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Corporate governance research is gr ounded on scholarly communications.
Scholarly conferences represent one of the methods of scholarly
communications and become valuable both at the initial and final stage
of scholarly research. Discussing an idea of the research or the final
results public ly increases the relevance and impact of the research

remarkably.
I n this context, t he recent conferer
Examining key challenges and perspective

the recent trends in scholarly research and test the most interesting

ideas and research results though discussing with experts in corporate

governance. Moreover, taking into account the COVID -19 pandemic

spreading throughout the world, the remote (online) mode of the recent

conference allows all participating sc holars still feel tuned to the network

discussion that is a major value of the scholarly research.  As one of this

conference participants stated, during the time of COVID pandemic and
guarantine this online schol arly conf
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iluminati on6 allowing the scholarly networ ks

Recently, we had 32 accepted full-text or extended abstracts
co-authore d by scholars from more than 20 countries of the world. It is
a great success for our conference because this is a proof tha t the world
pandemic will not destruct scholarly communications.

Authors of the papers considered both traditional issues of corporate
governance and those that are challenging recently. The most popular
issues of corporate governance presented and discuss ed by the conference
participants are below.

The nature of the state ownership and family ownership has been
considered by the conference participants and contributed to the previous
research by Kostyuk, Mozghovyi, and Govorun (2018); Peruffo, Oriani,
and Perri (2014); Arouri, Hossain, and Muttakin (2011); Zeitun (2009);
Barako and Tower (2007); Carvalhal da Sil

Board of directors as a classical issue of corporate governance
research has been considered by the conference participan ts from various
insights, such as board leadership, director turnover, board
independence, board committees, gender diversity, CEO compensation
and CEO turnover. Altogether the participating scholars contributed to
the papers published before by Masmoudi a nd Makni (2020); Sun (2018);
Abdullatif, Ghanayem, Ahmad -Amin, Al -Shelleh, and Sharaiha (2015);
Al-Mamun, Yasser, Rahman, Wickramasinghe, and Nathan (2014); Liu,
Harris, and Omar (2013); Guerra, Fischmann, and Machado Filho (2008);
Davidson and Rowe (2004) .

Based on the previous research by Al Fadli (2020); Drogalas and
Siopi (2017); Wadesango, Tasa, Wadesango, and Milondzo (2016),
scholars participating in the conference introduced the interesting ideas
in the field of accounting and auditing. Corporate ta  x issues, family firm
specifics and internal audit in the cross -country context have been
successfully explored by the scholars.

Online conference forum lasted for three days from May 7 to May 9,
2020. More than 50 scholars from more than 20 countries of t he world
and all continents took an active part in the conference forum discussions
and provided more than 450 comments related to the conference
presentations. These comments are very valuable both for the authors of
the presentations and other scholars w ith a research expertise in
corporate governance, accounting and finance.

Maria Guedes highlighted the recent trend in gender research
related to the board of director s: 0The
static. The typical board has not changed that much, only in the
aftermath of gender quotas. We have seen an increase in the number of
women, but mainly to NED positions. Women are still not getting to the
decision positions, to exec positions and boards are still not open to other
nationalities or ev en qualifications. For example, what if the board had
more medical doctors could we have foreseen this sanitary crisis? We
need to rethink what we expect from boards, at least the advisory boards

8
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that need to be more diversed.
Alex Kostyuk issued a more accurate vision toward the research of
the board of directors: OMy idea is that
start finally divide your research for "executive directors" and
"non-executive directors" from the point of view of different criteria of
their sel ecti on and functions they perform
NEDs are products of networks. Executive directors are the products of
the profession and recently achieved pe
question, that is still missed in the scholarly res  earch worldwide. We got
used to divide the board for NEDs and EDs. It is too simple now.
Challenges are very strong for CG worldwide. So, we need to get inside of
the board issue and start configuring the board dividing even the board
molecules (its groups, like NEDs) for atoms (with executive experience
and NEDs without this experience). This sort, so called "board atomic

|l evel " research is a future of CG researc
liana Haro discovered a very interesting issue about the boar d of
directors dynamics and structure: 0Great

come to the eternal question of why do organizations keep appointing ED

from outside the industry? It is said that because it is the best business

practice and that it brings fresh a ir to the company, but are best

practices t he best lliapar aaddtessede & desulting at e r

comment in the board issue: OWe need to

"fighting" for gender equality just for the sake of gender presence, or are

we aiming for talent in the benefit of the organizations and their

stakeholders not only the sharehol dersd i

not how many women are on the board, as far as the board, its

committees and any other bodies are integrated by the talentt hey needd.
Dmitriy Govorun outlined a much promising question related to the

board research agenda: OWhich combinati ol

gender equality, masculinity, education and happiness should

countries/policymakers focus on when reaching hi gher performance in

terms of more presence of women on boar d:s
Dil vin fesufted &vith a la rge portion of comments with

anexcell ent statement: ol think the reas:¢

relationship between financing and gender may be due to the fact that in

many countries the percentage of womenintheboa rds i s still very
Vikash Ramiah comment ed with a recently i mpo

add the behavioral literature that argues females tend to be less risk
averse than males. Hence in economic conditions becomes a factor
whereby females will deliver bes t in crisis period as they are better with
ri sk management 6.
Dean Blomson commented in an excellent manner regarding the
board diversity and skill s: OAppropriate
are vital . But if you want to ensure the oversight of decisio ns is effective
you need independent thinkers who have the ability to bring different
lenses/vantage points to bear. Gender diversity is a noble cause & no

9
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doubt & but that is a side issue when it comes to having a board that is
able to think critically, d ivergently and in a challenging way. Those skills

exi st independently of gender, race, cul
in on gender diversity because it feels
than cognitive diversityéo.

Jos® Cacompmentedwithan i nteresting idea: 0CoO

board, we have been verifying that although there are traditional board
positions there are also so many others which we consider as innovative.
Besides, the board might not have the traditional composition and strict
divi sion of roles and hierarchyo.

Pedro ¢ g u, participating in the conference forum, answered about
a dilemma of the board structure and | ea
worl d has got too much of ocompliance st
problems. We shall recall that most of the big corporate scandals
happened in the presence of codes & regulations. Compliance codes and
regulations ensure the Omini mumso, but i
aspire to the maxi mums and organization ¢

Brian Bolton st at ed about the family firm go
firm dynamic is unique and introduces relationships among leaders and
shareholders that we may not see at non -family firms (even if the CEO is
not a family member, she has likely been hired and a pproved by family
me mber s, t hus conferring S 0ome, Btianp e of
perfectly concluded about the market for
during the late 2000s when firms were moving away from entrenched
directors, bringing in more new and y ounger directors (in part to comply
with new independence rules). That movement has slowed, and | do
think we're seeing longer tenures with both CEOs and directors. We can

(and should) dig into these trends and se¢
Karen Hogan linked her solid comment to the results of her
research: o0The |l ack of historical demand

in the foreign countries when it existed in the US markets suggests that
the breaches which were occurring in those countries were not fr om
a cost/benefit analysis significant to require a transfer of the risk. As we
have increased the regulations of the companies | believe this will change
and | am curious to see if these new return patterns move closer to those
seen in the US markets.
Shab Hundal came with a comment about the busy directors and
i nnovations: OFirms having busy director
assets, arguable because busy directors do not have time and patience to
understand the role and relevance R&D and other inn  ovation activities

as they can be engaged in maximizing thei
Lucrezia Fattobene fixed an outlook for corporate governance
research in Italy: ol think Italy is an

because of the weak legal pr otection of creditors and shareholders, very
poor law enforcement, high ownership concentration, and high presence
of pyramidal groupso.

10
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In this book we collected all comments provided by the participants
during the conference forum discussion that adds mo re value to the
conference outcomes.
This online conference has several innovative outcomes. First, the
structure of this book of the conference proceedings is very innovative
because it contains not only the materials of the presenters at the
conference. We have enriched this book with the full list of comments
generated by the conference participants during the forum and divided
all these comments by each paper presented at the conference. All the
comments are authored in a proper manner.
Second, we have prepared the set of interesting infographics
providing very useful analytics about the conference forum. You will find
there 0 Ce nfériemr eamments authorship & geographical
representationo, 0Conferdemepi cfsordims cucmn
0 C derence forum comments & top-10 mo s t di scussed presen
0 Cnference forum comments dtop most commenting discuss
This sort of analytics will provide a clear vision of the conference forum
content and dynamics, very interesting for scholars.
Finall y, we sum our Editorial up with a wise phrase based on the
idea of Max Alberto Galarza Hernandez, one of the conference forum
part i ci lptalectua illumidation of isolated scholars 68 this is the
main motto of our online corporate governance confere nce getting
through the issues like pandemic and quarantine. Scholars can be
isolated but their intellect cannot!
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Abstract

Sustainability has become one of the most relevant aspects to which

economic operators are paying more attention. Respect for the aspects

and principles linked to this theme has become a choice to strengthen

companies d i mage, trust, and soci al l egitim
performances. Sometimes conceived as a requirement, sometimes as

a strategic choice, sustainability has acquired a specific weight in

a global economic context, and corporate social responsib ility (CSR)

di scl osure has become an i mportant tool
Thi s has highlighted the need for carry
behaviour with regard to sustainability disclosure and the corporate

governance (CG) mechanisms influen cing the information released.

Board of directors and its committees are critical CG mechanisms in that

sense. This paper aims to investigate the relationship between specifics

board characteristics and CSR disclosure. More specifically, the study

investig ates the relation between board independence and CSR

disclosure, and how this relationship is moderated by the presence of

a CSR Committee.
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1. THEORETICAL BACKGROUND AND HYPOTHESES
DEVELOPMENT

Most scholars investigated the composition and functioning of  the board
of directors considered one of the most important CG mechanisms
affecting both the quantity and quality level of the information released
(Brennan & Solomon, 2008; Michelon & Parbonetti, 2012; Rao & Tilt,
2016). In particular, independent directo rs seem to be more willing to
enl arging t he audi ence of C 0 masaimad e s
encouraging companies to disclose more information about their social
and environmental behaviours. For these reasons, board independence is
considered an impo rtant and effective CG mechanism (Khan , Muttakin,
& Siddiqui, 2013; de Andres & Vallelado, 2008; Rao & Tilt , 2012; Said,
Zainuddin, & Haron , 2009). The common literature has hypothesized and
empirically verified that a higher level of board independence po  sitively
influences non -financial disclosure, in particular in terms of
sustainability disclosure (Jo & Harjoto , 2011; Johson & Greening, 1999).

Many previous papers, investigating the relationship between CG
mechanisms and CSR disclosure, analysed how a specific CG mechanism
individually influences CSR disclosure. However, in studying the
determinants of CSR disclosure, it is important to investigate how
different CG mechanisms interact each other in affecting corporate
disclosure (Bushman & Smith, 2001; Healy & Palepu, 2001; Li & Qi,
2008; Prado Lorenzo, Gallego Alvarez, & Garcia Sanchez, 2009; Sanchez,
Sot o,r& 2Mm2 2021, Aguinis, Boyd, Pierce , Short, Dalton, D. R., &
Dalton, C. M., 2011; Jain & Jamali, 2016), in order to understand
whether there are interdependencies between different CG mechanisms.
This paper goes further in this line of research by investigating how the
previous relationship is moderated by the presence of a CSR committee,
considered as a complementary mechanism able to improve pro pensity
and effectiveness of independent directors in stimulating a higher level of
CSR disclosure. Thus, this paper aims to investigate the relationship
between board independence and CSR disclosure, and how this
relationship is moderated by the presence of a CSR Committee. Based on
these considerations, we developed and tested the following two
hypotheses:

H1: T here is a positive relationship between board independence and
CSR disclosure.

H2: The presence of CSR committee positively moderates the
relation ship between board independence and CSR disclosure, in the
sense that companies with a CSR committee have a stronger positive
relationship between board i ndependence and CSR disclosure.

St

o
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2. METHOD

The analysis has been conducted on a sample of 119 non -financial Italian

companies listed on the Milan stock exchange at the end of December 31,

2017. Financial and accounting data have been collected from Orbis &

Bureau Van Dijk and information on boar
been gathered from the CG re port. To collect data on CSR disclosure, we

content analysed (Krippendorf, 2013) the sustainability report released

by companies.

Our dependent variable is CSR disclosure codified as follows. We
identified the items of CSR disclosure on the base of Direct ive 95/2014.
More specifically, we focused on the requirement to release non -financial
key performance indicators related to sustainable aspects. Then we
analysed each sustainability report and collected information for each
item. We assigned a score of 1 to each non-financial key performance
indicator released. The CSR disclosure for each company has been
measured as the sum of non -financial key performance indicators
released.

The independent variable is board independence, measured as the
ratio between t he number of independent directors appointed by minority
shareholders and the total numbers of board members. We choose
directors appointed by the minority in agree with part of literature that
considers this as the best proxy for board independence in con text, such
as ltalian, characterized by high ownership concentration (Brunello ,
Graziano, & Parigi, 2000; Connelly , Hoskisson, Tihanyi, & Certo , 2010).

We computed the moderating variable ( CSRCom) using a dummy
variable equal to 1 if there is a CSR commit tee and O otherwise.

We add the following control variables: board size, measured as the
total number of board members; board meeting, computed as the number
of board meetings during the year; role duality, measured using
adummy variable equal to 1 if the CEO of the board is also the
chairman; board executive, computed as the percentage of executive
directors; multi -directorship, measured as the total number of directors
holding positions in other companies; the presence, or not, of a Big Four
Auditor Comp any as auditor of the sampled company; Size, measured as
the natural logarithm of total assets; Leverage, computed as the ratio
between long-term debt and total assets; Profitability, measured using
Tobinds Q, t hat is the natweenthemharkegar i t hm
value and the balance sheet value of total assets; financial disclosure,
measured as the number of financial key performance indicators
released; sustainability sensitive industry, that is a dummy variable
equal to 1 if the company operates in a sustainability sensitive industry
and 0 otherwise. The following F igure 1 shows the research model used:
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Figure 1. The relationship between board independence and CSR
disclosure, and the moderating role of CSR Committee

CSR committee

Board

|

> CSR disclosure

independence

We performed the following OLS regression model to test the

hypotheses developed:
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3. FINDINGS AND ARGUMENT

The results obtained show the existence of a positive and significant
independence and CSR disclosure,
confirming our first hypothesis. The coefficient of board  independence is
statistically significant at better than the 5 per cent level for explaining
variations in the CSR disclosure. This means that a larger number of
independent directors, appointed by minorities, positively impact the

relationship between board

level of CSR disclosure .

The findings also reveal that the presence of a CSR committee
positively moderates the relationship between board independence and
CSR disclosure, confirming our second hypothesis.

With respect to the control
a statisticall y significant and positive

variables, all models present
Big4 coefficient. This highlights

that companies with a Big4 as auditors present a higher level of CSR
disclosure. In fact, auditing companies play an effective monitoring role
af fect c 0 mpsaand sasdardsc o mp | i a
requirements. Auditing companies have built a great image and

and positively

reputation over the years by

its irrepro

achable operate, as a result,

a company with a Big4 as the auditor is more inclined to CSR policy,
providing a higher level of disclosure

Furthermore, TobinQ presents a statistically significant and
negative coefficient, showing that companies with higher performance

are less inclined to disclosure.
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4. CONCLUSION

This study contributes to the existing literature in several ways. First ,
we developed a CSR disclosure index in accordance with Directive
95/2014, which could be useful for future research on the European
context on this topic. Also, this study is the first that analyses the
moderating role of the CSR committee in the relatio nship between board
independence and CSR disclosure. Findings obtained demonstrated the
relevant need to study the complementary effects of different CG
mechanisms, rather than the single effect, in influencing CSR disclosure.
This can give a contribution in explaining the divergent empirical results
scholars highlighted about the effectiveness of board independence in
stimulating CSR disclosure, showing the way to solve the dilemma about
the effectiveness of board independence: it is a better CG mechanism
when other CG mechanisms are in place, i.e. the CSR committee.

However, this study has some limitations. The sample exclusively
includes the ltalian company and just one -year observations. Future
research could extend the sample to other countries. Our CSR  disclosure
variable exclusively considered the quantity of the information released,
but not the quality; this last aspect could be analysed in future research.
Finally, our index considered the overall CSR disclosure, which includes
different aspects: en vironmental, social and human capital, human
rights and corruption disclosure. Future researchers could extend our
study by investigating how different CG mechanisms interact with each
other in affecting these disclosure aspects.

REFERENCES

1. Aguinis, H., Boyd, B. K., Pierce, C. A.,, Short, J. C., Dalton, D.R.,, &
Dalton, C. M. (2011). Integration of micro and macro studies in governance
research: CEO duality, board composition, and financial performance.
Journal of Management, 37 (2), 404-411.
https://doi.or g/10.1177/0149206310373399

2. Brennan, N. M., & Solomon, J. (2008). Corporate governance, accountability
and mechanisms of accountability: an overview. Accounting, Auditing &
Accountability Journal , 21(7), 885-906. https://doi.org/
10.1108/09513570810907401

3. Brunello, G., Graziano, C., & Parigi, B. (2000). = Ownership or performance:
What determines board of @4AMDsoudsionrPapdr t ur no v e
No. 105). Retrieved from https://doi.org/10.2139/ssrn.224096

4. Bushman, R. M., & Smith, A. J. (2001). Finan cial accounting information
and corporate governance. Journal of Accounting and Economics, 32(1-3),
237-333. https://doi.org/10.1016/S0165 -4101(01)00027-1

5. Connelly, B. L., Hoskisson, R. E., Tihanyi, L., & Certo, S. T. (2010).
Ownership as a form of corpora te governance. Journal of Management
Studies, 47(8), 1561-1589. https://doi.org/10.1111/j.1467 -6486.2010.00929.x

6. De Andres, P., & Vallelado, E. (2008). Corporate governance in banking: The
role of the board of directors. Journal of Banking & Finance , 32(12), 2570-
2580. https://doi.org/10.1016/j.jbankfin.2008.05.008

17



* GCC
VIRTUS/

0 CORPORATE GOVERNANCE:

GE

International Online Conference ( May 7-9, 2020) VIRTUS

- R
f NTERPRESS

EXAMI NI NG KEY CHALLENGES AND

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

Fer n § fGdge,R., CabezaGar c 2 a, L., & Nieto, M.
responsibility, board of directors, and firm performance: An analysis of their
relationships. Review  of Managerial Scie nce, 10(2), 85-104.

https://doi.org/10.1007/s11846 -014-0141-9

Fuent e, J . -Sadichez, |.Ma, & bozamo, M. B. (2017). The role of the
board of directors in the adoption of GRI guidelines for the disclosure of CSR
information. Journal of Cleaner Produ ction, 141, 737-750. https://doi.org/
10.1016/j.iclepro.2016.09.155

Gar e*8anchez, I -MiM.a n d&&a ,meM. E., D a vArizh,
L. (2019). Board independence and GRI -IFC performance standards: The
mediating effect of the CSR committee. Journ al of Cleaner Production , 225,
554-562. https://doi.org/10.1016/j.jclepro.2019.03.337

Haniffa, R. M., & Cooke, T. E. (2005). The impact of culture and governance
on corporate social reporting. Journal of Accounting and Public Policy , 24(5),
391-430. https: //doi.org/10.1016/j.jaccpubpol.2005.06.001

Healy, P. M., & Palepu, K. G. (2001). Information asymmetry, corporate
disclosure, and the capital markets: A review of the empirical disclosure
literature.  Journal of Accounting and Economics , 31(1-3), 405-440.
https://doi.org/10.1016/S0165 -4101(01)00018-0

Jain, T., & Jamali, D. (2016). Looking inside the black box: The effect of
corporate governance on corporate social responsibility. ~Corporate Governance:
An International Review , 24(3), 253-273. https://doi.org/ 10.1111/corg.12154
Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial
behavior, agency costs and ownership structure. Journal of Finance
Economics, 3(4), 305-360. https://doi.org/10.1016/0304 -405X(76)90026-X

Jo, H., & Harjoto, M. A. (2 011). Corporate governance and firm value: The
impact of corporate social responsibility.  Journal of Business Ethics , 103(3),
351-383. https://doi.org/10.1007/s10551 -011-0869-y

Johnson, R. A., & Greening, D. W. (1999). The effects of corporate governance
and institutional ownership types on corporate social performance.  Academy of
Management Journal , 42(5), 564-576. https://doi.org/10.5465/256977

Khan, A., Muttakin, M. B., & Siddiqui, J. (2013). Corporate governance and
corporate social responsibility discl osures: Evidence from an emerging
economy. Journal of Business Ethics , 114(2), 207-223. https://doi.org/
10.1007/s10551-012-1336-0

Krippendorff, K. (2013). Content analysis: An introduction to its
methodology. Los Angeles, CA: SAGE Publications.

Li, H., & Qi, A. (2008). Impact of corporate governance on voluntary
disclosure in Chinese listed companies. Corporate Ownership and Control ,
5(2), 360-366. http://doi.org/10.22495/cocv5i2c3p5

Michelon, G., & Parbonetti, A. (2012). The effect of corporate governance on
sustainability disclosure. Journal of Management & Governance , 16(3), 477-
509. https://doi.org/10.1007/s10997 -010-9160-3

Prado Lorenzo, J.-M., Gallego Alvarez, |., & Garcia Sanchez, I. M. (2009).
Stakeholder engagement and corporate social responsibility reporting: the
ownership  structure effect. Corporate  Social Responsibility and
Environmental Management , 16(2), 94-107. https:/ /doi.org/10.1002/csr.189
Pucheta Mart 2nez, M. C., & Gallego ¢lvarez, I. (2019). An international
approach of the relationship between board attributes and the disclosure of
corporate social responsibility issues. Corporate Social Responsibility and
Environ mental Management , 26(3), 612-627. https://doi.org/10.1002/csr.1707
Rao, K., & Tilt, C. (2016). Board diversity and CSR reporting: An Australian
study. Meditari Accountancy Research, 24 (2), 182-210.
https://doi.org/10.1108/MEDAR -08-2015-0052

18

(2016



G R - R
f NTERPRESS

7 GCC
VIRTUS/ International Online Conference ( May 7-9, 2020) VIRTUS
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

23. Rao,K. K., Tilt, C. A, & Lester, L. H. (2012). Corporate governance and
environmental reporting: An Australian study. Corporate Governance: The
International Journal of Business in Society , 12(2), 143-163.
https://doi.org/10.1108/14720701211214052

24. Said, R., Zainuddin, Y. H., & Haron, H. (2009). The relationship between
corporate social responsibility disclosure and corporate governance
characteristics in Malaysian public listed companies. Social Responsibility
Journal , 5(2), 212-226. https://doi.org/10.1108/17471110910 964496

25. Salancik, G. R., & Pfeffer, J. (1978). A social information processing
approach to job attitudes and task design. Administrative Science Quarterly
224-253. https://doi.org/10.2307/2392563

26. S8nchelzF.  J. Sot dr.r,2 0& DB.g20]11). Ehe relationship
between corporate governance and corporate social behavior: A structural
equation model analysis. Corporate Social Responsibility and Environmental
Management, 18(2), 91-101. https://doi.org/10.1002/csr.244

CONFERENCE FORUM DISCUSSION

Dmitriy Govorun @ Thank you very much for youl
sure the paper you present may upgrade knowledge of scholars and
researchers in CG mechanisms and disclosure issues. CSR is still
attracting the attention of various stakeholders. They care abo ut the
company's behavior and communication policy. One question should be
pointed here regarding the CSR reporting. | believe it is a good chance to
improve the research with a deeper view of the process for such reports.
Data samples for a couple of year s could strengthen the outcome of
modeling. For example, it is good to compare the situation before the
directive was implemented (were reporting available and acceptable to
the company or not, when the first report was generated etc.). This may
influence the result we may receive and additionally test the hypothesis.

Alfredo Celentano : Dmitriy, thank you for your message. We
absolutely agree with your consideration and sure enough, only one -year
observation is the first limitation of our work. We'll improv e our research
sure.

Tarig Ismail : Totally agree with you. CSR and its impact on
sustainable development need further investigation, where empirical
data is required to test such an impact. An event study would help in
providing solid results.

H AR P Madu shanka : Hi Dmitriy, | agree with you too. Also,
there are so many researches done using panel data for multiple years in
CSR reporting post introduction of GRI. Also, it is a must that we
understand the vacuum in the information flow as well. Since
sustain ability reporting is still a voluntary measure in most of the
countries, the availability of informati on is still limited. This has
a significant impact on most of the researches.

Vikash Ramiah : Is it time to expand CSR to include all the SDGs
stated by th e UN? | think c orporations should adopt the 17 goals
particularly at a time like this.
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H AR P Madushanka : Actually, CSR reporting is almost
non-existential at the moment, we have moved to sustainability
reporting. Concepts like integrated reporting facili  tate that. And yes,
SDGs are in reporting my majority of the organizations and actually it
should be. Some companies are using SDGs as a reporting framework.
| suggest you refer the work of Prof. Carrol Adams on this. She has done
some excellent work on th e subject.

Alfredo Celentano : H A RP Madushanka , thank you for your
comment and suggestion. My studies are still in progress and | take with
very pleasure suggestions t hat can help me in my research.

Vikash Ramiah : | have seen the work carried down by the
environmental reporting , etc. in OZ (see Craig Deegan's work). You see
now it is regarded as a brand. Some companies are using SDG as a brand
and they are successful because of their principles. They report on these
like crazy as it is marketing. Even the  expensive brands are explaining
how they use SDGs as part of their 'designer’ approach.

Alfredo Celentano : Vikash Ramiah, thanks for your consideration.
| totally agree with you. And thanks for your suggestion about Deegan's
work, is very important for me

Alex Kostyuk : Hi Alfredo, it is very much promising research. |
expect that you have just fixed a new stream in corporate governance
research. Just one proposal to do. | expect that you should keep in mind
that CSR is considered by companies as social in vestments that could
prescribe the further concept of "social investments rate of return”. |
expect that larger companies and public firms have already integrated
this concept inside and in this case, the role of independent directors
linked to CSR grows r emarkably. So, your major hypotheses could be
stronger for the larger, p ublic and probably global (at lea st international)
firms. Try to check it up.

Alfredo Celentano : Dr Kostyuk, thank you for your comment and
your appreciation of our work. Thanks especi ally for the observation and
reference to CSR as a social investment and its link to "social investment
rate of return" concept, is so much important and interesting, | really
appreciate it. About a new stream of research or new research work,
we're at it, and as you propose, our sample is composed exactly of large
companies, public firms (utilities, etc.) We hope to be able to improve our
hypotheses.

Dmitriy Govorun : Alfredo, | have one more comment/question.
Youdve mentioned t he s ynoeemechgnisnesf Moeec t of
effect is reached when several mechanisms interact in one line. | believe
this is a good finding from your paper and it may be used to try other
combinations with different mechanisms. Which of them may be also
used as to your point of view?

Alfredo Celentano : Thanks so much for your question. Always
thinking about the relationship betw een CG and CSR | believe that
a further mechanism to investigate can be represented by the diversity of
the board, especially in terms of gender diversit y, and female presence in
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the boards. | say this based on some of the considerations that | was able
to make in my first research work; women's presence on the boards has
been an element of constant growth in recent years, more and more
companies have been careful to respect the "pink quotas"; also
investigating my sample | was able to see (which, however, is not evident
from the work presented today) that the CSR committees presented in
the majority of cases at least one female presence among the members.
We can think that my opinion is in accord with theory and literature
which say that women are more incline to sustainability aspects.

Dmitriy Govorun : Good point, thanks. Active comments on the
section regarding the paper on diversity and women on boards  confirm
the idea and the direction.

Maha Radwan : Thanks for that good research, CSR is a very
important topic and | just only suggest as the previous comments to
explore and investigate several years.

Alfredo Celentano : We totally agree with you and previo us
comments: in order to improve our findings, we need to extend
observation years absolutely. | think that looking in particular at the
trend in the coming years, we could achieve more robust results, above
all because in Italy the transposition of the Eu  ropean legislation and the
adoption of the provisions contained in it has happened rather slowly,
therefore the next years co uld offer more meaningful data.

Omrane Guedhami : Hi Alfredo, | find the idea interesting. |  think
it would be important to account for the endogeneity of the CSR
committee and the potential effect of board independence on the decision
to form a CSR committee. In addition, to complete the picture, | suggest
that you examine the effects o f CSR disclosure on firm value.

Alfredo Celentano : You're absolutely right about the endogeneity
of CSR comm. variable, particularly if | think that, in my sample, the
prevalence of CSR committees is made up of independent directors.
Thank you for this detailed reading, | really appreciate it. About "CSR
disclosure and firm value" | think it could be the next step of this
research.

Sabri Boubaker : Hi Alfredo. Great idea. One of the problems
common to all similar studies i s that the dependent variable (s core) does
not follow a normal distribution. | sugges t that you run a robustness test
while using a log or a Box -Cox transformation.

Stergios Tasios : Hi Sabri, one way to handle the problems of
normality of the disclosure score is to run the regression with the
transformation to normal scores.

Alfredo Celent ano: Thanks for your comment, Sabri. We agree
with your observation; we know that these studies do not follow a normal
distribution, but we decided not to perform any further verification with
respect to the specificities of the research. We appreciate ver y much your
suggestion, so in order to answer to you and to the comments of Stergios
Tasios, whom | greet and thank. Do you both think that "mean
centering" could fix the problem?
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Abstract

Dividends constitute a signal mechan ism to the stock market because
they communicate information about the financial performance and
therefore impact the share price (Roy, 2015). There are several factors
that may influence the dividend policy. As from the seminal work of
Miller and Modiglia ni (1961), different studies have analyzed
explanations for dividends behavior. In the context of family firms, the
agency theory provides a mixed perspective on moral hazard problems in
family firms. On the one hand, families are assumed to be better
monitors of management than other types of large shareholders,
suggesting that lack of alignment between the principal (controlling
shareholders) and the agent (managers) better known as agency
problem I, might be less prevalent in family than in non  -family fi rms
(Anderson & Reeb, 2003; Ben-Amar & Andr ®, »thed iad, OnN 't h
controlling families may have an incentive and the ability to extract
private benefits at the expense of minority investors (ref  erred to here as
agency problem Il) (Fama & Jensen, 1983 ; Shleifer & Vishny, 1997;
Bozec & Laurin, 2008).

Family firms account for two -thirds of all businesses around the
world, contribute with the 70% -90% of the gross domestic product (GDP)
annually, and create the 50% -80% of total employment (Family Firm
Institute, 2016). Data from Latin America shows that family firms
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represent 75% of firms, generate 70% of job creation and contribute to
about 60% of the GDP (EY, 2014). In Brazil, 70% of the largest public
business are family -owned and 90% of private compani es are family,
while these types of companies create 75% of all new jobs (Cambieri,
2012). With respect to dividends, the corporate law in Brazil requires
that listed firms specify the percentage of annual profits (normally 25%)

to be paid out as dividends in their bylaws, and dividends from Brazilian
companies are not taxed (Martins & Novaes, 2012). In the Chilean
context, 44% of listed companies are family -owned while 49.6% of small
and medium companies are family firms. These companies contribute
70% of the GPD and generate 60% of employment (Watkins -Fassler,
Ferng§iP®Re 2z, & FAozd, r2016)u Bimilarly to Brazil, the
Chilean Corporation Act requires from open stock companies to
distribute at least 30% of their net income each year as dividends, u  nless
otherwise agreed by the unanimous consentof t he sharehol ders (
Alvarado, & Hermosilla, 2012). The capital market is characterized by

a higher ownership concentration, pyramidal management structures
and the presence of institutional investors  (pension funds), which have
contributed to the efficiency and liquidity of the market (Lefort &
Walker, 2000).

The prevalence of family firms in Latin America and the family
incentive to extract private benefits raises the question: how family firms
adopt dividends to reduce free cash flow and restrict their opportunistic
behavior? Family firms that operate within weak institutional
environments may distribute higher dividends as a trust  -generating
mechanism towards minority investors (Croci, Doukas, & Gone nc, 2011;
Miller, Le Breton -Miller, & Lester, 2010). Furthermore, dividend policy
is a more credible signal against the minority expropriation investors
compared to other corporate governance mechanisms (Pindado, Requejo,
& de la Torre, 2012). On the other hand, the board of directors also plays
an important role in mitigating agency problems between families and
minority shareholders (Fama & Jensen, 1983). The inclusion of
independent or female members on the board generally increases the
monitoring and re stricts the opportunistic behavior of controlling
shareholders (Gunasekarage & Reed, 2008). Namely, the board
composition may balance (mitigate) the f;
between family and outside investors (Setia -Atmaja, 2010).

From the agency theory perspective, this pa per focus on the agency
problem Il (principal -principal) that is interesting when studying
dividends, namely the conflict between the controlling and minority
shareholders, who may have diverging interests due to their different
preferences to maintain the control over corporate resources (Faccio,
Lang, & Young, 2001). Minority shareholders  often prefer to receive
dividends in order to reduce the free cash flow available for the
controlling shareholders, whereas the c¢ ontrolling s hareholders adopt
a reinvestment preference (Gersick, Davis, Hampton, & Lansberg, 1997).
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These conflicts of interests motivate the expropriation of minority
shareholders and, consequently, in crease the agency problems type Il in
family firms. In this conte xt, dividends play a disciplining role by forcing
controlling shareholders to abstain from expropriation behavior and to
pay out (high) dividends ( Minichilli, Corbetta, & MacMillan, 2010). This
study aims to respond to two main empirical questions related to family
firmsdé dividend policy. First, do Brazi
listed firms distribute more dividends to shareholders compared with
non-family firms in order to inhibit agency problems between controlling
and minority shareholders? Secon d, does the board composition affect
dividend policy decisions in family firms in these countries?

The sample of the study is compo sed of 853 observations from
49 Brazilian and 32 Chilean top publicly listed firms in terms of market
capitalization over th e 1l-year period from 2004 to 2014. Using
an unbalanced panel data, empirical results demonstrate that family
firms pay more dividends than non -family firms, while the board size and
female representation on the board have a significant and positive
impact on the dividend policy of the firm. In contrast, the COB -CEO
duality inhibits dividends. These results support the "substitute" model
proposed by La Porta, Lopez -de-Silanes, Shleifer, and Vishny (2000), who
affirms that firms with high levels of ownership concentration or in weak
investor protection environments, need to pay dividends to alleviate the
agency problem Il and to establish good reputation. Furthermore, better
governance practices such as an adequate board structure, leads to
a more efficient d ividend policy (Minichilli et al., 2010 ).

This paper suggests that corporations operating in such
environments are more likely to increase dividends in order to reduce the
opportunist behavior by controlling familie s. Thus this research offers
an opportun ity to examine the key role that family firms play in
determining the dividend policy, particularly in the presence of weakness
in the institutional framework. This study has important social and
practical implications for policymakers and family founders to make
knowledgeable decisions and thus increase the competitiveness and
economic growth. Policymakers need to promote policies that inhibit
family opportunistic behavior in detriment of minority shareholders and
increase the participation of institutiona | investors in providing capital
in Latin America.

REFERENCES

1. Anderson, R. C., & Reeb, D. (2003). Founding -family ownership, corporate
diversification, and firm leverage. The Journal of Law & Economics, 46 (2),
653-684. https://doi.org/10.1086/377115

2. Ben Amar, W., & Andr ® P. (2006). Separation of ownership from control and
acquiring firm performance: The case of family ownership in Canada.
Journal of Business Finance & Accounting, 33 (3-4), 517-543.
https://doi.org/10.1111/j.1468 -5957.2006.00613.x

24



G R - R
f NTERPRESS

7 GCC
VIRTUS/ International Online Conference ( May 7-9, 2020) VIRTUS
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

3. Bozec,Y., & Laurin, C. (2008). Large shareholder entrenchment and
performance: Empirical evidence from Canada. Journal of Business Finance
& Accounting , 35(1-2), 250649. https://doi.org/10.1111/j.1468 -
5957.2007.02066.x

4. Cambieri, G. (2012, June 6). Infographic: Bra zilian family businesses.
Campden FB . Retrieved from http://www.campdenfb.com/article/infographic -
brazilian -family -businesses

5. Croci, E., Doukas, J. A., & Gonenc, H. (2011). Family control and financing
decisions. European Financial Management 17(5), 8600897.
https://doi.org/10.1111/j.1468 -036X.2011.00631.x

6. EY. (2014). Family business yearbook 2014. Retrieved from
http://portal.firmyrodzinne.eu/system/files/attachments/family_business_yea
rbook_2014.pdf

7. Faccio, M., Lang, L. H. P., & Young, L. (2001). Divid ends and expropriation.
American Economic Review , 91(1), 54-78. https://doi.org/10.1257/aer.91.1.54

8. Fama, E. F., & Jensen, M. C. (1983). Separation of ownership and control.
The Journal of Law and Economics 26(2), 301-325.
https://doi.org/10.1086/467037

9. Family Firm Institute. (2016).  Global data points . FFl Global Education
Network.

10. Gersick, K. E.,, Davis, J. A, Hampton, M. M., & Lansberg, I. (1997).
Generation to generation: Life cycles of the family business . Boston, the USA:
Harvard Business School Pres s.

11. Gunasekarage, A.,, & Reed, D. K. (2008). The market reaction to the
appointment of outside directors: An analysis of the interaction between the
agency problem and the affiliation of directors.  International Journal of
Managerial Finance , 4(4), 259-277.
https://doi.org/10.1108/17439130810902787

12. La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R.W. (2000).
Agency problems and dividend policies around the world.  The Journal of
Finance, 55(1), 1-33. https://doi.org/10.1111/0022 -1082.00199

13. Lefort, F., & Walker, E. (2000). Ownership and capital structure of Chilean
conglomerates: Facts and hypothesis for governance. Abante, 3(1), 3-27.
Retrieved from http://www.abante.cl/files/ABT/Contenidos/Vol  -3-
N1/1%20Lefort%20Walker.pdf

14. Martins, T.C., & Novaes, W. (2012). Mandatory dividend rules: Do they
make it harder for firms to invest?  Journal of Corporate Finance , 18(4), 953-
967. https://doi.org/10.1016/j.jcorpfin.2012.05.002

15. Miller, D., Le Breton -Miller, I., & Lester, R.H. (2010). Family ownership
and acquisiton behavior in publicly -traded companies. Strategic
Management Journal, 31 , 2016223. https://doi.org/10.1002/sm;j.802

16. Miller, M. H., & Modigliani, F. (1961). Dividend policy, growth, and the
valuation of shares. The Journal of Business, 34(4), 4116433.
https://doi.org/10.1086/294442

17.  Minichilli, A., Corbetta, G., & MacMillan, I. C. (2010). Top management
teams in family -controlled companies: 'Familiness', ‘faultlines’, and their
impact on financial performance. Journal of Management Studies, 47 (2),
205-222. https://doi .org/10.1111/j.1467 -6486.2009.00888.x

18. Pindado, J., Requejo, l., & de la Torre, C. (2012). Do family firms use
dividend policy as a governance mechanism? Evidence from the Euro zone.
Corporate  Governance: An International Review, 20(5), 413-431.
https://doi.org/10.1111/j.1467 -8683.2012.00921.x

25



G R - R
f NTERPRESS

7 GCC
VIRTUS/ International Online Conference ( May 7-9, 2020) VIRTUS
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

19. Roy, A. (2015). Dividend policy, ownership structure and corporate
governance: An empirical analysis of Indian firms. Indian Journal of
Corporate Governance, 8(1), 1-33. https://doi.org/10.1177/0974686 215574422

20. Setia-Atmaja, L. (2010). Dividend and debt policies of family controlled
firms. The impact of board independence. International Journal of
Managerial Finance, 6 (2), 128-142.
https://doi.org/10.1108/17439131011032059

21. Shleifer, A., & Vishny, R.W. (1997). A survey of corporate governance. The
Journal of Finance , 52(2), 7378783. https://doi.org/10.1111/j.1540 -
6261.1997.tb04820.x

22. Ur z Ma G., Alvarado, M. Y., & Hermosilla, B. U. (2012) . An8l i sis
pol2tica de pago de di viasl EswdiasGerencialee mpr es as
28(123), 27-42. https://doi.org/10.1016/S0123 -5923(12)70203-6

23.  Watkins -Fassler, K . , Fer-AR@nd&eyz & R cAtiza? lg u2916).
President interlocking, family firms and performance during turbulent
times: Evidence from Latin America. European Journal of Family Business,
6(2), 63-74. https://doi.org/10.1016/j.ejfb.2016.12.001

CONFERENCE FORUM DISCUSSION

Dmitriy Govorun  : | appreciate your efforts in sharing knowledge
on Brazilian and Chilean context of dividend policies and board
structures. You also focus on differenc es between family -owned and
non-family firms. It will be good to know more about variables used to
outline board characteristics. Did you use more or less standard
combination of such characteristics given by li terature (board size,
independent directors , etc.)? Did you study how the adopted committee
system influenced the dividend policy among other variables?

L-F Pau : Sorry for a clarification/definition question first. How do
you define "board structure"? By v oting power? By committee tasks? By
background? By link to family holdings or interests?

Egbert Irving : Thanks for the research and article. | am interested
in the definition you used for 'board structure' and whether board
characteristics were also includ ed as part of the study.

Guadalupe Briano  : Hi to all and thank you for your feedback. The
board structure is defined with the main fou r variables: b oard size, board
independence, COB-CEO duality and female participation on the board.

Guadalupe Briano : Thank you for your comments. | run
an unbalanced panel with fixed effects and robust and other analysis to
attend possible endogeneity and heterogeneity problems. | control for
company characteristics variables such as size, ROA, leverage, industry
type.

Mirei lle Chidiac El Hajj : The research is interesting. We will
wait for the final results. Two small remarks: going back to the agency
theory and defining the methodology you will refer to while conducting
the study would be helpful.
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Guadalupe Briano : Thank yo u for your comments! In the Latin
American context, the agency problem type |l is frequent. So, the main
conclusion in this paper is that family firms tend to pay more dividends
in order to send good signals to minority shareholders and strengths the
confidence in the market.

Gonzalo Jimenez : Guadalupe, thank you for sharing your work.
Please be advised that the work cited in your paper: "In the Chilean
context, 44% of listed companies are family -owned while the 49.6% of
small and medium companies are famil y firms. These companies
contribute 70% of the GPD and generate 60% of employment (Watkins -
Fassler et al., 2016)" grossly sub estimates the percentage of family firms
in Chile. | can happily share with you the only national study of family
firms in Chile (' in Spanish); which might be useful for you. Please send an
email to send it to you gjimenez@proteus.

Guadalupe Briano : Thank you, Gonzalo, for your information. |
will contact you to update the statistics.

Dmitriy Govorun  : Guadalupe, | expect my further qu estion will be
more general, however, how would you characterize the institutional
framework in researched countries? You've mentioned that policymakers
should manage policies to increase the participation of institutional
investors in providing more capit al in Latin America. Which steps do
Brazil and Chile lack regarding letting the institutional investors provide
more capital in Latin America (in  terms of corporate governance)?

Guadalupe Briano  : Hi Dmitriy, this is a good question. | think in
general the Latin American region needs to strength en the formal
institutional framework, increase the institutional investor's confidence
through the corruption levels reduction, and promote higher
transparency on conflicts of interest and related party transactions
issues.

lliana Haro : But your paper refers to Brazil and Chile? So, what
are the specific steps that are missing in those countries? And in the case
of Mexico what are the specific articles of the Ley del Mercado de Valores
and from the Codigo de Mejores P racticas Corporativas that do not
address these topics. On the other hand, what do you mean by corruption
in corporate governance ?

Guadalupe Briano : Hi lliana, | refer mainly to strengthen the
formal institutional framework (through mandatory laws) because in the
case of Mexican and Brazilian context we have codes of good governance
(comply or explain), but there is not enough to attract more institutional
investors. At a corporate governance company levels, a good strategy
may be increasing transparency on CG practices.

Maha Radwan : Interesting paper, | would like to ask if there were
any independent members in the boards of the compan ies that you
investigated; have you taken as a variable the number or the presence of
independent members?

27



G R - R
£ NTERPRESS

;'GCC
VIRTUS International Online Conference ( May 7-9, 2020) VIRTUS/
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

Guadalupe Briano : Hi Maha, yes, | introduce this variable but it
is not significant in results.

Hadfi Bilel : Dividend policy is still a subject of ambiguity in
finance because of the lack of a convincing explanation for the dividend
puzzle theory. Despite the presence of s everal other theories that we
tried to find the best explanation but still remains unconvincing. | am
interested in the subject; can you please inform me about the results
obtained following your estimate? How did you calculate the dividend?
And by what me thod did you estimate?

Guadalupe Briano : Thank you for your comments. | used the
dividend payout ra tio (dividends per share) for 1 year and the 5y
average. | run a panel data with dices effects.

Sabri Boubaker : Hello Guadalupe . Great research idea. | have
afew suggestions: 1) Run regressions to study dividend increase,
a dividend cut and dividend initiation (in addition to the dividend level)

2) Do you include any ownership structure -specific variable to control for
Agency Problem type Il such as ownershi p concentration or control -
ownership wedge?

Omrane Guedhami : Hi Guadalupe. The paper Attig, N.,
Boubakri, N., El Ghoul, S., & Guedhami, O. (2016). The global financial
crisis, family control, and dividend policy. Financial Management, 45(2),
291-313 includ es a good discussion along the lines suggested by Sabri.
Also, you can examine the role of profitability and agency problems
proxied by free cash flow.

Guadalupe Briano : Thank you, Sabri, for your comments. With
respect to point 1, | did n ot consider this classification; 2) yes, | include
ownership concentration as a control variable.

L-F Pau : Sorry to repeat the question after this discussion, because
it omits key factors seen in practice: How do you define " board
structure"? By voting power? By committee tasks/organization? By
background of members? By link to family holdings or interests like
pension funds or VC? | don't believe that board size, board independence,
COB-CEO duality and female participation on the board are the key
factors for dividend poli cies. Comes these days as a reminder: if public
authorities are represented on board as investors, then dividends are
curtailed.

Guadalupe Briano  : Thank you for your comments, but my paper
is focused on board composition. There is extended literature that
analyzes different board attributes, for instance, independence or female
representation. Variables that you mention may be interesting for
further research. Unfortunately, in Latin American companies all
information needs to be obtained from annual report s in a handy way.
Could you share me some literature in other contexts with the variables
suggested?
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Abstract

This paper investigates the factors that affect director turnover in family
firms based on longitudinal analyses of 77,487 director -year data for
large US firms from 2000 to 2010. When legitimate leadership is
perceived to exist within the board, the running of the board is more
effective and directors are less likely to quit, compared to situations in
which legitimate leadership is absent. The negative relationship is
stronger when the period of time that a director works alongside the
chairperson is longer. This paper contributes to the literature on family
businesses and corporate governance in relation to director turnover.

1. INTRODUCTION

In this study, we examine th e likelih ood that a director will exit

a company board under certain circumstances of family ownership

structure and in a non -crisis setting. We find that perceived legitimacy in

a chairpersonds board |l eadership i s ne
turnover | evels of outside directors. Particularly, we present exploratory

evidence that a lack of perceived legitimacy, despite formal entitlements

or superior voting power due to dual -class share structures, increases the

likelihood of a director exit. The negativ e relationship between perceived

legitimacy and the likelihood of a director exit is stronger when the

director in question has worked with the chairperson for a longer period

29



G R - R
£ NTERPRESS

;'GCC
VIRTUS International Online Conference ( May 7-9, 2020) VIRTUS/
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

of time, reflecting the role that trust plays in keeping directors on the
board.

Our findings provide a nuanced view on the fact that the running of
boards in family firms is different than in non  -family firms as aligned
with previous literature. In a family firm, the owner family essentially
determines board leadership legitimacy. Si nce the chairperson, whether
a family member or not, has to enjoy the backing of the owner family, his
or her legitimacy as board chairperson is pretty much secure, regardless
of the individual s experience -famly qual i f
firm s without significant block holders, the chairperson has to build
credibility and prove legitimacy in order to ensure a smooth and effective
running of the board and to keep directors from quitting the board. This
finding also highlights the difficulties t  hat a new chairperson appointed
from outside the board can face. In contrast, when there is a lack of
perceived legitimacy, as illustrated by the case of dual -class share
structures existing without significant share ownership, the climate
inside a boardro om is not so accommodative, and the likelihood of
a director exit increases.

Finally, we extend the legitimacy theory in organizational
institutionalism by associating its impact on board dynamics and director
turnover. We find that perceived board leaders hip legitimacy is one of
the key factors affecting the directords
board as aligned with previous research, and this relationship is
strengthened by the level of trust that a director holds in relation to the
b oar do srshid. ©aedpossible explanation for this result is that
regardless of any concern over the lack of legitimacy, directors are
influenced more by the desire to continue working in a trusted
environment . Wh e n [@erceiced ddgitimaeyr is avead, s
adirectords position in the board can eve
may perceive the chairperson as relatively less qualified for the
leadership role than herself.

2. MOTIVATION

Legitimacy in organizations is defined &
assumption that the actions of an entity are desirable, proper, or

appropriate within some socially constructed system of norms, values
beliefs, and definitj o3 Thé¢ Sheanyh ofa n 19
legitimacy suggests that legitimacy enhances organizational

survivability and helps to achieve organizational goals ( Suddaby,

Bitektine, & Haack , 2017). A high degree of legitimacy in leadership can

bring about active support from stakeholders, whereas a low degree of

legitimacy can cause doubts about the leadersh ip. The subject of

legitimacy has attracted the attention of management research on the

corporate leaders (Vi al, Napier, & Brescoll, 2016).
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In terms of corporate governance, the running of boards can become
problematic if directors start questioningthec hai rpersonds | egiti
|l eading the board and | ose focus of t he
agenda. This can trigger a precarious psychological state for the
chairperson and negative reaction, thus can make the boardroom
dynamics difficult. Family fi rms represent cases in which legitimacy in
board | eadership is wusually more robust,
ownership of the company. Ownership offers a mechanism for
institutionalizing power in a firm and the ultimate power of decision -
making in business (Koeberle -Schmid, Kenyon -Rouvinez, & Poza, 2013,
p . 63) . The chairperson of a family firr
a family member or not, has to enjoy the empowerment by the family
who has de facto control of the firm (Bra un & Sharma, 2007). We have
investigated a particular case where a firm uses a dual -class share
structure, with no person or group owning a significant number of
shares. Because a small number of shareholders enjoy a greater degree of
voting power with which they can influen ce key business decisions, we
have assumed that these shareholders and the chairperson of the board
lack legitimacy.
When employees trust their leaders, they focus greater attention on
value -producing activities and display greater organizational citizens hip
behaviors (Mayer, Davis, & Schoorman, 1995). In corporate governance,
trust can mean the expectation of the chairperson and a director that the
other party will not opportunistically pursue self  -interest, will act as
stewards and align their interests  with those of the board, or will
altruistically place the interests of others ahead of or equal to their own.
Trust is a fragile commodity that is often easier to breach than to build
and a oOdyadic construct, where parties m
the | evel of trust in the relationship.
about the lack of legitimacy, the more time a director has worked with
the chairperson, the less likely t he director will exit the board

3. METHODOLOGY

The baseline sample of companies used in this paper comes from the
research conducted by Anderson, Duru, and Reeb (2009) and Anderson,
Reeb, and Zhao (2012) which provide dat
dual-class share structure. Other data are from BoardEx and
Datastream. The fina | sample set used in this study includes consisted of
76,966 director -year pairs with 13,616 directors in 1,381 public US
companies from 2000 to 2010.
In our data, director exit is a binar y variable that equals 1 when
a director left the board within three years of the year in which the
independent variables were initially measured. We used three measures
to test our legitimacy hypotheses: the ¢
board relative to a directords |l ength of
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company is a family firm; and whether a dual -class share structure
exists. The first measure captures how each director perceives the
legitimacy of the chairperson of the board. In our study, we have defined

a family business as one in which the founder or a memb er of his or her
family (by blood or through marriage) holds a minimum five percent
equity stake in the firm (Anderson et al., 2012). We have used binary
variables for family firms and dual -class share structures.

We assume that the longer a director has worked on the board with
the chairperson, the higher the level of trust between the director and
the chairperson and/or the owner family members will be. It is extremely
difficult, if not impossible, to assess variations in trust because that
would require surveying individual directors consistently over many
years. Instead, by using this proxy, our research design allowed us to
consider far larger samples than would have been possible with other
research designs.

We included control variables for firm -, board-, and individual -level
characteristics that could have influenced the likelihood of a director
exiting the board. At the firm level, we controlled for size and
performance, using net sales and return on assets, respectively. At the
board level, we controlled for board size as well as for the ratio of the
number of female and independent directors to the number of total
directors. We also included the number of directors who joined or left the
board, so as to control for the possible effects of group ins tability. And, at
the director | evel, we included age, gen
terms of networking and education.

4. RESULTS

Table 1 presents the descriptive statistics and correlations for all the
variab les used in the study and Table 2 presents the results of the
logistic regressions used to test our hypotheses (see Appendix).
Hypothesis l1a (Hla) predicted that the perceived legitimacy of
a chairperson in leading the board would decrease the likelihood of
a director exit. The results in  Model 2 support this hypothesis. The
coefficient for the legitimacy of -0.19 was significant at the .001 level. As
the legitimacy moves from minus to plus one standard deviation, the
likelihood of a director exit decreases by 31 percent. Hypothesis 1b (H1b)
predicted that a companyods status as a
likelihood of a director exit. This hypothesis was also supported. The
coefficient of -0.11 was significant at the .001 level. The likelihood of
a director exit was 13 percent lower in a f amily firm than in a non -family
firm. Hypothesis 1c (H1lc) predicted that dual -class share structures
strengthen the negative relationship between a family firm status and
the likelihood of a director exit. Our results show that the effects of
afamilyfrm 6 s status on the |ikelihood of a di
different ways when dual -class share structures exist. The change in the
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likelihood of a director exit was greater between family firms and
non-family firms when dual -class share structures ex ist. On the other
hand, when there is no dual -class share structure in place, the difference
in the likelihood of a director exit was less between family firms and
non-family firms. H1c was thus supported.

Hypothesis 2a (H2a) predicted that the length of t ime that a director
spends working with the chairperson strengthens the negative
relationships between board leadership legitimacy and the likelihood of
a director exit. Model 3 supports the hypothesis. The coefficient  -0.02 for
the interaction was signifi cant at the 0.001 level. Figure 2 shows that the
likelihood of a director exit decreases when legitimacy increases,
regardless of the amount of time spent on the board by a director.
However, when a director has worked with the chairperson for a long
time, the decrease in the likelihood of a director exit (due to high
perceived legitimacy) is greater than in the case where a director has not
worked for a long time with the chairperson. Hypothesis 2b (H2b)
predicted that a direct omtéssthedacreeseimn t he
the likelihood of a director exit in the case of family firms. When
adirector has not worked on the board f
status as a family firm does not reduce the likelihood of a director exit,
but when a director has worked on the board for a long time, the
likelihood of the director exiting the board decreases more significantly
in family firms than in non  -family firms. Thus, H2b was supported.
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APPENDIX

Table 1. Descriptive statistics and correlations

Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
1 | Director exit 0.24 | 0.43
2 | Legitimacy loglp 0.68 | 1.25 | -0.12
3 | Family firm 0.31 | 0.46 |-0.02 | 0.18
4 | Dual class share 0.1 0.3 | 0.00 | 0.09 | 0.43
5 | Time together 6.74 | 6.29 | 0.06 [-0.29 [ 0.17 | 0.06
6 | Firm revenue log 7.74 | 1.66 | -0.01 | -0.08 | -0.14 | -0.06 | -0.05
7 | Firm RoA 3.52 |13.82 | -0.04 | -0.01 | 0.01 |-0.03 | 0.03 | 0.30
8 | Board size 9.78 | 2.34 | 0.04 |-0.05|-0.08 | 0.03 [ -0.03 | 0.54 | 0.12
9 | Ratio independent directors 75.05 | 14.71 | -0.05 | -0.13 | -0.33 | -0.26 [ -0.11 | 0.13 | 0.00 | 0.05
10 | Ratio female directors 10.97 | 9.28 | 0.00 | -0.07 | -0.06 | 0.04 | -0.08 | 0.32 | 0.08 | 0.29 | 0.17
11| Ratio new directors 8.72 |10.74 | 0.06 | 0.10 | -0.05 | -0.03 | -0.17 | -0.02 | -0.05 | 0.06 | -0.01 | 0.01
12| Ratio directors left 8.41 |11.72 | 0.04 | 0.00 | -0.06 | -0.02 | -0.14 | 0.00 | -0.04 | -0.10 | 0.01 | 0.03 | 0.48
13| Age 60.95 | 8.67 | 0.13 [ -0.28 | 0.02 | -0.00 | 0.37 | 0.06 | 0.03 | 0.05 | 0.04 | -0.04 | -0.10 | -0.07
14| Gender 0.88 | 0.33 [ 0.03 | -0.04 | 0.02 | -0.01 | 0.09 | -0.11 | -0.03 | -0.09 | -0.05 | -0.31 | -0.00 | -0.01 | 0.20
15| Network log 6.35 | 2.26 | -0.15 | 0.10 | -0.11 | -0.06 [ -0.23 | 0.14 | 0.01 | 0.10 | 0.15 | 0.13 | 0.04 | 0.03 | -0.31 | -0.12
16 | Qualification 2.1 1.21 [-0.05] 0.04 | -0.08 | -0.06 | -0.13 | 0.05 | -0.01 | 0.06 | 0.10 | 0.07 | 0.01 | 0.02 | -0.05 | -0.06 | 0.27

Notes: N = 77487; correlations with absolute values higher than 0.01 are within 99% confidence intervals.
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Table 2. Logit analysis results

Model 1 Model 2 Model 3 Model 4 Model 5

Prsf(:;;cé?d Coeff SE p-value Coeff SE p-value Coeff SE p-value Coeff SE p-value Coeff SE p-value
Legitimacy Hla () -0.20 | (0.01) | [0.00] | -0.16 | (0.01) | [0.00] | -0.2L | (0.01) | [0.00] | -0.16 | (0.01) | [0.00]
Family firm H1b () 0.11 | (0.02) | [0.00] | -0.09 | (0.02) | [0.00] | 0.05 | (0.03) | [0.10] | 0.06 | (0.03) | [0.06]
SD#;';""SS 0.61 | (0.08) | [0.00] | 0.60 | (0.08) | [0.00] | 0.63 | (0.08) | [0.00] | 0.62 | (0.08) | [0.00]
Time together -0.00_| (0.00) | [0.34] | 0.00 | (0.00) | [0.41] | 0.01 | (0.00) | [0.00] | 0.0L | (0.00) | [0.00]
Family firm
x Dual-class | Hilc () -0.73 | (0.09) | [0.00] | -0.72 | (0.09) | [0.00] | -0.75 | (0.09) | [0.00] | -0.73 | (0.09) | [0.00]
share
Legitimacy x . } ]
Tome together | H220) 0.02 | (0.00) | [0.00] 0.02 | (0.00) | [0.00]
Family firm
x Time H2b () 0.02 | (0.00) | [0.00] | -0.02 | (0.00) | [0.00]
together
chnue log -0.03 | (0.01) | [0.00] | -0.05 | (0.01) | [0.00] | -0.05 | (0.01) | [0.00] | -0.04 | (0.01) | [0.00] | -0.05 | (0.01) | [0.00]
Firm RoA -0.01 | (0.00) | [0.00] | -0.0L | (0.00) | [0.00] | -0.01 | (0.00) | [0.00] | -0.0L | (0.00) | [0.00] | -0.01 | (0.00) | [0.00]
Board size 0.06_| (0.00) | [0.00] | 0.06 | (0.00) | [0.00] | 0.06 | (0.00) | [0.00] | 0.06 | (0.00) | [0.00] | 0.06 | (0.00) | [0.00]
Ratio
independent -0.01 | (0.00) | [0.00] | -0.01 | (0.00) | [0.00] | -0.01 | (0.00) | [0.00] | -0.01 | (0.00) | [0.00] | -0.01 | (0.00) | [0.00]
directors
;f:;;‘f;“a'e 001 | (0.00) | [0.00] | 0.00 | (0.00) | [0.00] | 0.00 | (0.00) | [0.00] | 0.01 | (0.00) | [0.00] | 0.00 | (0.00) | [0.00]
;‘:‘é‘;:;"" 0.01 | (0.00) | [0.00] | 001 | (0.00) | [0.00] | 0.01 | (0.00) | [0.00] | 0.01 | (0.00) | [0.00] | 0.01 | (0.00) | [0.00]
si?s;ors et 001 | (0.00) | [0.00] | 0.00 | (0.00) | [0.00] | 0.00 | (0.00) | [0.00] | 0.00 | (0.00) | [0.00] | 0.00 | (0.00) | [0.00]
Age 0.03 | (0.00) | [0.00] | 0.02 | (0.00) | [0.00] | 0.02 | (0.00) | [0.00] | 0.02 | (0.00) | [0.00] | 0.02 | (0.00) | [0.00]
Gender 0.06 | (0.03) | [0.03] | 0.06 | (0.03) | [0.05] | 0.05 | (0.03) | [0.08] | 0.06 | (0.03) | [0.06] | 0.05 | (0.03) | [0.08]
Network log -0.10 | (0.00) | [0.00] | -0.10 | (0.00) | [0.00] | -0.10 | (0.00) | [0.00] | -0.10 | (0.00) | [0.00] | -0.10 | (0.00) | [0.00]
Qualification -0.04 | (0.01) | [0.00] | -0.03 | (0.00) | [0.00] | -0.03 | (0.0)) | [0.00] | -0.04 | (0.01) | [0.00] | -0.03 | (0.01) | [0.00]
Constant 2.26 | (0.09) | [0.00] | -1.34 | (0.10) | [0.00] | -1.31 | (0.10) | [0.00] | -1.40 | (0.10) | [0.00] | -1.37 | (0.10) | [0.00]
Log-likelihood -41076.89 -40612.44 -40580.43 -40584.68 -40555.06
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CONFERENCE FORUM DISCUSSION

Dmitriy Govorun I 6m very pleased tnngread a

director turnover with the focus on USA family firms. Following the
statement regarding directorsd percepti o
point to receive qualitative data with the subjective perception of
directors and to compare results with tho se already received in research.
Such data may bring new discussion as well. Did you somehow measure
the legal background for leadership in those boards (like clear code of
corporate governance, corporate governance principles implemented and
followed)?

Brian Bolton : Hi Dmitry & Brian Bolton here. Thanks for the
comments. | really like the second suggestion about legal background
and codes of governance. All of our sample firms are U.S. firms, but that
doesn't mean they have the same codes or legal backgrou nds. So that's
a great idea that we could implement relatively easily. | like the first
suggestion, too, about the perception of directors. My co -author (Jung)
and | have discussed this, but we haven't figured out an effective way to
incorporate it into ou r models. Consistent with both of your comments,
we've debated some measure of "culture" that might set the tone within
the boardroom. We did not include that because we couldn't fi nd
a measure that would have enough cross -sectional variation to tell us
much. But your idea of legal background could go a long way towards
controlling for all of these issues. Thank you very much.

Patricia Bortolon ~ : Congratulations on your paper! In the USA, do
directors have mandates stipulated by the companies' by -laws or any
legal rule? Because the existence of mandates should influence turnover.

That is, with mandates, some changes will not have to do with the
legitimacy of the leadership. Is it possible to consider this aspect in the
research? Do the authors consider this a spect relevant?

lliana Haro : Hi Jung and Brian, | have some questions about your
presentation. 1) You define | egitimacy |
what do you understand by leadership in the first place, coul  d you clarify
this, please? 2) What models of leadership approach are taking into
account, the trait approach, the skills approach, the behavioral, the
situational, the path -goal, the transformational, the authentic, the
servant or the adaptive? Because according to the theory of each model
none of them uses power and coercive ways to induce compliance,
because compliance is not part of leadership that is part of rulership. 3)

I n your sentence oln corporate governa
expectation of the chairperson and a director that the other  party will not
opportunistically pursue self -interest, will act as stewards and align

their interests with those of the board, or will altruistically place the
interests of others ahead of or equal t
party? Thanks for your co mments.
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lliana Haro : Hi Patricia, according to the New York Exchange
Commission, US companies generally do not have specific term limits on
director service, though some companies indicate in their by -laws
a "mandatory" retirement age for directors (72 to 75 years old) which can
be waived by the board of directors. Also, it is important and interesting
to note that regulations and law in the USA do not prevent a director
from qualifying as independent, which might mean that a retired
director may still beco me an independent director

lliana Haro : | have another question, sorry , your topic is very
interesting to me; therefore | would like to go deeper if you don't mind. In
your research are you considering the impact of mega -trends in the
business context like digitization, disruption, changes in public
regulation, changes in customer behavior, political insecurity, scarcity of
resources and new business models, as factors influencing members of
the board decision to exit?

Mireille Chidiac El Hajj : The research is very interesting and has
an added value. However, allow me to give you some remarks:
1) according to the research questions in slide 2, you asked 3 questions;
but you based your research on legitimacy leadership without goi ng back
to money and/or respect; 2) moreover, in slide 5, you only defined
legitimacy but not leadership ; 3) the director turnover model is built on
an interesting equation in slide 11. Can you please explain how you built
it and on which basis? Thank you so much for your cooperation.

Brian Bolton : Hi Patricia. Good point, good question. In the US,
most companies will have a formal director mandate, but that mandate is
pretty general. Our mandates do not include term limits or length of
service. They speak to “"fiduciary duty” and "stew ardship” in high -level
terms. As you suggest, company by -laws may influence tenure, as each
company will have different by -laws and different director protections
(but very few will have anything about director tenure). Your suggestion
along with Dmitriy's  suggestion of usin g legal-background would make
a lot of sense and should capture some of the firm -specific framework
what might make it more or less enjoyable to be a director. We have not
considered this yet & but we will in the next version. Thank you  very
much, Patricia.

Brian Bolton : Hi lliana. Thanks very much for all of this. Jung
does strategy work and I'm mostly a fina nce guy, and we tried to find
a balance between the two perspectives with this paper. As such, we do
not go into leadership at the level that you are suggesting & we kept it
very simple, assuming that the CEO and/or  board chair were the de -facto
leaders. We did not and could not look at specific leadership approaches
to see how this affected directors or executives, but we essentially  looked
at it from the other direction, by looking at director turnover to see what
this suggested about leadership styles. I'll talk to Jung, but perhaps
you've given us a nice idea for our next paper 0 to learn more about the
leadership approaches based on director turnover characteristics and
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dynamics. Thank you for that. And to (3), thank you for calling that out o)
our writing is a little sloppy. The "other party" could be the CEO, the
chair, a director or really any stakeholder directly involved in the
governance. We can re-write this to clarify that governance is ultimately

a system of relationships and trust can go a long way to determining how
successful each relationship will be.

Brian Bolton : No problem at all about the questions:  short answer:
no. At least not in this paper. We have industry and year controls in the
models, but you're asking about much more. If you have any suggestions
on how to incorporate such macro issues in this work, | would love to talk
with you about it. In another paper, no tincluded in this conference, Jung
and | have created a method to measure "disruptive innovation." We are
working on the actual measures, but once we have confidence in them it
could be helpful to include them in this director turnover paper. Your
point i s a really good one & because, while mega-trends are macro by
definition, different companies will respond to them in different ways,
and that could influence director turnover and leadership effectiveness.
Thank you very much.

lliana Haro : Hi Brian, first let me congratulate you both, you are
very lucky working together a strategist and a finance guy in my
perspective are a great combination for CG purposes. On the other hand,
it is true that most of the time we all assume that the CEO and board are
the le aders, but the point is that leadership understanding it as a process
to influence people's actions cannot be appointed, has to be developed
maybe it would be helpful for you to check what Northouse says about it,
it is just a suggestion of course.

Brian B olton : Hi Mireille & thank you for your comments.
Perhaps, | was a little sloppy in preparing those slides, as | wasn't trying
to tie them directly to what we did in the paper, but rather to introduce
the issues we were thinking about with the paper. Ultim ately, we felt
that these issues were all related and in an empirical study the effects
would be the same. To (2) as far as leadership, we did not go into details
about specific models or approaches on leadership 8 we simply assumed
that the individuals in  leadership positions & the CEO and board chair o
were the de facto leaders and director turnover would be an indication of
their legitimacy as determined by the directors. For the model, we
wanted to keep it relatively simple, both due to data constraints and due
to the inability to measure many of the nuances that you and lliana
mentioned 0 we cannot differentiate leadership styles, so we did not try
to. We simply wanted to try to identify why directors left. The family firm
dynamic is unique and introduc es relationships among leaders and
shareholders that we may not see at non -family firms (even if the CEO is
not a family member, she has likely been hired and approved by family
members, thus conferring some type of legitimacy). So that's a key
variable. A nd then we added the legitimacy and trust variables. We
included the interaction terms because of the uniqueness of family firms
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0 we had to control for family firms being different. We did not have one
single basis for constructing this model, but we buil t it based on my
finance perspective and Jung's leadership research.

lliana Haro : Yes, | have some ideas, for example, in your opening
guestions you ask " Why do directors leave boards ? Is it lack of money? Is
it lack of respect? Is it about their respect f or board leadership?" but this
could not be the only reason. | give you an example, take the case of
digitization which is also a disruption factor for organizations. If the
CEO or the members of the board do not understand it, or do not have
the capacity to visualize the impact of digitization and still the
organization moves forward on that direction they may leave due to their
lack of "shared believes". Another example is the changes in public
regulation, companies may not be public, but their CEO or boa rd of
management still has a duty to comply, if corporate, criminal and tax
new regulations impose new burdens on their CEO and management
boards they may also leave due to the risk this represents to them. | am
a lawyer and see this happening all the time  particularly in SMEs, which
leads in some cases to even selling the entire organization to other one
where their CEO or board are willing to take major risks. | hope this be
of help.

lliana Haro : Probably one differentiation that could help you in
your re search regarding this presentation is to differentiate between
management roles, those are the CEO and the board members, and
leadership which is a completely different thing, that is a process.

Brian Bolton : Thank you, lliana. This is a lot of good perspe ctives
to think about. Il work with my co -author to see what we can
incorporate into the paper.
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1.4. CEO DUALITY: NEWSPAPERS AND
| NVESTORSOG OPI NI ONS

Marco Caiffa’, Vincenzo Farina’,
Lucrezia Fattobene
* Deloitte Financial Advisory, Italy

*University of Rome ATor Vergatao,
** | UM Jean Monnet University (Italy)

CONFERENCE FORUM DISCUSSION

Lucrezia Fattobene : Welcome to my presentation. The purpose of
this research is to observe how investors re act to news associated with
CEO dualit y thus examining the impact of the phenomenon on firm's
value on the stock market. We collected newspapers articles mentioning
Chairmen, Vice-Chairmen and CEOs over an 18 years period; we then
extracted the sentiment of the news and observed the impact on  the stock
market throu gh event-study (with maximum 20 days of event-windows) .

Lindrianasari  : CEO duality is a very interesting research topic in
the area of corporate governance. We all know that agency theory and
stewardship theory can clearly explain and  predict the relationship
between CEO duality and market performance. The market performance
you are using is AR or CAR, and it seems like you are using the annual
period observation method. It would also be very interesting to research
the window period o bservation me thod, which is when there was
a change from CEO to dualism. Of course, this research aims to examine
the efficiency of the capital market.

Alex Kostyuk : Hi Lucrezia, | found your main research ideas very
interesting. Just one issue to note. In 2013 at the conference in Rome
| discussed publicly this issue with Benjamin Hermalin from Berkley. We
compared the US and the UK CEO duality experience. Finally, we both
agreed that the role of shareholder rights protection is very important
here. Thus, in the US practice with more popular CEO duality, there is
not a need for the independent status of the Board Chairmen because the
shareholders are protected seriously by the legislation of the USA. But in
the UK, where the soft law is dominating, the inde  pendent status of the
Chairman is a serious instrument to protect the rights of shareholders
therefore in the UK the positions of CEO and Chairman are separated

" The material has been presented at théezence and was being discussed within the conference forum.
The authors preferred not to publish the material in the conference proceedings.
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more than in the USA. So, you should take the issue of shareholder
rights protection in your fu rther research.

Lucrezia Fattobene : Alex, | agree with you and | should also
mention this aspect in my Introduction. | think Italy is an ideal setting to
study CEO duality because of the weak legal protection of creditors and
shareholders, very poor law en forcement, high ownership concentration,
and a high presence of pyramidal groups.

Alex Kostyuk : So, Lucrezia, you have just outlined this CEO
duality concept for Italy. It should be the way of the UK.

Dmitriy Govorun  : Lucrezia, thanks for your efforts in  researching
such an interesting topic. Practitioners and scholars are interested in
combined methodologies on how to use the data collected from the media
for research. You state that a positive sentiment of the news is associated
with a positive and stati  stically significant impact on share prices, while
negative content is associated with a statistically significant negative
one. Were news in ltalian or English when mentioning the sentiments
concerning a certain company in your sample? Who was the consume r of
such information finally & the same language trader/investor? It would
be also interesting which type of investor reacts more on newspaper
news.

Lucrezia Fattobene : Thank for your feedback. We downloaded
articles from Italian newspapers. It would be v ery interesting to see
which type of investor reacts more but how could we classify investors?

Dmitriy Govorun : | mean is there any classification or data to
receive concerning was the investor an institutional investor (fund , etc.)
or an individual; to ge t their risk profile/strategy in a sense of sensitivity
to news obtained.

Lucrezia Fattobene : | observed investors' behavior by looking at
stock market reaction around the day the news is published & so | have
only aggregated data. | will think about findi ng a way for what you
suggest because it is very interesting!
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1.5. A CONFIGURATIONAL APPROACH
TO THE DETERMINANTS OF WOMEN ON
BOARDS

Mar i aCoéItm@uede§,Alice Galamba
Monteiro

* University of Lisbon, Portugal

CONFERENCE FORUM DISCUSSION

Alex Kostyuk : It was very interesting to discover your
presentation. The title is very innovative as this goes even further dto
the theory of games related to the strategic decisions of the shareholders
about the board of director size, structure, and ge nder. | outlined several
issues to ask: Should the configuration of the board directors be a subject
of furthermore strict regulation? If it should not be, who should push this
issue in practice forward? Is the role of cultural stereotypes still
important in outlining the configuration of the boards from country to
country? How could you explain the more dominant position of women on
the board as NEDs than executive di rectors (30% in contrast to 12% )?

Maria Guedes : The board configuration is still quite sta tic. The
typical board has not changed that much, only in the aftermath of gender
guotas. We have seen an increase in the number of women, but mainly to
NED positions. Women are still not getting to the decision positions, to
exec positions and boards are still not open to other nationalities or even
qualifications. For example, what if the board had more medical doctors
could we have foreseen this sanitary crisis? We need to rethink what we
expect from boards, at least the advisory boards that need to be m ore
diverse.

Vikash Ramiah : The Prime Minister in New Zealand has been
praised for her leadership role in the current crisis. Do you think we will
see similar outcomes in companies?

Maria Guedes : Well...not just New Zealand: Germany, Denmark,
Finland. So, we cannot ignore it and learn lessons from there.

Vikash Ramiah : So, right! Even the behavioural finance literature
argues that women are better when it comes to risk management.

Alex Kostyuk : | see your point of view, Maria. You state that
women can still not compete with men for executive positions of the

" The material has been presented at the conference and was being discussed within the conference forum.
The authes preferred not to publish the material in the conference proceedings.
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boards. Yes, that is true. In this case, we need to keep in mind that
executive position requires absolutely different professional criteria then
non-executive ones. | expect that the "Executive director  club" is more
closed than the "Non -executive club".

Maria Guedes : Maybe becoming an executive needs to be more
"professional” and not just looking to the usual and old network of

friendségetting t he right persons, wi t
experience, etcéman or wWo man, but |l ess restri
persons.

Alex Kostyuk : My idea, Maria, is that probably we, researchers,
need to start finally divide your research for "executive directors" and
"non-executive directors" from the point of view o f different criteria of
their selection and functions they perform on the  board (in practice).

lliana Haro : Could you clarify what does "to be more professional”
is, please? Also, how do you determine who is the right person, who has
the right qualificatio ns? What is the right person for you and what are
the right qualifications for you?

Maria Guedes : By professional | mean, the position opens and is
competitive with proofs for the job not just because it is part of the
network. Basically, the chosen person s come from the same/existing
pool énot opens that much for new persons
of the ones who are there already. It needs to be open for new talents,
experience, expertise, for example, digital expertise.

Alex Kostyuk : That is the ca se. NEDs are products of networks.
Executive directors are the products of the profession and recently
achieved performance.

Maria Guedes : Alex, | partially agree with you. Not all exec are
products of professional selection. Some are purely recommendatio ns
based on "we know a guy....". The right person, man or woman, is
someone who has no strings attached, has experience in the area needed,
for exampl e: we need someone from digi
market/or internally....not the one that comes fro m commercial but is
bored of it.

lliana Haro : If by professional you only consider that the position
is open and competitive, then in what place do you leave personal
competences, technical competences, innovation and creativity, flexibility
and resilience ?

Alex Kostyuk : Yes, some EDs are not products of only a profession
and achieved results. Companies should be criticized for this a lot.

Maria Guedes : That is not excluded. Why would we exclude
personal competences, etc.? That definitely needs to be taken into
consideration in the selection part.

lliana Haro : You didn't mention them.

Maria Guedes : | did not mention them because that is pivotal in
any selection process that is fair and transparent. Not as much the
connections part.....that is a blurred area.
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Alex Kostyuk : lliana, by professional competence and achieved
performance | mean exactly all set of competencies you meant above.

lliana Haro : Do you have research that sustains your statement
that the new ones, | assume you mean the new members of the bo ard,
are "copies" of the ones that are already there?

Sven-Olof Collin : You do not control for regulation in the different
countries. Why not? | am a Swede. We have strong public pressure, but
no legal regulation. Norway has made it illegal to not have at least 40%
females. So, whatever happens in Norway, they have to have, by
definition, at least 40% females.

Issam Buhaisi : | think that there are social, cultural, and regional
considerations to examine.

lliana Haro : Alex, why do you think that executive po sitions
require "absolutely" different professional criteria than non -executive
ones, could you please give me an example?

liana Haro :Issam, | agree with you.

Juliet Wakaisuka  : But the institutional environment is equally a
key to enhance women's value t o the organisation.

Issam Buhaisi : Environment, culture, and religion are important
factors affecting women over the world.

Marius Gros : Could it be, that management requires different
skills (leadership , etc.) than supervision (some kind of professional
skepticism)?

Issam Buhaisi : Agree with you, Marius Gros.

Maria Guedes : Yes, that is true and needs to be acknowledged.

Alex Kostyuk : lliana , professional competencies of ex. directors are
absolutely wider than those addressed to NEDs. Who are NEDs & former
CEOs...and not only! NEDs could be academics, politicians, etc.

lliana Haro : Alex, i f | understand you correctly, you mean that ED
are the only ones who have a greater set of skills, something like the
Gods of the organization, is it that? But that may not always be the case.
For example, there are organizations that offer ~management careers and
expert careers, and the differences are that in the former they manage
people and administrative tasks while in the latter the expert is among
the most recognized k nowledgeable and skilled members in the entire
organization such is the case of the "IBM Fellows" and there are no more
than 10 in the entire organization, but just because they are not
managing, that does not mean they do not have the skills to do so. So
here we are in a case in which NEDs may have wider competencies than
EDs.

Alex Kostyuk : lliana, probably, | mean listed companies. These
companies are public and large, as a rule. Therefore, their  executive
directors should have a greater set of practical skills. Appointing such
executives, such listed companies perform in the way of rational
behavior. In this context, | am not sure that NEDs could become effective
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executives, but executives could become effective NEDs. This is an
evolutionary way at the co rporate ladders.

lliana Haro : | get your point, Alex, however in my example IBM is
a public company, so it may apply here. This is a very interesting
discussion, so | hope you don't mind continuing it. So why are you not
sure that a NED would become an eff ective executive? | snEt it t ha
executives were at some point in their lives NEDs? The only cases t hat
come to my mind in which an executive becomes an executive without
previously being a NED are the ones of unplanned successions in family
companies, but | may be wrong, there could be others. On the other hand,
what makes you believe that all executives could become effective NEDs?
Let's take an example, Thomas Burbel is a member of the board of
directors of IBM, and he is the CEO of AXA, he is as you say
an executive. On the other hand, Gustavo Stolovitzky, an IBM Fellow
who is a NED, is a Master Inventor and Program Director, Translational
Systems Biology and Nanobiotechnology, he pioneered the use of
crowdsourcing for research in computational biolog y. Can we assume
that Thomas can be NED the size of Gustavo? Probably , not. | am trying
to understand your concern here, so please help me with this.

Alex Kostyuk : lliana, you have just fixed the balance of our points
of view on this EDs -NEDs issue. Your c ase with Thomas Burbel is perfect
for this. So, my point is that to become an effective NED, Thomas Burbel
should be a CEO in the company of the same industry. IBM and AXA
belong to different ones. Only in this case, we can correctly compare the
professional skills and competencies of CEO and NEDs. Yes, you would
ask me about the reason for companies from the same industry to share
the same person as CEO and NED. No re ason. As a result, to become
an effective NED, CEO should resign after (I hope, a successf ul CEO
career) and then become a NED in the company of a similar industry.
This is my vision of the most effective NED.

Maria Guedes : | think a NED shall go beyond that. For example, if
we have medical doctors, engineers, etc. they can alert for new risks, new
perspectives. And along with NED who were former CEOs we can have
an interesting balance. | do not think NED can come just for the set of
former executives....we need fresh air.

Alex Kostyuk : Maria, | think this is the second group of NEDs |
entirely accept 8 NEDs without previous experience as executive
directors. Composing the NED part of the board with these two groups of
NEDs (former executives and those withou t executive experience) gives
a balance not only between NED and executives on the board, but also
within the group of NED directors.

lliana Haro : great discussion!! So now we have come to the eternal
question of why do organizations keep appointing ED from outside the
industry? It is said that because it is the best business practice and that
it brings fresh air to the company, but are best practices the best
practice? Maybe not, what do you think?
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Alex Kostyuk : This is a case, lliana. This is the major question that
is still missed in the scholarly research worldwide. We got used to
dividing the board for NEDs and EDs. It is too simple now. Challenges
are very strong for CG worldwide. So, we need to get inside of the board
issue and start configuring the board dividing even the board molecules
(its groups, like NEDs) for atoms (with executive  experience and NEDs
without this experience). This sort, so -called "board atomic level"
research is a future of CG research for the next decade at least.

Khaled Otman : Alex, it is a good point, but how can you measure
the experience or no experience for NE Ds?

Alex Kostyuk : Khaled, | see your question entirely. The term
"experience" | used for NEDs in the context of the NEDs previous
experience as an executive director 0 a member of the board of directors .
So, one group of NEDs has such experience, another g roup 9 has not. It is
easy to divide all NEDs on the board of any company by these two
groups.

liana Haro : Completely agree .

Dmitriy Govorun  : Maria, thanks for your material which is under
|l ive discussion here. I 8dd | i ke oauldsvoe t o
mentioned in your paper. Which combination (or order) among
researched gender equality, masculinity, education, and happiness
should countries/policymakers focus on when reaching higher
performance in terms of more presence of women on boards?

Maria Guedes: Thank you for your question. | would not "dare" to
define an order, as it really depends on the countries stage of
development on each of those determinants. But | would definitely say
that education is a very good start to reach gender equality.
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Abstract

This paper aims to conceptually discuss how to reach the economically
and socially fair and optimal CEO compensation based on equity
principle, behavioral agency, and stakeholder theories and to suggest
future research avenues for scholars. It contributes to practice and
academy by providing the guidelines for socially and e conomically fair
and optimal CEO pay, which is still a highly controversial issue. It also
contributes to the literature by informing the researchers of the
overlooked themes.

1. INTRODUCTION

This paper has three main objectives. First, it aims to reveal the
traditional framework of the corporate governance and executive
compensation, developed based on shareholder approach, and then to
conceptually discuss how to reach the economically and socially fair and
optimal CEO compensation according to equity pr inciple, behavioral
agency and stakeholder theories. It also emphasizes that the holistic
executive compensation structure should be supported by the new
corporate governance (KISS) system. Finally, it concludes with the
proposal of a future research agend a for the understudied and overlooked
themes regarding executive compensation. This paper is structured as
follows: First, the conceptual and theoretical frameworks and challenges
are explained by referring to social and economic fairness. Then, the
future research avenues of executive compensation are summarized to
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guide the scholars on the implementation of these suggested structures
into the qualitative and quantitative research and the emerging themes
in this area.

2. BACKGROUND

In this section, first , the traditional corporate governance and executive

compensation structures are illustrated, and then the alternative

approach of holistic and fair CEO compensation framework is introduced,

which requires a new KISS approach of the corporate governance

structure. Unfortunately, the corporate failures and public distress over

the lucrative compensation have revealed that fairness has not taken

into consideration when executive compensation schemes are designed

(Chaigneau, 2018; Ferracone, 2010). Fairness is a social and ethical norm

and it deals with ©O6what is justd and ©
Gosling, & Gore, 2015). It includes two approaches: the  equality
(egalitarian) approach and the equity approach. The equality principle ,

such as Scandinavian count ri es applying, states t
be treated the same way regardless of
hand, the equity principle i s satisfied o0if those who |
others are entitled to higher compensato n6 ( Rost & 3We353.el , 20:
Thus, the fair and optimal CEO compensation framework in this paper,

derived from the equity principle, not equality, answers the question of

6which factors should be taken into consi
and socially just compensati on s chemed.

ha
t

2.1. The existing framework

Corporate governance is a system that governs, directs, and controls the
firm at the top (Hilb, 2016; Wixley & Everingham, 2002). In general, in
the literature, two types of corporate governance systems have been
mentioned: the shareholder (market -based competition) approach and
the stakeholder (relationship -based cooperation) approach (Hilb, 2016).
In this commentary paper, the third model, new corporate governance
(KISS) approach, is explained since it goes hand i n hand with the holistic
and economically and socially fair compensation system. If the
governance system of the organization is a shareholder based traditional
model, then the fair and holistic compensation framework may not be
implemented successfully. T hus, first, the traditional corporate
governance model and the new corporate governanc e model are
summarized in Table 1 and Table 2, respectively. Then, the
compensation frameworks are analyzed. Table 1 illustrates the
traditional corporate governance syst em which is not situational,
strategic, integrated, and holistic. The traditional approach, depending
on the shareholder theory, focuses on and controls only the financial
dimension to maximize the shareholder value. The board of directors
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(BoDs) does not involve strategic development, it is mainly handled by
the executive board. Nomination and remuneration committees are
isolated from each other, and governance structure does not consider the
differences in corporate culture, industries, and nations. In si  mpler
terms, the system is very standard, with no diversification or
differentiation, and it is mainly financ ially driven and managed
(Hilb, 2016).

Table 1. Traditional corporate governance

Dimensions Traditional corporate governance
No difference between national, industry, and
corporate culture
Strategic development is not a function of the
supervisory board
Only isolated nomination and remuneration
committees in publicly list ed companies

Situational impleme ntation

Strategic direction

Integrated board management

Holistic monitoring & holistic
structure
Source: Hilb (2016, p. 8).

Controlling the financial dimension only

In the traditional compensation framework, which is generally

accompanied by traditional corporate governance structure in practice
there are three main evaluation criteria: pay for financial performance,
pay according to peers (benchmarks), and pay for individual performance
(Figure 1) . In this model, the CEOs®6 compens:
based on some key financial indicators , such as total shareholder return
(TSR), earning per share (EPS), net operating income (EBIT), etc.
(Ferracone, 2010), benchmarking or relative performance evaluation
(RPE), and the individual performance, such as leadership skills,
intrinsic motivation,  behavior, etc. (Bushman, Indjejikian, & Smith,
1996; Lobo, Neel, & Rhodes, 2018).

)

Figure 1. Traditional compensation framework

Fay for group {financial)
performance
™,
/N
.
/ N\
s
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y \
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/' Traditional compens ation
S system
/ \
/ AN
Pay acoording to peers / Pay for individual performance
Source: Prepared by the author .
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On the other hand, to have a holistic and economically and socially
fair executive compensa tion framework, the organizations should
improve their corporate governance system and executive compensation
scheme, which are integrated and which support each other. This is
discussed in detail in the following section.

2.2. The holistic and fair frame work
Compared to traditional corporate governance structure, disclosed in

Table 1, the new corporate governance model is discussed below. Table 2
depicts the new corporate governance (KISS) model which is situational,

strategic, integrated, and holistic. It is developed based on the
stakeholder approach and agency theory, but it values each party in the
stakeholder's group equally. Thus, it differentiates a bit from

a stakeholder approach. The stakeholder approach weighs the society,
environment, and the p ublic strongly than shareholders. In the reversed
KISS approach, all the parties are equally important. KISS stands for
Keep it (S)ituational, (S)trategic, (I)ntegrated and (K)eep it controlled
(Hilb, 2016).

A new corporate governance system controls both the financial and
non-financial dimensions to maximize the stakeholder value (keep it
controlled and holistic). The board of directors does involve strategic
development. In essence, it is the central function of the board of
directors (keep it strategic). Nomination and remuneration committees
are integrated. In simpler terms, the selection, recruitment, appraisal,
and compensation processes of the executives and BoDs are considered
all together, so they are paid for competence, characteristics, and
indivi dual performance as well as corporate and group performance
(keep it integrated). Governance structure does consider the differences,
so each firm has its own specific corporate governance context based on
its corporate culture, industry, and nati on (keep it situational)
(Hilb, 2016). In short, the system is with diversification or
differentiation, and it considers the wellbeing of investors, customers,
employees, suppliers, government, political groups, trade associations,
society, environment equally, and as a whole.

Table 2. New corporate governance (reversed KISS approach)

Dimensions New corporate governance
Implementation appropriate to the specific context
of each firm (Keep situational)

Strategic deve lopment is a central function of the
supervisory board (Keep it strategic)
Integrated and targeted selection, appraisal,
compensation, compensation, and development of
the supervisory and managing boards (keep it
integrated)

Holistic monitoring of results from the perspective
of shareholders, clients, employees, and the public
(keep it controlled)

Situational implementation

Strategic direction

Integrated board management

Holistic monitoring & holistic
structure

Source: Hilb (2016, p. 8).
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In the holistic and fair executive compensation framework, whic  h is
suggested to be implemented with the new corporate governance (KISS)
structure, there are 10 components (Figure 2): pay for financial
performance, pay for non -financial performance, pay for sustainability,
pay for resilience, pay according to peers, p ay according to firm risk, pay
according to culture, pay according to strategy, and pay for integration,
and pay for characteristics, competence, and individu al performance. All
of these 10 factors have to be considered and satisfied to have the desired
effect (Eklund, 2019). In this model, which is developed in line with the
tenets of the stakeholder and behavioral agency theories, all parts of the
stakeholders have been equally valued. In addition to the three common
factors (pay for financial performance , pay for individual performance |,
and pay according to peers) which were also illustrated on Figure 1 and
discussed above, the holistic framework in Figure 2 includes pay for
non-financial performance and pay for sustainability , such as customer,
suppliers, and employee satisfaction, environmental, social, and
governance performance, etc., pay for resilience, which is the key factor
during the crises, such as social and financial indicators measuring the
CEOO6s performance t oof tiperemploy @es and th emakdr e a |l t h
aresilient organization at the same time during Covid -19 crisis. Pay
according to a strategy indicates that the CEO compensation and its
structure should be in line with the long -term goals and strategy of the
organization, and CEO should be rewarded if the strategy and long -term
goals are accomplished. Pay according to culture means that CEO
remuneration should be pertinent to corporate and national culture. Pay
according to risk presents that the variable pay of a CEO should depend
on the systematic and unsystematic firm risk. Pay according to
integration is related to concepts of the pay gap within the management
level, internal fairness, and equity in the pay levels in the organization
(Eklund, 2019).

Figure 2. Fair and holistic compens ation framework

Pay for financial performance Fay for nonfinencdial performance
P ™

Pay for sustainability ‘\-\ Fay for resilience

r’:

/ Holistic and fair compensation
Pay according to / Y Pay according to
Y framework /
peers \ / firm risk

\ /
Pay according o \._ ! Pag according o

culture e Strategy

gy 7

. P
Pay for integration “———"pay for GCIP - Charasteristics,
Competence, and Individual Perfarmance

Source: Prepared by the author by deriving from Eklund (2019, p.  11).

52



G R - R
f NTERPRESS

7 GCC
VIRTUS/ International Online Conference ( May 7-9, 2020) VIRTUS
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

2.3. Meeting the challenge

Although the suggested frameworks in this paper are scientifically

driven, holistic, and fair, none of the models are without limitations. The
frameworks may reveal a statement of executive compensation and

corporate governance that may seem obvious and simple, but this is not

the case. Moreover, these approaches do not mean that they propose

ao0 o reieefits-al | 6 approach, w lyirisky andvimaumfud b e ve
They are only the tools to discover the
optimal structure. Despite the limitations and caveats, both frameworks

meet the criteria for a good model, proposed by Brown (1965), A they are

simple, clear, logical, and applicable to real -life situations (Eklund, 2019;

Hilb, 2016; Melis, 2011).

3. FUTURE RESEARCH

This conceptual and holistic executive compensation framework opens
future research avenues to the scholars because they can apply and test
this s cientifically driven framework in their empirical and qualitative
studies. Moreover, it is evident that abundant attention has been given
to the financial aspects of executive compensation, but there is still
scarce research on the ethical, social, and env ironmental aspects.
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CONFERENCE FORUM DISCUSSION

Mehtap Eklund : Welcome to my presentation. The purpose of this
presentation and the working paper is to conceptually discuss how to
reach the economically and socially fair and optimal CEO compensation
from the perspective of behavioral agency and stakeholder theories and
equity approach. The furth er aim is to empirically test this framework. If
you have comments or feedback on this concept, feel free to drop your
comments here. Your valuable comment and feedback are highly
appreciated.

Alex Kostyuk : | fixed a set of interesting ideas coming from y our
paper. First, | feel that the optimization of the links you mentioned in
your paper we need to refer to the national business rules and cultural
stereotypes (globalization is still weak in this case). Second, it was
mentioned in the pldeptheory polstalates thad firrask e h o
must demonstrate the commitment to socially responsible behavior to
achieve Il egitimacyo. Probably, there is
with strict regulation (such as banking) and less regulated. Do not you
think that in the strictly regulated industries social responsibility is
substituted by meeting the requests of strict regulation? Do not you
think that because of the above -mentioned role of regulation makes the
banks as less responsible during a crisis and the bank CEO
compensation during a crisis is outside of any social responsible context
(for example, when non -profitable banks pay higher compensations to
their CEOs as it was in 2008?)?

Vikash Ramiah : What | have observed is to be socially responsible
costs money. Organizations that are govt owned or semi govt own tend to
engage more responsible. Also, it is time to expand CSR to SDGs.

Alex Kostyuk : Vikash, that is true about SOE and CSR
investments from the point of view of the concept. In practice, the costs of
this concept can be extremely higher because the corruption is very
popular exactly in SOE in many countries and as a result, the costs of
control over the SOEs grow remarkably making CSR investments not
effective.

Vikash Ramiah : Some organizations are cap italizing on this now.
They call it branding and marketing it. There is a market for it. For
instance, organic products cost more but there are clients buying just
organic stuff. You can see a small car cleaning business using the logo
"green” or "enviro -friendly".

Mehtap Eklund : Thanks, Alex and Vikash , for your valuable
inputs. | will definitely control the ownership (governmental and
non-governmental) effect into consideration when | will empirically test
it in the Swiss market. Thanks for the valuable ¢ omment. It is very
interesting to hear that banks may not be as much as socially driven
compared to other sectors. Maybe, they are not environmentally
malignant as much as other sectors, like mining, oil, manufacturing, etc.
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Mehtap Eklund : Do you suggest any other factors that we need to
consider in the holistic CEO compensation framework? Any factor that |
missed? Any comment is highly appreciated

Vikash Ramiah : Banks finance the polluting sectors, Mehtap.
They become partners i n ctobapercewadds t hey
the bad guys. Some banks refuse to handle certain polluters  (for example ,
coal electricity producers). In fact, the costs of debt for polluters are
higher. Green bonds tend to be cheaper as it does not have
environmental risk. Banks are offering cheaper debt if you are
environmentally responsible as they have enjoyed a cheaper rate too. |
get questions a lot on why are lenders asking about my emissions? Well,
even if they do not report publicly, some banks request this information
to give cheaper rates. Banks are building their portfolio to show social
investments as the world is watching.

Mehtap Eklund : It is very promising to hear that environmental
risk is considered in addition to the systematic and unsystematic risk of
the firm by th e banks. Then, | wonder how the banks reflect this to their
own CEO compensation schemes? Through the ESG performance of the
bank? What do you think?

Vikash Ramiah : | have not done any work around that and you
raise a good question. The only thing that com es to mind now is the style
of leadership. | think the leader of AESOP is quite vocal about SDGs and
shows how her company is addressing these goals. She sells more and at
a higher price too. | guess high sales means high profit. But she is known
to be an advocate in this field. | guess if the companies profit increases,
they can cash in their options, bonuses, etc. It will be a good area to
study.

Mehtap Eklund : Thanks for the valuable input.

Maha Radwan : Very interesting discussion and | agree with
Vikash regarding banks' need to show that they are socially responsible
for impact investments; however, Mehtap raised a good point of that this
would affect the CEO compensation, could you please shed the light on
the results of the research?

Mehtap Eklund : What do you mean? It is a working paper and the
preliminary results are available. The robustness checks are needed to be
done.

Omrane Guedhami : Hi Mehtap. This is a very interesting paper. |
have two comments. State vs. private ownership can matter. However, |
am not sure to what extent state ownership is important in Switzerland.

If you are interested in the theory underlying the role of the state, please
see Boubakri, N., Guedhami, O., Kwok, C. C., & Wang, H. H. (2019). Is
privatization a socially responsib le reform? Journal of Corporate Finance,
56, 129-151. You can consider controlling for family control and
especially the role of institutional owners ( Dyck, A., Lins, K. V., Roth, L.,
& Wagner, H. F. (2019). Do institutional investors drive corporate socia |
responsibility? International evidence. Journal of Financial Economics
131(3), 693-714). Finally, can you consider examining the consequences
of compensation in terms of performance or cost of capital?

55



G R - R
f NTERPRESS

7 GCC
VIRTUS/ International Online Conference ( May 7-9, 2020) VIRTUS

0 CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

Alex Kostyuk : Hi Omrane, welcome to our online foru m. | see your
comment and entirely share your point of view. My vision is about the
national specifics of state ownership and its regulation. Moreover, the
process of privatization adds even more national specifics to this issue.
When more than two decades before in Ukraine we experienced
privatization, we introduced a German model of CG, based on a two  -tier
model of the board of directors, but....we forgot to provide the employees
with a right to delegate their representatives to the supervisory board ,
and since that time any social effect of privatization in Ukraine was over.
That was a paradox, but this is the case.

Omrane Guedhami : Hi Alex. Thanks for these insightful
comments. | agree with you. In fact, we discuss/document differences of
state ownership across a different institutional environment.

Alex Kostyuk : | absolutely agree, Omrane. Finally, corporate
governance in SOEs seems to be a very specific science. Yes, it is still
called "corporate governance", but this still requires more fundamental
research and empirical papers considering a large variety of countries.

Mehtap Eklund : Thanks, Omrane and Alex , for the valuable
feedback. | am sorry for the delay in the reply due to time difference
(-7h) and | had to teach during the day. | will definitely control
ownership and state effect and board structure as a control variable in
my empirical data. Thanks for sharing valuable ideas and journal
articles. Appreciated.
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Abstract

In recent years, corporate governance has received increased attention in
academic research and business due to several corporate failures.  Within
this context, there is an ongoing debate on the crucial role of the board of
directors in the corporate governance of firms, as it affects financial
performance and the organization's strategy. Firms have to make risky
investments, both over -investment (i.e., excessive risk-taking) and
under -investment (i.e. , excessive risk avoidance) that may damage firm
value and endanger their survival. Efficient risk -taking along with
managing uncertainty is essential parts of doing business and a key
responsibility of the board. The literature highlights the importance of
the board of directors as supervising executive management in t he
representation of the shareholders and providing business resources and
assessment (Pucheta Mart 2nez & Bel -Oms, 2019).

This study aims to identify the current dynamics of gender, a key
characteristic in the field of board diversity using bibliometric a nalysis
and visualization tools. Apparently, there has been a decisive trend that
has led to women holding board positions while the vast majority of
boardrooms are stild]l made wup of mal e di
Huse, 2011). This recent increase of b oard gender diversity has been
mainly stimulated by the action of some countries which have lately
enacted guidelines and/ or mandatory laws with the aim of increasing the
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presence of women on the boards of the listed companies
(Pucheta-Mar t 2 n e z-On&, 2B19)| We use the ISI web of science
(WOS) database as a primary search engine to identify the most
influential articles, authors, and journals in this topic between 2006 and
early 2020. Similar to Baker, Pandey, Kumar, and Haldar (2020), we
devised a WOS database and conduct a topic search during February
2020. To the best of our knowledge, this study is one of a few that
combine a bibliometric analysis and litera ture review on board diversity.

The bibliometric methodology highlights the multi  -disciplinar y
nature of research on board diversity and its impact on financial
performance and risk -taking, covering the fields of accounting and
finance, business, economics auditing, and management, as well as
strategy. Bibliometric analysis i s fundamentally classi fied as
a quantitative method that provides a different analysis of the literature
based on the related statistical data (Ellegaard & Wallin, 2015). Through
a bibliometric analysis, we aim to provide a quantitative analysis of
literature based on the relat ed statistical data and transform scientific
quality into a manageable entity (Wallin, 2005). Our goal is to construct
systematic knowledge regarding patterns, trends and impact of relevant
publications through a visual approach (Ellegaard & Wallin, 2015;
Van Eck & Waltman, 2014). Furthermore, citation network analysis,
co-citation analysis, co -authorship analysis, and keyword co -occurrence
analysis helps reveal the core theoretical and conceptual articles by
mapping out the intellectual structure of the kn  owledge base in this
context. The analysis of collaborating networks is important to explore
the centrality of authors and institutions in the production of research
output (Andrikopoulos & Kostaris, 2017).

Employing diverse theoretical perspectives and re viewing a wide
range of prior studies on ownership structure and corporate governance,
this study provides the foundation for high  -quality research on corporate
governance and the important role of boards of directors. Our findings
aim to provide useful gu idance to other researchers in the area by
exploring the interrelatedness between key articles and authors that
have been cited most frequently.
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CONFERENCE FORUM DISCUSSION

Lindrianasari  : Good morning to all my colleagues, | want to
introduce myself; I'm Prof. Lindrianasari from The University of
Lampung, Indonesia. Related to resea rch on women in the boardroom
and their impact on financial performance, can you explain what
variables are used, how the variables are measured, and what are the
results of this research? Thank you.

Pantelis Papanastasiou : Good morning to all, I' m Panteli s
Papanastasiou the author of this research from the University of Aegean
in Gr eece. This is a working paper and the methodology that we used is
bibliometric analysis with data from the ISI Web of Science (WOS)
database. Our goal was to contribute in board gender diversity research
by showing the state of the art of research on board gender diversity,
identifying the annual evolution of publications on the topic, the most
prolific journals, countries, authors, and institutions supporting
research, as well a s identifying the main trends and pointing to potential
future lines of research and topics.

Alex Kostyuk : Hi Pantelis, referring to Table 1 of the presentation
it is possible to conclude that the female representation on the boards is
lower in those count ries where the shareholder dominance in corporate
governance is more evident (the USA, Australia, Canada) and higher in
the countries with a stronger role of employees (Sweden, the
Netherlands, France, Germany). Do not you think that under the
stakeholder concept of corporate governance women are considered as
a very good mediator of possible conflicts between various stakeholders
including shareholders and employees? Do not you think the dominant
role of shareholders in the country (if any) does not allow female
representation on the corporate board growing and under such
circumstances the role of other stakeholders starts playing a key role to
move the female representation forward?

Vikash Ramiah : Following Alex's comment, | must add the
behavioral literat ure that argues females tend to be less risk -averse than
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males. Hence in economic conditions becomes a factor whereby females
will deliver best in crisis period as they are better with risk management.

Alex Kostyuk : Yes, this is the case Vikash has just fi xed. In
particular, this issue is important for financial companies including
banks.

H A R P Madushanka : Hi Pantelis, would you mind elaborating
on any specific characteristics of women that impact an organizations'
financial performance that you have come across so far?

Mbako Mbo : Hi, it is important also to reflect on the process by
which merit and gender are balanced in constructing an effective  board.

Alex Kostyuk : That is right, Mbo. The only issue is who should be
responsible for balancing merit and g ender on the boards. Should it be
a task of the whole board or just a nomination committee? What is the
role of the outside director search agencies? | see that to get all the above
balanced we should expect to have an effective system inside and outside
the company (in the country too).

Pantelis Papanastasiou : Alex, | agree with your comments and
also we see from the research that women still remain significantly
underrepresented.

Vikash Ramiah : This issue has come up a lot. In some areas, it is
hard to fi nd a female with the same exper tise as the male. Males have
an unfair advantage in that they do not go on maternity leave. In those
situations, it is important to make it right by looking at output versus
opportunities to ensure there is the right balance.

Mbako Mbo : At a country level, the Institution of Directors (or
equivalent) should ideally have selection criteria, based on some scoring
approach that achieves a good balance on expertise, stakeholder and
gender. However, the approach for state-owned enterprises would
typically be carried.

Alex Kostyuk : loDs could assume such responsibility, Mbo.
Logically, loDs should do it, but in practice? Do we have data around the
world how many countries' loDs do it?

Pantelis Papanastasiou : | agree with Vikash Ramia h that
females tend to be less risk -averse than males and also they have great
monitoring and strategy involvement characteristics that impact
an organizations' financial performance.

lliana Haro : Good morning to everybody, first | would like to
introduce myself. My name is lliana Haro and | am a Ph.D. candidate at
California Southern University in the USA and the Hochschule
Furtwangen University in Germany. So now, regarding the moment of
Vikash Ramiah in Germany men do go on maternity leave and they can
take up to one year, and it is my understanding that that is the case in
most northwestern European countries, so that may not be the issue
here.

Vikash Ramiah : This is good progress, lliana. Unfortunately, this
is usually not the case in countries like Aus tralia, etc.
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liana Haro : Alex, itis indeed a relevant factor to have to different
systems the shareholder and stakeholder orientated, being the latter the
one that applies in Europe, which is why we have Sweden, Netherlands,
France, and Germany. However, we should not forget the influence that
the cultural context surrounding the system plays, and which therefore
affects the personal expectations and behavior of shareholders, members
of the board, and other stakeholders. Everything works as a whole, like
an onion system one aspect affecting the other ones.

Mbako Mbo : Alex, data from practice is sparse; more worrying is
that loDs in developing economies are largely ineffective

Mehtap Eklund : Then, if the women have risk -averse and
stakeholder approach, the n the countries that suggest the female BOD
qguota should have lower firm risk and higher sustainable growth. Is it
the case, Sari Lindrianasari?

liana Haro : This is a great question, however, don't you think we
should try to understand first what ~ merit is and what would be better for
the organization meaning what it is its strategy. Are we searching for
merit, gender, or talent? | give you an example without gender, let's
assume there is a start -up where you need to appoint the president of the
company, th ere is an executive w ho has been in a company for 25 years
and holds now a top management position, we also have a board
candidate who has never been working at any company but has been
working i n the industry for more than 25 years and we have a young
entrepreneur with no more of 6 months in the company, who is actually
the one who created the company. So, who has the merit? Who has the
talent? Who is the best for the company?

lliana Haro : That would be a difficult question to answer in broad
terms. First, what kind of company and strategy of the company are we
talking about? With women and men, there is not a specific set of
competencies that could work in all contexts.

Mehtap Eklund : Yes, lliana, | totally agree with you. Merit should
be the key decision criteria. On the other hand, for the countries which
ask for minimum female BOD quota, then the most talented and
experienced female leader should be selected. Some scholars found the
positive impact of the female BODs on firm performance and firm culture
and corporate environment. Diversity is good, of course, based on merit.

lliana Haro : Hi Mehtap, thanks for your kind comment. But my
point here is it is merit enough or should we try to find talent. See, the
simple definition of merit is a work well done  that deserves praise. But
who evaluates if that work is well done? Other men? Other women?
Other colleagues, who have the same level of responsibility as you? Who
decides what merit is ? On the other hand if select people, not only wom en
but people, without regard to gender, color, religion, physical handicaps,
etc., only on the basis of their talent which are their natural and
acquired skills, wouldn't be the organization  benefiting even better? But
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then we should not generalize, as researchers, we have the obligation to
recognize when there are no general contexts .

Juliet Wakaisuka  : The presence of women on any corporate board
should focus on what they will be able to bring to the performance of the
board and not be a sign of tokenism; implying that these w omen must
have the skills and competence to deliver.

Maria Guedes : Women bring the same and new things to the
board. We have passed the tokens argument. It is a matter of social
justice, equity, not focus what it is different only. They can bring the
same and are totally entitled to be on the board.

Pantelis Papanastasiou : Thank you all for the comments and
your distribution on board gender diversity. Do you have any comments
on the research methodology that we used?

Maha Radwan : Good research, however, | would like to ask you
after analyzing the current literature regarding women in the board and
their impact on performance, what is still missing in your view to be
studied or need to be more deeply investigated?

Pantelis Papanastasiou : Maha, | think it woul d be useful to
examine other demographic characteristics such as age, education,
ethnicity, and professional background.

Maria Guedes : | think we should move from studying the impact of
gender. Men or women does not matter, both are competent or
incompetent. So, focus on thinks that may be changed and improved. The
question can also be: lots of diversity (age, ethnicity, etc.) is manageable?
How do we incorporate the benefits of diversity in companies?

Dilvin Taskin : | think the inclusion of other controlli ng factors,
like the experience, education is of crucial importance. | believe if you
consider those factors, the outcomes of the paper will be more striking.
Still, a very good paper.

Alfredo Celentano : | agree with your consideration, Pantelis.
Actually , also | wrote a research project where the aim is to investigate
the relationship between board diversity and CSR; specifically, my idea
is to construct a Diversity Complex Index, which can represent diversity
through a unique and encompassing perspective of all its characteristics
(gender, age, background, independence, etc.) and do it by a structure
literature review exa mining the prevailing literature on the diversity
subject, so as to understand how this has been treated by different
authors and studie s, using tools such as WoS for articles' research and
bibliometrix for bibliometric analysis.

Pantelis Papanastasiou : Dilvin, | have the same opinion about
this. Thank you for your comments.
Pantelis Papanastasiou . Alfredo, great idea! In my research

actually, | wanted to examine the literature review of gender diversity
using bibliometric analysis and I think | got useful insights.

Pedro Agua : It could be interesting to bring in the subject of family
firms and national culture into the subject and investi gate if there are
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cultures with better governance performance within the context of this
subject, Japan, for example.

Pantelis Papanastasiou . Pedro, | think culture nowadays
matters more than everything and it would be interesting to examine the
variables that affect it. Great idea , Pedro, thank you! Also, we know that
family businesses are the backbone of the economy and incubators for
entrepreneurship.

Dean Blomson : Putting aside skills and experience, required by
each company (depending on its unique con text and strategic challenges),
the only kind of diversity that matters is co  gnitive diversity. Ultimately
a board is there to ensure that the right decisions are made. Appropriate
knowledge, skills and experience are vital. But if you want to insure the
oversight of decisions is effective you need independent thinkers who
have the ability to bring different lenses/vantage points to bear. Gender
diversity is a noble cause 0 no doubt & but that is a side issue when it
comes to having a board that is able to think critically, divergently, and
in a challenging way. Those skills exist independent ly of gender, race,

culture, religion. Let&6s not just zero |
right, and itds easier to measure than cc
Pedro Agua : DonEt disagreeé in fact, boar
the trap of "groupthink" as well. Good point.
Pantelis Papanastasiou : Dean, completely agree with you.

According to Baker (2020), researchers should examine cognitive
diversity because studies of how c ognition affects strategic
decision-making are scarce (Kilduff et al., 2000; Parayitam &
Papenhausen, 2016).

Pedro Agua : We shall also take care of how do we define cognition,
and in particular "intelligence”, as there are many of them and their
relevance depends on the situation the board has at hands (Gardner's
theory of multiple intelligences ).

lliana Haro : This is, in my opinion, the most relevant point. We
need to clarify our discourse: are we "fighting" for gender equality just for
the sake of gender presence, or are we aiming for talent in the benefit of
t he organi zations and their stakehol der
interests? | think the case here is not how many women are on the board,
as far as the board, its committees and any other bodies be integrated by
the talent they need.

Alex Kostyuk : Pedro has just addressed an issue of the leadership
of the board. A board of conformists is a disaster for a company. It should
be a board of leaders. So, it means that "a one leader concept" like
Chairman or CEO is not enough now. Certainly, we are talking about not
formal leadership. Leade rship that is based on decision -making. Under
such a concept of "a group leadership" women are considered very
naturally even by the absolutely traditional, male  -driven concept of
corporate governance.
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Pantelis Papanastasiou : Thank you all for your suggestions! |
think the decision -making process and what are the most important
variables that affect is our goal. Pedro, | will examine Gardner's theory of
multiple intellige nces, thank you again.

lliana Haro : But then what is a leader? And more important
which is the right leader for the organi zation? Should he -she display
a static and stable behavior? Or should he -she be flexible and behave
according to the context of the or ganization and the followers? If we
think about the context and the followers, then we should pay more
attention to the process of leadership, and probably it should not be static
which is what happens with traditional boards and their interaction of
CEO. We may have come to a historic point that we need to accept that
the traditional formula of governance is not working anymore or at least
may not work for a long time. The Coronavirus crisis is leaving a lot of
lessons to be learned on this regard.

Alex Ko styuk : lliana, formally the leadership reins should belong
to the board chairman . This leadership is based on the issue of
responsibility on behalf of the whole board. Informally, during the
process of decision making, this concept should be behind the con cept of
"a group leadership" where the board is a team of leaders. this will let
the board become more far from the bed nickname "a rubber stamp".

Pantelis Papanastasiou . lliana, | totally agree with you. Alex, |
find a very interesting initiative the spec ial COVID -issue of Corporate
Governance and Sustainability Review and more specific the topic " board
behavior and practices".

Alex Kostyuk : | expect, Pantelis that any unexpected issue, like
COVID in this case, is able to give birth to a new stream in re  search of
corporate governance.

Ahmed El -Masry : | totally agree; a special issue on COVID -19
effect is needed especially with a focus on women's role.

Pantelis Papanastasiou : So, the decision-making process and
leadership in the age of COVID -19 would be very interesting and also
insightful according to our matter.

liana Haro : Alex, if | understand correctly this only partially
answers my second "which is the right lea der for the organization". In
a public company that has been your focus so far, as you say , 0Yeso, t he
board is the unquestionable leader by law, but not necessary by
competence. But in non -public companies where having a board of
directors i s not a requirement, the need for their leadership is arguable
and we need to accept this fact and analy ze it because just in countries
like Germany, the "Mittlestand" companies (SMEs and non  -public) who
generate more than one out of every two euros and provide well over half
of all jobs in Germany, so we cannot overlook this. CG is not only for
public companies, and even though they are big enough, economies are
not sustained by them.
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Guadalupe Briano : | would like to suggest some ideas to extend
this research:

1. Institutional context: developed vs emerging countries

2. Imposed quotas. For instance, in Nor dic countries is mandatory
the gender equality .

3. Cultural dimensions.

4. Independence of women on boards.

5. Stakeholders' role in corporate decisions.

Pantelis Papanastasiou : Thank you all again for your comments
and your suggestions. It will be very us eful and insightful.
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Abstract

The phenomenon of firm financing and
characteristics are two important determinants of investment and
performance of firms, ceteris -paribus. The financing of a firm underpins
the financial resources of a firm that can be utilized to acquire assets,
which are necessary to run it. Similarly, corporate boards of directors
provide leadership and guidance to the firms and at the same time
participate in the monitoring and control activities. The quality of
corporate boards of directors depends on several characteristics including
human capital, relational capital, and board diversity, among others. The
current st udy examines whether firm -level capital structure impacts
firm -investments and performance. The results show that the financing

of firms affects the investments and performance of firms. Similarly, the
busyness of directors and board size affect intangible investments
negatively, whereas the education of directors affects the same positively.

A major theoretical contribution of the current study is that the capital
structure has been taken as an explanatory as well as an intermediate
variable to examine its  effect on firm investments, and performance.
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1. INTRODUCTION

The capital structure of firms and the board of directors are important
determinants of investment and performance of firms. However, these
firm -level relationships are extremely complex for th e several reasons:
firstly, the board of directors can directly impact the capital structure of
the firm, and subsequently, the changes in the capital structure of the
firm can further affect its investments and performance; secondly, the
board of director s of the firm can directly impact investment decisions
and performance of firms by bypassing the capital structure of the firm;
and thirdly, the abovementioned relatio nships can also be inclusive of
mutual causation of a fir mo se. Henceferth,t ment
one can argue that the set of relationships between the board of
directors, capital structure, investments, and firm  -financing is anything
but simpler.

In the finance literature, the concept of optimum capital structure
has been discussed extensively; however, it is noticeable that the notion
of firm -level optimum capital structure is a mirage. Academic
researchers and corporate managers have been seeking endlessly to
formulate the optimal capital structure; however, there is no universal
and across the board understanding of this concept. Many scholars
suggest that rather than endeavoring to achieve the specific point of
optimality of capital structure, firms should aim to achieve the range of
capital structure.

The total capital requirement s underpin the financial resources of
a firm, and these resources can be utilized to acquire assets, which are
necessary to run firms. The capital structure generally indicates the
relative share of debt and equity in the total capital of a firm. To find t he
right financing path a firm needs to balance the advantages of debt, for
example, because debt is a cheaper way of financing, and the risks
associated with debt, for example, the financial distress costs associated
with the debt can have substantial unf avorable effects on the firm. The
choice of the capital structure depends on many factors such as the size
of the company, industry, profitability and corporate tax level, the
tangibility of assets, and growth opportunities. Corporate boards of
directors p rovide leadership and guidance to the firms and at the same
time participate in the monitoring and control activities. There are
several determinants of the quality of corporate boards of directors and
to name a few are- independence of boards, human capit al
(e.g., education, experience, expertise) of direc tors, relational capital
(e.g., multiple directorships) of directors, board diversity (e.g., gender,
nationality, ethnicity). Investments, including tangible, intangible and
financial assets, are the refl ect i on of firms?d future
undertaken to enhance the firm -value by generating more cash flow. The
capital structure and board of dir ect or s o characteri st
an important role in influencing firm investments. The concept of firm
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performance h as been extensively researched in finance discipline and

assumes a great deal of significance in the field of corporate governance.

Since t he concept of capital structur
characteristics, investments and firm -performance are intert wined,

therefore, the current study endeavors to solve this puzzle by exploring

the following research questions:

1. Does the firm -level capital structure impact investments and
firm -performance?

2. Do board of directorsd chmenacteris
and firm -performance so that the firm -level capital structure acts as the
intermediate variable?

3. Does the firm -level capital structure, as an intermediate or
predictor variable, impacts the firm -performance through investments or
directly?

4. Does firm -level investing affect firm -performance?

The secondary data has been for the period 2003 -2018. The data
sources have been firmsd official annual
reports, financial statements, and the Nasdaq OMX database. The key
capital structure variable is the debt -to-equity ratio, which includes
various categories of debt that are the book, and market value of debt as
well as the current, and non -current debt.

The empirical findings show that the financing of firms affects
investment s and performance of firms, in general. The firm leverage
ratios affect non -current investments negatively, however, the same
ratios affect investments in intangible assets positively. Similarly,
leverage has a negative effect on the operating profit ratio  and some
other performance measures. Nonetheless, the above results become
more significant when firm -level capital structure acts as the
intermediate variable and the predictor variables are corporate
governance characteristics of firms. The busyness of directors and board
size affect intangible investments negatively, whereas the education of
directors affects intangible investments positively. The busyness of
directors affects non -financial firm performance positively. Similarly, the
busyness of directors and board size affect accounting -based performance
negatively. Education of directors, a ge and gender affect
accounting -based performance positively. The busyness of directors and
the education of directors affect market -based performance positively,
whereas, age affects market -based performance negatively.

2. THEORETICAL LITERATURE REVIEW

Economic and business situations play an important role to influence the
corporate capital structure. The financing underpins the capital
structure, which is an impo rtant strategic decision of corporates, and it
affects various aspects of firms including their operations, investments,
performance, survival, growth, and solvency. The most common sources
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of firm -financing are equity and debt. Firms having access to
an abundance of capital at the minimum cost of capital experience more
opportunities to grow, expand and acquire larger market share.
Nonetheless, it is worth noticing that the discussion is not merely
confined to ascertaining low -cost finance in adequate quan tity on
favorable terms, but it goes beyond and includes more vital issues such
as determining the optimum capital structure (Berk & DeMarzo, 2016).
Firms endeavor to achieve financial stability, achieve the liquidity, and
solvency benchmarks and generate a higher return on capital on
a sustainable basis, and these objectives can be achieved when firms
attempt to obtain the optimal capital structure (Graham & Leary, 2011).
The determining of an optimal capital structure is not an exogenous
phenomenon as several macro -economic determinants, firm -management
features, institutional settings, industry/sector characteristics, and
regulatory requirements, other things being equal (Salim & Yadav,
2012). Business and economic factors highlight the macro -economic
scenario, which is uncertain and influenced by globalization among other
factors, and resultantly the needs and requirements of firm -level
financing also change. Similarly, the firm management features
including  functioning, leadership, monitoring, control, a nd
decision-making also influence optimal capital structure. Firm financing
can play an important role to enhance the profitability of firms. The right
amount, composition of financing and cost of capital can play
an important role in maximizing return on capital for a given level of
financial risk. The firm -specific risks, also known as unique risk, micro
risk, unsystematic risk, can be influenced by the risk appetite of firm
managers, among other factors (Kang, Wang, & Xiao, 2018). The nature
and composition of capital structure can be influenced by corporate
governance dynamics (Aguilera & Crespi -Cladera, 2016; Basu & Sen,
2015). Similarly, institutional characteristics of firms influence the
capital structure of firms. For example, the influence of found er
members, also known as promoters, represents an institutional
characteristic of firms, also affects the ch oice of firm -financing
(Hundal, 2016, 2017).

The current study explores the following hypotheses:

H1: Firm -level capital structure influences inves tments.

H2: Firm -level capital structure influences firm -performance.

H3: Board of directorsd characteristi
H4 : Board of directorsd characteristi
H5 : Board of directorsd-performareect er i sti

H6: Firm -level investing affects firm -performance.
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3. DATA AND METHODOLOGY

A sample of as many as 73 non-financial publicly traded firms listed on
the Nasdaq OMX Nordic Stock Exchange has been selected to test the
hypotheses. Twenty -three firms h ave been chosen from Finland and
Sweden each, whereas fifteen and twelve firms represent Denmark and
Norway, respectively. The unbalanced pooled data covers a period of
sixteen years (2003 to 2018). Due to the unavailabilit y of data a final
sample of 983 firm-years and the country -wise classification is
313 firm -years (Finland), 322 firm -years (Sweden), 201 firm -years
(Denmark) and 147 firm -years (Norway). The market data have been
obtained from the Nasdaq OMX Nordic Stock Exchange and respective
central banks, whereas, those of the accounting and corporate
governance variables have been extracted from the annual reports
(especially financial statements and corporate governance reports) of the
sample firms. Several econometric techniques including multivaria  te
ordinary least square method and factor analysis have applied to analyze
the data.

4. KEY FINDINGS

The empirical findings show that the financing of firms affects
investments and performance of firms, in general. Leverage ratios,
measured by total deb t to equity ratio and long -term debt to equity ratio,
negatively affect non -current investments, however, the same variables
affect investments in intangible assets pos itively. Similarly, the
debt-to-equity ratio has a negative effect on the operating prof it ratio and
some other performance measures. Nonetheless, the above results
become more significant when firm -level capital structure acts as the
intermediate variable and the predictor variables are corporate
governance characteristics of firms. For exam ple, the share ownership of
the boards of directors and the education level of directors influence the
debt-to-equity ratio positively. Similarly, the board size and
independence of the boards affect the debt -to-equity ratio negatively.
Furthermore, incent ive-based pay to the CEO affects most of the
firm -level performance measures positively.

The busyness of directors and board size affect intangible
investments negatively, whereas the education of directors affects
intangible investments positively. The bu syness of directors affects
non-financial firm performance positively. Similarly, the busyness of
directors and board size affect accounting -based performance negatively.
Education of directors, age and gender affect accounting -based
performance positively . The busyness of directors and the education of
directors affect market -based performance positively, whereas, age
affects market -based performance negatively. Board size and age affect
systematic risk negatively. Education, gender, and busyness affect
systematic risk positively.
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CONFERENCE FORUM DISCUSSION

Alex Kostyuk : Hi Shab, and welcome to our conference forum.
Corporate governance in Nordic countries is a very contri  butive topic. |
saw that your state me n't i n t he p r e she rbusgnéss ofn  t hat
di rectors and board size affect intangib
do you mean by oO0the busyness of director
directorships taken by one dire ctor at the same time elsewhere?

Do not you think that the director's gender issue could influence
debt-to-equity ratio, especially taking into account the Scandinavian
speci fics? You concluded t hat-basedlgender
perfor mance6.an hatdahss isiat positve effect (the more
females the more positive effect)?

Shab Hundal : Hello Alex, | appreciate your query. When the
directors of firms also take multiple directorships in other firms on top of
the firm they are affiliated to then, on  the one hand, it brings "virtues" to
the firm they represent in the form of relational capital which can be
justified by the resource dependence theory, for example, however, w hen
these directors become overbusy so much so that their
them to perform their core responsibilities, then this phenomenon
becomes a component of the agency costs that can be inflicted upon the
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firm. Hence, you got it correct. Firms having busy directors invest lesser

in the intangible assets, arguable because busy d irectors do not have
time and patience to understand the role and relevance  of R&D and
other innovation activities as they can be engaged in maximizing their
‘personal’ utility function. In a similar vein, larger boards may find it
difficult to make decisi ons with respect to intangible investments due to
infighting, lack of common understanding (poor consensus), power blocs,
and other delays. The gender variable (proportion of women on board)
affects the accounting performance positively. There is no suffic ient
evidence that gender variable (proportion of women on board) could
influence firm financing (e.g. , debt-to-equity ratio). Interestingly,
Scandinavian society gives unparalleled status to women in society,
however, the same is peetingiso trued in cor

Dilvin Taskin : | think the reason that we do not find a direct
relationship between financing and gender maybe due to the fact that in
many countries the percentage of women on the boards is still very low.

Maria Guedes : Agree, there is no real ly balanced board, or at least
a critical mass that can tell us a good story from there.

Shab Hundal : Thanks, Dilvin and Maria , for your feedback.
Maybe corporate culture is not always in sync with the national culture...

Maria Guedes : Something to think a bout: does culture really
matter? Everywhere there are boards that perform bad ly, and the
reasons behind the bad performance are similar....so what does culture
mean here?? Nothing really...

Dilvin Taskin  : | think culture can be considered as a factor. Of
course, there are many other relevant factors for failure, but in some
cultures, nepotism plays a big role in the failure of businesses.

Maria Guedes : Nepotism causes to appoint the wrong persons for
the boards, for example.

Shab Hundal : Maria, | think cul ture matters...culture does reflect
on the mindset of corporate directors which further reflects on their
decision making, etc.

Shab Hundal : Dilvin, it is so true...| have done quite a bit of
research in the field of multiple directorships (busyness) and | found that
invariable nepotism, inter -locking of directors, quest to extend control for
a given proportion of ownerships, consumption effect and entrenchment
effect are the key factors.

Alex Kostyuk : Shab, it is very much promising statement by you
"Inter estingly, Scandinavian society gives unparalleled status to women
in society, however, the same is not 0so
means that there are two different standards of female role. The first is
in our ordinary world. The second & corporate world. Even in countries,
where ordinary world standards are very favorable for women. So, the
role of "the right soil" is not enough to grow "a seed"? Probably, it should
be slightly pushed by the regulation?
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Shab Hundal : Exactly, Alex, Finland is a very SME driven
economy and the participation of women on board of SMEs is even
thinner.

Alex Kostyuk : | see, Shab. In this case, there are ways out. The
first is regulation. The second & stakeholder activism.

Shab Hundal : You are right, Alex, that regula tions and
stakeholder activism can do a word of good. Nonetheless, the
participation of women at the executive positions is at a very impressive
scale.

Alex Kostyuk : | would say, an extremely impressive scale, at least
for certain countries. | think that a  cultural stereotype is still a key issue
here, Shab.

Shab Hundal : Alex, my last comment was in the Finnish context.

Mireille Chidiac El Hajj : Hello Shab. The presentation is very
interesting. And Professor Kostyuk had made his point when he asked
about gender diversity. His argument is very important. One more
element can be added though: it is about the difference between the
executive and non -executive members of the board of directors. It can be
added as a characteristic that can influence the firm's pe rformance and
its investments.

Shab Hundal : Mireille, thanks for your inputs. Executive and non -
executive distinction can unfold important findings.
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Abstract
In this study, we assess whether firmsd
CEO turnover. Both topics have been intensively studied by academics
throughout the years, although independently. Existing empirical

evidence on CEO turnover has mostly focussed on corporate performance,
finding support for a negative relation
CEO turnover (Puffer & Weintrop, 1991; Kang & Shivdasani, 1995;

Huson, Malatesta, & Parrino, 200 4), although more pronounced if the

firm is underperforming in the industry (Kang & Shivdasani, 1995;

Jenter & Kanaan, 2015). Despite the extensive focus on performance,

other factors can also influence the frequency of a CEO being dismissed

fromitsrole. Not surprisingly, the CEOds age i
justify a turnover (Brickley, 2003 ), especially for CEOs with
pre-retirement age (Murphy & Zimmerman, 1993). The likelihood of

turnover also appears to be shaped by other characteristics, such as C EO
tenure (Kaplan & Minton, 2012; Di kol I'i,
earnings management behaviours (Hazarika, Karpoff, & Nahata, 2012),

and whether companies are publicly listed (Gao, Harford, & Li, 2017).

Board composition may also trigger CEO turnove rs if independent or
outside directors are added to firmsd E
1998; Brickley, 2003). Most existing literature has been focusing on CEO

turnover and performance, although changes in strategical decisions

after modifications in the corporate archi tecture have been overlooked.

A key strategic decision is precisely the dividend policy.
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Existing literature has timidly connected CEO characteristics with
the dividend policy. The work of Deshmukh, Goel, and Howe (2013) is
among a few exceptions, yet they focus on levels of payout ratios for
overconfident CEOs. In this study, we take the additional step to assess
whether the dividend policy is shaped following CEO turnovers, being
such changes exclusively derived from the turnover.
Our sampl e covers firms on the S&P 500 Index from 2004 to 2017,
covering up to 4,155 firm -year observations and 487 turnovers. To ensure
the validity of the dat a, manual crosschi
biographies and news on the turnovers.
The empiricalevidence suggests that CEO turnov
dividend yield. Moreover, the positive association between CEO turnover
and the dividend yield appears to be more pronounced during the
financial crisis period (2008 to 2012), although decreasing the divide nds
paid by firms in such a period. During this distressing period, stock
prices volatility increased, and the market appears to have reacted less
smoothly to CEO turnover announcements, leading to potentially lower
stock prices and rising dividend yields. Results for the aftermath of the
financial crisis are dissimilar. Evidence indicates that CEO turnover and
proxies for the dividend policy are statistically associated, with turnovers
increasing firmsé dividend per share and
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CONFERENCE FORUM DISCUSSION

Alex Kostyuk : Hi Victor, welcome to our conference network! In the
paper, you concluded th a t 0The empirical evidence s
turnover increases firmsd dividend yield
theory is still valuable at the market since James Poterba and Lawrence
Summers conducted their research almost 40 years ago? Does it mean
that information asymmetry is still the case to study and take into
account? Do not you think that your major research conclusion is linked
to the classical issue of ownership concentration? Does ownership
concentration influence the CEO turnover?

Victor Barros : Hi Alex. Our preliminary results suggest that the
signaling theory holds for CEO turnover, which may due to the aim of
the new CEO to signal a positive outlook and to satisfy a clientele of
shareholders aiming to collect a highe r dividend (results point to
an increase in DPS following the turnover). This conclusion leads to
another question that you addressed. Ownership concentration is not
captured in our model; however, this is a very interesting feature to
consider in the revision of our study. T hank you.

Alex Kostyuk : This is what | intended to fix, Victor. Surely, your
vision is far and strong, so you could try to include in your consideration
also a postulated issue of corporate governance & ownership
concentration. | expect that your model wou Id have a lot of benefits in
this way too.

Patricia Bortolon  : | would like to suggest that in your regression
model some explanatory variables should be considered outdated,
especially the performance ones since it would be reasonable to assume
that past a nd not contemporary performance influence the CEOQO's
change. | also believe that the variables CEO and CEO_crisis could be
used simultaneously in the models, in order to allow the analysis of the
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differential effect, that is, how (and if) the crisis affects the CEO
coefficient in the model.

Once again, congratulations on the interesting research problem
addressed!

Victor Barros : Hi Patricia, thank you for your suggestions. Past
and contemporaneous figures may yield di fferent outcomes, so this is
an issue that we will revise. Thank you once again for all suggestions.

Mbako Mbo : Hi Victor, my question on the interaction of internal
(push) and external (pull) factors on i
external influences on a company dividend policy. | am curr ently in
practice and PE industry averages are influential in company dividend
policies. Would you consider infusing these into your future study
perhaps?

Victor Barros : Hi Mbako Mbo, we will definitely account for
market multiples in our research. Thanky ou.

L-F Pau : | am no researching this field but have a long time CEO
experience. You must add to your regression variables the age of the
firm. Summers theory is outdated. Today a venture capital fund and
founders have not at all the same dividend policy v iews as a 100-year
company with dominant long term institutional investors and pension
funds.

Maha Radwan : L-F Pau, | totally agree that the age of the firm is
an influencing variable.

L-F Pau : Then another obvious issue: is there a supervisory board
or not (binary variable)?

Maria Guedes : Can you point studies that the existence of
a supervisory board is related to more or less turnover?

Khaled Otman : The age of the firm can be used as a control
variable in this research.

Maria Guedes : Yes, as a control variable. Although it is not pivotal
because all are well -established firms. But that would be a different
question.

L -F Pau : Supervisory boards in practice have a big say on dividend
policy; | didn't say on turnover.

Maria Guedes : To include the supervisory board has a predictor in
this aspect we would need to justify that turnover is also related. And |
am not aware of any papers that address that. It could be quite
interesting.

L-F Pau: A third one, but difficult to include as it is not
guantitative for yo ur quantitative only analysis: regulatory paradigm
shift(s) affect dividend outlook, or more precisely the outlook for pay  -out
ratio. Don't believe you find all in ex -post papers...Experience plays more.
There is almost no connection between supervisory bo ard presence and
turnover, except if very large investments come to play.

Hadfi Bilel : Dividend policy is still a subject of ambiguity in
finance because of the lack of a convincing explanation for the dividend
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puzzle theory. Despite the presence of severa | other theories that we
tried to find the best explanation but still remains unconvincing. For the
article, the authors have attempted to investigate the influence of CEO
turnover on the decision to distribute dividend. But, | have a few
guestions: 1) What are the other vari ables used in your estimate? 2) In
your article did you mention the rooting behavior of leaders? 3) Which
empirical method did you choose for your estimate?

Maria Guedes : Thanks for your questions. For the determinants of
dividend payme nts we use either a probit or logit model for the rest RE
or FE (using Haussman test to choose). We have not addressed any traits
of the CEOs in terms of variables, please see Table 5 (too many to write
here) but basically, no control variables related to CEO traits or
leadership behavior.

Hadfi Bilel : Thank you, Maria, you used the logit or probit method
for your estimation, but did you use a binary dependent variable?

Maria Guedes : D_di vi dendsi t = a0 + alcCEOit
a3ROEit + a4FB5MNEMi si ssri ta6tedit + a7MBRIit
+ E Ba, D_dividendsit is a dummy that equals one if firms pay
dividends and zero otherwise.

L-F Pau : | am far from convinced that quantitative models can be
suitable, except fitting data to the model (!). Statist ical data analysis is
far more useful.

Maria Guedes : | am not sure | understand what you mean. Can
you explain/give an example how statistical data analysis is not
quantitative?

L-F Pau : Multivariate statistical analysis, factorial analysis,
cluster analys is (the best for that problem), discriminant analysis for
dividend interval classes .

Karen Hogan : Hello Victor and all. This is an interesting study. It
appears to be a well thought out hypothesis. | just finished co -authoring
a paper on CEO facial masculi nity and firm performance. We find
high -fWHR CEOs are not more likely to face forced turnover and that
there is a negative relationship with CEO fWHR and firm cash holdings.
They also tend to hold less investment in the firm themselves. | find it
interesti ng that there are so many factors that could be shaping these
choices. | see that you discussed at least one paper that looked at
characteristics. It is interesting how these are intertwined in the
research but usually behind the scene.

Maria Guedes : Hi. What interesting research. Can you share your
paper please (if it is in that stage already)?

Karen Hogan : Hi Maria, here you go:
https://www.virtusinterpress.org/CEO  -facial -masculinity -and-firm -
financial -outcomes.html
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1.10. HAS THE TRADITIONAL BAARD
GOVERNANCE MODEL PASSED ITS
USEBY-DATE?

Dean Blomson

* Sextant Consulting Pty Ltd, Australia

CONFERENCE FORUM DISCUSSION

Alex Kostyuk : Hello Dean. Welcome to our confer ence forum. You
out | i ne doo midng topicd in a packed board agenda demanding
attentiono. This is a verlyagreeanthiydu. st at em
What are the most demanding topics in the board agenda recently? Could
you name a few such topics? What is your point of view about the issue of
CEO-chairman of the board duality? Do not you think that these
positions on the board should be separated and taken by different
directors according to the logic of separation of strategic control and
strategic management?

Dean Blomson : Hi Alex & thanks for your initial questions. | think
the agenda list in the main contains the standard/predictable items such
as CEOs report; various committee reports; financial reports; people and
HR reports. There will be ar ange of items either for noting, endorsing, or
for deciding (including capital projec ts, major initiatives, etc.). These are
what | would call the business as usual agenda items. In addition, there
are a range of regular or more periodic items such as risk update; culture
and engagement review; environment, sustainability; strategy

updates/ r evi ews; cybersecurity, and digital
compliance and other license to operate agenda items. The list goes on.
Alex Kostyuk : | see your point, Dean. Do you mean internal or
external reporting, for example, if we talk about t he CEO as a public
person?
Dean Blomson : Internal reporting by exec directors and

management to non -executive directors.

Alex Kostyuk : Internal reporting corresponds to the interests of the
shareholders first of all. | see this point, Dean. But if we are t  alking
about banks depending mainly on client finances, not shareholder
equity? Do not you think that external reporting should be a strong case
to implement too?

Dean Blomson : Alex, thanks for your follow up question. Would
you mind explaining this point  to me in a slightly different way, please?

" The material has been presented at the conference and was being discussed within the conference forum.
The authors preferred not to publish the material in the conference proceedings
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|l dm not sure | foll ow what youdre askin
prudential  regulators (in the case of banks), investment
communities/analysts, stock exchange , etc. is critical and in my view,

wondt c hyamegoon. But internal Mgt reporting must be effective

(i.e., consistent and reliable) as a foundation, otherwise, external

reporting will be speculative and inaccurate...

Alex Kostyuk : Dean, | absolutely agree with you that your point to
strengthen the system of internal reporting is strong. My experience with
CG in banks tells me that very often the banking panics are the result of
very weak communications of banks with their clients, both institutional
and individual. This function is in the hand of t  he central bank. | do not
agree with this because central banks communicate clients of banks
aimed for inflation control and economic stability in a whole. This is
a macro issue and this influence could be beneficial rather for big banks
consuming a larger portion of refinancing by central banks. So, | think
that the bank should act separately and more actively in reporting to
their clients. This is a still under -evaluated issue by the banks which
should start with designing the parameters of this reporting (info
disclosure).

liana Haro : Hi Dean, regarding your asserton 2 0A heavy foc
on compliance and risk means less exploration of uncertainties where
value often I|iesd | compl etely agree wit
path to change this focus could be by changing the corporate culture, for
example increasing tolerance to error and reducing risk avoidance, not
only in C -level executives but in the entire organization. But if this is
right that would mean that corporate culture fosters a specific corpo  rate
governance framework for each company, would you agree with that? Or
in any case what are your thoughts?

lliana Haro : Dean, you are asking "If companies claim to be
different, why do their governance systems largely look so similar?" in
public compani es we could assume that it is because their specific
regulations make it mandatory. But in non  -public companies what could
it be? Certainly there is the issue of the supposed "best practices" which
in my point of view they should be considered and adopted  with caution
because none of them are taking into account the specific context of each
organization, but it is also true that not all organizations follow best
practices and still their CG system does not reflect the company essence,
do you think that this  could be an issue of introducing the solution first &
meaning the corporate governance system 0 and analyzing the problem
later & meaning taking into account the context and strategy of company

afterwards?
Dean Blomson : | definitely think you are on to so mething,
correctly. | think first and foremost this could be a failure of
Oi maginationorer cmayketimp oOcanddesignt ual i ze

thinking. Boards need to be asking: what is our purpose? Why do we
exist? And what is it that we need to do, both  generally (i.e. , taking into
account directorsdé6 duties) and specifica
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unigque context and strategy of the com pany) to design and implement
aofit for purposed governance model ?

Egbert Irving : While the 'fit for purpose' mode | would be ideal
there are other environmental and institutional constraints. This may
explain the seemingly slow pace of governance model reform
(i.e., transformational vs incremental). Another question is whether
there is a need for a transformative chan ge?

lliana Haro : Egbert, could you explain what do you mean by
environmental, what by institutional and what is the difference between
them and the context of the organization, please?

Egbert Irving : Sure. It's all part of the context of the organization,
institutions meaning (rule of law; regulatory framework; cultural/social
norms); similar environmental (e.g. , economic, social, political,
technological, and legal forces). So, both concepts are similar in that they
are external to the organization and the refore are beyond its ability to
singularly control. This leads to the que stion of an internal (or
agency-based view) verses an external (or institutional approach) to
governance models. The reality is both forces, internal and external,
impact and influen ce governance models and all organizations must exist
within some institutional framework.

lliana Haro : So, if you agree that what you call environment and
institutional constraints are part of the context, what is exactly your
point? Because the context i ssue is mentioned si nce slide 3.

Maria Guedes : One question please, how can we incorporate the
new digital means, that now the crisis shows so necessary, to the new
models that are to come? What shall be the future directions at this
respect?

lliana Haro : Not at all, I am just trying to understand what is
your point because my research is focused on the context of organizations
and | need to understand why you are making such a differentiation,
maybe | am not aware of certain literature that | should consid er, so
could help me and explain your point, please?

Dean Blomson : lliana, great to have your participation and
commentary. Of cour se, context is highly
legislation as an immutable constraint. If changes are required to
Corporations Acts in different countries, to catch up to new realities
(such as directorsd duties) then that S
guestion to consider remains: is the general model broken (where and
why)?

Dean Blomson : To Maria, we should be able to take important
learnings out of COVID for enterprise and board modes of operating.
Digital enablement sh ould extend well beyond use of Z oom, to far bigger
guestions like how to use Al to improve real -time board decision making,
use of currehttédatadanhetd board packs), et

Karen Hogan : That would be an interesting piece, "the use of Al
for real -time board decisions".
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Abstract

Strengthening of intellectual property rights (IPR) has taken the centre

stage during the last two decades, the world over. This development has

raised tremendous controversies between developed and developing

countries. The developing nations debate that strengthening of IPR will

result in augmented rent extraction by patent owning multinational

firms, as a consequence. While supporters of stronger IPR are asserting

that it will lead to an enhancement of innovation in both developed and

developing countries, leading to economic growth.
ol ntellectual property is a term that

invent ions, literary and artistic work, symbols, names, images & design

used in commerce. Intellectual property is divided into two categories:

1) industrial property which includes inventions (patents), trademark,

industrial design, and geographi c indications o f source; and 2) copyright

which includes literary and artistic works such as novels, poems and

playdé (World Intellecturad) Property Organi
China, since the times of Deng Xiaopi

trying to integrate with the Western worl d despite its deep -rooted
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cultural and political differences. One such move was the membership of
the World Trade Organisation (WTO) which China gained in 2001.
Subsequently, it brought another policy change in 2008. The aim of this
research was to explore the influence of these reforms and the policy
change on the IPR and on the research and development (R&D) being
carried out in Chinads phar maceuti cal i
research was to first investigate whether Chi naés i ntellectual
(IP) environment has improved after its accession to the WTO and to
weigh if the resulting reforms and policy change had a positive effect on
the R&D activities of the foreign owned Pharmaceutical firms.
From 2003, China became one of the major recipients of foreign
direct investment (FDI) in the world (U.S. Department of State, 2018).
Despite having IP laws of international standards on record, IP
infringement is still one of the highest in China (Maskus, 1998a, 1998b).
China produces 80 % o ferfeits h( Bhepamdy r2018)0 s cou
According to Rapoza (2012), IP protection will always be an uphill
struggle in China for companies doing business there. Although China
has achieved great technological advancement, there is a danger that
failing to enforce IPRs, C hina may find it difficult to sustain the present

economi c growt h. Thi s i s due t o Chi na'
dependence on the technology that is transferred via  FDI (World
Bank, n.d.).

Foreign investment enterprises or multinational enterprises
(MNEs) are skeptical of transferring the latest technology to countries
with poor IP protection, like China (Ramona, 2001). In order to lay a firm
foundation for its future economic development, especially  for the growth
of the pharmaceutical industry, China sho uld concentrate its efforts
towards enforcing IPRs. Although effective IP protection helps to
encourage FDI and technology transfer through other channels, it is
crucial for attracting investment in R&D (Sherwood, 1997). Corruption,
paucity of rule of law as well as transparency and struggle with
enforcement; challenges the efficacious enforcement of IPR in China.
Recently, the US has imposed tariffs on imports from China as
punishment for the alleged theft of American intellectual property ( Clark
& Hagan, 2018).

Infringements are frequently seen as a way to exploit authoritative
measures by local officials. Frequent interference by the officials, in cases
in the form of ordering judges to pass rulings in favour of the local party,
poses a great risk to for eign investors who are transferring technology to
China. The foreign investors fear that their IP centric assets will be
pirated since disclosing information to third parties, such as suppliers of
raw materials, contract manufacturers and distributors is q uite common
(Chow & Li, 2002). In fact, just applying for a patent, copyright or
trademark opens the door for infringement because information
disclosure is necessary for their registration.

Furthermore, the companies should be mindful of the fact that

83



G R - R
£ NTERPRESS

;'GCC
VIRTUS International Online Conference ( May 7-9, 2020) VIRTUS/
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

China has the right to the compulsory licensing of any patent that the
companies have failed in exploiting or licensing it in China (Han, 1996).
According to Schiappacasse (2004), stronger enforcement of IPR is
required to facilitate foreign direct investment in technologically
advanced sectors and R&D operations. He
might collapse without foreign investment in R&D intensive sectors.

Maskus (2000a) states, that in a developing country, having a
strong intellectual property regime en courages advancement in
technology and innovation. This also attracts local innovation, which
helps in closing the gap between developed and developing countries.
This view is also supported by Lippoldt (2006), who stated that the flow
of foreign direct in vestment & international technology tran  sfer is likely
to increase if a country enhances its intellectual property rights laws.

For example, Kalande (2002) stated that most multinational
enterprises are agreeable to invest in non -manufacturing sectors or
extractive industries instead of investing in technology and research in
countries whose IPR protection is inadequate. Likewise, Nicholson (2002)
noted that stringent IPR protection stimulates firms to commence
offshore production by taking advantage of the protection provided for
their ownership.

But the literature also points towards the increase in foreign R&D
in China. According to Asakawa an d Som (2008), there has been
an increase in the number of Western and foreign companies which have
established the ir R&D centres in China. The Economist Intelligence Unit
(EI'U) stated that China is one of the wort

The Wall Street Journal also disclosed that nearly 75% of R&D sites
scheduled during 2007 were intended for China and India (Raja  gopalan,
2006). This view is also supported by Tung (2005), who stated that
several the US and European companies invested heavily in R&D in
China and predicted that China will dominate as an upcoming location
for R&D investment.

Asakawa and Som (2008) sta ted that there is still uncertainty about
the scope of R&D internationalization in China with regard to
opportunities and challenges. Academic research has lagged behind this
increasing disposition of foreign R&D investment in Asia. Most of the
literature available on R&D internationalization deals with the research
centred on international R&D and R&D headquarters in the West
(Ambos & Schlegel milch, 2004, 2007; Dal t
& Nobel , 1993; H-kanson & Zandel977).1986;
Asakawa and Som (2008), debated that a criterion based on the previous
experiences in Western settings should not be relied upon. Different and
specific criteria other than the universal ones need also to be considered
(Gassmann & Han, 2004; Walsh, 2007). Nonetheless, there is
an apprehension about IPR in China, which is important in the rapidly
changing environment (Peng, 2002).

Pharmaceutical industry is a patent sensitive industry. When a
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company patents its product, it gains monopoly for a certai n period of
time. According to Pammolli, Magazzini, and Riccaboni (2011 ), IP
policies of a country have a huge impact on the pharmaceutical industry
and it is imperative for the governments to have an Intellectual property
policy that not only protects the i nventor 6s interest but
industry in the country as well because infringement of IP can hinder
innovation and lead to unavailability of life  -saving drugs in a country.
The pharmaceutical industry is one of the biggest industries in the world
with revenues of USD 1,105 billion (Statista , 2019). It is estimated that
global pharmaceutical spending on R&D  will reach nearly
USD 1.5 trillion by 2021 (IQVIA, n.d.).

This is an interesting situation, particularly for pharmaceutical
R&D in China. The aver age annual growt h rate
pharmaceutical industry has been 16.72% over the past couple of decades
(IQVIA, n.d.) and currently it is the second biggest market for
pharmaceuticals, a title that it has held since 2012 ( IQVIA, n.d.).

However, the ind ustry is still in its infancy with a geographically
scattered  distribution, replicated production methods, obsolete
manufacturing technology and organization.

The Chinese pharmaceutical industry has not yet attained
competitiveness at an international leve | and has a low market
concentration; domestically developed pharmaceuticals along with a lack
of patents add to this scenario ( IQVIA, n.d. ).

According to a report published in 2014 by IMS health which is the
pharmaceutical market research firm; China beca me the third -largest
prescription drug market in the world in 2011 ( IQVIA, n.d. ). The report
stated that China's pharmaceutical revenue is growing exponentially and
that its market had doubled during 2013 and that sales of prescript ion
drugs in China grew by oUGi Il iondéd through 2013.
further added , 0 T h e -added loutput of China's pharmaceutical
industry increased by 14.9% as compared to the previous year in 2009,
according to statistics released by Chi
Informa tion Technology. From January to November 2012, the medicine
sector's combined net profit was RMB 89.6 billion, growing by 25.9% year
on vy é@WAHNnd. ).

Even as recent as 2014, there were concerns about intellectual
property infringement in China (Ca o, 2014). In 2015, the US accused
China of still having a weak IP system which acted as a deterrent to
foreign investment ( Hornby , 2015).

The above provides an interesting background for this research.

This research aimed to find the impact of intellectual property rights
strength and enforcement on foreign owne
to WTO. The pharmaceutical industry is an R&D intensive industry and

allocates a large number of resources to it; in 2011, the industry spent

USD 92 billion on R& D (OECD, 2015). In China, the ph armaceutical

industry spent USD 700 million on R&D in 2015 (NBS China). Therefore
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this industry was chosen to study the R&D in China with respect to
intellectual property rights.

The approach adopted for the purpose of this researc h is deductive

and exploratory in essence. The research sample comprises of seven
foreign owned pharmaceutical MNCs that have their R&D centres in
China. The research found that the IPR reforms brought in by China's
accession to the WTO had a positive effe ct on the foreign pharmaceutical

invest ment in R&D concluding that
i mproved since itds gaining me mber shi

pharmaceutical sector.
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CONFERENCE FORUM DISCUSSION

Alina Bari : Hi all, | thought to introduce myself. | am Alina, |
graduated last year with PhD from Aberystwyth University. This
research is my PhD research. In this research, | attempted to study the

impactthat Chi nads | P policies since it becar
have on foreign-owned pharmaceutical R&D. | looked at the

7 pharmaceutical MNCs which were conducting R&D in China at the

time.

H A R P Madushanka : Hi Alina, thanks for sharing your findings
wit h us. It is very interesting. | would like to know if you can shed any
insights on the initial objectives of China's move to join the WTO? Was
IPO a reason at any level for this? Or was this outcome a random
incident?
Alina Bari : Hi H A R P, thanks for rea ding my research. Initially,
China wanted to join WTO to have access to the global market. But to
become a member of WTO China had to reform its IP law. | hope | have
answered your question. I f not please | et
Shab Hundal : Hi Ali na, a very interesting field of research.
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Alex Kostyuk : Hi Alina, | see that your paper can address many
interesting streams in the way of corporate governance and international
business. I't was wisely mentioned in the
growthr ate of Chinads pharmaceuti cal i ndust
past couple of decades (IMS Health , 2014) and currently it is the second
biggest market for pharmaceuticals, a title that it has held since 2012
(IQVIA , 2018). However, the industry is still in its infancy with
a geographically scattered distribution, replicated production methods,
obsol ete manufacturing technology and or
the state -owned enterprises in the trends above, and wo uld the
foreign -owned companies be able to become a new engine for R&D in
China?

Alina Bari Hi Al ex, as for the first gue
what the state -owned enterprises and their contribution to GDP as | was
mainly focused (please read obsessed) with IP policies foreign -owned
R&D in China. However, it does raise an interesting avenue for research.
For your second question: the evidence suggests that at least for the
pharmaceutical sector it seems to hold true. As China is making hubs for
pharmaceutical R&D and foreign -owned pharm aceutical companies are
working in collaboration with Chinese pharmaceutical companies. And
they are specifically doing R&D for the Asian market.

Karen Hogan : This is a very interesting paper. | teach
international finance and also do a class in cyber wher e we talk a lot
about IP, etc. We talk in the international class a lot about trade and
R&D is always a big one. Are you planning on looking at any other
industries?

Alina Bari : Hi Karen , thanks, eventually yes. My research has
developed a few indicators w hich can be implemented in different
industries and | would like to implement them and see if it works.

L-F Pau : We are extensively followed and analyzed electronics,
computer, and software industries. Anyway, pharmaceutical IP and
process IP anyway is rat her different from IP in other sectors where the
emphasis is on a device, or a construct, or a logical sequence (like in
embedded software), or a functionality. Therefore, IP indicators do not
migrate well across fields of application. Also, the span of th e claims can
be very narrow or quite wide. And finally, geographical claims by
Chinese IP are often very limited. Next, on R&D in China, beware most
of the budgets are engineering, testing, and pre -production, not the
innovative part except in a few compan ies and labs; so, using R&D
budget analysis must be refined much more.

Lindrianasari : Alina, yes, R&D is another interesting variable.
This year, | investigate R&D intensity; R&D cost divided to total assets.

As | argued before, we try to i nvestigate caref ully about envi accounting,
not only disclosures but also funding.
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Abstract

We provide a comprehensive study of how corporate governance
influences innovation at family firms. We find that family firms do
indeed generate more productive innovation than non -family firms,
perhaps because they are able to have a longer -term perspective. We
then show how different corporate governance mechanisms influence this
relationship. Board ownership and CEO ownership are associated with
more productive innovation at all firms. Importantly, we fin d that
managerial entrenchment leads to more productive innovation in
general , but not at family firms, sugage
relationship, not managerial entrenchment, that drives innovation. We
also find that independent boards are associate d with greater innovation
at family firms but not at non -family firms. Our primary contributions
are identifying how firms with different ownership structures focus on
creating productive innovation and analyzing how the ownership
structure interacts with  different corporate governance mechanisms to
allow the firm to make longer -term investments in innovation.

1. INTRODUCTION

Recent academic research has uncovered quite a puzzle with respect to
the relationship between corporate governance, corporate inno vation,
and value creation. For years, we have assumed that entrenched
corporate governance structures restricted value creation ( Gompers, Ishii
& Metrick, 2003 ; Bebchuk, Cohen, & Ferrell, 2009). More recently,
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significant work by Chemmanur and Tian (2018) and Sapra,
Subramanian, A., and Subramanian , K. V. (2014) suggest that
entrenched corporate governance structures lead to more corporate
innovation. We have long believed that corporate innovation is a key
driver of firm value, but then what are we to ma ke of these seemingly
contradictory effects of different corporate governance structures?

In this paper, we focus on this puzzle using the unique context of
family firms. We argue that the key to firms producing value -enhancing
innovation is not entrenche d management, but rather co mmitted and
devoted ownership. We find that the effect of committed, relational
ownership dominates the management effect and that family firms
generate more productive innovation than  non-family firms, perhaps as
a result of the long-term perspective developed through the relationship
between the family, management and the board of directors. When we
focus on how different corporate governance mechanisms influence this
dynamic, we see that more independent boards are associated w ith
greater productive innovation at family  firms but have no impact on
non-family firms. We find that board ownership is associated with
greater productive innovation at all firms. Importantly, we find that
managerial entrenchment at family firms is assoc iated with less
productive innovation, suggesting that the ownership structure
dominates the management structure. And, finall y, we find that having
a dual-class share structure is harmful to generating productive
innovation for all firms. Thus, this study contributes to unraveling the
puzzle of why managerial entrenchment can be bad for firm value but
good for innovation, suggesting that the key factor is how entrenched the
ownership is and not merely how entrenched management is.

2. MOTIVATION AND HYPOTH ESIS DEVELOPMENT

We specifically study whether different corporate governance and
ownership structures have an impact on the innovation produced by
afirm. With respect to the relationship between ownership and
innovation, there is some evidence that it m atters. When institutional
ownership is high, managers are less likely to cut R&D expenditures
(Bushee, 1998). And Aghion, V an Reenen, and Zingales (2013) further
this notion, by developing a theoretical model which shows that greater
institutional owners hip is associated with more innovation output.
Knott (2008) studied this specific dynamic, with respect to all firms,
not specific to family firms. She sugges
R&D investments is what is mod#afimimport ant
investing a lot in R&D, and it may not matter if a firm is generating a lot
of patents; what ultimately matters is the productivity of those R&D
investments. A firmés ability to convert
innovation leads it to in vest more in R&D, not the reverse. To measure
this, she created Research Quotient (RQ) as a measure of R&D
investment productivity. She showed this result using a large sample of
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U.S. firms; to the best of our knowledge, we are the first to apply this
idea to family firms.

Duran, Kammerlander, van Essen , and Zellweger (2015) point out
their findings concerning family firms and innovation depend on the
ownership and leadership characteristics of each firm and country  -level
factors. A f i rmds nce strugiucer ia tlikely wobeer na
asignificant moderating or determining fe
R&D investments are. Manso (2011) shows that the managerial
incentives necessary for innovation must be long -term. Chemmanur and
Tian (2018) and Sapra, Subramanian, A., and Subramanian K. V. (2014)
show that entrenched managers and directors are most likely to invest in
innovation. Wang and Zhao (2015) find that firm ownership matters for
innovation, as hedge fund ownership increases both the quantity and
quality of patents and increases firm value through this innovation
effect.

Based on this brief literature review, and our expected relationships
between innovation, governance and family ownership, we have two
primary hypotheses for our study:

Hypothesis 1 (H1): Family firms generate more productive
innovation than non -family firms.

Hypothesis 2 (H2): Family firms with stronger corporate governance
structures generate more productive innovation than non -family firms.

3. DATA

We study innovation and corp orate governance at family firms in the
U.S.A. from 2001 to 2010. Anderson, Duru, and Reeb (2009)
characterized ofamily firmso as firms i
currently holds a five -percent equity stake in the company (based on cash
flow rights). We use Compustat for financial statement data, CRSP for
stock price data, Execucomp for compensation data, and ISS for
corporate governance data. Our primary measure of innovation is
Research Quotient or the percentage increase in revenues from a 1%
increase in R&D expenditures; thus, RQ is estimated from financial data
available from Compustat.

Approximately 34% of the sample firms are family firms and 10%
have dual -class share structures; 26% of all family firms have dual -class
share structures and 87% of d ual-class firms are family firms, showing
that family firms are more likely to use dual -class share structures.
Seventy-one percent of directors are independent and the average
director owns $2.09 million of stock. Fifty -eight percent of CEOs also
serve as board chair; average board tenure is 10.58 years, while 21% of
directors have served on the board for more than 15 years and 20% of
directors have served for fewer than 5 years. Nine percent of the
directors serve on more than three other boards, with the average
director serving on just less than 1 other board. In terms of innovation
statistics, the average Research Quotient is 0.11%, meaning that the
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average firm increases revenues by 0.11% for each 1% increase in R&D
investment; the data also show how s kewed this measure is, suggesting
that there is a wide disparity in the impact of investing in innovation.

4. RESULTS AND DISCUSSION

We study whether family firms are more productive with their

investments in innovation than non -family firms are and how a f i r md s
corporate governance structure may affect this relationship using the

following simple model:

OEEE0QOQEET OO NG T "0E U Qi EridE DY L
SEEOREAI @
We initially use OLS estimation. We use a one -year lag between the
time of the explanatory variables and the measur e me nt of the fii
innovation to allow for the time it may take for an ownership or
governance structure to impact a firméds
firm, industry and year fixed -effects to capture unobservable,
time -invariant firm and industry dyn amics outside of our primary
governance-innovation relationships.
The results from our analysis on the impact of family firm
ownership on innovation are in  Table 1 (see Appendix). We see a positive
and significant coefficient on the Family Firm variable, indicating that
firms with greater than 5% ownership by the family are better at
creating innovation that leads to increased revenue. When we include the
Dual -Class dummy variable and a Family Firm x Dual -Class interactive
term, dual -class firms, by themse Ives, produce less productive innovation
than firms with a single class of stock; the interactive term is negative
and significant, suggesting that the productive innovation that family
firms generate comes from those family firms that do not employ a
mult iple class share structure. Thus, we conclude that H1 holds that
family firms generate more productive innovation than non -family firms.
The results in Table 2 (see Appendix) show how the relationship
between family firms and innovation can be augmented o r moderated by
different corporate governance mechanisms. In these regressions, we
keep the same structure as in  Family Firm -Innovation models in Table 1,
continuing to include the dual -class share variable, and add on different
corporate governance mechanisms and interact them with  Family Firm.
In all Table 2 models, the measure of Innovation is Research
Quotient (RQ). For conciseness, we only show the primary Family Firm
and Governance variables and exclude the results for the control
variables.
In model 1, the governance variable is Board Independence. More
independent boards produce slightly more productive innovation than
boards with fewer independent directors, but only in family firms, where
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the impact of independent, outside directors perhaps serves to balance
the inside and traditional perspective of the founding and owning family.

In model 2, the governance variable is Director Ownership or the
median dollar value of common stock owned by the individual members
of the board of directors (Bhagat & Bolton, 2008). Boards that own more
stock are associated with higher RQ, both in family firms and in non -
family firms.

In model 3, the governance variable is CEO-Chair Duality ,
a dummy equal to 1 if the CEO is also the board chair. These show that
CEO-Chair Duality is negatively related to innovation at all firms;
however, based on the CEO-Chair Duality x Family Firm variable, the
negative relationship is most profound at family firms. Thus, the
improved level of RQ at family firms is a result of the fami  ly influence
and not a result of entrenched management.

In model 4, the governance variable is the Gompers, Ishii , and
Metrick (2003) G-Index of managerial entrenchment. For all firms, we
see a positive relationship between G-Index and RQ. This suggests t hat
entrenchment may insulate firms from short -term pressures, allowing
the company to focus on longer -term investments, such as innovation.
However, when we include the G-Index x Family Firm variable, we find
a negative relationship between G-Index and RQ. This suggests the
innovation benefits from overall entrenchment are a function of the
ownership dynamic and not of entrenched management. This result,
along with the results in m odel 3, may shed some light on why
entrenchment appears to be beneficial for innovation, even though we
know it destroys firm value. The relationship between manag ers and
owners is what matters.

Overall, t hese resul ts show t hat a f
structure can have a substantial effect on whether a firm is able to
generate productive innovation, but this depends on what aspect of the
governance structure we are looking at . In most cases, there is not
a significant difference between how the governance structure impact
innovation in family and non -family firms. Importantl y, when we include
proxies for entrenchment as our governance variables, we see that
entrenchment is beneficial for innovation at all firms, but not at family
firms, suggesting that it is the relational benefits of the family ownership
and/or leadership th at creates productive innovation. Thus, we see mixed
evidence with respect to H2, as we do see different dynamics from certain
corporate governance variables between family firms and non -family
firms. Summarizing these results, we highlight several key fin dings:

1 Research Quotient is different from other measures of innovation,
such as patents and citations; that is, the different proxies are indeed
measuring different dynamics.

9 Family Firms do generate more productive innovation than
non-family firms do.

q Dual-Class share structures are associated with lower levels of
productive innovation.
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9 Corporate governance structures do influence innovation, both at
family firms and non -family firms. Board Independence and Director
Ownership are associated with more inno vation, while CEO-Chair
Duality is associated with less innovation.

9 Board Independence has a disproportionately greater impact on
productive innovation at family firms relative to the influence it has at
non-family firms; this is perhaps due to the differ  ent perspectives that
independent, outside directors bring to a family firm.

1 And, managerial entrenchment, which has been associated with
lower firm value, leads to greater productive innovation, but not at
family firms. This suggests that the long -term ow nership relationship
that family firms provide is what leads to productive innovation.

These findings are important because they shed light on the
structural and institutional trade  -offs that firms need to make in order to
achieve long-term success. We have long known that there is no
0 o reige-fits-al | 6 corporate governance structul
best practices that will make a difference at the margin for many firms.
Our findings in this study should provide some guidance for owners,
directors, an d leaders at family firms as to what they need to do to
generate the most productive innovation and what corporate governance
mechanisms they need to choose as they pursue long -term success.
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APPENDIX

Table 1. Regressions of innovation on family firm ownership

Research Research Research
Quotient (RQ) Quotient (RQ) Quotient (RQ)
Family Firm 1.837** 1.902%** 2.137%
(2.86) (2.93) (2.69)
Dual-class Shares - -0.638* -0.706*
- (-1.76) (-1.66)
Family Firm x - - -0.422*
Dual -class Shares - - (-2.13)
Ln (Assets) 0.062* 0.058* 0.059*
(1.77) (1.78) (1.70)
R&D/Assets -0.327 -0.341 -0.338
(-0.83) (-0.89) (-0.82)
CapEx/Assets 0.243* 0.268* 0.257
(1.71) (1.70) (1.62)
Tobinds Q 0.101 0.108 0.107
(0.98) (0.92) (0.95)
Debt/Assets -0.037 -0.044 -0.046
(0.89) (0.82) (0.80)
Cash/Assets 0.236* 0.240* 0.241*
(1.83) (1.81) (1.86)
Institutional Ownership 0.074 0.071 0.072
(1.34) (1.31) (1.30)
Equity/Total Pay 0.143** 0.142* 0.148*
(2.13) (2.19) (2.24)
Firm Age 0.487** 0.475%* 0.472%+*
(3.24) (3.08) (3.01)
Constant -1.371%x* -1.682*+* -1.736***
(-2.73) (-2.79) (-2.82)
Observations 5,836 5,836 5,836
R-squared 0.257 0.263 0.268
Firm, Industry _and Year FE Yes Yes Yes

Note: This table presents regression results of innovation on various measures of family
firm ownership and structure. Research Quotient (RQ) is the measure of innovation. Family
Firm and Dual -class Shares are the explanatory variables of interest. All regressions contain
firm and year fixed effects. T -statistics are reported in parentheses. Standard errors are
clustered by firm. *** indicates significance at the 1% level, ** 5% and * 10%.
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Table 2. Regressions of innovation on family firm ownership  and
corporate governance structures

Research Quotient (RQ) as measure of innovation
Board Director CEO- GIM
Independence Ownership Duality G-Index
1 2 3 4
Family Firm 1.708** 1.601** 1.708*** 1.843**=
(3.04) (2.47) (2.92) (2.74)
Dual -class Shares -0.598* -0.608 -0.566* -0.637*
(-1.67) (-1.37) (-1.74) (-1.74)
Family Firm x -0.389** -0.328** -0.386** -0.431*
Dual -class Shares (-2.08) (-2.15) (-2.21) (-1.92)
Corporate Governance 0.059 0.006** 0.834 0.010*
Variable (1.07) (1.98) (1.21) (1.71)
Family Firm x 0.528** 0.318* -0.663** -0.037***
Corporate Governance (2.66) (1.70) (2.32) (2.75)
Observations 5,769 5,769 5,769 5,351
R-squared 0.307 0.315 0.307 0.279
Firm, Industry and Year FE Yes Yes Yes Yes

Note: This table presents regression results of innovation on various measures of family
firm ownership and structure and various measures of corporate governance. Research
Quotient (RQ) is the measure of innovation in all analyses. Control variables are omi  tted for
brevity. Each column considers a different corporate governance mechanism. All regressions
contain firm and year fixed effects. T -statistics are reported in parentheses. Standard errors
are clustered by firm. *** indicates significance at the 1% level, ** 5% and * 10%.
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CONFERENCE FORUM DISCUSSION

Alex Kostyuk : Hi Brian, | am glad to see you contributing and
participating in our conference forum. It was very interesting to see one
of the statements by you in yourleagsaper :
to more productive innovation in general & but not at family firms,
suggesting that the family ownership dynamic is what drives innovation,
rat her than manageri al entrenchment 6. Do ¢
owner (in this case it is a family ow ner) allow us outlining a new model of
corporate governance matched to the type of the owner (including
revisingthewell -k nown terms | i ke Omanageri al entr

Juliet Wakaisuka : Hello Brian and Jung, | was of the view that
ANOVA should be included a mong the methods so that you test the
difference between their means and therefore connect them properly to
the issue of family firms generating prod uction innovations than the
non-family firms.

Brian Bolton : Hi Alex & we keep getting close to actually mee ting
in person, but, alas, the world has other ideas. First, thank you very
much for organizing this conference and getting it to be a beneficial
experience; despite what the virus w ants (Olha and Kate have done
a phenomenal job, too). Now, to your questio n & yes, that's the key
finding. We are working on other studies to study this more and see how
robust it is. But we think it's very interesting an d promising. For the
past 15-20 years, we've thought that "entrenchment" in governance is
bad for firm perfor mance or value (with the studies of anti -takeover
provisions in the 2000s). Maybe we even started thinking that in the
1990s with studies on CEO -chair duality. We kind of accepted that as
general or universal. Then in the past 5 years, a lot of work has fo cused
on specific aspects of governance. And two really good papers on
innovation and governance (Sapra, Subramanian & Subramanian, 2014  ;
Chemmanur & Tian, 2017) showed that entrenchment is good for
innovation. This is confusing & that entrenchment is good for innovation
but bad for value creation. Perhaps it's the time  frame; perhaps we're
capturing short -term value creation whereas innovation is a long -term
process. Or, perhaps there's something in ownership structure that can
moderate or manage the entre nchment. My co-author Jung has done
a lot of work with family firms, and | remembered decent literature from
the 1990s on "relational investing,” or the idea that owners are long  -term
partners in the firm. Well, obviously family firms are the highest form of
relational investors, so we chose to focus on that dynamic. And that's
what we find 0 managerial entrenchment leads to greater innovation, in
general, as the other papers found, but not in family firms.

Brian Bolton : So, yes, | think this means we shoul d be looking at
different models of governance, considering other mediators or
dimensions that drive differences. We all generally agree that "one size"
governance does NOT work or does not fit all. And that's because
relationships and people drive governa nce. We generally agree on best
practices in governance (ownership, board independence...), but even that
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will be influenced by the contextual background. In our case, we look at
family ownership. But legal framework, country factors, industry, and
other factors are also very important. And | do believe that this creates
many opportunities for us to dig a little deeper into the best practices to
explore the governance factors that ultimately drive certain firm
behaviors. To me, this is very exciting as we g et to look at relationships
and tell stories that are more interesting than just looking at overall firm
value or performance 0 but, it also means that we have to be prepared for
one dynamic to 'work' in one situation but not in another, and we have to
be able to figure out those differences. That is both a responsibility and
an opportunity.

Brian Bolton : Hi Juliet & thank you for the comment. | know we
performed an ANOVA earlier in the research process, and that
encouraged us to continue the study and expl ore the relationships a little
deeper. We did not include it in the paper as we focused on the
multivariate regressions. But, we can certainly re  -create it and add it to
the paper as additional support.

Alex Kostyuk : Hi Brian, | am sure that someday we wil | meet in
person and discuss this very interesting much promising issues related to
"managerial entrenchment”. | come with one more idea in this way. |
remember that two decades ago, Saul Estrin, who was director of one of
Centers for emerging market resea rch at London Business School , gave
me an advise what to do with absolutely entrenched directors (CEOs) of
Ukrainian, just privatized companies. "You should rotate them more
often”, that was a suggestion. | remember that Saul supported this
suggestion with his research results. Probably, now this is the case too?
Do not you think? CEO tenure becomes longe r and longer. It is more
than 8 years now (https://www.chieflearningofficer.com/2016/11/30/long -
ceostenure/). It is almost one year more than 15 years ago . This could be
empirically tested without a problem.

Brian Bolton : | love this line of thinking o lots of opportunities.
There was a time during the late 2000s when firms were moving away
from entrenched directors, bringing in more new and younger directo  rs
(in part to comply with new independence rules). That movement has
slowed, and | do think we're seeing longer tenures with both CEOs and
directors. We can (and should) dig into these trends and see what the
implications are.

Hadfi Bilel : The subject of governance and especially that which
takes into account. The rooting behavior of the leaders always remains
a subject of current events that relates to a behavior of expropriation of
the wealth of the company generally. The author has tried to investigate
the relationship between entrenchment and innovation. It is a good idea
for research. | have a proposal for the author if it is possible Brian and
Jung in the behavior of entrenchment of the leaders one can find three
phases of the strategy of entrenchment leaders: phase 1: valorization
(neutral); phase 2: limi tation of control (offensive); phase 3: consumption
(defensive); if it's possible to estimate the relationship between different
phases and the innovation.
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Mireille Chidiac El Hajj : Hello Brian and J ung, the research is
very interesting. It opens doors to a new line of thinking. However, |
would lik e to point to some elements. 1) The slides need some editing.
2) | am not sure if you discussed the ownership of family business in the
paper, but it is no t obvious in the slides. Therefore, | would suggest that
you go back to some authors such as Andres (2008) who argued that the
founder should hold 25% of the voting shares; or to Goel (2011) who
reduced it to 20%; and then to Block (2012) who argued thati t would be
sufficient that the founder or the descendant maintai ns at least 5% of
own stake. 3) You compared family to non -family businesses; but you
didn't mention in the context: In which country the research took place?

In which period of time? Are the firms small, medium or b ig? Are they
listed or not? 4) The results are good, but they are more concerned about
the family firms. | didn't see any calculations concerning the non  -family
firms. Which can have an impact on Hypothes is1 in slide 9? |
neverthel ess repeat that the research is very interesting.

Brian Bolton : Hello Mireille & thank you for these comments.
Many of these issues should be clear in the paper: large listed U.S. firms,
2000-2010. We indeed use the 5% threshold as the definition of a fam ily
firm & this has been the standard with U.S. firms since Shleifer and
Vishny (1986), at least. A more generous definition of "family firm" is
necessary for U.S. studies since we do not have as many truly family
firms as many European and Asian countries 8 a company like Facebook
isn't necessarily what we think of as a family firm, but it meets the
requirement. And, to (4), the tests we perform focus on family firms
simply because that's where we think the interesting story is. In the
multivariate regress ions, we code firms with a 1 if they are family firms
and with a O if they are not family firms. We could have just as easily
applied the opposite coding and focused on non -family firms. The
interactive terms in the regressions capture this distinction, lo oking at
whether a particular factor has a greater impact (or significance) at
family firms relative to non -family firms. That is, the default or baseline
comparison is to non -family firms...because, by definition, in our study if
a firm is not a family fi rm it is a non -famil y firm. Thus, if we find that
a factor within a family firm is significantly different, we could just as
easily say that that factor is significant at non  -family firms, just in the
opposite direction. The perspective we chose was simply to better address
our specific research questions.

Brian Bolton : Hi Hadfi & thanks for the suggestion. We have not
included this perspective on leadership entrenchment as neither of us is
particularly familiar with it. But you're right d it might be inter esting to
see if the entrenchment issues we find are driven by phases of the leader
as opposed to the ownership structure of the firm. We used a definition of
"entrenchment" that has been popular in the finance and strategy
lite rature over the past 20 years 0 but of course, there's more that we
could have done. We will look into these phases of a strategy of
entrenchment perspective to see if there's anything we can do with it.
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Abstract
This paper analyses state -owned enterprisesradte ( SOEs

governance, addressing whether there are differences between these and
private enterprises that makes it necessary to formulate a specific
corporate governance theory for the former. This will be achieved
through a case study based on Companhia Carris de Ferro de Lishoa S.A.

company (oCarrisodo), according to its leg
was transferred to Lisbon City Council jurisdiction. Topics such as the

mul tiple principalsd probl em, i nadequat
financing model, and public managers recruiting process will be

addressed.

Due to their importance and impact in society and public finances,
and the specific characteristics that they present, SOEs should be treated
differently. Carris company case study enabled to confi rm that there are
indeed differences between private and SOEs. The latter have a different
legal status, more volatile operating goals, soft budget constraints, lack
of public service contracts (and consequent mismatch of the
corresponding compensatory all owances due for the public service
provided), and different criteria for professional appointment and
selection. More i mportantly, they suff el
phenomenon: multiple principals, multiple problems.
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It is, therefore, recommended s o me changes regarding
corporate governance, such as: incorporation of the comply -or-explain
principle, introduction of a code of bes
appointment process, and contractual arrangements regarding the public
service provided, with multiannual allocation of the corresponding
compensatory allowances.

Acknowledgements : | wanted to thank Professor Paulo Trigo Pereira
and Professor Pedro Verga Matos (ISEG, University of Lisbon) for all the
comments and suggestions that allow ed to greatly improve the quality of
this paper .

1. INTRODUCTION

Bearing in mind the need to contain public expenditure and avoid tax
burn increases, there is great urge to adapt corporate governance
practices to SOEs, which is a fundamental element to r einforce SOEs
performance and competitiveness in the long run, to ensure better
management and efficiency, and to reduce potential distortions in the
market (Shleifer & Vishny, 1997; OECD, 2015).

This paper intends to address a simple key question: are the re any
significant di fferences in public and pr
require different corporate governance techniques depending on the type
of companies? To answer that, it will be performed an analysis of the
governance of companies belonging to the Portuguese public business
sector, which encompasses the state, local and regional business sectors.

The case study will lie on a Portuguese road transport SOE, Companhia

Carris de Ferro de Lisboa S.A (o0Carrisbo
2017 (when Carris was still part of the state business sector o}

afterwards, it was transferred to the local business sector).

The paper is structured in three main sections: the first one
addresses SOE®6s i mportance to the econom
second focuses on Carris case study; and the third one proposes
recommendations on what should be implemented in the governance of
non-financial SOEs and discuss the conclusions.

2. CORPORATE GOVERNANCE OF STATE -OWNED
ENTERPRISES: WHAT MAKES THEM SO SPECIAL ?

SOEs have great significance for the economy and society, reflected in

their provision of public service, presence in international trade and

infrastructure industries, and weight in GDP and employment
(Christiansen, 2011, OECD, tajrowska, & Kowal s
Egeland, 2013). They can have a very expressive impact on public

finances, whether through the compensatory allowances receive, capital

endowments, loans granted, or debts assumed.
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There are, indeed, differences between state -owned and privat e
companies® corporate governance. SOEs ha
makes them unique: more complex and sometimes contradictory
operational purposes, exposer to softer regulatory restrictions, little
competition and lack of rigor in professional sel ection (Filho & Picolin,
2008; De Miranda & Amaral, 2011; OECD, 2015). They also have
privileged access to information and financing resources, have multiple
control legislators, are constantly subject to political interference and are
often protected agai nst acquisitions and insolvency proceedings
( For 20803 ,And one must not forget the soft budget constraint
problem, where the state acts as an insurance company: managers know
ex ante that they will receive ex post financial assistance from the state, if
needed, meaning that they do not have the right incentives regarding
management, not worrying much about making efficient decisions,
because they know that the future is somehow assured (Vahabi, 2012).

And we still need to consider the multiple principa | s 8 pr obl em.
Usually, the bilateral relation between the agent (who manages the risk)
and the principal (who bears it) it 8s not easy. But S

an increased problem because they have a set of principles. Each one can
supervise the work being done by th e bureaucratic agent, to reduce
information asymmetries and offer incentives. However, there is
a mitigation of control due to problems of collective action created by the
dissemination of control and supervision authorities, which enhances
free-rider acti ons (Foresberg, 2006; Gailmard, 2009). In addition,
principals have different goals and perspectives over the agent, which
means that one cannot treat this as a simple bilateral problem between
principal -agent (Dixit, Grossman, & Helpman, 1997).

3. GOVER NANCE OF THE STATE BUSINESS SECTOR: CARRIS
COMPANY CASE STUDY

Carris®6 main task is to explore | and tra
the state or local authorities, promoting social well  -being and sustainable

mobility. Being a SOE, does it also face so me of the problems previously

mentioned? Does it have multiple principals that mitigate efficient

control? Does it have agreed contractual terms that ensure an adequate

l evel of compensatory all owances? Does i
appointment proc ess or there is a relation between those appointments

and the political cycle?

31.Carrisd multiplicity of principals
Regarding Carrisd external governance st
2017 were: Directorate -General for Treasury and Finance (DGTF), as the
shareholder; Ministry of Finance, as the financial authority; Ministry of

Environment as the relevant sectoral authority; and the Institute for
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Mobility and Transport (IMT) as a regulatory body. Some of these acts as

principals and stakeholders, and

(Figure 1).

Figure 1.Carri s o

others only as secondary stakeholders

principals,

stakehol

Principals /
stakeholders

Ministry of Finance

IGF DGTF IGCP

Ministry of Environment

Agent

Carris

managers

o Do e Do o o o I Do

o

Secundary
stakeholders

AMTL

Lisbon City Council
Citizens
Employees
Community
Privatecreditors
Suppliers

IMT
Transportoperators
Users

Regulators

A Bankof Portugal
A cmvMm
A Courtof Auditors

Notes: Portuguese Inspectorate-General for

Debt Management Agency (IGCP),

Portuguese Securities Market Commission (CMVM).
el aboration.

Source: Th e

aut hor ds

Finance (IGF), Portuguese Treasury and

Lisbon Metropolitan T ransport Authority (AMTL),

This multiplicity of principals creates problems and is partly due to
the lack of relation and communication between them, which leads to
conflict ing and disconnected goals imposed on the SOE (Dixit, 1998) and
ineffective control. The swap contracts case is a good example. Carris
carry out swap contracts, starting from 2005, to set interest rates. At the
time, they were steadily rising, and the expe ctation was that they would
continue to do so. However, these expectations were not met, and interest
rates started to fall sharply from 2008. Carris started then paying a lot

more interests for having its fixed

rate (Tribunal de Contas, 2013).

question is: who regulated the contract of these instruments? No one took

full responsibility.

The work developed by the Parliamentary Inquiry Commission
(2014) showed the following chain of disclaimers:
1 The Court of Auditors stated that it had warned Carris that
careful management was necessary, disclosing that the lack of a visa
regarding these contracts constituted a violation.
1 CMVM stated that these contracts assumed authorization by the
Bank of Portugal and supervision by CMVM.
1 Bank of Portugal argued that th e regulation and supervision of

swap contracts are excluded from its supervision powers.

1 IGF issued alerts on the use that Carris was making of these
instruments and projected recommend ations, which did not include

a prior control and authorization mechani

responsibility.
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1 Until 2009, SOEs did not need to reveal the true value of these
instruments, so it would be difficult for DGTF to quantify their true
financial impact.

1 As for IGCP, only after 2012 did it become responsible for the
management of the derivatives portfolio of companies within the public
business sector.

The result was the dismissal of public managers involved in the
negotiation of these contracts, includi niq
Directors at the time, for a lleged engage in speculative and unbalanced
swap contracts.

3.2. Providing a public service without its contractual binding

SOEs that provide services of general e conomic interest must present
a plan with proposals for its contracting. It is then the re  sponsibility of
the sectoral Ministry to define the level of public service to be provided,
so the corresponding compensatory allowances can be transferred. These
allowances reimburse companies that jeopardize their economic and
financial viability by prov iding public service, applying tariffs below
market prices to extend goods and services to a greater part of the
population.

Despite Carris provision of public service, it has consistently
suffered reductions in the compensatory allowances received for tha t
service. After 2014, it completely stopped receiving any. The discrepancy
and mismatch between the financing needs arising from the provision of
the public service and the compensatory payments received (which never
reached the amount proportional to the losses resulting from tariff
impositions) directly aggravated the public service exploitation deficit
and Carris dependence on indebtedness (Tribunal de Contas, 2009).

The lack of a contractual proposal regarding the public service
violates national and community law, jeopardizing the company's future
viability. What we see is an annual negotiation between Carris and the
financial and sectoral authorities, to outline the amount to be assigned as
compensatory allowances. Additionally, these payments are on ly paid in
December, which implies a public service compensation deficit
throughout the respective year.

3.3. Finding the right person for the job or the most convenient?

By Il inking the composition of Carrisd Bo
party i n power at the time, we can observe that it suggests some

association between the nominati ons and the political cycle, meaning

that when changing from a government to another, there are some

significant changes in the composition of the board (Table 1).

105



G R - R
f NTERPRESS

7 GCC
VIRTUS/ International Online Conference ( May 7-9, 2020) VIRTUS
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

Table 1..Carri sd Board of Directors and res

Government Mandate President Member Member Member Member

Social

Democratic

Party/CDS 2003- Jos® Jaime Augusto Ant - n Jos ®

(2002-2004 2005 Rodrigues Quaresma Proen Silva Oliv eira

& 2004 -

2005)

Socialist 2006- Jos® Isabel Maria Ant - n| Joaquim

Party 2008 Rodrigues Antunes Rocha Silva Zeferino

ggggéz_oog 2009- J os ® Isabel Maria Ferr_1ando Joaqgim

2011) 2011 Rodrigues Antunes Rocha Silva Zeferino

Jos®

Social 2012- Rodrigues Pedro Luzs Maria

Democratic 2014 (until Bogas Barroso Figueiredo )

Party/CDS June (

(2011-2015) 20151 Rui Pedro Tiago Maria Jos®
Loureiro Bogas Santos Figueiredo Roque

Socialist Tiago Jos® Lu?2s Maria Ant - n

Party 20162 Farias Matos Barroso Campos Pires

(2015-2019)

Notes: ! The development of new transport policy, based on the transition of the
operational supervision of urban transport from the Ministry of Economy to the Ministry of
Environment at the end of 2015, dictated the need to appoint a new team for t he Board of
Directors.

2 This composition of the Board was valid for the 2016 -2018 mandate. Notwithstanding,
given the municipalisation of Carris at the beginning of 2017 (period after which we will not
analyse in this paper), new elections were held.

Source: Carris. (n.d.).

Positively, it should be highlighted the absence of politicians or
ministers as members in any of the mandates, as well as the consistency
in the Chairman of the Board over a decade, from 2003 to 2013, and in
different political cycles . However, as it can be perceived, the same
consistency is no longer observed in the remaining members.

4. FINAL CONSIDERATIONS: RECOMMENDATIONS FOR
SUITABLE CORPORATE GOVERNANCE OF PORTUGUESE
SOES

It was possible to conclude from Carris company case st udy that it was
the existence of social tariffs (which from a commercial point of view is
not profitable) associated with 1) a lack of definition of the compensation
criteria for the public service provided; 2) the persiste nce of negative net
results; 3) the absence of an adequate financing model, that made Carris
unsustainable and detrimental to public finances.

We need to consider that SOEs impose costs on public funds,
namely through compensatory allowances that directly affect the public
administration  budget, and the assumption of liabilities that affects
public debt (Pereira, Afonso, Arcanjo, & Santos, 2009). Hence, greater

106



G R - R
£ NTERPRESS

;'GCC
VIRTUS International Online Conference ( May 7-9, 2020) VIRTUS/
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

attention to their corporate governance techniques is necessary. As SOEs

are subject to soft budgetary constraints, multiple princ ipals, lack of

rigor in the criteria for professional S
shareholder and public responsibility functions, and more inconstant

operational goals, it is necessary to apply a different corporate

governance model, more specifi ¢ to their characteristics.

The following set of recommendations has the power to identify
critical el ements that need change to ir
accountability. The goal is to help developing a regulatory framework on
SOEsd cor por aettret uiimately wilhlead © better adequacy
of corporate governance to the Portuguese SOEs. From the possible
recommendations, the following ones should be highlighted:

7 Implementation of the comply -or-explain principle (Pinto et al.,
2013) to increase SOEsd® accountability. There is
high -efficiency standards and governance rules if they do not comply
without any type of penalty. This presents itself as a discouragement to
good behaviour.

1 Creation of a coordinating or centra lized entity (OECD, 2015), as
away of sol ving, in part, t he mul tiplic
requiring greater articulation between different entities, so that there is
neither a gap nor overlapping of functions. That should act as a practical
tool for the management and oversight of SOEs, helping the state to
manage its roles as regulator, shareholder and service provider. The
technical unit for monitoring the public business sector, created in 2013,
is not yet efficient in that mission, and still falls sho  rt of its potential.

1 The imposition of stricter budget restrictions, which highlights the
need to diversify sources of financing (besides tariffs and compensatory
allowances), especially for those providing public service. Budgetary
restrictions should be imposed to prevent excessive levels of debt and
operational deficit.

1 The imposition of the contractual relationship between the state
and SOEs that provide services of public interest (according to what is
specifically expressed in national and community r egulations), so that
the latter can be adequately compensated. It is also necessary to improve
the adequacy of the formula for calculating these payments, so as not to
pay inefficient management nor make the provision of the public service
unfeasible. Addi tionally, the payments should be allocated on
a multi -annual basis and in regular instalments throughout the year.

1 Creation of a Code of Good Practices for the appointment of public
managers and an independent position that guarantees its compliance,
alongside the work developed by CRESAP (Recruitment and Selection
Committee for Public Administration). The goal is to reduce political
favours and obtain a more objective and transparent selection process,
subject to public scrutiny.
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CONFERENCE FORUM DISCUSSION

Alex Kostyuk : This is a very interesting paper, Joana. Finally, the

issue of SOE governance is still not resolved worldwide. You fixed the
most important idea of your paper 001t i s necessdfergnt t o app
corporate governance model 0. What el emen
governance of SOE make it different from those applied by private
companies?

Joana Andrade Vicente : Hi Alex! The problem of SOEs

governance is not indeed resolved worldwide, and Portugal is no
exception. SOEs show very specific characteristics (they cannot be
resumed to a O6normal d private company),

when defining the governance of the company. In my opinion, there are 3
main elements of the SOEs corp orate model that significantly differ from
the one applied by private companies. First, they are subject to multiple
principles distributed among the management, control, supervision and
accountability powers, and those entites do not have good

communicat ion among themselves and sometimes not even a good

relationship, so the SOE sees itself facing disconnected and conflicting
goals allied to ineffective control. To ease that problem, it should be

created and implemented a coordinating/centralized entity to oversee the

SOE and help the shareholder (the State) to manage its different roles

(regulator, shareholder, service provider). Second, some SOEs are in

charge of providing a public service, and for that they need to follow
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stipulated requirements from the  sectoral Ministry, such as applying
tariffs below market prices. And many times, we see that there is no real
contractual binding of this public service, so the corresponding
compensatory allowances are not paid or are paid in a level substantially
lower than they should be. That problem d providing a public service
without its contractual binding & is a problem very intrinsic only to SOE,
a problem that highly jeopardizes their economic and financially
viability. This means that SOEs must rethink their fi nancing model.
Finally, it is especially on the SOEs that one needs to ensure that there

is no link between the appointment process of managers and the political
cycle, to ensure better management and total independence and
transparency. To ensure that, Po rtugal created an entity (CRESAP) to
monitor the choice of SOEsd® management pi
are non-binding, it lacks the power that it should have (and, additionally,

its appointment is not totally independent from the government).

Mbako Mbo: It is very interesting when entities fail to realize the
need to accept politics and manage them than trying to ignore their
existence and fail badly. So, a governance model really starts with the
appointing authority (if it is by a centralized entit y as is the case in my
jurisdiction), the ability of that entity to manage politics then matters. It
then boils down to a criterion that lays down the basics (reconcile
stakeholder& agency, but recognize and manage public choice). Then seal
it off with enfo rceable performance compacts, drawing from reputable
corporate governance codes, in my jurisdiction we adopt the King |l
code.

Joana Andrade Vicente : Hi Mbako Mbo! Thank you very much
for your comment. Can you please tell me what is your paper (with the
two case studies)? In fact, | think that case studies on this topic can be
very enlightening because they show with no doubt that corporate
governance theory applied to private companies cannot be directly
applied to SOE! And by failing to recognize that, i t will only lead to bad
quality management and the SOE will not achieve its highest p  otential. |
am sure that your 2 case studies had similar findings, because this is not
a problem only observed on Portuguese SOEs. Like you said, trying to
ignore the probl em (exi stence of p wardst poarlg i n t |
oversight performance, not an appropriate reconcile among stakeholders
& agency) will only lead to a worse situation. And the ability of the entity
who has the appointing authority needs to be taken in  to account because
someone has to be accountable for the decision and supervision. In fact,
in my ju risdiction, we also have like a Code of Good Corporate
Governance Practices, but it is designed by a private non -profit

association, so i tedcan bmod to the appeirttntentn g w
authority unfortunately and itds not ever
Max Alberto Galarza Hernandez : The paper states that "......it is

necessary to develop and implement a Code of Good Practices in the
public managers appointing process, also creating an independent
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position to regulate and enforce compliance with that mandatory code.”

Question: Is there any good corporate governance guestionnaire? | mean

in order to implement a Code of Good Practice for a pubic manager, y ou

need to seize it first. How can you measure it? You should have a

validated questionnaire, dondt you agree’-
What | have seen is a corporate governance compliance

questionnaire the so -called CGCQ, but | have not found yet a good

corporate governance questionnaire . Would you please provide info?

Joana Andrade Vicente : Hi Max! Thank you very much for your
intervention. All comments are welcome, to improve research. | see your
pointé but the fact is that to have a go

have a code of good practices regarding corporate governance to follow.
Only then is it possible to assess if the Code is being or not accomplished
(through a questionnaire, for instance, like you stated)? You already have
respectable examples of Codes of Good Practices applied to general
corporate governance (for instance, from OECD, and many at the
national level, as the Code of Practice for Ministerial Appointments to
Public Bodies from the UK), where you can base your questionnaire. But
the same does not happen for SOE (yes, you also have guidelines from
OECD, but at the nationa | level there is few guidance).

In Portugal, for instance, there are good questionnaires being made,
but on the private companiesd sphere. F
(only in Portugu ese, sorry) applied to companies of the insurance sector,
which is based on the set of good practices disseminated in documents
issued by OECD and the International Association of Insurance
Supervisors:
https://www.asf.com.pt/winlib/cgi/winlibimg.exe?key=&  doc=15365&img=
1746

Hadfi Bilel : The subject of governance is a very important field in
research and especially when we talk about public governance where
companies are governed by the state and we must arrive at different
results and in the long term. Also , regularity, control, monitoring,
limiting conflicts and operational risks are always the objective for
government ownership.

Joana Andrade Vicente  : Hi Hadfi! Thank you very much for your
support. | also share your opinion on the importance of corporate
governance especially regarding SOEs, because their mission and goals
usually have increased importance when compared to private companies.
SOEs are essential to provide public goods and services, to fight market
failures, and to operate in industries with important spillovers. Its
supervision and good management are essential because it can
compromise public finances and in the end, it is our money (taxpayers)
that is being invested.

Max Alberto Galarza Hernandez : Hi Joana, this is the same weir
situation when they ask you what came first the chicken or the egg. Let
me tell you that first time | read of the corporate governance term wa sin
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2016 and it came from King IV report from South Africa, which meant
that the egg (or chicken) came from there a long ti me ago, that late
document struggled with the concept for standardization and a Code of
Good Practices as proposal. Wh a't I am t
matter of time and patience to see the GCGQ questionnaire unless one
start hatching it. Thank you v ery much for your input on the CGQ, |
appreciate. It was quite ease to rea d, fortunately, Portuguese is a broken
Spanish.

Omrane Guedhami : Hi Joana. This is an important topic given
the role of state ownership around the world. In addition to the
separation problem you identified based on Shleifer and Vishny,
managers of SOEs are insulated from markets mechanisms, leading to
more severe agency problems (see Boubakri, N., Cosset,J. C., &
Guedhami, O. (2005). Postprivatization corporate governance: The role of
ownership structure and investor protection. Journal of Fina ncial
economics, 76(2), 369399) | think your paper would benefit from
discussing the advantages and disadvantages of state ownership. See
Boubakri, N., El Ghoul, S., Guedhami, O., & Megginson, W. L. (2018).
The market value of government ownership. Journal of Corporate
Finance, 50, 44-65. In this paper, we find that the tradeoff between the
benefits and costs of state ownership suggests a nonlinear relation
between state ownership and performa nce.

Joana Andrade Vicente : Hi Omrane! Thank you very much for
your comment. The fact that SOEsd® manage
mechanisms this sure leads to more severe agency problems that can
have regional or even national impact on public finances. Your
suggestion of addressing the advantages and disadvantages of state
ownership is very interesting for future research, and it can even be an
extension of this case study. Because the company in question was
transferred from the state business sector i n 2017 to the local business
sector, and privatization was also above the table. so, better research and
evaluation of the advantages and disadvantages of that choice would be
very interesting.

Mireille Chidiac El Hajj : The paper is very interesting. | thi nk
that the main problem in SOEs is that they cannot exercise independent
judgment if only politicians or those who serve them are allowed to sit on
their boards. Therefore, it will serve to appoint independent or external
neutral directors who can take de cisions freely. Another problem can
occur when employees are misrepresented. They should nominate some
representatives to enhance their board representation. Not to forget that
they are the citizens' voice.
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Abstract

Public finances face ever increasing priorities, private financiers are
dealing with a rapidly changin g credit risk landscape at a time when
investor returns are under a microscope. This leaves a gap which
Development financial institutions (DFIs) are filling, thus projecting
their continued importance in the modern world, particularly in
developing countr ies and economies in transition. DFIs are often seen as
unsustainable burdensome institutions for governments to own. This
normally stems from the fact that their financing structures are often
vaguely understood, adding to their ill -defined objectives. This paper
concludes that the type and cost of capital available to DFls is
fundamental determinants of how effectiveness a DFI becomes, and
proposes a framework for sustainably raising and applying capital
according to specific objectives.

1. INTRODUCTION

Development finance, as an alternative s ource of investment funds, is
a concept gaining widening attention. This is propelled by DFls, which
Calice (2013) defines a s  iditation which is majority owned by the
government and that has an explicit legal mandate to foster economic
and social development in a country, sector or target market, mainly by
providing invest8&pent Dffeh Gasryna dudl mangate
infusing commercial outcomes with social development impact.

In the context of develop ing countries, a wide range of development
needs continues to impose a widening gap between private sector

113



G R - R
£ NTERPRESS

;'GCC
VIRTUS International Online Conference ( May 7-9, 2020) VIRTUS/
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

financing interests and public sector budgetary possibilities, thus
emphasising the basic importance of DFls .

The basic operating model of financial institutions entails sourcing
funds for the purposes of lending and investing for a return, wherein
sustainability is additionally supported by re -investing internally
generated profits (Duraj, Imeraj, & Moci , 2013). DFIs face challenges in
raising funds, and this is complicated by increasing competition for
allocations from national budgets, despite pressures to prudently apply
profits, if any.

2. DRIVERS OF PROFITABILITY IN A FINANCIAL
INSTITUTION 6 DO DFIS FIT IN?

A number of researchers in this field have dissected factors affecting the
profitability of financial institut  ions into two broad categories: external
and internal facto rs (Kamran, Yaseen, Ashraf, & Haroon, 2016; Duraj &
Moci, 2015; Revell, 1979).

Management quality, portfolio mix, loan conce ntration and the
extent of customer deposits wi t hi n an institutaretheds | i a
most commonly cited determinants of profitability (Kamran et al., 2016;
Zimmerman, 1996). On the other hand, trends in local gross domestic
product (GDP), inflation , capital availability, regulatory and other
economic pressures are commonly cited as those external fac tors with
a bearing on the profitability of financial institutions (Revell, 1979;
Perry, 1992). DFIs are not immune from most of these factors.

According to Duraj and Mo c i (2015) , ngaaitg g e ment
determines the strength of institutional policies, commercial decisions,
objectives, choices and actions all of which translate into operational
results. In extending this view, Zimmerman (1996) stresses the role of
quality management in dealing with portfolio concentration related risks
and their impact on institutional performance. The unique process by
which state -owned DFls appoint managers, therefore, must remain
under scrutiny.

External factors, however , can exert themselves beyond
management control. Whilst management may make macro -economic
assumptions when planning (Perry, 1992), reality may turn out
differently (Revell, 1979) and significantly compromise earlier decisions.

A slump in economic activit y usually translates into reduced spending
activity and demand for credit, diminished disposable income, job losses
all with a significant and negative impact on portfolio quality of financial
institutions (Sturm & Sauter, 2010; Khamis & lossifov, 2009 ). All these
factors combine to contribute to an upsurge in non -performing loans
(NPLs) and actualised credit losses. High economic stress levels, on the
other hand, lead to constrictions of the capital markets, wherein lending
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may become stringent or capital simply becomes unavailable ( Khamis &
lossifov, 2009).

The case of state-owned DFIs has additional considerations; though
expected to make some profit, they are not purely profit -centric, and may
be expected to carry low to zero profit investments, the non -commercial
aspects of their operations directly constrain their ability to freely raise
adequate capital from the market place, their risk profile, as influenced
by their usual low portfolio quality exposes them to the high cost of
capital and the governme nt as the sole owner has different and often
unclear expectations compared to private investors holding ownership to
commercial financial institutions.

Thus, within the context of what drives profitability in financial
institutions, a refocus of the discus sion to the specific case state -owned
DFIs projects three key factors: 1) the two -pronged objectives; 2) the
availability and cost of capital; 3) the implications of state ownership, all
of which will have a direct bearing on financial performance.

The two-pronged objectives: Economic and social objectives
potentially clash when pursued by the same enterprise. Social object ives,
in the context of DFls, are usually accepted to have no commercial
return, and is a very broad and potentially vague concept which extends
to include job creation, provision of rural infrastructure, supporting
education and construction of social facilities and amenities.

The availability and cost of capital : Credit quality, determined by
the strength of a b o rortfolivgualify,snanageienthn c e s h e «
quality, investment return prospects, among other factors, are key
determinants of the ability for a non -banking financial institution to
raise optimal finance from the market place.

The implications of state ownership : Private ly owned commercial
financial institutions, unlike DFls, have clearly articulated
profit -orientated objectives, attained through purely commercial
investments. On the other hand, SOEs are known to be modelled around
political cycles (Aharoni, 2000), often faced with ambiguous two -pronged
objectives (Shirley, 1998).

3. A SUSTAINABLE FRAMEWORK TO FUND DFIS

While state support remains critical for DFIs, state resources are finite,
as such state support should be complemented by funds from the credit
markets, and profits from commercial investments should support low
return investments, in the long run.

Figure 1 below presents a framework on how this needs to be
achieved.

115



®

£ GOC
VIRTUS/

International Online Conference ( May 7-9, 2020)

0 CORPORATE GOVERNANCE:

VIRTUS

EXAMI NI NG KEY CHALLENGES AND

impact

development

Velocity of

Figure 1. A proposed framework for DFI sustainable funding

High development impact, low
financial returns projects

1 Typically, start -ups, or substantially
expanding enterprises demonstrating
potential in: high job creation rate,
export creation, import substitution,
pioneering new sectors.

91 Delayed payback profile,  with

medium-t er m Opgemicedsd

solely on project cash flows.
1 Returns typically at, or marginally

above a DFlcéssoffbndse nd

Funded principally from low cost, long
tenure DFI funds, Government
Guaranteed facilities and healthy
financial margins accrued from H igh
Return, slow development impact
projects.

A

High returns, increased speed of
development impact projects

9 Purely commercial projects sponsored
by existing businesses, typically in
sectors not pre-existing in Botswana .

1 High potential for export creation and
financing would be structured on
purely commercial terms .

1 Typically, large projects, co -funded by
other third party financiers

A DFI d&ds funding for
purely commercial and non -secured
funding facilities, ideally funds sourced
by a DFI from the market place, on
purely commercial terms and with no
covers from the state.

Low returns, moderate to low speed
of development impact projects

9 Typically, existing businesses of
strategic importance taking a longer -
term view.

i Typical can didates for medium -term
divestment.

1 The development impact could not
necessarily link to the particular
project, but rather accrue from a
connected activity with a high impact
on the national economy, or creation of
downstream economic activity,
typically in low growth semi -urban
areas.

1 Examples may include industrial
facilities for high impact enterprises

Mainly funded from internally generated
funds.

High financial return, slow
development impact projects

T Typically, 0blue ¢
existing strong business and cash
flows.

 Payback does not solely rely on the
project being financed .

1 Payback resumes immediately after
funding the project .

1 These projects are meant to bring into
a DFI sustainable healthy cash flows,
and high margins all whi ch support
the funding of high development
impact, low return projects through a
sustainable cross subsidization.

A DFI &8s funding iny
quadrant are sourced from purely
commercial and non -secured funding
facilities.

D

Financial
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4. THE MODEL E XPLANATION

Quadrant A: This represents investments with high and
demonstrable development impact, but low financial returns, and would
ordinarily carry the tag 6devel opment
infrastructure projects and business start  -ups.

Quadrant B: These are high return investments, but with
demonstrable ability to spur high development impact within a short to
medium -term period. Such could take the form of venture capital
interventions.

Quadrant C: Low return, low development impact would typ ically
be held for strategic reasons. Such include old equity investments that
have outlived their time frames and outgrown by the DFI overtime,
hence held just for strategic reasons, otherwise ideal for divestment to
the private sector.

Quadrant D: These are investments with a high financial return,
but unlike those in quadrant B, the development impact is minimal.
They subsidise those with high development impa ct with low financial
returns.

5. CONCLUSION

This paper explores the two -pronged nature of DFI objectives and the
possibility of making profits under state ownership. The paper appraises
the importance DF I &8s despi t emandate gran laghlights
a theoretical framework in the context of which the subject needs to be
looked at, particularly with  the state ownership dynamic in mind. It is
evident that state ownership introduces some uniqueness to the type of
financial institutions DFIs are, with a direct bearing on their operational
models, if sustainability is to be ensured. The type and cost of ¢ apital
available to a DFI emerge as a fundamental determinant of how effective

a DFI becomes, measured from the perspective of the two -pronged nature
of their objectives. Consequently, a proportionate mix of investment
capital availed to the DFI has to be guided by the targeted mix, by
i nvest ment type within JedineentsDFhe paper pi pel i
proposes a model by which this can be achieved.
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CONFERENCE FORUM DISCUSSION

Mbako Mbo : Development Finance Institutions continue to play
a critical gap filler role in developing economies, wherein they supply
critical capital for investments  governments have no resources for, yet
the private sector has no appetite for. Such investments nonetheless are
of critical developmental necessity, but in most cases carry a social
aspect objective that makes raising adequate finance from the credit
markets a daunting task. State  ownership often complicates this further,
particularly from a governance lens. This p aper highlights the intricacies
involved and projects a framework for sustainable funding under state
ownership.

Alex Kostyuk : Hi Mbako, you have outlined for discussion
a fundamental issue of corporate governance. What is a more effective
type of ownershi p 8 private or state? The cost of corporate control is a key
issue. My point of view helps me concluding that state -owned
enterprises, especially financial companies, should guarantee absolute
transparency and accountability to the society, else the SOEs w ill be
distrusted by the public that will make them not effective. What is your
vision of how to strengthen transparency and accountability in SOEs in
the financial industry by applying corporate governance mechanisms?
Are any specifics of the country you investigate?

Mbako Mbo : Interesting questions (and insights really). First,
private ownership can generally be regarded as more effective and this is
assisted by the fact that objectives are clear cut; shareholders are known
and have a face, performance ta rgets are clear, stakeholder mapping is
relatively easy. Under state ownership it is quite different; the
representative shareholders are not necessarily the ultimate,
stakeholders are diverse and interests are often in conflict, objectives can
be quite vague. So, as you rightly say, transparency and accountability
are what can improve governance in a state -owned financial institution.
The use of the private credit market is one such tool that brings
governance discipline. Just to give a typical example; is suing listed bonds
and getting a Moody's rating has come with enormous governance asks
that significantly dilute undue political interference that is normally
associated with state ownership .

Alex Kostyuk : 1 find your answer very contributive, Mbako. What
do you think about the status of directors of the  board of such SOEs?
I mean those who are independent directors? Do not you think that
exactly this mechanism of corporate governance would guarantee proper
transparency and accountability? As always, this i s a problem for
developing countries because of the weak development of the national
market for independent directors and as a result, SOEs ask for foreign
independent directors? What is your vision of this case?

Mbako Mbo : My response will be very similar to a contribution |
just made to Joana Andrade Vicente's paper on corporate governance of
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SOEs. There are many cases where independent boards are a mere
extension of political power, and research has linked such to failure. But
where there is a laid down process of appointing boards, and evaluating
their performance vs. that of the company & mostly through a specialized
entity set up for that, outcomes are good. Even then, though, it remains
quite important to accept that there will be political influence so that it
can be managed, trying to deny or totally block it often leads to total lack

of support from the 'shareholder'.... and we often hear of 'the state having
fired well -performing boards'.

Alex Kostyuk : | see your way of thinking, Mbako. The final i  ssue
we need to fix here is the issue of legislation. Civil law or common
law...where is the vision of SOEs governance described above better
implemented?

Mbako Mbo : In most cases, each SOE has its own piece of
legislation establishing it, but provisions a re broadly the same, and
largely vague, leaving much power to the Board, which get appointed
politically. This is what can then be fixed, just have one unified
legislation that borrows broadly from company law.
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Abstract

This paper briefly outlines the main interpretive keys that can be used to
understand a s traditional non -profit organizations (NPOs) underwent
a long-lasting evolutionary process and were transformed step by step
into new organizational forms characterized by social orientation like
traditional NPOs, but by stronger entrepreneurial propensit y. The
specialised literature analysed the important cases of entrepreneurial
non-profit organizations, of social enterprises (SEs), of social cooperatives
and eventually of multi -stakeholder SEs, which can be considered the
final stage of this evolutionar y process. In the empirical part, the paper
strives to describe and discuss the multi -stakeholder characterisation of
one specific form of multi -stakeholder SEs in one single country, that is
the social cooperative (SC) in Italy. Survey data show how SCs: factor in
in their entrepreneurial action: 1) the interest and welfare of
clients/users and beneficiaries, even when these stakeholder groups do
not hold decision making power (do not partake membership rights and
do not sit in the board of directors of th e organization); 2) explicitly
consider clients/users' need satisfaction and quality of services as their
most relevant objectives; 3) distribute resources underprice or free of
charge to clients, users and beneficiaries.
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1. INTRODUCTION

Hansmann (1988, 1996) states that the ownership of enterprise is
assigned to the stakeholder group that minimizes the total sum of the
costs of transaction attached to the working of the organization, tha tis
the costs of market contracting with all the other patrons (stakeholders)
plus the costs of ownership. In this perspective, multi -stakeholder
governance faces a double disadvantage in minimizing the total sum of
costs because it compounds the costs of interaction between different
stakeholders (e.g.,the costs of striking agreements between different
objectives pursued by different stakeholders) and because it may not be
able to select the stakeholder group that is best able to minimize
ownership costs (that is , it inflates costs of transaction s because it is not
able to select the most efficient solution). This viewpoint is coherent with
the orthodox idea that, as a rule, the market for capital is characterized
by stronger imperfections than the other  markets (labour, raw materials,
sales, intermediate goods, etc.). Investor ownership is the dominant
solution in decentralized market economies because it represents the
institutional solution that best protects risky financial investments
against the danger of non-investor stakeholders exploiting
opportunistically such investments. The strong focus on one market only
(the market for capital) and on its failures also results in considering
mono-stakeholder solutions (ownership solutions in which only one
patron controls the organization and holds residual claims) as the only
viable governance solution. The possibility of multi -stakeholder
governance is excluded with scant justification, based on the simplistic
idea that governance costs in terms of decision -making costs and
interaction costs would be inflated relative to a mono -stakeholder
solution. On closer scrutiny, however, the possibility that several
markets fail at the same time, increasing this way the costs of
contracting with different stakeholders (e.g., investors, empl oyees,
clients, etc.) can open new room for the development of multi -stakeholder
governance, whose relevance is under -estimated and under -researched to
date. When multiple markets fail at one and the same time, contractual
costs are high in more than one market and mono -stakeholdership may
not guarantee efficiency (Borzaga & Sacchetti, 2015; Sacchetti &
Borzaga, 2017).

The process of emergence of multi -stakeholder governance, though,
is complex and not uncontroversial. As a theoretical starting point, we
take Hansmannds (1988, -ptoft9as prgadizmfionsni t i on
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without owners. The exclusion of property rights in terms of both
residual control rights and appropriation rights allows this kind of
organization not only to rece ive charitable donations but also to reduce
other potential failures in their relations with other stakeholder groups,
especially clients. In this case, the contractual failure relates to
asymmetric information in the production of services whose quality
cannot be predicted in advance and is not easy to evaluate by clients
(Blandi, 2018). Contractual costs are expected to be particularly high in
the case of care, health and educational services because of asymmetric
information and of the relational and non -standardised nature of such
services. Owners would have an incentive to exploit such imperfection sto
their advantage, to increase profits. The non-profit distribution
constraint (NDC), by preventing private appropriation of surpluses, has
the additional positive feature of favouring strengthened trust between
the organization and its clients (Hansmann, 1988, 1996).

Adding up to Han ma amed perspeptiperenvisagihg
the emergence of multi -stakeholder social enterprises , the governance
structu re plays a crucial r ole as it defines the ability of organization s to
manage multiple relations with positive outcomes (increasing benefits
without exceedingly inflating cost s) (Borzaga & Defourny, 2001; Borzaga
& Tortia, 2017). Non -profit organizations ar e led by trustees who are in
charge of achieving the -ctakgholder goeial i ond s
enterprises are run by directors who re
and potentially conflicting objectives. Trustees can be more effective in
implementing decision making processes since they mostly represent
donors and pursue increased welfare for beneficiaries. Mul -stakeholder
governance (MSG) can be effective when it is able to achieve an
entrepreneurial synthesis or virtuous compromise between the diffe rent
values, motivations, objectives, or when it is able to convert (again
through virtuous compromises or synthesis) stakeholder object ives into
societal goals (e.g., concerning social or environmental sustainability). In
this, the imposition of the NDC characterising multi -stakeholder
non-profit firms and the emerging form of the mult i-stakeholder social
enterprise can help to foreclose the pursuit of self -seeking objectives to
the detriment of users/clients and be neficiaries. As said, the
multi -stakehold er solution can be viable and effective when it is able to
reduce contractual failures (reduce contractual costs) by internalizing
these failures within the organizational boundaries, while, at the same
time, producing a positive surplus by developing dedi cated
entrepreneurial and organizational patterns. The process of creation of
multi -stakeholder social enterprises led, in some countries such as Italy,
to an organizational model in which the possibility of active participation
of different groups of patr ons is explicitly recognised by law, while, at the
same time, the non -profit and socially -oriented nature of the organization
(in Italy an explicit social objective for social cooperatives and other
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forms of social enterprises is required by law) adds furt her guarantees in
favour of those stakeholder -patrons that may not hold decision making
power, especially donors, beneficiaries and client/users.

2. EMPIRICAL EVIDENCE: MULTI  -STAKEHOLDER
GOVERNANCE AND CLIENT ORIENTATION

In order to give an initial and p artial confirmation of the pattern of
evolution of governance solutions going from traditional non  -profit
organizations to multi -stakeholder social enterprises, this section
presents descriptive qualitative evidence extracted from survey data. We
use data on Italian social cooperatives, which are a socially oriented
typology of membership based organiza tion. The data are from the 2007
survey on ltalian Social Cooperatives (ICSl), as developed by a group of
five universities in Italy: Trento, Bergamo, Bresci a, Naples and Reggio
Calabria. The survey started in 2004 and was concluded in 2007.
Questionnaires were compiled in most cases by directors. The data
concern a national ly representative sample of 310 SCs, stratified by
geographical area (North -West, North -East, Centre, South and Islands),
dimension and typology of cooperative (type A and type B social
cooperatives). | n the ICSI sample, 217 are type A SCs and 93 are type B.
The descriptive statistics presented in the fol lowing paragraphs refer to
type A cooperatives only.

2.1. Multi -stakeholder governance

The possible stakeholder g roups that can be present in the membership
are 10: paid workers, clients/users; volunteer workers; generic
supporters; financial members; private non -profit institutions; privat e
for-profit institutions; public institutions; financial institutions. Paid
workers are the most important stakeholder group in the membership, as
they are present in 98% of the 192 type A cooperatives for which we have
data. Volunteers represent the seco nd most relevant stakeholder after
paid workers (present in 54% of organizations). Volunteers are
predominantly active workers employed in other enterprises (Marino &
Schenkel, 2018). The third most relevant stakeholder group is financial
members, who are present in about 1 out of 4 organizations . As required
by law, however, they never control the organization. SCs are prevalently
multi -stakeholder organizations, even if they have only paid workers in
their membership in 32% of cases. Descriptives show that 33% of these
cooperatives are mono -stakeholder, while the remaining 66% have two or
more groups of patrons in the ir membership. More specifically , 39.5% of
organizations have 2 stakeholder groups in the membership (this is the
modal outcome), 17.1% three groups, 7.3% four groups, and 1.6% five
groups. No organization has more than 5 groups in its membership
(Depedri, 2007).
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2.2. Client orientation

The fundamental importance of client orientation can be shown in
several ways, but first of all by referring to Law No. 381/1991, whose
Article 1 defines SCs as businesses created with the aim of "pursuing the
general interest of the community in human promotion and social
integration of citizens". The general interest of the community, which
must be reflected i n their statutory bylaws, can be understood to include
the interests of the users of their services.
Furthermore, when asked whether the inclusion of clients/users is
a positive thing because it improves socia | inclusion, on a 1 to
7 Likert scale the average is 5.2, while the modal (highest frequency)
score is 7. When asked if the quality of services is one of the important
elements in the social mission of the organization, 68.3% answered
affirmatively. Especially, when asked if interaction with users/clie nts is
i mportant for the organization in terms
and Omuunudaedr st andi n g o6Likeot nscales, stos were,
respectively, 6.49, 6.61, and 6.43. In all three cases, the modal and
median answer is 7. On a 1 to 4 Likert scale, the quality of the services
provided receives a score of 3.65, and both the modal and median
outcomes are 4. Finally, in terms of outcomes, when asked how they
evaluated the results reached by the cooperative concerning its relations
with users/clie nts, on a 1 to 10 Likert scale the average score was 8.17,
while both the modal and median scores were 8. In other contributions,
users6 well being has been shown to be th
workersé6 and volunteer sd &Schenkes 2009).sf act i or

2.3. Distributive function

Finally, we analyse the oO0distributive ful
defined as the amount of resources, in terms on overtime or volunteer
labour, and in terms of services delivered below market price o r for free,
distributed to client s/users and/or beneficiaries (Borzaga, Depedri, &
Tortia, 2011). These resources can be though to embody client orientation
by increasing the benefits received by non -controlling stakeholders,
especially beneficiaries, and clients/users, without any monetary or in
kind compensation. A further mechanism allowing distribution of
resources in favour of clients/users is price discrimination: the non  -profit
nature of SCs can induce clients to disclose more truthful information
concerning their ability to pay for the service since they do not risk that

the organization exploits opportunistically this information to increase

its profits. In turn, following a pattern of positive reciprocity, the
organization can use this information to set lower prices for individuals
or groups characterized by a lower ability to pay (Grillo, 1982) .
Qualitative results (self -ratings on Likert scales) from the ICSI survey,
show that SCs distribute some extra services free of charge to all their
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clients in more than 52% of cases, sell their services a t less than market
price in one -third of cases, and distribute some services free of charge to
the poor individuals in 40% of cases. Furthermore, a non -negligible
proportion of SCs distributes resources in f avour of society in general
(35.5%). Finally, a high proportion of SCs states that the services
supplied are explicitly developed to protect users/clients and satisfy their
needs (50% occasionally, and 33% systematically, 83% in total) (Borzaga,
Depedri, & Tortia , 2011). When the origin of additional services delivered
free of charge is examined, the most relevant elements appear to be, in
decreasing order of importance, resources accumulated to the asset lock
or indivisible reserves (34% of cases), voluntary work (23%), other
resources obtained thanks to cost savings (19%), overtime or underpaid
work (partial work donations, 12.5%). Finally, cooperatives with a stable
and significant distributive function more frequently pursue social
benefit aims (83 vs 70 %) and are characterized by a democratic
managerial style (in 53% vs 27% of cases). Hence, the broader the
missions, and the more democratic the style of management, the broader
the distributive function and the wider the effects on social well -being.
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CONFERENCE FORUM DISCUSSION

Alex Kostyuk : Hi Ermanno, welcome to our conference forum. Any
issue related to the term "stakeholder" is important for further research
in corporate governance. This could concern even the most solid
funda mentals of corporate governance & its models. Do you think that
multi -stakeholder social enterprises need a new, or even any sort of
hybrid model of corporate governance? A range of stakeholder -based
models of corporate governance is wide and spreads from Germany to
Japan. At the same time, client -based details are integrated into the
models of corporate governance FIRMLY just in Japan where the outside
directors of a company are delegated by these groups of clients.

Dmitriy Govorun  : Ermanno, thank you very much for your ideas.
Youdve mentioned that ot he broader t he
democratic the style of management, the broader the distributive
function and the wider the effects on socialwell -bei ng. 6 | believe
describe effects or show the mo del of influencing of distributive function
or management style on the social wellbeing. It will strengthen the
conclusion and may start further discussion. Multi -stakeholder
governance seems to be close to the art of balancing. And the 2/3 (all
ICSIs with 2+ stakeholder group in membership) of sample cooperatives
managed to handle that in Italy accordin
pointed that mostly directors gave responses. May you highlight a bit the
governance structure of average ICSI? What is the determinant which
helps to find a balance? It is good to see governance model description for
multi -stakeholder cooperatives. Maybe we will see the suggestion for
further evolution or modifications to maximize benefits for stakeholders.

What are your thoug hts on that? Finally, have you also gathered
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conclusion statements in a separate section of the paper? | would be
happy to get introduced with them. Thanks in advance.

Ermanno Celeste Tortia  : Dmitriy, thank you so much for your
message and for the very int eresting questions. About your questions,
let's start from the first. | think the management in these organizations
is very much the expression of their social base, since managers are
appointed by directors, who are elected by members. Managers follow
most of all directions by the directors in the board. As the organization
grows more multi -stakeholder (new stakeholders enter the membership
base), managers are quite naturally “"forced" to take up a more
democratic style of management and to consider the nee ds of different
public. This is never an easy process. It is always difficult and can in
some cases be also conflictual, and it can also happen that in some cases
managers decide or are forced to resign by the circumstances, because
they are not able to co pe with such complexities, conflicting demands and
scarcity of resources. However, all in all, | think the process is there and
shows that it is not impossible to make organization involve different
publics and reach results that factor in different needs.

Ermanno Celeste Tortia : As for the second question. These
organizations are very often created as worker cooperatives, and in some
cases are created by volunteer workers. Probably , the reason is simply
that this is the easiest way to create this kind of o rganization, which are
cooperatives and, hence, cannot have shareholders. Workers are
"insiders" they know the organization well and can run it if they are
properly organized. So, it is quite unavoidable that they are almost
always the initial and the most  prominent stakeholder. The governance
is regulated first of all by the national law on cooperatives. The
organization has to elect or appoint all the relevant bodies which can run
the organization and represent it with third parties. In this, the
governan ce of social cooperatives is quite standard. However, since there
are no shareholders and the organization are basically a nonprofit firm
with a social objective, | think governance is molded by such elements.
Certainly, workers' objectives are important,  so there is strong focus on
job stability, procedural and interactional fairness. The non  -profit nature
and the social objective favors the creation of trust relations with
customers, in much the same way as in non -profit organizations. This
result is not guaranteed though, since workers' objectives can contrast
with the objectives of clients and beneficiaries. In this the role of
directors and managers and of internal regulation in striking virtuous
compromises is crucial.

Ermanno Celeste Tortia : The third question you put forward
concerns the evolution of multi -stakeholder governance in social
cooperatives. In general terms, | think it is an open -ended process that
can only be defined in its very general characteristics by legal and
statutory requirements.  Social cooperatives in Italy can be, but are not
required to be multi -stakeholder, so the evolutionary process is very
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spontaneous and not forced by the rules. The process of inclusion of new
stakeholder groups in the governance is again a complex and len gthy
one. The organization recognizes by itself step by step that inclusion by
bring benefits, even if it unavoidably increases complexity and can
increase organizational costs and impasses. Eventually, however, as the
data show, most organizations recogni ze the benefits of inclusion and
implement it, even if there are always risks (at the very least your share

of control is diluted and you can find yourself becoming a minority group)
and costs (decision processes become lengthy and costly). In pure
economic terms it can mean that there is a positive surplus to inclusion
(benefits are higher than costs). In more general terms social benefits are
higher than social costs. In this perspective a crucial role is taken up by
intrinsic and social motivations. It i s not true that motivations are only
monetary and private. As long as people are guided by complex and
enlarged motivational drives (both private and social) they are able to
recognize that the social value produced by multi -stakeholder governance
is large r than the one produced by traditional mono -stakeholder forms,
and as long as the social value is higher than the cost they can decide to
vote for it and choose including governance. This does not mean that they
forget private objectives and needs. Itis a n enlarged perspective, it is not
a completely new one.

Ermanno Celeste Tortia : To me, it is fundamental that the
process of evolution of multi -stakeholder nonprofit governance is
an open-ended and free one. The legal rule need only set the stage and
then let actors in the system show the solutions that are  the best for
themselves. As the data show, multi -stakeholder non -profit governance
can emerge in a spontaneous way. As for clients' involvement in the
comment by Alexander, | think that yes, probably thi s is too weak in
Italian social coops and should be improved, but it is always true that
often clients have a very loose relationship with the organization and
may not even want to be involved. Unless they explicitly ask to be
involved as an active stakeho Ider, the best solution may be to involve
them as information flows and consultation, but not with direct
participation in the membership base, which often ends up in very low
levels of actual participation.

Dmitriy Govorun  : Ermanno, thanks for your detail ed replies. Of
cour s e, | et 0s keep in touch.
dmitriy.govorun@virtusinterpress.org. | will be happy to see an updated
version of your paper.
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Abstract

Using a sample of 93 non-financial firms listed on the Egyptian
Exchange over the period 2013 -2019, this paper aims at investigating the
impact of a corporate g overnance index (CG -I) on firm financial distress.
The developed index CG-l constitut es three key dimensions: the
board of directors, the audit committee and the ownership structure. The
board of directors is a key mechanism in CG, it is responsible for guiding,
monitoring, and controlling management behaviour, as well as,

sustaining a fir més stability. The audit commi t
auditor are responsible for ensuring the accuracy and fairness of the
financi al statementsd presentation and t

Using the dynamic generalized method of moments (GMM)
estimator a nd panel logistic regression (PLR), the modified Altman
Z"-score will be utilized as an inverse indicant of financial distress, the
higher the Z" -score, the lower the risk of financial distress. Moreover,

a market -based model will be applied to check the r obustness of the
reported findings.

The findings may be of interest to corporate managers, investors
and regulators in the formulation of long -term corporate governance
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strategies to manage the financial distress. Furthermore, this study
contributes to the existing literature by adding new evidence from
developing countries (i.e., Egypt).
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CONFERENCE FORUM DISCUSSION

Dmitriy Govorun Youdve pointed out that the
t o investigate the influence of CG i nde
developed index CG-I constitutes three key dimensions: the board of
director s the audit commi ttee and the owner

specify a measurement for those dimensions? Going further it is also
interesting how do you weight each index component: is there the same
weight for all components/variables?

Maha Radwan : | have the same questi on of Dimitriy, how could
the 3 dimensions be measured?
Ghada Gaballa : The CGI was constructed on the basis of

governance indices developed in previous studies (Black et al., 2006;
Varshney et al., 2012; Lima & Sanvicente, 2013). In additio n, the best
practices revealed i n Egangpdaddardssseued of CG
in October 2005 are also considered to ensure compatibility between the
constructed index and the Egyptian environment. Acco rdingly, the CGI
consists of 11 elements.

Ghada Gaballa : Yes, we adopting the unweighted CGI, each of the

i ndex el ement s earns a score of 016 i f
otherwise. The total score of CGI for each company (j) can be defined as
follows:

s ool ®

° B 0

where Mi is the maximum possible score awarded to any firm for all
categories (i_1, [. . .], 4). Xj reflects the actual score attained by each
firm.

Maha Radwan : Yes, it is the same idea of constructing
a disclosure index with content analysis.

Dmitriy Govorun  : Thanks for the clarification. | see an approach
for measurement now. Have you also studied the overall committee
system adopted in companies? How common for researched companies in
Egypt is to have more than one committee with a control and monitoring
function (audit committee)? Is it defined somehow in any code?

Ghada Gaballa : Thank you so much for your question. If |
understand your question correctly board of directors may establish
committees fr om among its non -executive and independent members for
different functions . And one of the most important function is a control
and monitoring one and this obligation may be required from more than
one committee beside audit committee but with the differen t nature of
each of them, for example, risk management committee, governance
committee, and executive committee , etc., but in this research, we focus
on the role of internal and external auditors represented in the audit
committee.

Sabri Boubaker : The difficulty in your paper is handling
endogeneity due to reverse causality ( financial distress) that can affect
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the  corporate  governance  quality and omitted variable
(e.g., the unobserved monitoring quality).

Stergios Tasios : Hi Ghada, your sample includes only firms in
financial distress? If not, you could try to use the dependent variable
"financial distress " as a dummy variable in your model.

Ghada Gaballa : Hello Sabri, thank you for your comment and we
will handle reverse causality with panel data which is s  traightforward:
use ML -SEM to estimate both the contemporaneous and the lagged effect
of CG on financial distress. Only this approach yields unbiased estimates
of both effects even if reverse causality is present, and it allows solving
the problem of missp ecified lags that plagues other panel models.

Ghada Gaballa : Hi Stergios Tasios, | totally agree with you , we
will use the financial distress as a dummy variable to classify companies
into a distressed group and healthy or non -distressed group.

Omrane Gued hami : Hi Ghada, thank you for your effort to
compile the governance data for Egyptian firms. My first reaction was
why focusing on financial distress. You can link the index to firm
performance or the cost of capital. Examining how the components affect
valuation would be interesting as well. We need more evidence from
MENA region. So, this is an important contribution.

Sabri Boubaker : Ghada, you can also divide your sample based on
high CG index vs. low GC index and use a PSM (propensity score
matching tec hnique). Unfortunately, there is a unique econometric
technique that solves endogeneity. This is a thankless exercise and more
than one way to solve it is welcomed.

Ghada Gaballa : Hi Omrane, thank you for your comment |
appreciate that, and our reason to ¢ hoose financial distress not financial
performance because there were many studies already made in this area
our contribution is to provide more insight to corporate managers and
investors about the association between the quality of corporate
governance and the degree of financial distress, with respect to Egyptian
firms. Furthermore, this study contributes to the existing literature by
adding new evidence from developing countries like Egypt which are
helpful for regulatory bodies and policyma kers in the formulation of
long-term corporate governance strategies to manage financial distress.
In addition, we use the firm financial performance as a control variable
in our research .

Omrane Guedhami : Makes sense. | totally agree with you about
the importance of providing evidence from Egypt.

Rainy Trinh : Hi, thank you for this paper. | am feeling that your
measure of financial distress (Z-score) is the same default risk? If so, |
think there are numerous papers testing CG index (with more
comprehensive elements) and default risk. So, your contribution seems to
be weak. In addition, your empirical model needs to include more
controls for firm characteristics. You can also consider the robustness
check of propensity score matching method as well as other endogenous
treatment approaches. | hope this helps.

Ghada Gaballa : Thank you , will be considered.
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Abstract

The purpose of this paper is to analyze the moderating role of audit

committee characteristics and audit quality on the rela  tionship between

tax aggressiveness and firm value. Our regression results show that the

audit committeeds size and gender diver s
relationship between tax aggressiveness and firm value. However, the

data indicates that audit quality has a positive effect on the relationship

between tax aggressiveness and firm value. Therefore, audit quality is

an important governance mechanism that incentivizes firms to engage in

tax planning strategies to maximize shareholder value, avoiding

incurring conflicts of interests between shareholders and managers.

1. INTRODUCTION

Tax planning or tax aggressiveness is a m anagerial practice adopted by
afirm to reduce its explicit taxes i n
framework (Hanlon & Heitzman , 2010).
This strategy is adopted by a firm to maximize shareholder value
and to increase economic means to invest in creating value (Desai &
Dharmapala, 2006). However, this practice is also a risky strategy, it
could cause reputational costs, compliance cos ts with tax administration
(Hanlon & Heitzman 2010) and t he agencyds C
shareholders and managers. Specifically, managers could engage in tax
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planning activities led by managerial opportunism to increase their
profit in the short -term, causing a decrease in firm value in the long -term
because of potential costs of tax aggressiveness (Desai &
Dharmapala, 2006).
Part of literature (  Richardson, Taylor, & Lanis, 2013; Hsu, Moore, &
Neubaum, 2018; Gaaya, Lakhal, & Lakhal, 2017) attributes a pivotal role
t o t he external auditor and audit comm
problems and in defining the level of tax aggressiveness of a firm. These
bodies are responsible to safeguard the fir m6s reputation by e
a monitoring role on financial repo rting and the management,
safeguarding shareholder value ( Beasley, Carcello, Hermanson, & Neal,
2009).
The aim of this research is to analyze the moderating role of audit
characteristics on the relationship between corporate tax planning and
firm value. S pecifically, this study investigates within a time interval of
seven years, whether some audit characteristics such as audit committee
size, audit committeeds gender, and ext e
in long -term to define an optimum level of tax planning suitable to
increase shareholder value, avoiding to incur in agency problems.

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

Part of the literature (Chen , Hu, Wang, & Tang, 2014; Zhang, Cheong, &
Rasiah, 2017) analyzed the effects of tax aggre ssiveness on firm value,
showing a negative relationship.
These negative empirical results above mentioned suggest that the
potential cost linked to the engagement in a high level of tax
aggressiveness could not allow a firm to maximize shareholder value,
despite it generates an increase of net profit for a company.
Based on this, the external auditor and audit committee should
recognize the costs associated with the engagement in a high level of tax
aggressiveness and they should have an influence on the manager sd
actions to define the optimum level of tax planning suitable to increase
firm value.
An audit commi ttee i s a critical part
structure. This body has monitoring tasks on the management of a firm
in compliance with the legal f ramework. Specifically, it ensures the
qguality of financi al reportingds discl os
caused by employees (Beasley et al., 2009).
An audit committee plays a key role in the decision -making process
of adopting a tax strategy (Deloi tte, 2013). Pertaining it, Richardson et
al. (2013) argue that the independence of the audit committee reduces
tax aggressiveness, conversely, other authors ( Hsu, 2018) show that the
financial expertise of the audit committee increases it. Therefore, it is
also likely to predict that the audit C
influence in adopting a tax planning, as more members the committee is
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made up, the higher the degree of independence and financial expertise
of the audit committee. In addition, gender  diversity could be another
i mportant audi t commi tteeds characteris
monitoring function. Indeed, the literature attributes to gender diversity
a high monitoring expertise ( Zalata, Tauringana, & Tingbani, 2018) and
a role in the de cision-making process of the adoption of corporate tax
planning (Lanis, Richardson, & Taylor, 2017).
Pertaining to the role of the external auditor, the international
doctrine on the topic attributes a high quality of audit services provided
than other fi rms on the market to the BIG 4 (KPMG, DELOITTE, PWC,
EY) . Rel ated to the influence on tax pl a
researchers (Kanagatnamet, Lee, Lim, & Lobo, 2016; Gaaya et al., 2017)
argue that a BIG 4 as an external auditor has a negative in  fluence on
corporate tax aggressiveness to avoid incurring in reputational cost.
Based on this, it is likely to expect a moderating role of audit
commi tteeds size, audi t commi tteeds gen
relationship between tax aggressiveness an d firm value.
Thus, the above discussion leads to th e following research
hypothesis :
Hla: Audit committee size has a positive impact on the relationship
between tax aggressiveness and firm value.
Hib: Audi t commi tteeds gender hae a po
relationship between tax aggressiveness and firm value.
H2: Audit quality has a positive impact on the relationship between
tax aggressiveness and firm value.

3. SAMPLE AND EMPIRICAL MODEL

The popul ati on under investigati An was
Bureau Van Dijkoé dat abase adfndnciallisted s c¢omp
firms on Milano Stock Exchange.

The analysis was conducted through two different research

met hodol ogi es. First, t o detect t he ct
structure, document anal ysis was used through the evaluation of the
l'isted firmds annual r e pesearth. hyp&tteesisp n d , t o

a panel data analysis with fixed effects was performed (Stock & Watson,
2015) on a time interval of seven years (2011 -2018) with the
determina tion of 1176 observations.

To analyze the moderating role of audit characteristics on the
relationship between tax aggressiveness and firm value two different
regression models were estimated for each independent variable as
a measure of tax aggressiveness such as ETR (Kiesewetter & Manthey,
2017) and CETR (Balakrishnan, Blouin , & Guay, 2019). The regression
models were built with the dependent variable TobinQ as a measure of
firm value (Nekhili , Nagati, Chtioui, & Rebolledo , 2017) and with control
variable s and independent variables widely used in previous studies
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(Mishra, 2017; Fauver, Hung, Li, & Taboada, 2017; Richar
2013) on corporate governance, firm value and tax aggressiveness.

Table 1. Description of the variables

dson et al.,

Code Variable | Vvalue
Dependent variable
TobinQ Measure of firm value | Log
Control variables
SIZET Total a sset Log
LEV Leverage %
ROA Return on asset %
R&D Research and development costs %
ACSIZE Number of audit committ Log
ACDIV Percentage of female members on audit committee %
BIG4 External auditor; PWC, Deloitte, KPMG, EY E;T\Izs
ETR Effective Tax Rate %
CETR Cash Effective Tax Rate %
Independent variables
'21(?;/'?:';_?; Interaction effect between ACSIZE and ETR or CETR
lII_E\'IC'RD/l\C/E)EI'R Interaction effect between ACDIV and ETR or CETR
BIG4 X Interaction effect between BIG4 and ETR or CETR
ETR/CETR

Based on the variables reported in Table 1 and to reach the
researchos ai ms, t he foll owi
performed f or each variable used as a measure of corporate tax planning.

Model 1:
"Y€ 0QE D
Model 2
Yé¢ Q¢ 0
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4. FINDINGS

The multivariate regression analysis shows different empi  rical results
reported in Table 2.

Table 2. Regression analysis results

Model 1 Model 2
TobinQ TobinQ
Code Coeff. Sig. Code Coeff. Sig.
const -0.4537 const -0.5464
SIZET 0.2089 ok SIZET 0.2044 i
LEV -0.0124 LEV -0.0122
R&D -0.0249 * R&D -0.1351
ETR -0.0139 CETR -0.0029
ACSIZE 1.4184 ACSIZE 1.5523
ACDIV 0.0037 ACDIV 0.0041 *
BIG4 0.2336 BIG4 0.2660
ACSIZE X ETR 0.0200 ACSIZE X CETR 0.0064
ACDIV X ETR 0.0001 ACDIV X CETR 0.0038
BIG4 X ETR -0.0146 ** BIG4 X CETR -0.0163 **
R?2 0.4554 R? 0.4546
Panel Fixed effects Panel Fixed effects
Observations 1176 Observations 1176

Note: * p < 0.10; p < 0.05; ** p < 0.01.

The data reported in Table 2 show tha:
does not affect the relationship between tax aggressiveness and firm
value, thus Hlai s rejected. I n the same way, au

does not influe nce the relationship between tax aggressiveness and firm
value, therefore H1b is rejected.

Linked to the role of the external auditor covered by a  BIG4, the
regression analysis shows that audit quality has a positive impact on the
relationship between tax aggressiveness and firm value, thus H2 is
accepted.

5. CONCLUSION

This study analyzed the moderating role
relationship between tax aggressiveness and firm value, showing various
theoretical contributions and managerial  implications on the evaluation
of agency problems on the investments.
Specifically, this paper provides evi
size and gender diversity within it do not affect the relationship between
tax aggressiveness and firm value. These dat a give evidence that the
audit committee may not represent a means of solving the  conflicts of
interests between shareholders and managers.

138



G R - R
f NTERPRESS

7 GCC
VIRTUS/ International Online Conference ( May 7-9, 2020) VIRTUS
0O CORPORATE GOVERNANCE: EXAMI NI NG KEY CHALLENGES AND

Conversely, the role of external auditor covered by a BIG 4 has a
positive influence on the relationship between tax  aggressiveness and
firm value. Therefore, audit quality could represent a critical governance
mechanism to protect shareholder value, do not lead to a conflict of
interests.
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CONFERENCE FORUM DISCUSSION

Dmitriy Govorun  : Youdve pointed out in your
role of external auditor covered by the BIG 4 has a positive influence on
the relationship between tax aggressive
wondering if you tried to test models within a sample where external
auditors were a) BIG 4+ (like BIG 4 plus well -known international
auditors) ; b) just having independ ent external auditor (the same binary
character of a variable) and compare those findings?

Andrea Vacca : Hi Dmitriy, thanks for your comment. | did not try
it. It is a good idea that could be tested on a sample made up of non -listed
firms. It was not possi ble to test it in this research, as Italian legislation
requires that the financial statement of a listed firm must be audited by
an audit firm registered in a special list.

Hadfi Bilel : The audit or the quality of audit is a very important
mechanism in co mpanies that is to better govern the company, limit
internal conflicts in the company, more confidence and transparency. In
your article, you are interested in the importance of the auditor on the
value of the business in a period of tax aggressiveness and | find it to be
a good idea.

Stergios  Tasios : Hi  Andrea, Antonio, and Amedeo.
Congratulations on your work. It would be interesting to examine also
the impact of governance aspects regarding ownership concentration,
family ownership, and CEO duality. You could also try sales as a proxy
for firm size.

Andrea Vacca : Stergios, thanks for your comment. | agree with
you. We would like to extend this study including the composition of
corporate board and ownership to carry out a complete analysis based on
the agency theory.
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Maxim Dolinsky : Andrea, how extensive is that list of auditors for
Italian firms? Is there a perceived variation in the quality of those
auditors?

Andrea Vacca : Maxim, thanks for y our comment. The list is quite
long, the analysis was conducted on 168 Italian listed firms over
a 2011-2018 period. In the paper, we have not considered the quality of
the auditor perceived by the client. We have discussed on audit quality
taking into account the size of an audit firm.

Omrane Guedhami : Hi Andrea, | | ike the topic and idea. | am
wondering whether the results on Big 4 and gender diversity are due to
low variation in these variables orto  multicollinearity . For the latter, you
can use split samples instead of interactions. Regarding audit quality,
you can consider other proxies employed in the literature. For both
issues, you may find the following paper interesting: EI Ghoul, S,
Guedhami, O., & Pittman, J. (2016). Cross-country evidence on the
importance of Big Four auditors to equity pricing: The media ting role of
legal institutions. Accounting, Organizations and Society, 54, 60 -81. Note
that for Italy, most of the firms (at least for t  his sample) appoint a B4
auditor. Hope this helps. | wish you the best in your research.

Andrea Vacca : Omrane, thank yo u very much. | will certainly
consider your suggestions for my future research.

Sabri Boubaker : Hi Andrea, do all audit committees in Italy are
chaired by independent directors? If not, controlling for this specificity is
important as you may be capturing it when studying other audit
committee characteristics.

Andrea Vacca : Sabri, thanks for your comment. Yes, audit
committee of an Italian listed firm is made up only of independent
members.
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Abstract

According to corporate governance standards in the UAE, an annual
audit should be conducted by an independent, competent and qualified,
auditor in order to provide an external and objective assurance  to the
board and shareholders that the financial statements fairly represent the
financial position and performance of the company in all material
respects. The purpose of the internal audit function is to improve the
level of corporate governance and pro vide another layer of assurance to
the board of directors on compliance with applicable laws and
regulations.

The role of internal audit within a business has undergone dramatic
changes in recent years. In order to monit or the accounts of public
joint -stock companies, they need specialized accountants to review the
company's accounts and books to determine the fact of its financial
position and to ensure that its profits are real. Therefore, the UAE
legislator obligated every joint -stock company to have one or more
auditors.

Article No. 243 of the Commercial Companies Law stipulates how to
appoint a company auditor, stating that his/her nomination is made by
the company's board of directors and then presented to the general
assembly for approval. The founde rs of the company may, upon
incorporation, appoint one or more auditors that are approved by the
Securities and Commodities Authority, so that it assumes its duties until
the first general meeting is held. The general assembly is the one that
assigns one or more auditors to the company for a renewable period of
one year, provided that it does not exceed three consecutive years, so that
he undertakes his duties from the end of the meeting of that assembly to
the end of the next annual general meeting, and th e general assembly
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shall determine his fees. It may not authorize the company's board of
directors in the matter of appointing it or determining its fees. The
wisdom behind this prohibition is to guarantee the impartiality of the
company's auditor and not to be subject to the influence of the members
of the board of directors.

There are several duties for the internal auditor. These duties
include checking whether the company is fulfilling the measures laid
down by the management in order to achieve the goa Is and objectives of
the company and assessing whether the company is compliant with
applicable laws, regulations, policies, and procedures. More recent
functions include gauging the influence
environment and whether the co mpany complies with the laws and
regulations pertaining to the environment.
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CONFERENCE FORUM DISCUSSION

Dmitriy Govorun  : Thanks for the material and | appreciate your
efforts in comparing the UAE and USA approach t o internal audit
systems. | should note that having a well -designed and substantial
corporate governance code is a good signal for companies and | believe
investors. This is in line with various strategic programs of country
development for many years. But on the other hand, the best code and
well -outlined principles seem not to become the only basis for success.
Have you looked at external environments that may lead to successful
code implementation? Which other mechanisms should be also
used/developed to motivate companies to follow UAE Corporate
Governance Code (KCGC)? By term Omotiva
than the legal obligation to follow the rule.

Bashar H . Malkawi : | agree with you as one has to look at the
external environment for good corporate g overnance. However, it is
important to have the internal function well defined and designed.

Oumaima Sadgi : | fully agree with you that the internal audit
function is very useful both for top management and for all stakeholders
insofar as it provides them with assurance regarding compliance with
procedures and the consideration of their interests in the conduct of the
company's business.

Hadfi Bilel : The audit or the quality of audit is a very important
mechanism in companies that is to better govern the co mpany, limit
internal conflicts in the company, more confidence and transparency.
Also, it should not be forgotten that UAE and USA belong to two
different systems; on the one hand, UAE in a civil law regime where the
governance index and shareholder prote ction is reliable, compared to
asystem of common law where shareholder protection and the
governance index are very important. | hope that Bashar will try to
mention this point in their article if it is possible because governance,
audit and the system | think are significant.

Bashar H . Malkawi : Thanks, Oumaima and Hadfi , for your
comments in the civilcommon law distinction and this affects the audit
function.
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Abstract

This study investigates the competition between accounting rules in

national contexts. Following the introduction of non -mandatory

simplified accounting rules, which are intended to reduce th e burden of
administrative costs for small and medium companies, competition

between national Generally Accepted Accounting Principles  (GAAP) has

arisen. Generally, SMEs are expected to prefer the simpler and less

expensive rules. However, they may volunta rily choose the ordinary ones

if the related benefits are perceived to outweigh their costs. Combining

agency theory and socioemotional wealth theory, we posit that the choice

is influenced by agency relationships and ownership structure. The

analysis of a sample of 6.052 Italian SMEs reveals that companies which

opted for ordinary rules are less indebted, present a higher number of

non-family related directors and operate in complex social environments.

These results suggest t hat reSWMHlisedtly accoun
intended to reduce agency costs, while they reflect both the availability of

resources for the preparation of comprehensive financial statements and

firmsd internal and external compl exity.
aims to expand existi ng knowledge about the accounting choice of a type

of companies that are still underinvestigated, despite being an important

component of the economic system in many countries.
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1. INTRODUCTION

Do accounting standards compete? When the legal framework al lows
choosing among different sets of GAAPs for the preparation of financial
statements, companies face an economic choice (Bassemir , 2018).

As the benefits and costs associated with different accounting rules
may diverge, companies are expected to bear th e minimum amount of
costs that allows the satisfaction of 't he

This implies that, while small and medium entities (SMEs) could
simply comply with legal requirements since financial information is
usually carried through private channels (Pag e, 1984; Hope, Thomas, &
Vyas, 2013; Bassemir, 2018), large public firms may significantly benefit
from the disclosure of high -quality financial reporting.

Accordingly, both th e EU accounting Directive (Dir. 2013/34/EU)
and IFRS provide one set of standard s applicable to all entities,
regardless of their size, and another set of GAAPs specifically aimed at
SMEs.

Currently, simplified accounting rules are not mandatory for the
companies which meet the relevant dimensional requirements (in terms
of assets, revenues and a number of employees).

As a consequence, companies that are expected to benefit from
olighterd6 accounting rules must make a
standards?

Generally, small and medium companies are expected to prefer the
simpler and less expensive rules. Nevertheless, they may voluntarily
choose the ordinary ones if the related benefits are perceived t o0 outweigh
their costs. This study aims to investigate the determinants of this
choice.

2. SIMPLIFIED  ACCOUNTING RULES: OVERVIEW  AND
NATIONAL DIFFERENCES

Following the enforcement of Dir. 2013/34/EU, national regulators
consequently adapted their accounting rules. Despite the intention to
ensure the harmonisation of these rules throughout the European Union,
their practical implementat ion led to some differences. Indeed, the
formulation of simplified accounting rules requires at least:

1 the definition of one or more dimensional thresholds for eligible
companies;

1 the choice of the provisions to disapply or to adapt.

In order to get an ove rview of those differences, we have analysed
current simplified accounting rules in four European countries: France,
Germany, Italy, and Spain.

The main characteristics of simplified rules in the four national
contexts analysed are summarized in the follow ing table.
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Table 1. Simplified accounting rules in France, Germany, Italy, and Spain

France Germany Italy Spain

Simplified BS Yes Yes Yes Yes

and IS

Simplified Yes Yes Yes Yes

Notes

Preparation of

CF statement No No No No

Preparation of

management No No No No

report

Different

measurement No No Yes Yes

criteria

Dimensional Tot. assets: 4 Mio | Tot. assets: 6 Mio | Tot. assets: 4,4 Mio | Tot. assets: 1 Mio

threshold Tot. rev.: 8 Mio Tot. rev.: 12 Mio Tot. rev.: 8,8 Mio Tot. rev.: 2 Mio

No. employees: 50 | No. employees: 50 | No. employees: 50 | No. employees: 10

Code du Plan General de

Source Comme;ig (L123- Handelsgesegbu Codice Civile Co;tgb(llllctaciﬁa a

Plan Comptable ch (A28 (At 2435bis) Medianas

G®n®r al Empresas

3. THEORIES AND HYPOTHES

ES DEVELOPMENT

Simplified accounting rules are specifically aimed at reducing the burden

of

admi

ni

strati
supplementary inform at i dDir6 2013/34/EU). As a consequence, we

vV e

costs

for

SMEs,

should expect all eligible ¢ ompanies to apply those rules. This is not
always the case. Even the smallest entities could take advantage of the
preparation of extended financial statements and, in fact, simplified
rules are not mandatory.

As a result, SMEs will choose between ordinary

or simplified rules

based on the balance between the benefits and the costs related to each

set of rules. Competition has arisen.
In order to develop this analysis, our study combines two theoretical

perspectives: agency theory and socioemotional wealth ( SEW) theory .

3.1. Agency theory

SMEs are characterized by high levels of asymmetric information and

face great agency conflicts associated with debt (Lopez -Gracia &

Mestre-B a r blé R04A5) and with the presence of non -controlling
shareholders (Prencipe, Bar-Yosef, & Dekker, 2014). Accounting standards

choices may be intended to redu ce the costs arising from Type Il (Morck,

Wolfenzon, & Yeung, 2005) agency relations. It follows that:
H1: The probability of choosing the ordinary accounting rules will be

positively affected by the level of debt.
H2: The probability of choosing the ordinary accounting rules will be

positively affected by the presence of non-controlling shareholders.

147

whose



* GCC
VIRTUS/

GE
International Online Conference (
0 CORPORATE GOVERNANCE:

May 7-9, 2020) VIRTUS

- R
f NTERPRESS

EXAMI NI NG KEY CHALLENGES AND

3.2. Socioemotional wealth theory

Since SMEs are usually family -owned and managed, accounting choices

may al so be affected
benefits (Gomez-Mejia, Cruz, & Imperatore,
family ownership and control cannot

by the deeaconomdc t o
2014). However, the effect of
be signed ex -ante. As

a consequence, the following hypotheses are formulated in the null form.
H3: Family control and influence have no impact on the probability

of choosing ordinary accounting rules.

H4: The presence of Family directors has no impact on the

probability of choosing ordinary accounting

rules.

4. SAMPLE SELECTION AND RESEARCH DESIGN

4.1. Sample selection

The empirical setting is provided by Italian companies that voluntarily
chose the ordinary rules for the preparation of their annual financial
reports, even if they met the requireme nts for the simplified regime.

Among the countrie s where the enforcement of Dir.

2013/34/EU has

given rise to a competition between simplified and ordinary rules, Italy
provides an interesting empirical setting for two main reasons:

1 the characteristics of the simplified accounting rules, as stated in
art. 2435 bis of the Iltalian civil code significantly diverge from the

ordinary ones (as summarized in Table 1);

1 due to the ownership structure of Italian companies, the effects of
Type Il agency relationship s and family influence may be clearly

observable.

Data were collected from AIDA (Bureau van Dijk database for
Italian companies) among private firms that prepared and published

financial statements for FY 2018.
process.

Table 2 presents the data collection

Table 2. Data collection process

Firms on AIDA that meet the following
selection criteria

Simplified
rules

Ordinary

Total
rules

Tot assets (min=175 K, max=4,40 Mio)

Tot revenues (min=350 K, max. 8,80 Mio)

No. employees (min=5, max=50)

Active status

Unconsolidated

Legal form: limited liability companies (S.r.l. or S.p.A.)

153.051 150.001 3.050

Less financial companies that are required to apply
the ordinary rules.

(24) (24)

Final population of companies

153.026 150.001 3.026

Companies that prepared

financial statements according to the

ordinary rules (Group 1) will be compared with a subgroup of the much

148

Pproe



* GCC
VIRTUS/

GE

International Online Conference ( May 7-9, 2020)
0 CORPORATE GOVERNANCE:

VIRTUS
EXAMI NI NG KEY CHALLENGES AND

- R
f NTERPRESS

larger population of SMEs that prepare financial reports according to the

simplified regime (Group 0).
Matching

is performed using the propensity

score matching

technique (Rosenbaum & Rubin, 1983; Shipman, Swanquist, & Whited,
2017). The subgroup will then include the observations with the closest
propensity score as estimated on three -dimensional measures (total
assets, total revenues, and a number of employees).

4.2. Model and measurement of variables

In order to investigate the factors that influence the probability of

voluntary adoption of the ordinary rules, binomial logis

tic regression will

be applied. The independent variables are defined a s follows:

Table 3. Independent variables

Hypothesis Construct Variable Definition
H1 Level of debt DA Ratio of total debt, both short and
long term, to total assets.
Presence of ) .
H2 non-controlling HHI Herfindahl index (sum of squares of~
each sharehol derds
shareholders
Shares directly owned by the family
FAM SHARE with the relative majority of property
Family control rights.
H3 Y Dummy variables reflecting the
and influence h
M ACROREGION macroregion of a settlement of
companies
AGE Number of years since the foundation
Percentage of directors that neither
Famil own a share of the company nor bear
H4 ) Y NoONFAMILY DIR | the family name of one shareholder on
directors N
the total number of directors
(excluding auditors).

The definition of the
influencebé

vari

abl
deserves

es rel ated to

further

FAMSHARE : to identify family firms, the previous study relied on

the level of family ownership, which is usually a hand

-collected data

(Villalonga & Amit, 2006; Cascino, Pugliese, Mussolino, & Sansone,
2010; Arena & Michelon , 2018).
In the context of this research, which is focused on small private

firms, dat a

on

of individuals with the same surname.
Thus, family control is proxied by the shares directly owned by the

family (as defined below) with the relative majority of property rights.
MACROREGION : since social ties and legitimation are two crucial

dimensions of SEW (Berrone , Cruz, & Gomez -Mejia, 2012) and Italian

social context is strongly influenced by geographic
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(Putnam, Leonardi, & Nonetti, 1993 ), family choices can be likewise led
by the regional environment. Thus, we included two  dummy variables
(DUMMY _CENTRE and DUMMY_ SOUTH) reflecting the macroregion of
the settlement of companies (North is the baseline and, thus, omitted).

AGE: Family influence depends also on the life cycle of the company
(Arena & Michelon, 2018). As a consequence, we included as a variable
the number of years since foundation.

5. EMPIRICAL ANALYSES

In order to test if the independent observed variables (DA, HHI,
FAMSHARE , DUMMY _CENTRE , DUMMY _SOUTH, AGE, NONFAMILY DIR)
have statistical explanatory power on th e dependent variable ( SIMORD )
binomial logistic regression has been applied.

Contrarily to expectations ( H1), DA has a strong negative
coefficient, significant at the 0.001 level. While, HHI has the expected
sign (the Herfindahl index increases as ownershi p concentration
decreases), significant at the 0.001 level ( H2).

As for the variables related to the SEW theory, the results suggest
that there is a negative relation between family ownership (  FAMSHARE)
and the probability to choose the ordinary rules ( H3).

Regarding the contextual geographic variables ( H3), centre-based
companies do not differ from north -based companies (omitted variable),
while south -based companies are significantly more willing to choose the
ordinary rules.

Furthermore, the variable AGE (H3) is positively related to the
probability of choosing the ordinary rules at the 0.001 level.

Finally, the presence of non -family directors ( H4) influences
significantly (at the 0.001 level) the probability of choosing the ordinary
rules.

6. CONCLU SION

The research questions of this study could be summarized as follows:

RQ 1: Do accounting standards compete at the national level?

RQ 2: Which factors influence the choice of accounting standards by
non-public small and medium companies?

The introduc tion of non-mandatory simplified rules in national
contexts has given rise to a competition between them and the ordinary
rules.

Depending on their cost -benefit assessments, companies eligible for
the simplified regime can choose between the two sets of r ules.

Although the proportion of firms that voluntarily chose the ordinary
rules is low (2%), they could provide useful insights in order to
understand which factors influenc e the accounting choices of private
small and medium companies.
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The results of our study suggest that at least three factors can
materially influence this choice:

1 the level of debt (companies with a lower level of debt can allocate
more resources on financial reporting) ;

1 the geographical -social context (companies settled in complex
social environments can increase their legitimation through the
disclosure of more comprehensive financial statements) ;

9 the presence of non-family directors (family directors can easily
carry information via private channels, while non -family ones can be
incentivized to disclose information through comprehensive public
financial statements).

7. RESEARCH AND POLICY IMPLICATIONS

This study aims to contribute to the literature about competition between
systems of accounting standards. In particular, it positst hat SMEsd® cost
benefit assessments may be affected by agency relationships and
ownership structure.
The expected research contribution is two -fold. First, we aim to
expand existing knowledge about the accounting choice of a type of
companies that are stil | underinvestigated, despite being an important
component of the economic system in many countries.
Second, we explicitly attempt to comparatively test the predictions
stemming from different theories, which are still rather rare, as

emphasised by Prencipe et al . 6s (2014) <calll for oco
explicitly identify convergence and/or diverge in predictions and to
empirically test these predictions in a
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CONFEREN CE FORUM DISCUSSION

Mario Daniele : I'm Mario Daniele, PhD Student in Mana gement
at Catholic University, Milan. My research interests lay in the field of
financial accounting. In particular, | am interested in investigating the
reasons of differences in SM Es accounting choices. | would like to briefly
introduce my conference paper which aims to point out the determinants
of the choice of accounting rules by SMEs. In particular, | suggest that
the choice between ordinary and simplified rules could be explain ed by
two main factors: the need to reduce agency costs and the desire to
preserve s ha r-ectnonichenefitss.drheranatysis of a sample of
6.052 Italian SMEs reveals that companies that opted for ordinary rules
are less indebted, present a higher number of non -family related
directors and operate in non -cooperative social environments. These
results suggest that SMEs®d accounting ch
to reduce agency costs, while they reflect both the availability of
resources for the p reparation of comprehensive financial statements and
firmsd internal and external compl exity.

H A R P Madushanka : Hi Mario, it is a really interesting research
area and thank you very much for sharing  your findings with us. | have
a few comments/queries. H ope you would be kind enough to share your
thoughts in these. | am very curious about the variables you used in H2
and H3. Family control and influence and independent vs. family
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directors . Aren't these very much interdependent? Even the presence of
non-controlling shareholders would be very much related to the family
control. | feel like H3 is almost a sub -theme under H2. Hope you can
share your thoughts on the reasons to use them as a separate
hypothesis? When | read through the findings, it made me reali  ze 'the
cost of choice' in this matter. Mostly these SMEs might not be able to
afford expertise in financial accounting or any other areas than focusing

on surviving in the current business context. Hence the role of regulators
seems very significant. | wo uld like to know if you have any ideas to
share on that regard.

Maha Radwan : Hi Mario, very interesting scope, | have some
guestions how you define ordinary rules of accounting? Do you mean the
domestic Italian one? Also, | would like to ask you if you ha ve analyzed
the dimension of the impact of the rules on profitability. As it could be
choosing the application of specific rules could be for tax or profit
reasons.

Mario Daniele : H ARP Madushanka, thank you for your
comments. Of course, there is interde pendence between H2 and H3. The
reason why | included two separate hypotheses is related to a possible
difference between the effect of the number of shareholders (both family
and non-family related) and the weight of the family with the relative
majority on accounting choice. Regarding the findings, | agree with you.
The role of regulators is crucial in assuring high -quality financial
information even for the smallest entities. It may require the provision of
a set of simple but comprehensive rules (includ ing the preparation of
basic cash-flow statements) and the involvement of professional
accountants to support both managers and shareholders in preparing
and understanding financial information.

Mario Daniele : Maha Radwan, thank you. The ordinary rules are
the Italian GAAP that can be applied by small, medium and large
companies. Your suggestion about profitability is very interesting. In this
study, | decided to focus only on the determinants of the choice. While |
would like to analyze its effect in a sec ond study.

Maha Radwan : Do not you think that one of the determinants of
the choice would be to high some costs or to overvalue some costs for
having at the end higher or lower profitability, taxes and dividends? Also
do not you think of applying the measu rement of writing items on cost or
by using fair value, by having carrying amount or by estimating by net
realizable value like in cases of inventori es...all of this would not be
a determinant of the choice of the CFO?

Mario Daniele : Maha Radwan, | see the point. In general,
ordinary and simplified rules don't differ in terms of valuations (that is
cost-based) or revenues/cost recognition, so | don't expect that the choice
is related to profitability or tax purpose. But, since it's a very interesting
point to analyze, | will include a variable to  test the impact of this factor.
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Maha Radwan : Those are just some points that could be useful for
your study but | like your research so much and the idea deserves to be
deeply researched évery interesting indee

Dm itriy Govorun : Hi Mario, thanks for the interesting paper and
your ideas. Thanks for the slide with simplified accounting rules for some
EU countries and the influence of accounting standards inside one
particular country. Just one short comment/reply. | w  ould also like to
support Maha Radwan. | was also wondering whether you have tested
other criteria for choosing the system by SMEs. It seems that they may
have additional determinants as the purpose of the existence  of such
companies may vary. Any way your findings made me think over the
0costdé of choice not only for accounting

Mario Daniele : Dmitriy, thank you for your comment. The choice
of the variables is based on Bassemir's (2018) study about the
determinants of IFRS voluntary adoption by private firms in Germany,
that were adapted in order to consider the peculiarities related to small
family -owned firms. As there aren't many studies that investigate this
type of firms, | adopted the perspectives arising from both Agency Theory
and SEW Theory. | would appreciate very much if you can provide me
with some examples of determinants to include in the study.

Mireille Chidiac El Hajj : Hi Mario, | liked your research. It's very
interesting. In response to your above -mentioned question concerning the
determinants; | would like to point to the fact that the literature shows
that family directors' performance can be less or worse than that of
independent or outsiders (Bennedsen & Nielsen, 2010). Comparing both
performances can help to find out the cost effect s on the one side and the
correlation between the variables of the agency theory and those of the
SEW theory on the other.

Mario Daniele : Mireille, thank you for your interesting suggestion.
| will deepen this theme in order to test the effect of director s
performance.
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Abstract

The public -private partnership (PPP) procurement approach has received
attention from more than half o f the world's governments as
an alternative method of providing public services (Lee &
Schaufelberger, 2014) and raising standards of living (Chou, Hsu, Lin, &
Chang, 2016) through a long partnership between both the public and
private sectors (Bao, Peng, Ablanedo -Rosas, & Gao, 2015; Liu, Love,
Smith, Regan, & Palaneeswaran, 2015).

Many researchers have attempted to identify the critical success
factors (CSFs) that inform PPP project success, particularly in the
construction industry (Askar & Gab -Allah, 2002; Chan, Lam, Chan,
Cheung, & Ke, 2010; Cheung, Chan, Lam, Chan, & Ke, 2012; Dulaimi,
Alhashemi, Ling, & Kumaras wamy, 2010; Hsueh & Chang, 2017; Ismail,
2013; Jacobson & Choi, 2008; Jefferies, 2006; Li, Akintoye, Edwards, &
Hardcastle, 2005; Liu & Wilkinson, 2015; Osei -Kyei, Chan, & Ameyaw,
2017; Salman, Skibniewski, & Basha, 2007; Tang & Shen, 2013; Zhang,
2005). However, researchers have made little effort to identify the issues
that influence the CSFs of PPPs, including political and economic

conditions. CSFs are known as o0those few
favourable results are absolutely necessary for a p articular manager to
reach hisorherowngoal s6 (Bull en & Rpckart, 1981,
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The related literature highlighted the challenges and failures
associated with the implementation or completion of PPP construction
projects; most of which stem from CSFs that were influenced by political
and economic conditions at the time of those projects (Almeile, Chipulu,

& Vahidi, 2019; Cheung et al., 2012; Dulaimi et al., 2010).

This paper aims to determine, from a theoretical point of view, the
impact of political and e conomic CSFs on other CSFs during the life cycle
of PPP construction projects.

To achieve the research aim, a comprehensive list of literature
published between 2002 and 2017 was analysed to identify the related
CSFs for PPP construction projects. In total , 24 CSFs were identified and
grouped, based on the Delphi technique, to establish the most relevant
political and economic factors. The factors and their groups were then
mapped according to the best fit phases in the PPP project life cycle (EIB,
2016; Hueskes, Verhoest, & Block, 2017; Liu et al., 2018; Liu, Love,
Smith, Regan, & Sutrisna, 2014; Love, Liu, Matthews, Sing, & Smith,
2015) (see Table 1). Lastly, the relative positions of the critical political
and economic variables were identified.

It was found that 14 CSFs might be affected by politi cal and
economic issues. All 14 factors appeared in the ten CSFs groups found in
this research. However, the ten CSFs groups were only found during
three phases of the PPP project life cycle. Therefore, it is evi dent that the
impact of political and economic CSFs can influence: 1) a great number of
CSFs; 2) a considerable number of CSFs groups; and 3) most, but not all,
of the phases during the PP P project life cycle (see Table 1). Thus, the
political and economic CSFs have the possibility and potential to
influence a PPP construction projectds peé

Overall, the research aim in this study was successfully addressed,
as the impact of political and economic
was determined. T his work also provides a systematic classification
model of the CSFs for PPP construction projects, as well as distinguishes
between groups based on their differences. The groups are mapped into
the PPP project life cycle to help the public and private sec tors
appropriately allocate resources, and therefore ensure PPP project
success. Therefore, the researchers believe this work contributes to the
body of knowledge on the subject of PPPs.
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Table 1. CSFs for PPP construction projects during the PPP project  life cycle
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