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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 of numerous companiesô 

boards of directors, and of their key subcommittees, listed across the globe. These 

characteristics are related to board attributes (composition, activity, entrenchment and 

busyness) and board diversity (gender, age, nationality and education). Furthermore, this study 

also seeks to investigate the behaviour of institutional investors in improving corporate 

governance by considering different settings, including various economic conditions (pre-

crisis, crisis and post-crisis periods), legal systems and ownership structures. 

Using a sample collected from 15 countries for the 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 practices around the world. This study provides evidence that institutional 

investors promote the enhanced composition 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 evidence is found that institutional investors 

reduce board busyness. The findings also suggest that the role of institutional investors in 

corporate governance is determined by a companyôs institutional environment including the 

prevalent economic condition, the legal system and the ownership structure of the country in 

which it operates. In particular, the findings show that institutional investors play a stronger 

role in the improvement of governance structures during crisis and post-crisis periods than they 

do during pre-crisis times. This result is also applicable to individual board attributes, such as 
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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. Furthermore, the results indicate that they improve governance outcomes in non-

family-owned firms but not in family-owned firms.  

Moreover, this study presents no evidence that institutional investors promote board diversity; 

in fact, this study generally finds no association between institutional ownership and various 

board diversity attributes such as gender, age, nationality and education. However, the findings 

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 post-crisis periods. Furthermore, while in common law countries institutional 

investors are found to be negatively associated with board age diversity, they have no influence 

over board diversity attributes (i.e., gender, age, nationality and education) in civil law 

countries. The results also suggest that the associations between institutional investors and 

board diversity are mixed and insignificant within different ownership structures, i.e. in family- 

and non-family-owned firms. 
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Chapter 1 

1.0 Overview of the Research 

1.1. Research Background and Motivation 

Institutional investors maintain a notable presence in, and exercise growing influence over, 

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; Mallin, 2016). Generally, institutional investors who are dissatisfied 

with company performance or with the governance structure of a company may choose to sell 

their company shares (óexitô) or opt to engage with their investee firms (óvoiceô) (Martin et al., 

2007; Ferreira and Matos, 2008). Since the óexitô option is considered costly, mostly large and 

active institutional investors choose to engage with their investee firms in order to alter 

unfavourable governance structures and to correct undesirable performance (Jin, 2006; 

McCahery et al., 2016). This engagement between institutional investors and their investee 

firms can assume many forms, such as one-to-one meetings, voting, shareholder proposals and 

resolutions, focus lists and corporate governance rating systems (Martin et al., 2007; Mallin, 

2016). More recently, studies show that one-to-one meetings held behind-the-scenes are 

considered   an effective approach that is regularly used by institutional investors to enhance 

the governance structures of their investee firms (see for example; McCahery 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 their investee 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 separation of ownership and control (Fama and Jensen, 1983). Given 

that boards exist as the centre of decision-making policy, much attention has been paid to their 
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attributes (Solomon, 2013; Mallin, 2016). For instance, Useem et al. (1993) provided evidence 

that the composition and functionality of a companyôs board are crucial considerations for US-

based institutional investors. Furthermore, following the completion of a global survey of 200 

institutional investors, Coombes and Watson (2000) found that most institutional investors 

consider the attributes of a corporate board to be as important as a companyôs financial 

performance. Furthermore, Chung and Zhang (2011) also found that institutional investors 

favour firms with higher board independence, as these firms are associated with lower 

monitoring costs. Accordingly, this study posits that institutional investors will improve board 

characteristics by establishing various engagement channels with their investee firms. These 

characteristics are related to the attributes (composition, activity, entrenchment and busyness) 

and diversity qualities (gender, age, nationality and education) of corporate boards and their 

key subcommittees.  

Several corporate 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; Iannotta et al., 2015). One such 

institutional factor is the economic condition of a country (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 of the recent 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 to 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 
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(ICGN, 2017). However, we still know little about the role played by institutional 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 light of various economic conditions (pre-crisis, crisis and 

post-crisis 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 

attributes across countries cannot be studied without also considering at least two other 

governance characteristicsðlegal system and ownership structureðas each of these 

characteristics is contingent upon the strength and prevalence of the other. Previous studies 

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 in countries 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 greater 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 within 

various legal systems (common versus civil law systems). 

Moreover, previous studies on this topic (see, for example, Aggarwal et al., 2011; Ferreira and 

Matos, 2008) have failed to consider a firmôs controlling shareholders when examining the role 

of institutional 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 also considering the pivotal function of a firmôs 
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ownership structure (Aguilera and Crespi-Cladera, 2016; Desender et al., 2013; Judge, 2011; 

Judge, 2012; Sure et al., 2013). Indeed, ownership structures vary across countries; 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 shareholders might be beneficial; this might be because 

they have the incentive to better monitor managersô actions due to their ownership interests. 

On the other hand, controlling shareholders might expropriate the interests of minority 

shareholders in favour of their own (Shleifer and Vishny, 1997). In such a context, this research 

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

companies with various ownership structures (concentrated 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 subcommittees. In so doing, this study will examine various characteristics 

related to both board attributes (composition, activity, entrenchment and busyness) and board 

diversity (gender, age, nationality and education). This research also aims to investigate 

institutional investorsô role in improving corporate governance in companies across different 

settings, including a variety of economic conditions (pre-crisis, crisis and post-crisis periods), 

legal systems and ownership structures. In order to achieve these objectives, this study seeks 

to answer the following six questions: 

1. Do institutional investors influence corporate board attributes? 

2. Do institutional investors influence the characteristics of a boardôs key 

subcommittees? 

3. Do institutional investors influence board diversity? 
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4. Do institutional investors play different roles within different economic environments 

(pre-crisis, crisis and post-crisis periods)? 

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

6. Do institutional investors 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 

analysis and (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 countries, namely Australia, Belgium, Canada, Denmark, Finland, 

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 countries. Third, 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 (pre-crisis, crisis and post-crisis periods).  

1.4. Structure of the Study 

This thesis consists of nine chapters, which are described as follows. Chapter 1 provides a brief 

overview of the research background and motivation; additionally, this chapter highlights the 

research objectives, questions and scope. Chapter 2 reviews 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 frameworks of the study. Chapter 3 
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discusses the features of international corporate governance, in the process describing 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 structures in corporate 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 corporate governance for each country included in the sample. 

Chapter 4 reviews 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 investors 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 guidelines that have 

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 5 presents the hypothesis development; notably, this discussion is divided into two 

sections. The 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 the 

hypotheses that involve institutional investorsô influence over board diversity (gender, age, 

nationality and education). 

Chapter 6 describes the methodology that was adopted in order to test the hypotheses that were 

developed for this research study. The chapter 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 
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main models used in the study and concludes with a description of the various robustness 

checks utilised to verify the main results. 

Chapter 7 presents the results of the role of institutional investors in improving board attributes. 

It illustrates the results of the descriptive statistics and of the correlation matrix and describes 

the empirical analysis, study findings, and robustness test results.  

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

It provides the results of the descriptive statistics and of the correlation matrix and describes 

the empirical analysis, study findings, and 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 policy-makers 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 studyôs contribution to the field. Ultimately, Chapter 9 concludes by identifying 

the research limitations and discussing potential directions for further research. 

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

are considered, each of which is well-known within the corporate governance discipline. These 

theories include agency theory, stewardship theory, resource dependence theory, institutional 

theory and stakeholder theory1. This chapter is outlined as follows: section 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 examines stakeholder theory, section 2.7 

discusses the multiple theoretical frameworks of the study and section 2.8 provides a 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). According to Jensen and Meckling (1976), ómost organisations 

are simply legal fictions that serve as [a] nexus for a set of contracting relationships among 

individualsô (p. 310). The basic implication of this theory is that óif both parties to the 

relationship are utility maximisers, there is a good reason to believe that the agent will not 

always act in the best interest of the principalô (Jensen and Meckling, 1976, p. 308).  

Agency theory is derived from the disciplines of finance and economics, and its main aim is to 

alleviate conflicts between a firmôs management and its shareholders (Mallin, 2016; Solomon, 

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

                                                           
1 More recent corporate governance studies considered several theories, to include contingency theory and 

strategic leadership theory (see Durisin and Durisin, 2009). However, those were deemed inappropriate for use in 

this study. 
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ownership and control creates an óagency problemô; such a separation enables corporate 

directors to act in their own interests rather than in the interests of shareholders. Similarly, 

Tricker (2015) argued that on occasion, corporate directors 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. Figure 2.1 illustrates the governance relationship between 

principals (shareholders) and agents (directors). 

 

Interestingly, there are two facets of agency theory that have the power to adversely affect a 

principal. First, Mallin (2016) argued that an agent might 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 investors are able to judge and evaluate the quality of directorsô decisions by 

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 principal 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 wherein an agent 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 to 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 

alleviating agency costs is to concentrate a firmôs shareholdings. It is also important to note 

that an examination of the role of blockholders in corporate governance systems has attracted 

academic attention for two reasons. First, large-block shareholders have the ability to resolve 

the free riding problem (Grossman and Hart, 1983). Second, large-block 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 not always efficiently alleviate the agency problem, as such parties might 

expropriate private benefits at the expense of minority investors. If large-block shareholders 

maintain their interests to the detriment of minority shareholders, additional conflicts between 

shareholders may arise (e.g., the Principal-Principal 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 across the globe, 

such investors have the ability to be good monitors of their investee firmsðand 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 governance practices from several 

sources, including government agencies, stock markets and a firmôs ultimate beneficiaries 

(Mallin, 2016). Additionally, the stewardship codes and guidelines published by several 

countries are seen as effective tools that institutional investors can use to engage with their 
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investee firms during efforts to discuss corporate governance-related issues (Haxhi et al., 2013; 

McNulty and Nordberg, 2016). This engagement can assume various forms, such as one-to-

one meetings, voting, shareholder 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 behind-the-scenes 

discussions of corporate governance issues (Holland, 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, 

institutional investors are often in a more suitable position to collect and analyse information 

due to the scope of their holdings and the skills that they possess (Ayers and Freeman, 2003; 

El-Gazzar, 1997). Because of the high monitoring costs associated with the collection and 

analysis of information, as well as the costs associated with acting on the resultant findings 

(Fich et al., 2015), institutional investors are better able to provide active monitoring of investee 

firms than are their smaller-investing counterparts. This is due to the fact that large-portion 

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 seen as an important 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 

an effective board leads to firm success. Furthermore, Bertoni 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 can be measured with 
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regard to several factors; these factors include the ability to attract additional funds, enhance 

firm value, augment share prices and provide consistent returns for shareholders (see Carlsson, 

2001).  

Some empirical research has suggested that board composition must be considered when 

attempting to reduce agency costs. For example, the hiring of additional non-executive 

directors who are independent of firm management can play an important role in balancing the 

interests of managers and shareholders (Rosenstein and Wyatt, 1990). Furthermore, outside 

directors can play a key role in alleviating the agency problem, as such parties have the ability 

to monitor a firmôs management and defend shareholdersô interests. Moreover, many 

academicians have emphasised the role of outside directors in lessening information 

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 standing and are thus shielded in the 

event of future firm failure. Other scholars have indicated that a boardôs size can play a role in 

improving the 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 actions of management. 

Also, the establishment of key sub-committees (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 monitoring power is derived from the 

authority delegated to them by the corporate board (see Beasley, 1996; Carcello and Neal, 

2000; Kaczmarek et al., 2012). Forming such committees can also increase directorsô 

commitment to a company, as each director is allocated specific tasks that they are required to 

fulfil. Harrison (1987) argued that board sub-committees can also be used to mitigate the issue 
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of poor board attendance; to this end, directors are assigned specific responsibilities and tasks 

that are delegated to them during committee meetings. Furthermore, Lipton and Lorsch (1992) 

noted that as a boardôs size increases, the efficiency of its directors is expected to decrease. 

This issue can be addressed by allocating specific responsibilities to each committee, which in 

turn increases the efficiency and accountability of each director. Given the importance of board 

sub-committees in monitoring a firmôs management and in increasing board efficiency, 

institutional investors are expected to improve the structure of key sub-committees. 

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 enhances the 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) argued that 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 issuance of Sarbanes-Oxley, which called for greater board monitoring of 

managementôs actions. 

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 directorships can 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 Fama and Jennsen (1983), who argued that a 

directorôs good reputation is linked to a positive effect in the marketplace. Conversely, Fich 

and Shivdasani (2006) maintained that if the majority of outside directors are busy, firm 

performance is adversely affected. This 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 factor that impacts 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 active role in the decision-making process. 

Conversely, in firms where the ownership structure is concentrated, large-block shareholders 

are in a better position to affect the decisions made by the corporate board. In this context, the 

second agency problem (Principal-Principal conflicts)ðwhich occurs between controlling 

shareholders and minority shareholdersðcan arise, as large-block 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 Hopt, 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 potential for óPrincipal-Principalô conflicts between controlling shareholders and 

minority shareholders. Young et al. (2008) argued that Principal-Principal conflicts may arise 

as a result of many factors, including concentrated ownership and weak legal protections for 

minority shareholders. Furthermore, agency theory fails to consider the various other 

stakeholders of a company (see 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 

self-interested actors will rationally maximise their own personal economic gain. Notably, this 
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model is individualistic and addresses conflict between managers and owners. However, Davis 

et al. (1997) also argued that the utilisation of self-benefits may not be applicable to all 

managers. They therefore introduced the stewardship theory, which suggests that managers do 

not work to achieve their own goalsðrather, they attempt 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. The stewardship theory focuses on the behaviour 

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

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

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

are believed to be self-motivated to meet shareholdersô needs and interests (see Figure 2.2) 

(Davis et al., 1997). Such directors should be eager to perform well and be seen as good 

stewards of a firmsô assets. If true, the efforts of directors will lead to positive outcomes that 

benefit all shareholders. Furthermore, as per stewardship theory, the behaviour of stewards is 

collective; a steward aims to achieve the objectives laid out by the firm, which in turn leads to 

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

(Davis et al., 1997). 
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According to stewardship theory, conflicts of interest between management and shareholders 

do not exist, and there is no inherent potential problem associated with executivesô motivation 

(Donaldson and Davis, 1991). Therefore, shareholders can expect higher returns, as senior 

management is able to exercise effective control over the company (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 recognise that the 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 them (see Donaldson and Davis, 

1991; Fox and Hamilton, 1994). For instance, the actions of CEOs who are considered 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 under stewardship 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 theoryôs Model of Man; according to this theory, 

CEOs are in danger of becoming entrenched. This can affect the decisions made by the board, 

potentially leading them to pursue such tactics as corporate policy pay-out schemes (see Hu 

and Kumar, 2004). 

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

and success than are shareholders who may simply be seeking short-term benefits. 

Furthermore, the researchers argued that executives who run the daily operations of a firm have 

a wider knowledge of the firmôs goals than do outside directors. From the stewardship 

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 that stewardship 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. Furthermore, the 

theory fails to consider the varied interests of various stakeholders within a company. For 

example, some institutional investors (i.e., investment fund managers) may seek short-term 

returns, while others (i.e., pension funds) may favour long-term results (see Johnson and 

Greening, 1999). Given the implications of stewardship theory, a corporate board is expected 

to adopt strategies to improve a firmôs governance structure; importantly, these steps must align 

with shareholder interests. 

2.4. Resource Dependence Theory  

This theory was initially introduced by Salancik and Pfeffer (1978), who emphasised that a 

companyôs survival is dependent on its ability to secure resources that are necessary for the 

enhancement of shareholder wealth. According to Tricker (2016), these resources might 

include potential customers, competitors, access to capital and other sources of financing, 
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relationships with other businesses and political or social networks. For a firm to achieve 

success, its corporate board must build connections with other external companies in order to 

reduce dependency and obtain needed resources (Hillman et al., 2007).  

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

a firm to its external environment: network 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 contributes to the efficient exchange of information regarding topics of 

concern. Furthermore, vertical links between directors and a firmôs customers and suppliers 

play an important role in increasing awareness of the external environment. Such information 

can be employed by a firmôs directors, thus allowing them to make appropriate decisions that 

will lead to the firmôs success. This concept is consistent with the work of Pfeffer (1972), who 

argued that control over external stakeholders can be achieved by utilising the network of board 

members. 

Furthermore, Hillman and Dalziel (2003) maintained that board capital (a combination of 

directorsô human capital and social capital) is a valuable resource that enables a board to more 

effectively monitor managementôs actions. These board resources provide a firm with the 

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 functions of the corporate board; indeed, the presence of diverse directors can enhance 

decision-making practices (Hillman et al., 2000; Anderson et al., 2011), improve managerial 

monitoring (Kim et al., 2013), satisfy the needs of stakeholders (Harjoto et al., 2015) and draw 

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

Taking into account the implications of resource dependence theory, Salancik and Pfeffer 

(1978) argued that success depends on proper coordination between all involved organisations. 
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Any failure to coordinate while attempting to acquire needed resources can limit the amount of 

resources obtained from the surrounding environment. In the context of this study, institutional 

investors are expected to utilise the resources 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 the fields of economics and sociology and refers to 

the process by which structuresðsuch as norms, rules and routinesðare established as 

authoritative guidelines for social activities (Scott, 2004). This theory also describes how these 

elements are issued and adopted over time. In other words, institutionalisation refers to those 

repeated processes that have acquired similar meanings over a given period of time (Bondy et 

al., 2008). According to Selznick (1957), an organisation is an adaptive entity that is shaped by 

participantsô characteristics, influences, constraints and commitments. Furthermore, Scott 

(2004) noted that an organisationôs processes are shaped by its external environment. 

According to institutional theory, companies seek legitimacy and pursue their ultimate 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 corporate governance 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 Crespi-Cladera, 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. 



21 
 

Furthermore, DiMaggio and Powell (1983) argued that a firmôs institutional environment can 

lead to the development of formal structures within the company. Furthermore, pressure from 

various institutions can, in turn, lead to the homogeneity of organisational structures. 

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 stewardship 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 structures. For 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 policy-makers, regulators and market participants who seek 

to enhance the legal, institutional and regulatory frameworks that underpin corporate 

governance practices across the globe (Jesover and Kirkpatrick, 2005). These OECD principles 

have served as guidelines for companies seeking to establish corporate governance codes in 

some 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 and creditors; 

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 across the world; 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 matters related 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 corporate 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 code in 2016; this code aims to 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 additional pressure on 

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 Theory 

Freemanôs (1984) seminal book on stakeholder theory suggested that efficient managers must 

consider the interests of a firmôs various stakeholders. As such, stakeholder theory goes beyond 

the relationships between agents and principals and includes other parties 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 that a companyôs main objective is to satisfy 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 fundamental obligation of a firmôs management is to consider the claims of 

various stakeholders in order to ensure the companyôs survival. 

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) or indirect 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 

in the companyôs interest to pay off its debts on time in order to build stable relationships with 

financial providers. Furthermore, suppliers provide a firm with unique goods and services; if a 

company lacks cash, suppliers can be adversely affected (Mallin, 2016). Similarly, 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 a companyôs pension fund scheme, which they 

will need to access in the future and which is dependent on the companyôs sustainability and 

success within the marketplace. With regard to the corporate governance systems of German 

and French companies, for instance, employees take part in electing representatives to 

corporate boards. Furthermore, banks (the providers of credit) may also place directors who 

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

 
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 a 
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companyôs corporate governance structure. For example, in the OECDôs Principles of 

Corporate Governance (2004) one tenet is dedicated to an explanation of the role of 

stakeholders in corporate governance. According to this principle, óthe corporate governance 

framework should recognise the rights of stakeholders established by law or through mutual 

agreements and encourage active co-operation between corporations and stakeholders in 

creating wealth, jobs and the sustainability of financially sound enterprisesô (OECD, 2004). As 

per Mallin (2016), this principle emphasised two issues: first, stakeholder rights are dependent 

on the legal provisions concerning stakeholders that 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 (1999), 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 with regard to 

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 company. Furthermore, 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 decision-making, potentially 

leading to outcomes 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 essential. Adopting multiple theories enables 

scholars to broaden the understanding of global governance phenomena, and also interpret the 

findings from different lenses (Zattoni and Van Ees, 2012). Zattoni and Van Ees (2012) 

reviewed the papers published in the Corporate Governance: An International Review journal 

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 to broaden 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 theory. These 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, legal system 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 characteristics 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, such as one-to-one 

meetings, voting, shareholder proposals, shareholder resolutions, focus lists and corporate 

governance-rating 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 institutional investors 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 institutional 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 theory (Salancik and Pfeffer, 1978) was 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 company adopts 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 ownership structure, 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 corporate governance (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 theories, to include 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 

Theory 

Resource 

Dependence 

Theory 

Institutional 

Theory 

Stakeholder 

Theory 

Principles Describes a 

relationship 

wherein one 

party delegates 

work to another 

party. In terms 

of a corporation, 

owners are the 

principals and 

directors are the 

agents. 

Directors are 

regarded as the 

stewards of a 

companyôs assets 

and are expected 

to act in the best 

interests of 

shareholders. 

Directors are able 

to connect the 

company with the 

resources 

required to 

achieve corporate 

objectives. 

The institutional 

environment 

influences those 

social beliefs and 

practices that 

impact various 

actors within a 

society.  

Takes into account 

a wide range of 

constituents rather 

than placing all 

focus on the 

shareholders. 

Perspective Outside Inside Outside Outside Outside 

Perception of 

Corporate 

Management 

Managers are 

self-interested.  

Corporate 

managers are 

loyal and work 

towards the best 

interests of 

shareholders. 

Corporate 

managers seek to 

secure valuable 

resources. 

Corporate 

managers are 

influenced by 

external norms 

and regulations. 

Corporate 

managers have a 

different view of 

each stakeholder. 

Discipline Finance and 

Economics 

Sociology and 

Psychology 

Sociology Economics and 

Sociology 

Economics and 

Organisational 

Theory 

Emergence 1970s 1990s 1980s 1980s 1980s 

 

Critics  

 

- Principal-

Principal 

conflict. 

- Other 

stakeholders are 

not considered 

- The Model of 

Man. 

- Dependent on 

cultural norms. 

- Achieving 

balance between 

the various 

stakeholdersô 

interests is not 

explored. 

- A lack of 

coordination 

between firms, 

which can limit 

an organisationôs 

ability to acquire 

needed resources. 

- Some 

institutional 

practices are 

mandatory. 

- The involvement 

of stakeholders is 

dependent on 

national laws and 

customs. 

- Achieving 

balance between 

the interests of all 

stakeholders seems 

unfeasible. 

 Authors Jensen and 

Meckling 

(1976); Fama 

and Jensen 

(1983) 

Donaldson and 

Davis (1991); 

Donaldson and 

Davis (1994) 

Pfeffer (1972); 

Salancik and 

Pfeffer (1978) 

Scott (2004); 

DiMaggio and 

Powell (1983) 

Freeman (1984) 
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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 theory, resource dependence theory, institutional theory and stakeholder theory. 

Each of these theories provides a set of concepts and principles that together serve to shape this 

workôs research questions and hypotheses. The chapter also provides a discussion of the 

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, and the various potential board structures are 

illustrated; this is followed by an illustration of the significance of key subcommittees (audit, 

compensation and nomination). Then, this chapter discusses the role that the institutional 

settingðwhether a financial crisis exists, what legal system is in place and which ownership 

structure has been adoptedðplays 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 countries (Australia, Belgium, Canada, Denmark, Finland, France, 

India, Ireland, Italy, Netherlands, Norway, Spain, Sweden, Switzerland and the UK), and 

relates the history of corporate governance development to date. The countries under study are 

classified as having adopted either an Anglo-Saxon model, a Germanic model, a Latin countries 

system or a Nordic governance system.  

Accordingly, the chapter is organised as follows: section 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. Section 3.3 highlights 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, section 3.6 further examines insider versus 

outsider systems, while section 3.7 discusses hard versus soft law models. Section 3.8 considers 

the Anglo-Saxon corporate governance system (in place in Australia, Canada, Ireland, India, 

the UK and the US), section 3.9 illustrates the Germanic model (at play in Switzerland), section 
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3.10 describes the Latin countries system (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 participantsðmanagers and shareholdersð

the corporate board is considered to be the main internal governance mechanism that 

determines and shapes the governance practices of a particular firm (Aguilera et al., 2012; 

Mallin, 2016). According to Zahra and Pearce (1989), a corporate board has two main roles, to 

control and to advise. The controlling role is primarily related to the responsibility of directors 

to monitor and oversee managementôs behaviour and to ensure that management and 

shareholder interests align. This responsibility is rooted in agency theory, according to which 

the main objective of a corporate board is to eliminate the self-serving behaviours of top 

managers who may not always be working in the best interests of shareholders (Jensen and 

Meckling, 1976). The advising role describes a corporate boardôs potential to provide executive 

members with valuable advice, knowledge and insight regarding the firmôs external 

environment. This role is rooted in the resource dependence theory, which submits that 

corporate boards should provide top managers with needed guidance and support by linking a 

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: unitary (one-tier) boards and dual (two-

tiered) boards. The unitary board structure is the most common form in countries 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 systems are common. The implications of each 

corporate board structure are explained below. 

Unitary boards are characterised as single boards that include both executive and non-executive 

directors who tend to make decisions as a unified group. According to this structure, a board is 

responsible for all aspects of company affairs, and all directors are responsible for achieving 

company goals. Directors are nominated by shareholders during a companyôs annual general 

meeting (see Mallin, 2016; Solomon, 2013). In countries where unitary boards are 

predominant, importance is attached to independent directors who are responsible for 

monitoring the actions of management (Conyon and Peck, 1998). 

In a dual board system, a company has two distinct boards: a supervisory board and a 

management board. The supervisory board supervises, directs and monitors the management 

board, while the management board runs the businessôs day-to-day activities (Mallin, 2016). 

Importantly, individuals cannot be members of both boards. In dual board systems, 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. 

Despite 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 function. However, 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 directors is delegated authority by the single board 

in a unitary system or by the management board in a dual system (Mallin, 2016). Furthermore, 

shareholders elect the unitary board and the dual systemôs supervisory board. However, in 

countries where a dual system is predominant, such as Germany, employees are given the right 



32 
 

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 and laws of the country in which they operate. According to Mallin (2016), 

regardless of a boardôs structure, global corporate governance codes seem to offer similar 

recommendations regarding board functions, key subcommittees and shareholder rights. Figure 

3.1 compares the one-tier and two-tiered systems. 

 
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 to key committees 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 

companiesô governance systems (Brennan and McDermott, 2004). These committees should 

regularly report their work to the board to enhance decision-making processes (Mallin, 2016). 

Lorsch and MacIver (1989) argued that although boards of directors meet regularly to discuss 

and vote on key issues, the majority 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 committees. For 

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 addition to these three 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 committees are considered 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 companiesô external auditors. An audit committee is 

considered 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 role, as it monitors the top managementôs and the auditorsô participation in the 

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 

influence companiesô financial reporting credibility. Given the importance of the audit 

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 an audit committee of at least three independent directors (two 

independent directors in the case of smaller companies).  



34 
 

Remuneration committees, or compensation committees as they are known in the US, 

determine board member compensation packages. The financial crises 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 should provide formal and transparent procedures to 

determine compensation schemes for executive directors. Given the level of shareholder 

attention towards excessive executive director remuneration, policy-makers have continually 

revised corporate governance codes to 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 remuneration packages intended to promote firmsô long-term success. Furthermore, the UK 

government, represented by the Department for Business, Energy and Industrial Strategy, 

recently published the Green Paper, which considers the appropriate changes that must be 

addressed with regard to three main issues: executive pay; enhancing stakeholder voices, 

including those of employees, customers and suppliers; and corporate governance practices in 

large, privately-held businesses (Green Paper, 2016). 

Lastly, nomination committees are responsible for selecting appropriate directors to sit on a 

board. According to Vafeas (1999a), the existence of nomination committees can enhance a 

boardôs effectiveness in many ways. First, the appointment of quality directors can enhance the 

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 intervention in the nomination 

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 a board is appropriately 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 boardôs existing skills, knowledge and experience, focusing on filling gaps when selecting 

new candidates. Furthermore, nomination committees should be involved in firmsô succession 

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 2008ï2009 resulted in enormous costs to several economies (Conyon et al., 

2011; Adams, 2012). The crisis began in the US and spread to other countries, resulting 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 supporting financial 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 that both institutional investors and firmsô corporate boards are also to blame for 

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 and found that 

firms with greater levels of institutional investment demonstrated poorer stock returns during 

the crisis; this may be due to the fact that institutional investors took on more risk prior to the 

financial crisis of 2007ï2008 than did other investors. 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 in 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), Díez-

Esteban et al. (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 firms to overinvest 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 (pre-crisis, crisis and post-crisis periods). 

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 good governance practicesð

including the independence of a board, the separation of CEO and chairmanship positions, and 

incentive-based compensation packagesðwere considered harmful to firm performance during 

times of crisis (Essen et al., 2013). However, some governance prescriptions at the country 

levelðincluding the equality of cash flow, creditor protections, voting rights and the rule of 

lawðwere found to benefit firms during crisis periods (Essen et al., 2013). These results imply 

that governance policies should be 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 Chinese-listed firms were more likely to appoint women to sit on their 

corporate boards during times of crisis than they were during periods of economic prosperity. 

The authors also found that the presence of women in Chinese-listed firms led to improved 

performance during periods of market stress, thus indicating that a higher presence 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 governance argues that differences in the 

attributes of board members across countries cannot be studied without also considering the 

legal systems of the country in question (Aguilera et al., 2008; Aguilera et al., 2012; Kim and 

Ozdemir, 2014). A countryôs legal system is considered a crucial determinant of the corporate 

governance efficacy of that country (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 and creditors. 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, investors are more 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 functions and 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 insiders for both 

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 shareholders has 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 greater tendency 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 association between firm valuation and a countryôs 
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legal system, finding that company performance was higher in common law countries than in 

civil law countries.  

A countryôs legal system has also been found to influence investorsô portfolio allocation. For 

instance, Leuz et al. (2009) conducted an international study in an effort to determine what 

factors influence the portfolio allocation of US-based institutional investors who do business 

around the globe. Their results emphasised that American institutional investors invested less 

in countries that lacked investor protection rights 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 US-based 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 particular, they chose to 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 scholars have 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 

national institutional characteristics influenced a corporate boardôs role as monitor (boards as 

wealth protectors) or advisor (boards as wealth creators)2. Their results demonstrated that in 

countries with higher investor protections, stronger rules of law and open 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 structure of a board (monitoring versus advising structure). The monitoring score involves 

three items: the independence of the board, CEO duality and the ratio of outsider director tenure to CEO tenure in the firm. The advising score 
also involves three items: gender diversity, nationality diversity and whether the firm has a strategy-related committee (see Kim and Ozdemir, 

2014). 
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mechanisms of corporate governance (Kim 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 results, 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 existence 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 protections of a firm. Their 

results emphasised that conflict between several large shareholders (óPrincipal-Principal 

conflictsô) helped to monitor not only the actions of a firmôs managers, but also the behaviour 

of large shareholders who might have otherwise tried to obtain 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). Ownership structures vary across countries; widely-held 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) argued that modern 

corporations were becoming diffused in their ownership; in their seminal study, they 

maintained that modern corporations were rapidly adopting dispersed ownership schemes. 

However, more recent empirical studies conducted around the world have revealed little 

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 concentrated ownership. 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 

companyôs top three shareholders by combining their ownership stakes and found that, on 

average, their shareholdings represented roughly 46% of a firmôs holdings (see La Porta et al., 

1998).  

To alleviate agency costs in widely-held firms, Shleifer and Vishny (1986) suggested that 

shareholders concentrate 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 of managers 

than do minority shareholders; thus, the óPrincipal-Agentô problem may be eliminated 

(Yoshikawa et al., 2014). However, ownership concentration might lead to óPrincipal-Principal 

conflictsô if controlling shareholders take advantage of minority shareholders. Such 

expropriation is likely to occur when the óone share-one voteô system is breached by dominant 

shareholders who strive to employ instruments of control, such as pyramidal ownership or the 

collection of dual-class shares; in such cases, their voting rights 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 French- and 

Spanish-listed 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 widely-held firms was more likely to result in additional audit services, 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 and ownership 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 controlling shareholdersô type (i.e., whether firms were controlled by families, 

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 systems and 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 be negative 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 made between the various types of 

controlling shareholders when discussing the ownership structure of a firm (Aguilera et al., 

2012; Mallin; 2016). Different types of investors aim to achieve different objectives and pursue 

various strategies when investing in their 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). According to 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, institutional 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). Institutional investorsô duties in monitoring their investee firms extend 

beyond their financial incentives to include stewardship responsibilities, which leads to the 

maximisation of beneficiariesô interests (see Mallin, 2016; Solomon, 2013).  

Institutional investors can adopt several channels of engagement with their investee firms in 

order to improve a firmôs corporate governance structure. These channels include one-to-one 

meetings, voting, shareholder proposals and resolutions, focus lists and corporate governance 

rating systems (Martin et al., 2007; Mallin, 2016). In 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 and guidelines 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 next chapter will further elaborate on the role of institutional investors in corporate 

governance. 

Family-Owned Firms and Corporate Governance 

Nordqvist (2012) argued that members of a company-controlling family play an important role 

in improving the strategies 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 et al., 2003). 

Eddleston et al. (2008) claimed that an increased level of participation by family members in 

decision-making processes can eliminate conflict and improve a companyôs productivity. 

Furthermore, Mallin (2016) pointed out that the main advantage of a family business is the 

disappearance of the agency problem, as control and ownership are exercised by the same 

parties. Therefore, less monitoring of managementôs actions within the company is required. 
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According to Bammens et al. (2011), however, family control can 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 (Bammens et al., 2011). The second hazard refers to situations wherein 

a controlling family pursues non-economic 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., 2011). All of these 

attitudes might affect a companyôs efficiency and lead to poor performance. This theory is 

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 their neglect of the companyôs 

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 conflict is increased 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 certain situations. 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 expression and exchange of family membersô views 

(Mallin, 2016). Later, when the family has expanded 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 members exceeds 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 family to establish a 

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 non-executive directors. To this end, Bammens et al. (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 stages of a family firmôs governance.  

 

  

State-Owned Firms and Corporate Governance 

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 firms (Borisova 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 ability to leverage 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 the agency 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 companyð

some regulations may even force their investee firms to shut down. With regard to information 

gathering, governments have their own means of extracting required information about their 

investee firmsðfor example, they can utilise regulations or employ other legal means. 

However, this information may not always be used to improve the governance structures of 

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 encourage state-owned firms to enhance their corporate governance structures, the OECD 

issued its first set of guidelines regarding the corporate governance of state-owned enterprises 

in 2005. These guidelines highlight many aspects of governance, such as developing an 

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 state-owned companies (OECD, 2005). 

3.6. Outsider versus Insider Systems 

Comparative corporate governance research has identified two contrasting models of corporate 

governance; outsider and insider systems (Franks and Mayer, 1994). The term óoutsider 

systemô (or óshareholder-oriented systemô) refers to a corporate governance system in which a 

company is controlled by a management team but is owned by outside shareholders (Solomon, 

2013). The concept of an outsider-dominated system of corporate governance was first 

suggested by Berle and 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 increasingly significant 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 management of a firm for not achieving shareholdersô objectives 

(Solomon, 2013). 

Conversely, óinsider systemsô (or óstakeholder-oriented systemsô) are corporate governance 

systems in which most listed firms are controlled and owned by a small number of shareholders 

(Solomon, 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 voting shares 

(Franks and Mayer, 2001). The 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 more than two-thirds of the firms in this 

region are basically owned by a single shareholder. Moreover, insider-dominated systems may 

suffer from a lack of transparency, which may adversely affect minority shareholders, as such 

shareholders may not be able to gain access 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 systems, insider systems are characterised as having little separation 

between ownership and control; therefore, the agency problem is rare. However, a second type 

of agency conflict (the óPrincipal-Principal conflictô) may arise if controlling shareholders 

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 the Sarbanes-Oxley Act (SOX) of 2002, or a soft code approach, such 

as the principles of ógood governanceô. In hard law systems, the code of corporate governance 

is implemented via legislation. In the US, the federal SOX resulted in mandatory rules to which 

companies are required to adhere (Aguilera and Cuervo-Cazurra, 2009). Soft law systems, 

however, are represented by codes of corporate governance and largely utilise a ócomply or 

explainô approach; this approach requires firms to either comply with code recommendations 

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 touch on other governance practices (Zattoni 

and Cuomo, 2008). 

The voluntary ócomply or explainô approach to UK corporate governance is generally 

considered to be a benchmark for other countries (Arcot et al., 2010). According to a recent 

international review of corporate governance codes conducted by Cuomo et al. (2016), figures 

show that since the publication of the Cadbury Report, a total of 354 corporate governance 

codes3 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 Cuervo-Cazurra (2004) argued that these factors include weak shareholder 

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 global spread of ógood corporate governanceô codes. Furthermore, they 

                                                           
3 The development of corporate governance codes in the sample countries is 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 and majority 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 corporate governance codes. The first wave of corporate governance codes 

began in the late 1990s in parallel with the Asian and Russian stock crisesðand with the 

collapses of high-profile firms such as Enron, Worldcom and Parmalat (Cuomo et al., 2016). 

The second wave, however, started after the recent financial crisis of 2007ï2008 (Cuomo et 

al., 2016). Furthermore, international organisations such as OECD, Pan-European and ICGN 

have played their part in encouraging the global diffusion of national codes (Aguilera and 

Cuervo-Cazurra, 2009; Cuomo et al., 2016). These institutions have actively promoted 

governance practices and have provided guidance to developing countries regarding how best 

to cultivate corporate governance practices within their borders. Zattoni and Cuomo (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 legitimation reasoning (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 recommendations to non-listed 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 ambiguous 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. (2010) conducted a study to 

examine the effectiveness of the ócomply or explainô approach in non-financial UK companies 

between 1998 and 2004; their results revealed that the introduction of a voluntary code 

accelerated compliance, especially regarding those practices that 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 Canadian-listed firms in operation in 2006, Lou and Salterio (2014) 

found that a voluntary governance disclosure approach allowed companies to choose those 

governance practices that best suited their unique circumstances and settings; on average, these 

practices were found to be positively associated with firm performance. 

3.8. The Anglo-Saxon Model 

Followed by countries such as Australia, Canada, India, the US and the UK, the Anglo-Saxon 

model of corporate governance is based on the fiduciary relationship that exists between 

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). Weimer and Pape (1999) stated that 

companies in Anglo-Saxon 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 team, and they are expected to be loyal, honest and 

to act in the best interests of the shareholders (Lorsch and MacIver, 1989). In these countries, 

boards of directors are supported by three key subcommittees: the audit, remuneration and 

nomination committees. In addition to these key subcommittees, other committees might be 

formed to deal with certain issues (such as risk and ethics). 

 



50 
 

3.8.1. Corporate Governance in Australia  

The Australian system of corporate governance is traditionally described as employing an 

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 involved in their companies (Solomon, 

2013). Australian-listed firms have mixed structures in terms of ownership; companies range 

from widely-held firms to firms with controlling shareholders (normally-founded firms or 

those retaining intercompany ownership) (Mallin, 2016; Solomon, 2013). Given that block 

holders enjoy 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 that one of the main features that distinguishes the Australian 

system of corporate governance from other Anglo-Saxon models is the existence of large 

blockholders in some of the listed firms. Furthermore, until the mid-1990s, the activism of 

institutional investors 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 Investment Managersô Group in the early 1990s, which 

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 collapse of many companies in the 

1980s. This led some leading business organisations4 to form a working group in 1991; this 

group was tasked with developing Australiaôs first corporate governance code (Bosch, 2002). 

This working group published its first report, The 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 Business Council, 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 non-executive directors, directorsô compensation, risk 

management, auditing and financial reporting, conflicts of interests and the role of the company 

secretary (Mallin, 2016). Several codes and guidelines on corporate governance practices have 

been issued since the formation of this working group; for example, 1998ôs Hilmer Report 

highlighted several issues, including board composition, the remuneration of the executive 

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

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

and Best Practices Recommendations, which outlined ten principles according to a ócomply or 

explainô model (Tricker, 2015). These ten core principles collectively highlighted the 

importance of a boardôs structure and identified the boardôs responsibility to, along with the 

management team, promote ethical decision-making, maintain proper financial reporting, 

instantly disclose company-related matters, respect shareholdersô rights, identify risk, properly 

manage that risk, consider the interests of the firmôs stakeholders and encourage the enhanced 

performance of the board and management team, with an emphasis on fair compensation (ASX 

Corporate Governance Council, 2003). This code further recommended that the majority of the 

corporate board be comprised of independent directors. The code also proposed that corporate 

boards establish audit, compensation and nomination committees, the majority of whose 

members should be independent. In 2007, the ASX revised these principles for the first time, 

renaming the result the Corporate Governance Principles and Recommendations. Though this 

revision included some changes to wording, the ten principles remained essentially the same 

(Mallin, 2016). Following that revision, the ASX published its second modification to these 

principles in 2010, this time including 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 proposal was presented as guidance rather than as a recommendation, 

as was the case with the previous version (Mallin, 2016). Additionally, this revision required 

that ASX-listed firms adopt and disclose an organisational trading policy. Finally, in order to 

enhance shareholdersô rights, this code called on ASX-listed firms to arrange for widely-

accessible shareholder briefings; this accessibility could be accomplished by utilising 

communication technologies such as web-casts and conference calls (Mallin, 2016). The ASX 

further updated its principles and recommendations in 2014. According to Mallin (2016), this 

revision reflected the global developments in corporate governance that were made following 

the issuance of the ASXôs second revision in 2007. Furthermore, this revision granted 

companies more flexibility in terms of disclosure. Figure 3.3 demonstrates the development of 

Australiaôs major corporate governance codes and guidelines.  
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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., 2015). In general, 

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 makeup of firms in other countries 

(such as the US and the UK), the ownership structures of Canadian-listed firms are more 

concentrated, and companies are controlled by wealthy families, firms and institutional 

investors (Du Plessis et al., 2015). Focusing on the Canadian 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 Canadaôs 13 provinces has its own securities 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 Canadaôs corporate governance development reveals that the first corporate 

governance guideline issued in Canada was Where Were the Directors? Guidelines for 

Improved Corporate Governance in Canada, which was popularly known as the Dey Report 

(Solomon, 2013). This report was published by the Committee on Corporate Governance, 

which was established by the Toronto Stock Exchange (TSX) in 1993 (Kleffner et al., 2003). 

The Dey Report outlined the 14 principles that were considered to encompass the 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 long-term planning, internal control and risk management (TSX, 

1994). Five years later in 1999, a follow-up 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 the Dey (Kleffner et al., 2003). This report revealed that the guidelines 

published in the Dey Report were taken into wide consideration by Canadian-listed firms. 

However, the report also highlighted various concerns in terms of the stewardship role of a 

corporate 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 review the process 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 the Saucier Report (Rousseau, 2003).  

Due to the US passage of the SOX in 2002 and a financial scandal involving several Canadian 

corporations5, the TSX developed guidelines for better disclosure in 2003. The resulting 

publication, entitled Corporate Governance: A Guide to Good Disclosure, was issued in order 

to enhance the level and quality of the countryôs disclosure policies (Du Plessis et al., 2015). 

According to this guide, firms were required to disclose their governance practices and explain 

their level of compliance with the recommendations outlined in the report; if a company chose 

not to conform to a specific guideline, they were required to clearly state the reason for such 

noncompliance. Furthermore, the guide also provided an example of disclosure for each of the 

14 guidelines (TSX, 2003). In 2006, the TSX elaborated on the previously-issued disclosure 

code by including a number of templates to be used as examples of good disclosure. These 

templates required listed firms to disclose their governance aspects according to subject (TSX, 

2006). Figure 3.4 illustrates the development of Canadaôs major corporate governance codes 

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 firmôs board seats should be occupied by female directors (Deloitte, 2015); this quota 

applied to state-owned 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 state-owned 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 least 20% representation on a firmôs board after three shareholder meetings and 40% 

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. For example, firms 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 women in executive 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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3.8.3. Corporate Governance in India 

As a former colony of Britain, India 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 exchangesðthe 

Bombay Stock Exchange and the National Stock Exchange of India. To a certain extent, the 

ownership structures of most Indian firms are characterised as widely-held; however, in certain 

cases, firms are controlled by families or by the state6 (Chakrabarti et al., 2008). 

                                                           
6 Roughly 60% of the 500 largest listed firms are controlled by families, and 11% are controlled by the state of 

India (Chakrabarti et al., 2008). 



57 
 

To facilitate the reform of corporate governance practices in India7, the Confederation of Indian 

Industry published its first code in 1998, entitled the Desirable Corporate Governance in India: 

A Code, which was based upon the voluntary compliance system (Mallin, 2016; Solomon, 

2013). This code presented 17 recommendations and covered several governance areas, 

including board composition, external directorship limits, the responsibilities of non-executive 

directors, the recording of attendance during board meetings and disclosure enhancements 

(Confederation of Indian Industry, 1999). The code further decreed that at least 30% of a 

corporate boardôs seats should be occupied by non-executive directors, provided that the board 

chair was also considered a non-executive director; if a firmôs CEO maintained a duality 

position on the board, however, the proportion of required non-executive directors rose to 50% 

(Dahiya and Rathee, 2001). Following the publication of this code, another initiative was 

undertaken by 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 views of those who 

invested in the listed firms of India (Dahiya and Rathee, 2001). One year later, the committee 

published its report under the title The Report of the Kumar Mangalam Birla on Corporate 

Governance (Mallin, 2016). Additionally, the Ministry of Corporate Affairs introduced The 

Corporate Governance Voluntary Guidelines in 2009 in an attempt to further enhance and 

improve Indiaôs corporate governance practices (Ministry of Corporate Affairs, 2009). These 

guidelines were divided into six main topics: boards of directors, the responsibility of a board, 

the responsibility of a boardôs audit committee, the establishment of auditors, the rules of the 

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

                                                           
7 This initiative was developed in response to public concerns regarding investor protections, the legal level of 

disclosure for listed firms and the need to adopt international governance standards (Dahiya and Rathee, 2001). 
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Figure 3.5 demonstrates the development of Indiaôs major corporate governance codes and 

guidelines. 

In an attempt to promote the diversity of the countryôs corporate boards, Indiaôs Institute of 

Company Secretaries took the initiative to bring female representation on corporate boards 

more in line with the levels of other countries. To this end, The Companies Act of 2013 required 

that Indian firms have at least one woman on their corporate boards (Deloitte, 2015). This 

requirement was mandatory for all listed firms, public firms with a paid-up share capital of 1 

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

 
 

3.8.4. Corporate Governance in Ireland 

The Irish corporate governance system is a special case; while Irelandôs legal and institutional 

environment mirrors that of the UK, the Irish business environment is considerably influenced 

by the US (Donnelly and 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 requires 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 

codesô principles or otherwise provide justification for their noncompliance. However, Ireland 

is also tightly linked to the US due to the direct investment of US companies in Ireland, a 

practice that has influenced the countryôs institutional and managerial practices (Donnelly and 

Mulcahy, 2008). It is important to note that Ireland has a relatively small stock exchange as 

compared to those of the US and the UK8 (OôConnell and Carmer, 2010). With a one-tier board 

structure, the corporate governance system in Ireland follows the Anglo-Saxon style.  

Given the historical links and the similarities 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 Irish 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).  

 

In addition to this, investorsô associations and the central bank in Ireland published several 

governance guidelines in an effort to promote the practices in some specific areas. Among 

them, the Irish Association of Investment Managers (IAIM) issued one such set of 

recommendations, Corporate Governance, Share Option and Other Incentive Schemes, in 

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

other incentive schemes as part of a remuneration package in order to increase a directorôs 

                                                           
8 In 2008, the market capitalisation of the Irish stock exchange represented only 3.2% of the market capitalisation 

of the UK (OôConnell and Carmer, 2010). 
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commitment to the firm and align the interests of a particular firmôs shareholders and 

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 titled the óCorporate Governance for Reinsurance 

Undertakingsô and covered six main recommendations for Irish insurance companies, namely 

involving corporate boards and their key subcommittees, internal controls, audit functions, 

compliance and the roles of INEDs and senior management officials (Central Bank of Ireland, 

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

issued by the Central Bank of Ireland in 2010. This particular code was titled the óCorporate 

Governance Code for Credit Institutions and Insurance Undertakingsô and aimed to ensure that 

corporate governance frameworks be established to reflect the nature of these institutions as 

well as their associated risks (Central Bank of Ireland, 2010). A subsequent 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 the composition of risk, compensation and nomination 

committees (Central Bank of Ireland, 2013). Figure 3.6 demonstrates the development of 

Irelandôs major corporate governance codes and guidelines. 

As in the UK, Ireland has no mandatory quota to promote gender diversity 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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3.8.5. Corporate Governance in the United Kingdom 

The UK has a well-developed 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 institutions and 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 involves the increased expansion of foreign investors in 

the listed firms of the UK9 (Fleckner and Hopt, 2013). The UK has a unitary board structure, 

and corporate governance codes require that at least half of a companyôs board members, 

excluding the chairman, be non-executive directors who have been determined to be 

independent (Fleckner and Hopt, 2013).  

                                                           
9 Recent statistics show that roughly 53.8% of UK-listed 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. According to Mallin (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 Commerce 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 the Cadbury Report in 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 quoted in the stock exchange (Solomon, 2013), such companies 

were required to conform to the reportôs guidelines or provide justification for their 

noncompliance. The recommendations of this report focused on three main areas: boards of 

directors, auditing practices and shareholder responsibilities (Cadbury Report, 1992). The 

Cadbury 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 non-executive directors and recommended that boards establish 

three key subcommittees (audit, remuneration and nomination) comprised wholly or mainly of 

non-executive directors. The report also endorsed a division of responsibility between the 

chairman of the board and the chief executive (these two positions are 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 Cadbury Report highlighted the vital role 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 regularly engage with their investee firms concerning firm 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 ensure that an 

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 experienced non-executive 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 of the Cadbury Report, another committee (led by Sir Richard 

Greenbury) was formed in 1995 in an attempt to address shareholdersô concerns regarding 

directorsô remuneration packages and the lack of disclosure regarding such matters in firmsô 

annual reports (Solomon, 2013). The ensuing Greenbury Report was published in 1995, and it 

provided a means of establishing a balance between directorsô compensation schemes and firm 

performance (Solomon, 2013). According to Mallin (2016), the Greenbury Report aimed to 

enhance the accountability and performance of firmsô directors by (i) requiring firms to provide 

detailed annual reports of directorsô compensation packages, to be prepared by a remuneration 

committee comprised of independent non-executive directors and (ii) linking 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 resulting Hampel Report was published 

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

and Greenbury Report recommendations (Solomon, 2013). Per 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. Furthermore, 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 rather than engaging in óbox tickingô, institutional investors should enter 

into a dialogue with their investee firms in an effort to discuss issues of concern (Hampel, 

1998). 

Following the issuance of these three reports, the Combined Code was published in 1998; this 

code aimed to merge the 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) directors, (ii) directorsô 

remuneration, (iii) relations with shareholders and (iv) accountability and auditing. The second 

section discussed institutional investors and discussed the following three issues: (i) 

shareholder voting, (ii) dialogue with companies and (iii) the evaluation of governance 

disclosures. 

Following the publication of the Combined Code, the 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 resulting Turnbull Report was to provide 

guidance on the implementation of the internal control provisions put forth in the Combined 

Code (Turnbull, 1999). The report provided clear recommendations for the enhancement of 

internal control systems in UK companies (Solomon, 2013). The report also highlighted the 

significance the corporate boardôs role in ensuring that a company possesses a reliable internal 

control system (Mallin, 2016).  

Another committee chaired by Derek Higgs was formed, and the subsequent Higgs Report was 

published in January of 2003. According to Ward et al. (2013), the collapse of Enron led most 

countries, including the UK, to assess their corporate governance codes, particularly those 

concerning the role and effectiveness of non-executive directors. This report focused on the 
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role and responsibility of non-executive directors and recommended that annual reports should 

disclose the number of meetings held at the board and subcommittee levels as well as the 

attendance records of each board member (Higgs, 2003). 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 

directorship roles 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 holding directorships in 

multiple firms, the review recommended that full-time 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 report stated that a non-executive 

director cannot sit on all key subcommittees of a board (audit, remuneration and nomination) 

(see Higgs, 2003). 

Another committee was formed following the publication of the Higgs Report in an effort to 

address the role of audit committees 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 in the Smith Report concerned the relationship between 

external auditors 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 it would not 

monitor the process itself (Mallin, 2016).  

A revised Combined Code was 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 independent director; according to this code, a chairperson is 

responsible for providing leadership to non-executive directors, communicating shareholdersô 
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views to the corporate board, highlighting the annual evaluation for the board and its 

subcommittees and calling 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 independent non-executive directors 

(FRC, 2003). 

In June of 2006, the FRC published a new edition of the Combined Code that highlighted three 

major changes. As per Mallin (2016), these changes were made (i) to allow the chairman of a 

firm to serve as a member of the remuneration committee, where he would be considered an 

independent chairman on appointment, (ii) to provide a óvote withheldô option on proxy 

appointment forms, which would allow shareholders to withhold their votes and (iii) to 

encourage firms to disclose on their websites all details concerning general meeting proxies, 

where votes would be taken via a show of hands. 

In June of 2008, the FRC issued another new edition of the Combined Code, this time 

highlighting two main changes. These changes would (i) permit an individual to chair more 

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 2007ï2008, 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 ensuing Walker Review was published in November of 2009 and 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 investors and 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 the UK Corporate Governance Code (formerly known as the 

Combined Code). This updated code demonstrated a wider understanding of the UKôs 

corporate governance evolution and incorporated some of the recommendations made by the 

Walker Review (Mallin, 2016). According to Mallin (2016), the UK Corporate Governance 

Code retained the ócomply or explainô approach and comprised the following six changes. (i) 

In an effort to enhance a firmôs risk management practices, a companyôs business model should 

be explained, and a corporate board should be held responsible for any risk it is willing to 

undertake. (ii) Performance-related pay should be aligned with the long-term interests of a firm 

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

of FTSE 350 firms, such directors should be re-elected each year. (iv) New principles related 

to the leadership of the chairman of a board should be established, and the responsibility of 

non-executive directors to provide constructive debate in the 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). And finally, (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 boardôs strengths and weaknesses. 

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 firms (see FRC, 2012a). This 

schedule has since been deleted and incorporated into the UK Stewardship Code, which was 

published in 2010. The Stewardship Code 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 the Stewardship Code in 2012, the result of which is discussed in detail in the 

following chapter. 

The FRC published a revised version of the UK Corporate Governance Code in 2012; 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 of external audits, (iii) boards must ensure 

that annual reports and accounts are understandable and reflective of the companyôs 

performance, (iv) companies must disclose their policies regarding board diversity and (v) 

companies are required to disclose the reason for any noncompliance with certain provisions 

of the code (see Mallin, 2016). In 2014, the FRC issued further revisions to the UK Corporate 

Governance Code; such changes were related to the three main topics of risk management, 

remuneration and shareholder engagement (see Mallin, 2016). 

Due to the lack of representation of female directors in UK-listed firms, the UKôs Coalition 

Government invited Lord Davies to assess the situation, calling on him to identify the barriers 

that prevented female directors from joining UK-listed firms and to issue recommendations 

aimed at enhancing the representation of women on corporate boards (Mallin, 2016). The 

ensuing Women on Boards report, also known as the Davies Report, was published in February 

of 2011 and provided several 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 a board 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 of female employees serving within the company (Davies, 2011). Following the 
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publication of the original reportôs recommendations in 2011, an annual review was conducted 

to assess the compliance of UK-listed firms. The latest review was completed in 2015 and 

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 towards the recommended target of 

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

It is also worth noting that in order to increase the representation of women in UK-listed firms, 

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 companies (see GlaxoSmithKline, 

2016). Figure 3.7 illustrates the development of corporate governance 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. As per Mallin (2016), in contrast to the national 

codes of many other countries, 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 

government10 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 requirements of the US 

Stock Exchange also mandate the establishment of audit, remuneration and nomination 

subcommittees of a corporate board (Tricker, 2015).  

The US has a well-developed market with a diversified shareholder base that includes 

institutional investors, financial institutions and individuals (Mallin, 2016). Due to the large 

number of publicly traded firms and the widely-held ownership structures of many US 

companies, the American financing system has been described as outside- or market-based 

(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 and Hopt (2013), 

US firms have significant influence over the corporate governance system of the country, 

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

                                                           
10 In the US, such matters are predominantly the responsibility of the Securities and Exchange Commission (SEC) 

(see Tricker, 2015). 
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ownership and control, the heightened role of institutional investors and 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 managers misuse a firmôs resources, shareholders may suffer 

losses and receive insufficient gains. Therefore, many of the USôs corporate governance 

regulations are formatted in such a way that balances the costs and benefits of such a system, 

and monitoring techniques are 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 US-based public firms. As per Fleckner and Hopt (2013), for most of 

the twentieth 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 equity firms and 

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 larger institutional 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 third facet of the US system concerns 

the political voice of shareholders, in particular following the corporate scandals of 2001. In 

response to these scandals, a quick federal response was issued in the form of the Sarbanes-

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 of the Sarbanes-Oxley Act of 2002, the 
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Business Round Table11 introduced several corporate governance codes beginning in the 

1970s. According to Aguilera and Cuervo-Cazurra (2004), the USôs first corporate governance 

code was published in 1978 by this organisation. This code was named The Role and 

Composition of the Board of Directors of the Large Publicly Owned Corporation and 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 

óStatement on Corporate Responsibilityô in 1981, the óStatement on Corporate Governance 

and American Competitivenessô in 1990, and the óStatement on Corporate Governanceô in 

1997 (The Business Round Table, 1997). The latter statement highlighted 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 the Sarbanes-Oxley Act (2002) and the New York Stock Exchangeôs 

(NYSE) Corporate Governance Rules (2003) 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 Crossingðwhich occurred due to the existence of close relationships 

between companies and their external auditors (Mallin, 2016)ðthe US Congress agreed to 

amend some of the NYSE Listing Rules in what became known as the Sarbanes-Oxley Act. 

This act described many practices that US-listed 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 the 10-Q, 10-K and 20-F forms, are (i) 

in compliance with securities law and (ii) present a clear picture of a firmôs financial position. 

Furthermore, the Sarbanes-Oxley Act aimed to strengthen the independence of auditors and of 

a corporate boardôs audit subcommittee. To this end, the act stated that listed companies must 

                                                           
11 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 (The Business Round Table, 1997). 
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establish audit committees comprised solely of independent 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 overseas firms 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 rules aimed 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 companiesô performance and alleviate any incidences of corporate 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 such. Non-management directors were 

required to meet 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 recommended that the purpose 

and annual evaluations of each committee be disclosed. According to these new rules, 

companies should implement these corporate governance guidelines and disclose their 

practices on the company website, along with the makeup of each committee (Mallin, 2016). 

Furthermore, the US system boasts various distinctive features, including the Delaware 

General Corporation Law, which provides companies incorporated in Delaware with various 

benefits, and the Employee Retirement Income Security Act of 1974 (ERISA), 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 considered to be ócompany friendlyô; thus, the majority of 

companies listed in the NYSE are enticed to register in Delaware in order to take advantage of 
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the stateôs flexible approach. The main goal of the Delaware Law was to provide boards of 

directors with the authority to establish corporate policies and objectives whilst operating 

within the context of fiduciary duty (Mallin, 2016). Furthermore, this law demanded that 

various requirements be abided, to include the protection of minority interests. Because the 

Delaware Law has fewer procedural requirements as compared to other state laws on the books 

in the US, the state attracts many US-listed companies (Mallin, 2016). Another notable facet 

of the US corporate governance system involves the ERISA. According to this act, 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 cost-benefit analysis must be conducted in order to assess the 

viability of voting those shares (see Mallin, 2016). Figure 3.8 demonstrates the development 

of USôs major corporate governance codes and acts guidelines. 

Regarding the gender diversity of corporate boards, the USðlike the UKðhas no mandatory 

quota 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% of corporate 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 of 20% female representation on the boards of US-listed 

firms (see Deloitte, 2015). 
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3.9. The Germanic Corporate Governance System 

The German model is characterised by the involvement of numerous participants, including 

shareholders, management teams, banks, employees, suppliers of goods and customers 

(Moerland, 1995). Most of the countries that employ this modelðincluding Germany, the 

Netherlands, Switzerland and Austriaðhave adopted a two-tiered 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. According to the German 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 allocate one-third or one-half of the supervisory 

board seats to representatives of the employees. 

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 a two-tiered board structure (Fleckner 

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

owned and controlled by their founders or their foundersô family members. Similar to the 

models adopted by other European countries, the transparency level of Switzerlandôs corporate 

governance system is relatively low. Prior to 2003, Swiss-listed 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%; in such instances, the names and 

details of the companyôs officers had to be released (Ruigrok et al., 2006). Ruigrok et al. (2006) 

also argued that despite Switzerlandôs higher market capitalisation, the market has little 

influence over firmsô management systems, which could be justified as follows. First, most 

Swiss-listed 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 objectives, such 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 voting rights associated 

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 minor levels of ownership 

within individual firms (Ruigrok et al., 2006). 
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Switzerlandôs first corporate governance code, the Swiss Code of Best Practice for Corporate 

Governance, was initiated by economiesuisse12 in 2002 in collaboration with the Swiss Stock 

Exchange (Economiesuisse, 2002). The code was based on a system of voluntary compliance 

and was designed specifically for Swiss-listed firms. This Swiss code provided several 

recommendations with regard to shareholders, boards of directors, executive management 

teams, auditing practices and disclosure requirements (Economiesuisse, 2002). Five 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 of directors and senior managers 

(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 genders be represented on 

such boards (Economiesuisse, 2014). It is worth noting that the corporate governance code of 

Switzerland has retained the same name since its 2004 initiation. Figure 3.9 demonstrates the 

development of Switzerlandôs major corporate governance codes guidelines. 

 

 

 

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

Predominantly practiced in France and Italy, the Latin governance model lies somewhere 

between the Anglo-Saxon and Germanic 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 Anglo-Saxon countries. With regard to ownership structure, Latin 

countries typically embrace financial holding, cross shareholding, and governmental and 

family control (Moerland, 1995). As compared to Italy, France 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 

anotherôs voting rights (De Jong, 1989). Franceôs banking system was initialised in 1981, 

which resulted in the government taking ownership of a majority of shares in a variety of 

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 adopt a unitary board structure, though a two-tiered system is also 

allowed (Fleckner and Hopt, 2013; Mallin, 2016). According to Fleckner and Hopt (2013), the 

ownership structures of Belgian-listed firms are characterised as concentrated in comparison 

to those of US firms. Belgiumôs ownership concentration is a result of the presence of 

individual shareholders and holding companies who hold a large number of shares in various 

companies; this enables these players to influence managementôs strategic decisions in the 

firms that they own. Moreover, family ownership is also present and is often exercised via 

holding companies. Furthermore, institutional investors have recently cut their investments in 

Belgian firms; thus, the state exercises ownership only in the short-term and rarely holds equity 

for long periods (Fleckner and Hopt, 2013). 
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Belgiumôs first corporate governance code was issued in 1998; this code, entitled Corporate 

Governance for Belgian-Listed Companies (Solomon, 2013), was established by the Belgian 

Commission on Corporate Governance under the chairmanship of Daniel Cordon13. The code 

contained two sets of recommendations for Belgian-listed firms, though it did not discuss the 

enforcement of these rules. These recommendations highlighted the role of the corporate 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. Moreover, this 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 concerning the duties 

and composition of these committees (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 Federation of Belgian Enterprises formed a committeeðthe óBelgian 

Corporate Governance Committeeôðto accomplish this task. The committee developed a new 

version of the code, titled the Belgian Corporate Governance Code, which 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 included 

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 governance practices (Belgian Corporate Governance Committee, 

2004). Following the publication of this update, the Corporate Governance Committee received 

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 

                                                           
13 This code is well known as the Cardon Report (Solomon, 2013). 

http://www.corporategovernancecommittee.be/en/committee/guidelines/default.aspx
http://www.corporategovernancecommittee.be/en/committee/guidelines/default.aspx
http://www.corporategovernancecommittee.be/en/committee/guidelines/default.aspx
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The 2009 Belgian Code on Corporate Governance. This revision retained the same nine 

principles, though it included various changes pertaining to the separation 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 Belgiumôs corporate boards; while it was recommended 

that companies consider women when nominating members to their corporate boards, specific 

targets were not established (Belgian Corporate Governance Committee, 2009). Notably, the 

chairman of the Belgian Corporate Governance Committee recently announced 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 levels (Belgian Corporate 

Governance Committee, 2017). Figure 3.10 demonstrates the development of Belgiumôs major 

corporate governance codes and guidelines. 

With regard to gender quota recommendations, Belgium passed legislation in 2011 that was 

aimed at promoting the increased representation of women on the corporate boards of firms 

regulated by the capital market. According to this quota legislation, one-third of a firmôs board 

members must be of a gender that is different from that of the other two-thirds; large firms 

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

this goal (Deloitte, 2015). 

 

http://www.corporategovernancecommittee.be/en/committee/guidelines/default.aspx
http://www.corporategovernancecommittee.be/en/committee/guidelines/default.aspx
http://www.corporategovernancecommittee.be/en/committee/guidelines/default.aspx
http://www.corporategovernancecommittee.be/en/committee/guidelines/default.aspx
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3.10.2. Corporate Governance in France 

The French legal system is based on a model of civil law and provides relatively low levels of 

protection to minority shareholders (Mallin, 2016). Franceôs corporate governance system 

adopts an approach that may be best characterised as being closer to the insider than the 

outsider, as the ownership structures of French 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 two-tiered system (Mallin, 2016). 

The most important corporate governance codes in France were issued by two French business 

organisations, the Association Française des Entreprises Privées (AFEP) and the Mouvement 

des Entreprises de France (MEDEF). France initially issued two corporate codes of best 

practice in order to promote the countryôs corporate governance system: the Vienot Report I, 
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issued in 1995, and the Vienot Report II, published in 1999 (see Mallin, 2016; Fleckner and 

Hopt, 2013). 

Following the Enron collapse, another corporate governance code was issued: the Bouton 

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

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 independence of statutory auditors; 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 the Bouton Report advocated that in widely-held companies 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 maintained that two-thirds of an audit 

committeeôs members ought to be independent directors, while the majority of a compensation 

committeeôs members should be independent directors; furthermore, the nomination committee 

should include the chair of the board as a member. The report also highlighted the importance 

of board evaluation and recommended that a boardôs independent directors undertake an 

assessment of its operations, with the assistance of experienced consultants (Bouton, 2002). 

The report also suggested that such evaluation be performed at least once every three years; 

additionally, shareholders should be notified of the evaluation outcomes via the companyôs 

annual report (Bouton, 2002).  

In October of 2003, all three previous reports (Vienot I, Vienot II  and Bouton) were 

consolidated by the AFEP and the MEDEF into a single report, The Corporate Governance 

Code of Listed Corporations. Providing a set of principles of corporate governance based on 
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the three previous reports, this combined report came to be deemed 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 key subcommittees, director compensation and the 

formation and actions of key board subcommittees (audit, compensation and nomination) 

(Fleckner and Hopt, 2013). This code was formulated according to a ócomply or explainô 

approach and thus recommended that companies clarify which 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 December of 2010, the AFEP and the MEDEF published another joint recommendation, The 

Corporate Governance Code of Listed Corporations, concerning womenôs representation on 

corporate boards. This recommendation suggested that French-listed 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 recommendationôs 

issuance or from the first trading date on the regulated market, whichever was later (AFEP and 

MEDEF, 2010).  

The final amendment of The Corporate Governance Code of Listed Corporation was issued in 

June of 2013. This revised code recommended that companies establish a óhigh committeeô of 

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 fail to adhere to any specific recommendation of the code without 

providing adequate justification, such actionðand an explanationðshould be disclosed in the 

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

be presented at the shareholdersô annual general meeting (AGM) (AFEP and MEDEF, 2013). 

Furthermore, the code embraced a reinforced ócomply and explainô approach, thus requesting 

that companies provide a detailed explanation in the case of noncompliance with the codeôs 

recommendations (AFEP and MEDEF, 2013). Figure 3.11 illustrates the development of 

Franceôs major corporate governance codes and guidelines. 

It is also worth noting that France has issued quota legislation regarding gender diversity in an 

effort to enhance womenôs representation on French corporate boards. Issued in 2011 and 

reinforced in 2014, this law stated that both genders must have 40% representation by the 

beginning 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 

exceed ú50 million and who have retained at least 500 employees for three consecutive years 

(Deloitte, 2015)14.  

                                                           
14 Starting in 2020, this legislation will also apply to firms whose total number of employees exceeds 250 (Deloitte, 

2015). 
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3.10.3. Corporate Governance in Italy 

Italian firms traditionally adopt a one-tier board structure, although a two-tiered arrangement 

is also possible. The Italian governance system is distinctive, insofar as it requires the formation 

of a board of auditors (Mallin, 2016). Italyôs corporate governance system falls into the insider 

system category, as widespread family or cross-company ownership is prevalent (Solomon, 

2013)15. In contrast to other insider corporate governance modelsðsuch as that of Germany, 

for exampleðbanks have no major influence over Italyôs non-financial listed firms (Melis and 

Gaia, 2011). In fact, one of the main concerns in Italy involves the power of blockholders. 

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

                                                           
15 Roughly two-thirds of Italian-listed firms are family-owned (Bianco et al., 2015). 
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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). 

Italyôs first corporate governance code was initiated by Borsa Italia and published in 1999 as 

the Preda Code of Conduct. This code provided recommendations concerning several aspects 

of governance, including the composition of corporate boards, the establishment of key 

subcommittees, the independence 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 issued. Preda 2 covered 

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 information, the remuneration 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 Italiana published a new corporate governance code to replace those that were issued in 

1999 and 2002 (Borsa Italia, 2006). According to Mallin (2016), this version contained content 

that was similar to that of the previous codes, though it highlighted new recommendations 

related to external directorship limits, a boardôs annual evaluation practices, the introduction 

of a lead independent director, internal control of the firm and the promotion of shareholder 

activism via the exercise of shareholder rights. Various revisions to this code were made in 

2011, 2014 and 2015, with a particular emphasis placed on remuneration policies (Mallin, 

2016). Figure 3.12 demonstrates the development of Italyôs major corporate governance codes 

and guidelines. 
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As far as gender diversity is concerned, Italy mandated a gender quota for listed firms in 2011. 

The regulation, which came into effect in 2012, required that one-third (or one-fifth during the 

first term) of board seats be held by the less represented gender (Bianco et al., 2015). 

 

 

 

3.10.4. Corporate Governance in the Netherlands 

In the Netherlands, the corporate governance system adopts a two-tiered board system (Mallin, 

2016). The corporate governance system of this country allows employees, through the works 

of a council, to be involved in the appointment processes of the supervisory board (Fleckner 

and Hopt, 2013). As compared to that of other European countries, ownership concentration is 

considered to be the lowest, as more than 70% of the countryôs total market capital was owned 

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, the Recommendations on Corporate 

Governance in the Netherlands, was also known as the Peters Report (Solomon, 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 Corporate Governance 

Committee, which was drawn from several organisations in the Netherlands,16 developed 

another code in 2003 entitled the Dutch Corporate Governance Code, commonly referred to 

as the Tabaksblat Code. This code was divided into five sections, which concerned (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). In 2008, the code was revised by the 

Corporate Governance Committee based on numerous recommendations (this revision utilised 

the same name, The Dutch Corporate Governance Code). It is important to note that this 

revision called on companies to consider board members 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. Figure 3.13 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 non-mandatory gender diversity quota in 2013, which applied to both listed and 

non-listed 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, 2015).  

                                                           
16 Including Euronext Amsterdam, the Netherlands Centre of Executive and Supervisory Directors, the Foundation 

for Corporate Governance Research for Pension Funds, the Association of Stockholders, the Association of 

Securities-Issuing Companies and the Confederation of Netherlands Industry and Employers. 
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3.10.5. Corporate Governance in Spain  

The legal system of Spain is based on civil law, and the country has 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 structure of Spanish-listed firms is highly 

concentrated and controlled by non-financial companies, financial institutions and family 

owners.  

The first self-regulation recommendation on corporate governance in Spain was published in 

1996 by the Managersô Circle of Madrid and the Association of Spanish Businessmen. This 

report, The Report of the Managersô Circle of Madrid, recommended that several ideas and 

proposals be adopted in order to allow corporate boards to function more effectively (Lopez-

Iturriaga and Tejerina-Gaite 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 (Lopez-Iturriaga and Tejerina-Gaite 2014). In 1998, 

the commission issued its report, known as the Olivencia Report; this report considered the 

ownership structure of Spanish firms and presented various recommendations concerning the 

protection of minority shareholders. Overall, the recommendations of the Olivencia Report 

appeared similar to those of the Cadbury Report published in the UK (Lopez-Iturriaga and 

Tejerina-Gaite 2014).  

With 23 recommendations in total, the Olivencia Report highlighted the importance of 

corporate board composition (arguing that non-executive 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 between five and fifteen directors; it further suggested an age limit with regard to 

corporate board directors(Lopez-Iturriaga and Tejerina-Gaite 2014). Roughly two years after 

the publication of the Olivencia Report, the Council of Minsters approved the establishment of 

another commission, formed to focus specifically on the enhancement of transparency and 

security in Spanish capital markets (Lopez-Iturriaga and Tejerina-Gaite 2014). Issued in 2003, 

the resulting Aldama Report was largely in line with its predecessor, 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 Tejerina-Gaite (2014), both reports reflected certain issues that were of concern 

to the Spanish legislature at the time of their issuance. Following the publication of the Aldama 

Report, the Ministry of Economics called on the National 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 the principles 

issued by the Organisation for Economic Cooperation and Development (OECD), the 
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recommendations of the European Commission and the Recommendations on Corporate 

Governance for Banking Organisations, which were approved by the Basel Committee on 

Banking Supervision.  

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

on Good Corporate Governance, which consisted of 58 voluntary recommendations for 

Spanish-listed firms. This code primarily focused on the composition of corporate boards (size 

and directorsô independence), annual disclosures of board remuneration policies and the 

auditing of financial statements. The code also considered various new topics, such as the 

promotion of gender diversity on corporate boards and 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 reports (Lopez-

Iturriaga and Tejerina-Gaite 2014). The code was later amended in 2013, though Spainôs most 

recent corporate governance code, issued in 2015, contained several changes to the updated 

(2013) Unified Code, including recommendations concerning corporate social responsibility 

(CNMV, 2015). Figure 3.14 illustrates the development of Spainôs major corporate governance 

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 each gender enjoy at least 40% 

representation by 2015 (Deloitte, 2015). 
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3.11. The Nordic Governance Model  

Distinct from the Anglo-Saxon 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 management 

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 modern corporate governance 

practices, which are regulated via ócomply or explainô codes in other countries. Second, Nordic 

capital markets have become increasingly integrated. A high number of cross-border mergers 

in Nordic countries have led several companies to be listed in multiple stock exchanges. This 

also leads to a kind of harmonisation with the various rules and requirements of stock exchange 
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listing practices in these countries. Additionally, as in the German model, the corporate 

governance systems of Nordic countries (excluding Finland) allow employees to be represented 

on corporate boards. This implies that these countries also consider it important to protect the 

rights of other stakeholders of a company. 

3.11.1. Corporate Governance in Denmark  

The corporate 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 for different classes of 

shares (Solomon, 2013). Denmarkôs ownership structure is quite different from that of the US 

and the UK, as foundation ownership structures are common17 (Mallin, 2016). In fact, roughly 

19 of the largest 100 firms in Denmark enjoy foundation ownership and control (Solomon, 

2013). Additionally, there is a substantial amount of ownership by institutional investors in 

Denmark; such systems represent approximately 35% of the Danish market capitalisation, thus 

indicating a significant level of corporate 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 implies that Denmarkôs corporate governance system 

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 are not subject to 

hostile takeover activities, as are firms located in countries that employ the Anglo-Saxon model 

                                                           
17 A foundation is a legal entity wherein no owners have been established to control a large number of shares in a 

particular company; shares are often donated by the company or family founder (Mallin, 2016; Solomon, 2013). 



95 
 

(Solomon, 2013). However, the combination of recent attempts to improve corporate 

governance practices in Denmark and the integration of global capital markets has pushed the 

countryôs corporate governance system towards a more outside-oriented model (Solomon, 

2013). 

Turning to an examination of the evolution of corporate governance in Denmark, the Nørby 

Committee (established by the Copenhagen Stock Exchange) published its first guidelines on 

corporate governance, The Nßrby Committeeôs Report on Corporate Governance in Denmark, 

in 2001 (Mallin, 2016). These voluntary recommendations were divided into seven main 

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 a corporate board, 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 corporate governance. In 2002, an independent 

corporate governance committee18 was created by the Copenhagen Stock Exchange to further 

develop corporate governance guidelines for Danish-listed firms and to consider any needed 

revisions. According to Mallin (2016), this committee was formed because of the influence of 

international initiatives such as the US Sarbanes-Oxley Act (2002), the UK Combined Code 

(2003) and the EU Action Plan (2003), which called for the development of company laws and 

corporate governance in EU countries. In December of 2003, the committee issued its report, 

known as the Nørby Report (Mallin, 2016). A subsequent review of the code was conducted 

by the Copenhagen Stock Exchange Committee on Corporate Governance, which resulted in 

the issuance of the Revised Recommendations for Corporate Governance in Denmark. This 

revision primarily focused on recommendations related to disclosure requirements and 

                                                           
18 Known as the Copenhagen Stock Exchange Committee on Corporate Governance. 

http://www.xcse.dk/
http://www.xcse.dk/
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compelled listed firms in Denmark to voluntarily disclose 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 executive directors, 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 

transparency, the revision called on firms to disclose the details of their non-financial 

information, including the gender and age of members who held positions on a companyôs 

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 and the Act on 

Approved Auditors and Audit Firms and because of various EU Commission 

recommendations. The Code was titled the Recommendations on Corporate Governance, and 

included amendments related to the remuneration of directors sitting on supervisory and 

management 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 highlighted five main 

governance topics, which were: a companyôs communication and interaction with its investors 

and other stakeholders, the tasks and responsibilities of a board of directors, the composition 

and organisation of a board of directors, the remuneration of management, and financial 

reporting, risk management and auditing (see Mallin, 2016). Figure 3.15 demonstrates the 

development of Denmarkôs major corporate governance codes and guidelines. 



97 
 

In 2013, Denmark issued legislation requiring firms to promote gender equality within their 

corporate boards (Deloitte, 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 applicable to all listed companies, large non-listed 

companies and state-owned companies (Deloitte, 2015). 

 

3.11.2. Corporate Governance in Finland 

Finish-listed firms mainly adopt a one-tier board system, as per Finish governance 

recommendations; however, two-tiered boards also exist and accounted for roughly 22.5% of 

all listed firms in Finland in 2000 (see Liljeblom and Löflund, 2006). The ownership structure 

of Finish firms is concentrated, with state ownership being a significant factor (Liljeblom and 

Löflund, 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 of Finnish Industry and 

Employers (currently the Confederation of Finnish Industries) (see Solomon, 2013). This code, 

titled the Corporate Governance Recommendations for Listed Companies, consisted of 57 

voluntary recommendations that covered 12 aspects of governance, including the role and 

composition of corporate boards, communication and disclosure practices, the compensation 

of directors and external auditing systems. Five years later19, the Securities Market 

Association20 was formed in an effort to update the existing code; the resulting Finnish 

Corporate Governance Code was 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 worth noting 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 to develop 

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 revised code in 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 Association, 2010). Following this 

revision, the Finnish code was 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 covered several issues related to corporate governance 

                                                           
19 Another code was issued in 2006 for non-listed firms. That code was issued by a working group that was formed by 

the Central Chamber of Commerce of Finland (Finland Central Chamber of Commerce, 2006). 
20 Established by the Confederation of Finnish Industries EK, the Central Chamber of Commerce of Finland and 

NASDAQ OMX Helsinki Ltd. 
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(The Securities Market Association, 2015). Figure 3.16 demonstrates the development of the 

major corporate governance codes and guidelines of Finland. 

In Finland, state-owned firms are required by law to consider gender equality when comprising 

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

 

3.11.3. Corporate Governance in Norway  

With regard to an examination of Norwayôs corporate governance system, Rasmussen and 

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 Norway has relatively few 

large companies that represent a large percentage of the countryôs market capitalisation; 

similarly, Norway has relatively few very wealthy people. Furthermore, the government and 

public organisations are seen as important actors in the development of the countryôs corporate 

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


