by Sir Richard
Greenbury) was formed in 1995 in an attempt
directorsd remuneration packages and the | ac
annual reports (@omon, 2013). The ensuirgreenbury Repomtvas published in 1995, and it
provided a means of establishing a balance b
performance (Solomon, 2013). According to Mallin (2016), @reenbury Reporaimed to
ennfnce the accountability and performance of
detailed annual reports of directorsd compen
committee comprised of independent rexecutive directors and (iljnking compensation

packages to the performance of both the firm and individual directors, thus aligning the
interests of directors and shareholders (see Mallin, 2016).

The Hampel Committee was formed in 1995, and the resutamypel Reportvas published

in 1998. The main role of this committee was to review the implementation of both Cadbury

and Greenbury Repbrecommendations (Solomon, 2Q01®er Mallin (2016), much of the

Hampel Report focused on the extent to which firms maintained good relationships with their
stakeholders (employees, customers, suppliers and providers of credit) and protected the

interests of their shareholders. Furthere) the report highlighted the important role of
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institutional investors in their investee firms. To this end, the Hampel Report highly
recommended that rat her than engaging in O0b
into a dialogue with theimvestee firms in an effort to discusssiies of concern (Hampel

1998).

Following the issuance of these three reportsCibimbined Codavas published in 1998; this

code aimed to merghe recommendations of the previous reports (Cadbury, Greenbury and
Hampel), thus consolidating the main points and presenting the basic principles (Ward et al.,
2013). According to Mallin (2016), this code was divided into two main parts. The first section

dealt with companies and covered the following topics: (i) director (i i ) dir e
remuneration, (iii) relations with shareholders and (iv) accountability and auditing. The second
section discussed institutional investors and discugbed following three issues: (i)
shareholder voting, (ii) dialogue with companies g the evaluation of governance
disclosures.

Following the publication of th€ombined Codethe Turnbull Committee was formed by the

Institute of Chartered Accountants in England and Wales (ICAEW) in 1999 and chaired by
Nigel Turnbull (Mallin, 2016)The main aim of the resultinburnbull Reportwas to provide

guidance on the implementation of the internal control provisions put forth i@ahmined
Code(Turnbull, 1999). The report provided clear recommendations for the enhancement of
internal contrbsystems in UK companies (Solomon, 2013). The report also highlighted the
significance the corporate boardés role in e
control system (Mallin, 2016).

Another committee chaired by Derek Higgs was fornaad, the subsequeHiggs Reportvas

publishedn January of 2003According to Ward et al. (20),.3he collapse of Enron led most
countries, including the UK, to assess their corporate governance codes, particularly those

concerning the role and effectivess of norexecutive directors. This report focused on the
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role and responsibility of neexecutive directors and recommended that annual reports should
disclose the number of meetings held at the board and subcommittee levels as well as the
attendance wmrds of each board member (Higg¥03). The report also highlighted the
importance of succession planning, arguing that the chairman and CEO should implement
executive development programmes to prepare individuals within the firm to take on
directorshiproles in the future. The review further stated that the performance of a board, its
subcommittees and its members should be evaluated at least once per year, the outcome of
which should appear in the annual report. Concerning the practice of holdingrdingzs in
multiple firms, the review recommended that fithe executive directors hold no more than

one additional directorship in another firm, provided that the second position is not the
chairmanship of another major company; furthermore, the refated that a neaxecutive
director cannot sit on all key subcommittees of a board (audit, remunenatioromination)

(see Higgs2003).

Another committee was formed following the publication of the Higgs Report in an effort to
address the role of audibmmittees in the wake of the Enron collapse. Thus, the Smith
Committee was appointed by the Financial Reporting Council (FRC) in January of 2003
(Smith, 2003). The main issues raised in3neith Reportoncerned the relationship between
external audita and the firms they were auditing as well as the duties of the audit committee
within a company (Solomon, 2013). The report also recommended that the audit committee be
tasked with ensuring that an appropriate system of control take effect, though dt medul
monitor the process itself (Mallin, 2016).

A revisedCombined Codevas published in July of 2003 and included the recommendations
highlighted in both the Higgs and Smith reviews. This code emphasised the role of the
chairperson and the senior indagdent director; according to this code, a chairperson is

responsible for providing leadershiptorerx ecut i ve director s, C Oommu
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views to the corporate board, highlightinge annual evaluation for the board and its
subcommittees andalting attention to the performance of each individual director.
Furthermore, the Combined Code called for the independence of the board, arguing that in
larger firms, half of the board should be comprised of independenexemutive directors

(FRC, 2003).

In June of 2006, the FRC published a new edition o€inmabined Codéhat highlighted three

major changes. As péfallin (2016), these changes were made (i) to allow the chairman of a
firm to serve as a member of the remuneration committee, wieen®bld be considered an
independent chairman on appointment, (i)
appointment forms, which would allow shareholders to withhold their votes and (iii) to
encourage firms to disclose on their websites all detaitgerning general meeting proxies,
where votes would be taken via a show of hands.

In June of 2008, the FRC issued another new edition ofCthrabined Codethis time
highlighting two main changes. These changes would (i) permit an individual to chrair mo
than one firm operating in the FTSE 100 and (ii) allow the chairperson of a company to sit on
the audit committee, if on appointment he or she was considered to be independent (this applied
to all firms listed outside the FTSE 350) (Mallin, 2016).

In response to the financial crisis of 20@D08, Sir David Walker carried out an independent
review of the governance practices of the banks and other financial institutions of the UK
(Walker, 2009). The ensuiryalker Reviewvas published in November of 20808d contained

39 recommendations concerning various aspects of corporate governance, including the
composition and qualifications of corporate board members, the functioning and performance
assessment of the board, communication with institutional ingegtal their engagement with

investee firms, the governance of risk, recommendations related to the role of the remuneration
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committee and the disclosure of the remuneration packages of executive directors (Mallin,
2016).

In 2010, the FRC published thdK Corporate Governance Codgrmerly known as the
Combined Codg . This wupdated code demonstrated a
corporate governance evolution and incorporated some of the recommendations made by the
Walker Review (Mallin, 2016). Accordinto Mallin (2016), the UK Corporate Governance
Code retained the oO6comply or explainbdé approas
I n an effort to enhance a firmds risk manage
be explained, and a quorate board should be held responsible for any risk it is willing to
undertake. (ii) Performaneaelated pay should be aligned with the ldegm interests of a firm

and with its risk system. (iii) To increase the accountability of the directors gittitige boards

of FTSE 350 firms, such directors should beslected each year. (iv) New principles related

to the leadership of the chairman of a board should be established, and the responsibility of
norrexecutive directors to provide constructive delratbe boardroom should be defined. (v)

New principles related to the composition and appointment of board directors should be
created, and firms should consider appointing directors with diverse characteristics (for
example, members of both genders). Afmhklly, (vi) a chairman should hold regular
development reviews for each director, and firms listed in the FTSE 350 should conduct
external evaluations every three years in an effort to enhance board performance and to identify

a boardés sdkmessesgt hs and we

It is important to note that this code included one schedule to explain various principles related

to the engagement of institutional investors within their investee firm$-@€g2012). This

schedule has since been deleted and incorporaedhmUK Stewardship Codevhich was

published in 2010. ThetewardshipCode aimed to enhance engagement between institutional

investors and their investee firms and attempted to explain the best methods of engagement.
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The FRC revised th&tewardshipgCodein 2012, the result of which is discussed in detail in the
following chapter.

The FRC published a revised version of the€ Corporate Governance Coae2012; among

the included changes were the recommendations that (i) firms listed in the FTSE 350 should
put out external audits for tender at least once every ten years in an effort to ensure high quality
standards, (ii) audit committees must disclose to shareholders how they have fulfilled their
responsibilities and must release their assessments ofabdedits, (iii) boards must ensure

t hat annual reports and account s ar e under
performance, (iv) companies must disclose their policies regarding board diversity and (v)
companies are required to disclose the redsoany noncompliance with certain provisions

of the code (see Mallin, 2016). In 2014, the FRC issued further revisionsud tGerporate
Governance Codesuch changes were related to the three main topics of risk management,
remuneration and sharehotdmgagement (see Mallin, 2016).

Due to the lack of representation of female directors inlUKst ed firms, t he U
Government invited Lord Davies to assess the situation, calling on him to identify the barriers
that prevented female directorin joining UK-listed firms and to issue recommendations
aimed at enhancing the representation of women on corporate boards (Mallin, 2016). The
ensuingivVomen on Board®port, also known as tlizavies Reportwas published in February

of 2011 and providedeseral recommendations. The report called on the chairmen of FTSE
350 companies to disclose how many women would be targeted to join their boards in 2013
and 2015. Furthermore, the Davies Report argued that the boards of FTSE 100 companies
should aim for aboard composition that was, at a minimum, 25% female. The quoted
companies were also requested to disclose in their annual reports the percentage of females
sitting on their boards, the number of females holding senior executive positions and the

number 6 female employees serving within the company (Davies, 2011). Following the
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publication of the original reportos recomme
to assess the compliance of Uikted firms. The latest review was completed in 2018 an

showed that the number of female directors in FTSE 350 companies has almost doubled over
the figure that was recorded when the report was initially issued in 2011 (Davies, 2015). This

new figure of 23.5% is considered to mark good progress towardscthremended target of

25% female representation by 2015 (Mallin, 2016).

It is also worth noting that in order to increase the representation of womenlisteiKfirms,

the government appointed Sir Philip Hampton (chairman of GlaxoSmithKline plc) to lead an
independent review in February of 2016; this review aimed to promote greater female
representation among the executive positions of FTSE 350 companiesdze81@GithKline,

2016). Figure 3.7lustrates the development of corporate governance in the UK.
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Figure 3.7 The development of major corporate governance codes in the UK.
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3.8.6. Corporate Governance in the US

In the US, the development of a corporate governance system has included reforms that are
different from those pursued by other countries. AdMmdlin (2016), in contrast to the national
codes of many other couigs, the US lacks a definitive set of corporate governance codes, as
each state has the authority to establish its own laws and regulations. Additionally, the
corporate governance regime is oriented towards a hard law system that is regulated by
inflexible legal statutes and mandatory regulations; this system stands in contrast to the
voluntary British approach (Tricker, 2015). As a common law country, the US federal
governmen? is responsible for issuing corporate laws regarding auditing and disclosure
requirements as they apply to public firms (Fleckner and Hopt 2013; Tricker, 2015). The US
corporate governance system subscribes to a unitary board structure that is subject to the
dominance of independent outside directors. Furthermore, the listing regniseaf the US

Stock Exchange also mandate the establishment of audit, remuneration and nomination
subcommittees of a corporate board (Tricker, 2015).

The US has a welleveloped market with a diversified shareholder base that includes
institutional invesors, financial institutions and individuals (Mallin, 2016). Due to the large
number of publicly traded firms and the widdlgld ownership structures of many US
companies, the American financing system has been described as-outsitgrketbased
(Fleckner and Hopt, 2013). Furthermore, many sources of private and public financing are
available in the US for both debt and equity purposes, and public markets drive many of the
regulations concerning corporate governance issues. According to Fleckner ar{d@iap,

US firms have significant influence over the corporate governance system cfuthiy,

which can be summarised as encompassing the following three features: the separation of

10|n the US, such matters are predominantly the responsibility of the Securities and Exchange Commission (SEC)
(see Tricke, 2015).
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ownership and control, the heightened role of institutional invesaads the political
significance of ownership structures (Fleckner and Hopt, 2013). First, in firms wherein the
ownership structure is dispersed, there is no large shareholder population to monitor the actions
of management. In these cases, if managerssmesua f i r més resources, st
|l osses and receive insufficient gai ns. Ther
regulations are formatted in such a way that balances the costs and benefits of such a system,
and monitoring techniquese developed to protect shareholders from this separation (Fleckner
and Hopt, 2013). The second aspect of the US corporate governance system involves the
ownership structures of Uased public firms. As per Fleckner and Hopt (2013), for most of

the twenteth century, the ownership of listed firms was dominated by individuals. However,

in the last few decades, such ownership has shifted, with more firms being controlled by
institutional investors such as pension funds, insurance companies, private ieositsrfd

hedge funds (Fleckner and Hopt, 2013). In the past, shareholders preferred to sell their shares
rather than attempt to influence their investee firms, thus exercising the exit option rather than
the voice option. However, due to the advent of darmstitutional investors (especially
pension and hedge funds), the voice option has become preferred and is more often exercised
by modern shareholders (Fleckner and Hopt, 2013). The thirddbttet US system concerns

the political voice of shareholdg in particular following the corporate scandals of 2001. In
response to these scandals, a quick federal response was issued in the forBadiahes

Oxley Act of 2002 This swift response also highlighted the importance of shareholder
protections.

As mentioned above, the US has no definitive corporate governance code like those issued by

various other countries. However, prior to the issuance @dhganexley Actof 2002, the
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Business Round Tabfeintroduced several corporate governance codes beginning in the
1970s. According tédguilera and Cuerw@azurra (2004, he USb6s first cor pol
code was published in 1978 by this organisation. This code was naéheedrole and
Composition of thdoard of Directors of the Large Publicly Owned Corporatemd was

based on the voluntary approach (The Business Round Table, 1997). Following the publication

of this code, the Business Round Table published several other protocols, including the
(tatemat on Corporate Responsibildy i n 1 $tatdment bnhCerpodate Governance

and American Competitivenédgsn 1 9 9 0 , Statemedt ort Coorafe Governabaoe

1997 (The Business Round Table, 1997). The latter statelighlighted three main topics:

the function of a board, the structure and operation of a board and stockholder meetings (The
Business Round Table, 1997).

The passage of both tl&arbane©xley Act (2002) and theNew Yor k St ock Exc
(NYSE) Corporate Governance Rulg2003) served to improve the structure of national
corporate governance in the US (Mallin, 2016). In response to the financial scandals of Enron,
Worldcom and Global Crossifgwhich occurred due to the existence of close relationships
between companies arnideir external auditors (Mallin, 201®)the US Congress agreed to

amend some of the NYSE Listing Rules in what became known &athene®xley Act

This act described many practices thatligg&d companies should be compelled to implement.
Importantly,the act required that chief executive officers and chief financial officers certify

that quarterly and annual reports, which are filed using th@,11BK and 20F forms, are (i)

in compliance with securities law and (ii) present a clear picture ahafis f i nanci al p
Furthermore, the Sarban@xley Act aimed to strengthen the independence of auditors and of

a corporate boardés audit subcommittee. To t

1 The Business Round Table is a national organisation that expresses its authoritative voice on matters related to
large corporations in the US; this group is keenly interested in increasing awareness of corporate governance
practices (Th&usiness Round Table, 1997).
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establish audit committees comprised soldlynolependent directors; additionally, the act
required that at least one member be a financial expert. The act also decreed that all relevant
information must be disclosed. Additionally, the act requested that all auditors of both US
based and overseasnfis register with the appropriate regulatory body, the Public Company
Accounting Oversight Board (PCAOB) (Mallin, 2016).

In November of 2003, the Securities and Exchange Commission (SEC) agreed to approve new
rules on corporate governance. These new raill@ed to strengthen corporate governance
standards for listed firms and were intended to enable directors, officers and employees to
operate more effectively (Mallin, 2016). Moreover, the new rules enabled shareholders to
monitor their cceangaleviate anyincidences$ af conpaate collapse. The
NYSE rules further required that a majority of directors be independent and provided details
regarding the type of figure that could be considered as suchmidnagement directors were
required tameet regularly and without the executive directors being present. Furthermore, the
rules mandated the formation of the three key subcommittees and stated that each should be
comprised only of independent directors. Additionally, the SEC recommendelgtipatrpose

and annual evaluations of each committee be disclosed. According to these new rules,
companiesshould implement these corporate governance guidelines and disclose their
practices on the company website, along with the makeup of each commiiée, (R016).
Furthermore, the US system boastrious distinctive features, including ttizelaware
General Corporation Laywvhich provides companies incorporated in Delaware with various
benefits, and thEmployee Retirement Income Security Act of JERISA), which mandates

the activism of pension funds to vote their shares (see Mallin, 2016; Solomon, 2013). Over the
years, the Delaware Law has become the most predominant system in the US. Mallin (2016)
stated that the Delaware approach is consideredeto 6 company fri endl yo6;

companies listed in the NYSE are entitedegister in Delaware in order to take advantage of
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the statebs flexible approach. The main goal

directors with the authdy to establish corporate policies and objectives whilst operating
within the context of fiduciary duty (Mallin, 2016). Furthermore, this law demarioied
various requirements be abided, to include the protection of minority interests. Because the
Delawae Law has fewer procedural requirements as compared to other state laws on the books
in the US, the state attracts many-lisfed companies (Mallin, 2016). Another notable facet

of the US corporate governance system involvesEfRESA. According to this et, private

pension funds are compelled to vote the shares that they hold domestically as well as those that
they hold internationally. Furthermore, this act decreed that if a pension fund intends to
purchase overseas shares, a-besiefit analysis mustebconducted in order to assess the
viability of voting those shares (see Mallin, 201Bi)gure 3.8 demonstrates the development
ofUS s maj or cor por ataetsggidebnesr nance codes and
Regarding the gender diversity of corporate boards, tlée 48 the UKd has no mandatory

guota system. However, several organisations across the country have established various
targets regarding the representation of females on corporate boards. For example, the Thirty
Percent Coalition recommended that by 2015, 30%ogporate board directors should be
female. Furthermore, The 30% Club has advocated that 30% of corporate board seats should
be held by female directors (Deloitte, 2015). Additionally, the Organisation of 2020 Women
has focused on achieving a target o#@2@male representation on the boards ofligted

firms (see Deloitte, 2015).
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Figure 3.8 The development of major corporate
governance codes/Acts in United States
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3.9. The Germanic Corporate Governance System

The German model is characterised by the involvement of numpeastisipants, including
shareholders, management teams, banks, employees, suppliers of goods and customers
(Moerland, 1995). Most of the countries that employ this ntbdstluding Germany, the
Netherlands, Switzerland and Aus&ifiave adopted a twilered system compromised of a
supervisory and a management board (Weimer and Pape, 1999). The role of the supervisory

board is to advise and direct the management board, though it also has the authority to appoint
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and dismiss members of that board. AccordintheoGerman model, employees are allocated
seats on the supervisory board; companies with more than a certain number of employees
(typically 500 or 2000) are recommended to allocatethimd or onehalf of the supervisory

board seats to representativesh&femployees.

3.9.1. Corporate Governance in Switzerland

Swiss firms generally follow a unitary board model. However, due to the flexibility of Swiss
corporate law, companies also have the right to adopt diéwesl board structure (Fleckner

and Hopt,2013). According to Ruigrok et al. (2007), a large number of Sheiesl firms are

owned and controlled by their founders or t
model s adopted by other European c oowarate i e s,
governance system is relatively low. Prior to 2003, S¥igssd firms were not required to

publicly disclose their corporate governance practices, with the exception of those companies
owned by parties whose ownership levels exceeded 5%; misstances, the names and
details of the companyés officers had to be
al so argued that despite Switzerlandbds high
influence over f i s nwkidh coma vegugtiech asnfdallows. ¥Fisstt rrost
Swisslisted firms are, on average, under the control of family owners (Ruigrok et al., 2006).
Second, Swiss firms have the flexibility to pursue one of several means of achieving anti
takeover objectivessuch as the issuance of different types of shares (Ruigrok et al., 2006).
Third, as large creditors, Swiss banks can influence firms in various ways; for example, they

can promote their own representation on corporate boards or utilise the votingsayitisted

with depositary shares (Ruigrok et al., 2006). Fourth, the passivity of Swiss pension funds
allows them to own small amounts of shares; this is due to their mewes of ownership

within individual firms (Ruigrok et al., 2006).
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Swi t z efirst crpadae governance code, Bwwiss Code of Best Practice for Corporate
Governancewas initiated by economiesuissm 2002 in collaborationvith the Swiss Stock
Exchange (Eonomiesuisse, 2002). The code was based on a system of voluntary caanplianc
and was designed specifically for Swisted firms. This Swiss code provided several
recommendations with regard to shareholders, boards of directors, executive management
teams, auditing practiseand disclosure requirements@Bomiesuisse, 2002).Vé years later,

in response to further discussion about the remuneration of directors and executive team
members, economiesuisse decided to revise the previous code and publish ten
recommendations related to the remuneration difectors and senior manager
(Economiesuisse, 2008). The most recent version of this code was published in 2014 and
incorporated changes to the guidelines with regard to risk management and the social
responsibility of firms. This revised code also recommended various changes to the
composition of corporate boards, suggesting, for example, that both geademesented on

such boards (Ebnomiesuisse, 2014). It is worth noting that the corporate governance code of
Switzerland has retained the same name since its 2004 initigigume 3.9demonstrates the

devel opment of Switzerlandds major corporate

Figure 3.9 The development of major corporate
gu
governance codes 1n Switzerland

Swiss Code of Best Practice for
Corporate Governance, 2002 (revised

in 2008 & 2014)

12The Swiss Business Federation.
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3.10. The Latin Countries Model

Predominantlypracticed in France and ltaly, the Latin governance model lies somewhere
between the Angk&axon andsermanic systems (Weimer and Pape, 1999). Shareholders in
Latin systems are much more influential than are those in German systems, but not as powerful
as those operating in AnglBaxon countries. With regard to ownership structure, Latin
countries typicdy embrace financial holding, cross shareholding, and governmental and
family control (Moerland, 1995). As compared to Italrance enjoys somewhat diverse
schemes in terms of ownership; for instance, Italian banks are not allowed to hold securities on
behalf of a business, while in France, corporations and their subsidiaries may hold one
anotherés voting rights (De Jong, 1989) . Fr
which resulted in the government taking ownership of a majority of shares anedyvof
corporations; however, the privatisation measures implemented in France since that time have

served to reduce government ownership in many companies (Weimer and Pape, 1999).

3.10.1. Corporate Governance in Belgium

Belgian firms traditionally addpa unitary board structure, though a ttiered system is also

allowed (Fleckner and Hopt, 2013; Mallin, 2016). According to Fleckner and Hopt (2013), the
ownership structures of Belgidisted firms are characterised as concentrated in comparison

to thog of Uus fir ms. Bel gi umds ownership conce
individual shareholders and holding companies who hold a large number of shares in various
companies t hi s enables these players tonthenf |l uen
firms that they own. Moreover, family ownership is also present and is often exercised via
holding companies. Furthermore, institutional investors have recentlygutnvestments in

Belgian firms; thus, the state exercises ownership only irtbréterm and rarely holds equity

for long periods (Fleckner and Hopt, 2013).
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Bel giumds first corporate governarCorporaeode Ww:e
Governance for Belgiahisted Companie§Solomon, 2013), was established by the Belgia
Commission on Corporate Governance under the chairmanship of Daniel Eofthencode
contained two sets of recommendations for Belgisted firms, though it did not discuss the
enforcement of these rules. These recommendations highlighted theth@eofporate board

and its key subcommittees and discussed their responsibilities and desired composition. This
code further recommended that companies provide information about their members, activities
and relationships with dominant shareholders. Megeathis code suggested that companies
should disclose information regarding the subcommittees that were formed to assist the board
in fulfilling its duties; additionally, companies should release materials conceh@ndyties

and composition of thes@mmittees (Commission on Corporate Governance, 1998). Due to
demand for the development of governance guidelines that aligned with European and
international recommendations, the Banking, Finance and Insurance Commission, Euronext
Brussels and the Fedexti of Belgian Enterprises formed a commiftee h &elgién
Corporate Governance Commitféeto accomplish this task. The committee developed a new
version of the code, titled thBelgian Corporate Governance Cqdehich was published in

2004. As with other issued codes, these guidelines were flexible and applied a voluntary
compliance approach. This updated code outlined nine main principles and dnclude
recommendations on the adoption of clear governance structures, the function and
responsibility of the corporate board, the formation of specialised committees and the
disclosure of corporate governanpeactices(Belgian Corporate Governance Commitiee
2004). Following the publication of this update, @erporate Governance Commitregeived
suggestions and comments from several individuals and institutions in light of the recent

financial crisis; therefore, in 2009, the Committee published a new version of the code, entitled

B This code is well known as the Cardon Report (Solomon, 2013).
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The 2009 Belgia Code on Corporate Governancg&his revision retained the same nine
principles, though it included various changes pertainirthecseparation of the roles of the

CEO, the board chairperson and the corporate board; furthermore, this revision emphasised
executive remuneration. It is also important to note that this code provided recommendations
regarding female representation on@@elu més cor por ate boar ds; whi
thatcompaniesonsider women when nominating members to their corporate boards, specific
targets were not establishd8le{gianCorporate Governance Committ&909. Notably, the

chairman of theBelgian Corporate Governance Committescently anounced that another

revision of the code will be published in 2017 in order to accommodate new regulations that
have been issued since 2009 at the national and European |Bedigarf Corporate
Governance Committe2017. Figure3l10d e monstr ates the devel opmel
corporate governance codes and guidelines.

With regard to gender quota recommendations, Belgium passed legislaB@hlirthat was

aimed at promoting the increased representation of women on the corporate boards of firms
regulated by the capital market. According to this quota legislatior, dné r d of a f i rm
members must be of a gender that is different frorh dhéhe other twehirds; large firms

must reach this quota by 2017, while medium and small firms have until 2019 to accomplish

this goal (Deloitte, 2015).
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Figure 3.10 The development of major corporate
governance codes in Belgium.

Corporate Governance for Belgian
listed companies, 1998

Belgian Corporate Governance
Code, 2004

The 2009 Belgian Code on
Corporate Governance, 2009

3.10.2. Corporate Governance in France

The French legal system is based on a model of civibladvprovides relatively low levels of
protection to minority shareholders (Mallin
adopts an approach that may be best characterised as being closer to the insider than the
outsider, as the ownership structuoég-rench firms are controlled by the state, institutional
investors and individuals (Mallin, 2016; Solomon, 2013). As far as board structure is
concerned, French companies typically utilise a unitary board system, although some may
choose to adopt a twieered system (Mallin, 2016).

The most important corporate governance codes in France were issued by two French business
organisations, thAssociation Francaise des Entreprises Prive&SEP) and théVlouvement

des Entreprises de FrangMEDEF). France inially issued two corporate codes of best

practice in order to promote t h¥enatRaportfir yods ¢
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issued in 1995, and théenot Report || published in 1999 (see Mallin, 2016; Fleckner and

Hopt, 2013).

Following the Enon collapse, another corporate governance code was issueoubmn

Report named after the chair of the working group, Daniel Bouton, president &fottiété

Genéralé The report was published in October of 2002 and consisted of three parts (Mallin,
2016). The first part outlined further improvements to corporate governance practices and
highlighted the desired role and characteristics of a corporate board; the second part presented
various recommendations aimed at strengthening the independenceitoigtatditors; and

the third part was allocated to a discussion of financial standards, accounting standards,
practices and the means of achieving these benchmarks (Mallin, 2016).

The first segment of thBouton Reportadvocated that in widellgeld compaies with no
controlling shareholders, half of all corporate board seats should be held by independent
directors. The report also recommended that companies establish three key subcommittees:
audit, compensation and nomination. The report also maintaiaedvttrthirds of an audit
commi tteebdbs members ought to be independent
commi tteebs members should be independent di
should include the chair of the board as a memmbhe report also highlighted the importance

of board evalwuation and recommended that a
assessmertf its operations, with the assistance of experienced consu{mison, 2002).

The report also suggested tisach evaluation be performed at least once every three years;
additionally, sharehol ders should be notifi
annual report (Bouton, 2002).

In October of 2003, all three previous reportdeqot | Vienot Il and Boutor) were
consolidated by the AFEP and the MEDEF into a single repbd,Corporate Governance

Code of Listed Corporation#roviding a set of principles of corporate governance based on
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the three previous reports, this combined report came dedred the most significant set of
recommendations concerning corporate governance in France (Fleckner and Hopt, 2013). This
code covered many features related to boards of directors, independent directors, board
evaluation, meetings of the board and of kebcommittees, director compensation and the
formation and actions of key board subcommittees (audit, compensation and nomination)
(Fl eckner and Hopt, 2013) . This code was fo
approach and thus recommended tlmahganies clarifywhich recommendations have been
adopted. Following the publication of this combined report, the AFEP and the MEDEF issued

two reports in 2007 and 2008 concerning the compensation of the executive directors of listed
companies.

In Decembepf 2010, the AFEP and the MEDEF published another joint recommendEtien,
Corporate Governance Code of Listed Corporatan®@ ncer ni ng womends rep
corporate boards. This recommendation suggested that Hrstech companies attain a

specified quota in the subsequent years; for instance, companies were required to achieve a
20% female presence on their boards within three years, with a target of at least 40% female
representation within a period of six years either from the date of the recominat i on & s
issuance or from the first trading date on the regulated market, whichever was later (AFEP and
MEDEF, 2010).

The final amendment dthe Corporate Governance Code of Listed Corporatias issued in

June of 2013. This revised code recommendadth compani es establi sh a
up to seven members. The main responsibility of this committee would be to coordinate with

a board in order to monitor and assess its compliance with the principles put forth in the code.

If a company were to flato adhere to any specific recommendation of the code without
providing adequate justification, such actioand an explanatié should be disclosed in the

annual report. The amendment also included a strict recommendation regarding the
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remuneration of exaitive directors; the remuneration packages of executive directors were to

be presented at the shar eh AFBRRanGMEDEFN201B)a | gen
Furthermore, the code embraced r ei nf or ced o6écomply and expl al
tha companies provide a detailed explanati on
recommendations (AFEP and MEDEF, 201Bigure 311 illustrates the development of
Franceds major corporate governance codes an
It is also worth noting thteFrance has issued quota legislation regarding gender diversity in an

ef fort to enhance womends representation on
reinforced in 2014, this law stated that both genders must have 40% representation by the
beginnng of 2017. This quota legislation was applicable to (i) listed firms whose shares are
traded in regulated markets and (ii) listed and unlisted companies whose revenues or total assets

e x ceed anandwhohavd reétained at least 500 employees fee ttwnsecutive years

(Deloitte, 2015%.

4 Starting in2020, his legislatiorwill also apply to firms whose totalimber oemployees exces@50 (Debitte,
2015).
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Figure 3.11 The major development of corporate
rovernance codes in France.

Vienot I
Report, 1995

Vienot II
Report, 1999

Bouton Report,

2003

 J

he Corporate Governance Code
of Listed Companies, 2003
(revised in 2010 & 2013)

3.10.3. Corporate Governance in Italy

Italian firms traditionally adopt a ortéer board structure, although a ttiered arrangement

is also possible. The Italian governance system is distinctive, insofae@sires the formation

of a board of auditors (Mallin, 2016). Iltaly
system category, as widespread family or caassapany ownership is prevalent (Solomon,

2013)°. In contrast to other insider corporagevernance modeadssuch as that of Germany,
forexampld banks have no maj or -financitlliste@fints éMelsanelr |1 t a
Gaia, 2011). In fact, one of the main concerns in Italy involves the power of blockholders.

These blockholders are alile extract the benefits of their control at the expense of small

15 Roughly two-thirds of Italian-listed firms are famil-owned (Bianco et al2015).
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investors, who in Italy enjoy relatively poor protections as compared to those afforded by other
Anglo-Saxon governance systems (Mengoli et al., 2009).

Il talyds first ¢ owapioitiated bgBorgadtali@andhpabtishesl in A 999 as

the Preda Code of Conducthis code provided recommendations concerning several aspects

of governance, including the composition of corporate boards, the establishment of key
subcommittees, the indepdence of board members and the role of the CEO and board chair
(Mallin, 2016). This report presented a voluntary approach and required listed firms to disclose
their degree of compliance. In 2002, a second edition of the code was Rmdsd2covered

a wide range of corporate governance issues, including the role and composition of corporate
boards, the independence of directors and the chairman of the board, the information to be
provided to the corporate board, the release of confidential inform#tememuneration of
directors, internal controls, transactions with other parties, relations between institutional
investors and other shareholders, shareholder meetings and the membership of boards of
auditors (Mallin, 2016).

In 2006, aiming to take into account changes to international corporate governance practices,
Borsa Italianapublished a new corporate governance code to replace those that were issued in
1999 and 2002 (Borsa lItalia, 2006). According to Mallin (2016), this version contained content
that was similar to that of the previous codes, though it highlighted new recatations
related to external directorship | imits, a
of a lead independent director, internal control of the firm and the promotion of shareholder
activism via the exercise of shareholder rights. Variwssions to this code were made in
2011, 2014 and 2015, with a particular emphasis placed on remuneration policies (Mallin,
2016).Figure312d emonstrates the devel opment of 11tal

and guidelines.
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As far as gender divsity is concerned, Italy mandated a gender quota for listed firms in 2011.
The regulation, which came into effect in 2012, required thatlure (or onefifth during the

first term) of board seats be held by the less represented gender (Bianco &6al., 20

Figure 3.12 The Major development of corporate
governance codes 1n Italy.

Report & Code of Conduct
(The Preda Code), 1999

Corporate Governance Code
(Preda 2), 2002

orporate Governance Code;
2006 (revised 2011,2014 and
2015)

3.10.4. Corporate Governance in the Netherlands

In the Netherlands, the corporate governance system adoptgiareedboard system (Mallin,
2016). The corporate governance system of this country allows employees, through the works
of a coundi to be involved in the appointment processes of the supervisory board (Fleckner
and Hopt2013). As compared to that of other European countries, ownership concentration is
considered to be the lowest, as more than 70% afcthetryd s t o t aabitalmwasrowned

by overseas investors in 2007 (Fleckner and Hopt 2013).

The first report on corporate governance in the Netherlands was published in 1997 by the
Committee on Corporate Governance. This report, Reeommendations on Corporate

Governancen the Netherlandswas also known as theeters ReporgSolomon, 2013). The
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Peters Report included some 40 recommendations that highlighted several main areas of Dutch
corporate governance, including the composition, duties and remuneration of both the
supervisory and management boards (Corporate Governance Committee, 1997). Following this
code, and in an attempt to enhance and inspire transparency and to increase the accountability
of listed firms in the Netherlands (Akkermans et al., 2007), the Corp@aternance
Committee, which was drawn from several organisations in the Nethetfategeloped
another code in 2003 entitl¢ke Dutch Corporate Governance Cadmmmonlyreferred to

as theTabaksblat CodeThis code was divided into five sections, whicbncerned (i)
compliance with and enforcement of the code, (ii) management boards, (iii) supervisory boards,
(iv) shareholders and the general meeting of shareholders and (v) the auditing of financial
reporting (Corporate Governance Committee, 2003). BB82the code was revised by the
Corporate Governance Committee based on numerous recommendations (this revision utilised
the same namé he Dutch Corporate Governance Codi is important to note that this
revision called on companies to consider boaemimers with respect to age and gender
diversity when making new appointments to supervisory boards (Corporate Governance
Committee, 2008)Another revision to this code was conducted in 2016 in an effort to reflect
legislative changes made since 2008. Feg®l 13 demonstrates the development of the major
corporate governance codes and guidelines of the Netherlands.

With regard to quotas for female representation, the Dutch Management and Supervision Act
provided a nommandatory gender diversity quota in 30ivhich applied to both listed and
nontlisted firms. According to this act, supervisory and management boards were expected to
be comprised of a minimum of 30% of each gender by 2016, with the outstanding 40% to be

determined by the company (Deloitte, 3.1

1% |ncludng Euronext Amsterdam, the Netherlands Centre of Executive and Supervisory Directors, the Foundation
for Corporate Governance Research for Pension FundsAstbeciation of Stockholders, the Association of
Securitieslssuing Companies and the Confederation of Netherlands Industry and Employers.
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Figure 3.13 The development of major corporate
governance codes in Netherlands.

ecommendations on Corporate
Governance in the Netherland
(Peters Report), 1997

The Dutch Corporate Governance
Code (Tabaksblat Code), 2003

he Dutch Corporate Governance
Code, 2008 (revised in 2016)

3.10.5. Corporate Governance in Spain

The legal system of Spain is based on civil law, anaddumtryhas a relatively small number

of firms as compared to the US and the UK (Fleckner and Hopt 2013). Additionally, the
Spanish governance system adopts a unitary board structure (Mallin, 2016). According to
Fleckner and Hopt (2013), the ownership structufeSpanishlisted firms is highly
concentrated and controlled by rfimancial companies, financial institutions and family
owners.

The first selfregulation recommendation on corporate governance in Spain was published in
1996 by t he Ma mdrig and thé Assdéiation lofeSpanish Bidinessmen. This
report, The Report of t he Marecamgnendeddhat@averat ideas aod Ma
proposals be adopted in order to allow corporate boards to function more effectively-(Lopez
Iturriaga and TejenaGaite 2014). In 1997, the Ministers Council of the Spanish government

established another commission in order to develop an ethical code that the corporate boards
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of listed firms were to voluntarily follow (Lopelturriaga and Tejerin&aite 2014). In 998,

the commission issued its report, known as@higencia Reportthis report considered the
ownership structure of Spanish firms and presented various recommendations concerning the
protection of minority shareholders. Overall, the recommendatiotiseddlivencia Report
appeared similar to those of the Cadbury Report published in the UK (liopeaga and
TejerinaGaite 2014).

With 23 recommendations in total, tf@livencia Reporthighlighted the importance of
corporate board composition (arguiat nonrexecutive directors should be in the majority)

and the establishment of key subcommittees (such as audit, compensation and nomination
committees) to assist the board in fulfilling its duties. The report also stated that a board should
include betwen five and fifteen directors; it further suggested an age limit with regard to
corporate board directdtoopezIturriaga and Tejerin&aite 2014)Roughly two years after

the publication of th®livencia Repottthe Council of Minsters approved the esttbhent of
another commission, formed to focus specifically on the enhancement of transparency and
security in Spanish capital markets (Lopgtrriaga and Tejerin&aite 2014). Issued in 2003,

the resultingAldama Reportwas largely in line with its predessor, though it placed a
particular emphasis on the obligation of companies to provide full records of their corporate
governance systems, which were to be disclosed annually. Furthermore, as indicated-by Lopez
Iturriaga and Tejeringaite (2014), bothaports reflected certain issues that were of concern

to the Spanish legislature at the time of their issuance. Following the publicatiotddahea

Report the Ministry of Economics called on thidational Securities Market Commission
(CNMV) to form a template that listed firms could use as a benchmark when reporting
compliance with corporate governance recommendations (up to 2003). To this end, the
government established another group to assist the CNMV and also to consider thesprincipl

issued by the Organisation for Economic Cooperation and Development (OECD), the
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recommendation®f the European Commissiocand the Recommendations on Corporate
Governance for Banking Organisations, which were approved by the Basel Committee on
Banking Sipervision.

The group completed its work in May of 2006 and published a report eftiteednified Code

on Good Corporate Governancahich consisted of 58 voluntary recommendations for
SpanisHisted firms. This code primarily focused on the compositibcorporate boards (size

and directorsé independence), annual di scl o
auditing of financial statements. The code also considered various new topics, such as the
promotion of gender diversity on corporate boaassl their key subcommittees and the
promotion of transparency with respect to board compensation. Furthermore, the code
recommended that firms justify their level of compliance within their annual refhapez

Iturriaga and Tejerin&aite 2014)Thecodevas | at er amended in 2013,
recent corporate governance code, issued in 2015, contained several changes to the updated
(2013) Unified Code, including recommendations concerning corporate social responsibility
(CNMV, 2015).Figure3.4il | ustrates the devel opment of Spi.
codes and guidelines.

Moreover, in 2007, Spain passed a voluntary law related to the representation of women on the
corporate boards of its listed firms. This regulation required that eadeigenjoy at least 40%

representation by 201®é¢€loitte,2015).
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Figure 3.14 The major development of corporate
governance codes in Spain.

The Report Managers’ Circle
of Madrid, 1996
@e Olivencia Report, 1@
@c Aldama Report, 20@
he Unified Code on Goo
Corporate Governance, 2006
(revised in 2013)
Good Governance Code of
Listed Companies, 2015

3.11. The Nordic Governance Model

Distinct from the AngleSaxon and continental (German and Latin) models in various ways,
the Nordic corporate governance system is essentially regarded as a modified version of the
German model, with a strong emphasis placed on aligning the interests of the na&ragem
team and the owners of a firm (Piekkari et al., 2015). Fleckner and Hopt (2013) argued that
Nordic (Scandinavian) countries have two special aspects that should be highlighted. First,
Nordic firms all regularly update company statutes to include matteporate governance
practices, which are regulated via 6comply
capital markets have become increasingly integrated. A high number cboroes mergers

in Nordic countries have led several compatwele listed in multiple stock exchanges. This

also leads to a kind of harmonisation with the various rules and requirements of stock exchange

93



listing practices in these countries. Additionally, as in the German model, the corporate
governance systems obhidic countries (excluding Finland) allow employees to be represented
on corporate boards. This implies that these countries also consider it impopetetd the

rights of other stakeholdeo$ a company.

3.11.1. Corporate Governance in Denmark

The orporate governance system in Denmark falls somewhere between an insider and an
outsider system; controlling shareholders exist to some extent, and shareholder protections are
enshrined in law via the presence of varying degrees of voting rights foredifidasses of
shares (Solomon, 2013). Denmarkos ownership
and the UK, as foundation ownership structures are codirgMallin, 2016). In fact, roughly

19 of the largest 100 firms in Denmark enjoy foundat@mership and control (Solomon,

2013). Additionally, there is a substanteahount of ownership by institutional investors in
Denmark; such systems represent approximately 35% of the Danish market capitalisation, thus
indicating a significant level of cogpate governance for institutional investors (Mallin, 2016).
Moreover, the dual board structure is dominant and, as provided for in the Danish Companies
Act, the majority of supervisory board members are elected by company shareholders during
the AGM (Fleckner and Hopt, 2013). Furthermore, the employees of a company also have the
opportunity to elect supervisory board members; this practice applies to all companies whose
number of employees exceeds 35. This mmplie
was originally created to protect a wide base of stakeholders, to include employees, society,
and creditors who are not shareholders (Rose and Mejer, 2003). Moreover, due to the
predominance of foundation ownership, companies in the Danish system atgbjeat to

hostile takeover activities, as are firms located in countries that employ the @axgbem model

17 A foundation is degal entitywhereinno ownershave beemstablished to contrallarge number of shares in a
paricular companyshares areften donated by the company or family founder (Mallin, 2@domon, 2013).
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(Solomon, 2013). However, the combination of recent attempts to improve corporate
governance practices in Denmark and the integration of globidlcayarkets has pushed the
countrybés corporate gover naoriented nodels(fobomon,t owar
2013).

Turning to an examination of the evolution of corporate governance in Denmark, the Ngrby
Committee (established by tlkpenhagen Stock Exchangmiblished its first guidelines on
corporate governancE,he NRBr by Committeebds Report on Cor
in 2001 (Mallin, 2016). These voluntary recommendations were divided ingn s@ain
sections, which concerned: the role of shareholders and the importance of their engagement
with the managers of a firm, the importance and role of stakeholders within a company,
openness and transparency, the responsibilities and tasks of atelumard, the composition

of a corporate board, the compensation of directors and managers of a company and risk
management procedures (Mallin, 2016). The publication of these guidelines in 2001 created
the basis for further development in Danish cormogdvernance. In 2002, an independent
corporate governance committeé@as created by theéopenhagen Stock Exchanigefurther

develop corporate governance guidelines for Daléséd firms and to consider ymeeded
revisions. According to Mallin (2016), this committee was formed because of the influence of
international initiatives such as the US Sarbabgkey Act (2002), the UK Combined Code
(2003) and the EU Action Plan (2003), which called for the dewedmt of company laws and
corporate governance in EU countries. In December of 2003, the committee issued its report,
known as the Ngrby Report (Mallin, 2018) subsequent review of the code was conducted

by the Copenhagen Stock Exchange Committee onoCatg Governance, which resulted in

the issuance of thRevised Recommendations for Corporate Governance in Denifask.

revision primarily focused on recommendations related to disclosure requirements and

18 Known as the Copenhagen Stock Exchange Committee on Corporate Governance.
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compelled listed firms in Denmark to voluntardisclose in their annual reports how they had
addressed these recommendations (Mallin, 2016). Following this update, two revisions were
published in 2008. The first revision was issued in February and concerned the remuneration
of supervisory and executivdirectors, requiring that the remuneration policy of a firm be
disclosed on the company website and in its annual report. The second revision was released
in December and amended two aspects of its predecessor. First, attempting to address issues of
trangarency, the revision called on firms to disclose the details of thehfimamcial
information, i ncluding the gender and age o
supervisory and management boards (Mallin, 2016). Second, in an effort to tackle the
composition of supervisory boards, the revision recommended that the diversity (in terms of
gender and age) of a board should be reviewed regularly (Mallin, 2016).

According to Mallin (2016), the Committee on Corporate Governance revised its
recommendations on corporate governance in 2010; these revisions were made in light of the
Companies Act of 2009, new rules established by the Financial Statements Act andahe Ac
Approved Auditors and Audit Firms and because of various EU Commission
recommendations. The Code was titled R@Eommendations on Corporate Governaacel

included amendments related to the remuneration of directors sitting on supervisory and
manageent boards; it also included recommendations aimed at motivating firms to become
more engaged with their social responsibilities. This same code was revised in 2011, 2013, and
2014, with the last revision including 47 recommendations that highlightedniai@
governance topics, which were: a companyds c
and other stakeholders, the tasks and responsibilities of a board of directors, the composition
and organisation of a board of directors, the remuneratiomasfagement, and financial
reporting, risk management and auditing (see Mallin, 208igure 3.5 demonstrates the

devel opment of Denmarkds major corporate gov
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In 2013, Denmark issued legislation requiring firms to promote eyeequality within their
corporate boardDgloitte, 2015). According to this legislation, equality goals can be achieved

if every company sets its own target and works to ensure that gender equality is taken into
consideration. This legislation was applte to all listed companies, large HAaied

companies and statevned companieeloitte, 2015).

Figure 3.15 The development of major corporate
governance codes in Denmark.

The Nerby Committee’s Report on
Corporate Governance in Denmark, 2001
Report on Corporate Governance in
Denmark, 2003 (Revised in 2005 &2008

Recommendations on Corporate
Governance, 2010 (Revised in 2011,2013 &
2014)

3.11.2. Corporate Governance in Finland

Finishlisted firms mainly adopt a orteer board system, as per Finish governance
recommendations; however, tiered boards also exist and accounted for roughly 22.5% of

all listed firms in Finland in 2000 (see Liljeblom and Léflund, 2006). The ownership structure
of Finish firms is concentrated, with state ownership being a significant factor (Liljeblom and
L6flund, 2006).

With regard to the corporate governance history of Finland, the first corporate governance code

was issued in 2003 as a collaboration between the Central Chamber of Commerce, Hex Plc
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(currently NASDAQ OMX Helsinki Ltd) and the Confederation ihnish Industry and
Employers (currently the Confederation of Finnish Industries) (see Solomon, 2013). This code,
titled the Corporate Governance Recommendations for Listed Comparoesisted of 57
voluntary recommendations that covered 12 aspects wdrgance, including the role and
composition of corporate boards, communication and disclosure practices, the compensation
of directors and external auditing systems. Five yearsatdre Securities Market
Associatiod® was formed in an effort to updatiet existing code; the resultinginnish
Corporate Governance Codeas published in 2008 and consisted of 52 voluntary
recommendations that were largely similar to those published in 2003 (The Securities Market
Association, 2008). Furthermore, it is worthting that this version of the code called for board
diversity in terms of gender, arguing that in listed firms, both genders should be represented on
corporate boards.

In 2009, due to the freshness of the recent financial crisis as well as a need tp devel
regulations related to the compensation of corporate board members, the Securities Market
Association appointed a committee to revise Finish corporate governance recommendations
(The Securities Market Association, 2010). The committee issued its rexadedn 2010,

which retained many of the same recommendations that were issued in 2008. The main aim of
this code was to meet international governance recommendations in order to attract foreign
investors to the Finish market (The Securities Market Aasioa, 2010). Following this
revision, the Finnish codeas again revised in 2015 in order to accommodate national and
international regulatory frameworks that had been developed over the previous five years. This

code included 28 recommendations that cedeeveral issues related to corporate governance

19 Another code was issued in 2006 for disted firms That code was issdéoy a working group that was formed by
the Central Chamber of Commerce of Finland (Finland Central Chamber of Commerce, 2006).

20 Established byhe Confederation of Finnish Industries EK, the Central Chamber of Commerce of Finland and
NASDAQ OMX HelsinkiLtd.
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(The Securities Market Association, 201bigure 3.5 demonstrates the development of the
major corporate governance codes and guidelines of Finland.
In Finland, stat@wned firms are required by lawd¢onsider gender equality when comprising

their corporate boards, unless there are adequate reasons for acting otibereite,(2015).

3.11.3. Corporate Governance in Norway

With regard to an examination of Norwayods ¢
Huse (2011) argued that several important aspects must be understood, such as the history of
the country and its major players. This mainly refers to the fact that Ndraganelatively few

large companies that represent a large percentage afoth@ryd s mar ket capita
similarly, Norway has relatively few very wealthy people. Furthermore, the government and
public organisations are seen as important actors ietnelopment of theountryd s cor por at

governance system. The government of Norway is considered the largest single shareholder,
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