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Abstract

This study explores the influence of World Governance Indicators
(WGI) and corporate governance mechanisms on the financial
performance of the firms listed on the Financial Times Stock
Exchange 100 Index (FTSE 100) from 2000 to 2021, using panel
data analysis with a generalized method of moments (GMM)
estimation. Unlike previous studies that focus on either external
governance or internal mechanisms, this research integrates both.
Our findings reveal that WGI variables, particularly the rule of
law, significantly enhance financial performance, highlighting
the critical role of legal frameworks. Additionally, effective
corporate governance mechanisms, such as executive compensation
and board independence, positively impact profitability. Notably,
we find that larger boards hinder performance, challenging prior
studies that emphasize their benefits. This study offers a nuanced
understanding of governance’s dual dimensions, providing unique
insights for policymakers and managers in enhancing governance
frameworks in the United Kingdom (UK) retail sector.
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1. INTRODUCTION

The importance of governance structures in
enhancing firm performance is underscored by

The relationship between corporate governance
mechanisms and financial performance has garnered
significant attention in the academic literature,
particularly in the context of publicly listed firms.
This study investigates the financial performance
of the United Kingdom (UK) firms listed on
the Financial Times Stock Exchange 100 Index
(FTSE 100), focusing on the influence of World
Governance Indicators (WGI) and corporate governance
practices over the period from 2000 to 2021.
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a growing body of evidence suggesting that effective
governance can lead to improved financial outcomes.
For instance, research indicates that firms with
robust corporate governance frameworks tend to
achieve superior financial performance compared to
those with weaker governance structures (Danescu &
Popa, 2020; Rajpara, 2018; Haque & Arun, 2016).

The WGI, which encompasses dimensions such
as political stability, regulatory quality, and the rule
of law, plays a crucial role in shaping the operational
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environment for businesses. A positive correlation
between the rule of law and financial performance
highlights the necessity of effective legal frameworks
in fostering business success (Ngwenze & Kariuki,
2017; Danescu & Popa, 2020). Furthermore,
the presence of stable regulatory conditions can
mitigate uncertainties in the business environment,
thereby reducing operational costs and encouraging
innovation, which is essential for attracting
investment (Igbal & Kume, 2014). This aligns with
findings from various studies that emphasize
the significance of governance in enhancing firm
value and operational efficiency (Liu & Sun, 2022;
Hossain et al., 2020).

In addition to the WGI, corporate governance
mechanisms such as board composition and
executive compensation are pivotal in determining
financial performance. The study reveals that firms
with well-structured compensation packages for
executives tend to perform better financially,
confirming the notion that appropriate incentives
align the interests of management with those of
shareholders (Bawaneh, 2020; Lo & Wu, 2015).
Moreover, the presence of independent directors on
boards is associated with improved financial
performance, as they provide essential oversight and
help mitigate agency conflicts (Uwuigbe & Fakile,
2012; Bertin, 2017). Conversely, larger board sizes
have been linked to inefficiencies in decision-
making, suggesting that smaller boards may be
more effective in enhancing firm value through
streamlined governance processes (Muchtar et al.,,
2019; Javaid & Saboor, 2015).

The primary research question guiding this
study is:

RQ: How do World Governance Indicators and
corporate governance mechanisms affect the financial
performance of FTSE 100 firms from 2000 to 2021?

This question is pertinent as it addresses
the intersection of governance quality and financial
outcomes, an area that remains underexplored in
the context of the UK’s largest firms. The findings of
this study will contribute to the existing literature
by providing empirical evidence on the impact of
governance indicators on financial performance,
offering valuable insights for policymakers and
regulators. Additionally, this research is unique in
its focus on the WGI’s influence on FTSE 100 firms,
emphasizing the necessity for sound governance
practices and regulatory frameworks to foster
stability and growth within the UK retail sector.

This research contributes to the existing
literature by providing empirical evidence on
the impact of governance indicators on the financial
performance of FTSE 100 firms, thereby offering
valuable insights for policymakers and regulators.
Additionally, to the best of our knowledge, this
study is the first of its kind to examine the impact of
the WGI on the financial performance of FTSE 100
firms. Finally, the findings of the study underscore
the necessity for sound governance practices and
regulatory frameworks to promote stability and
growth within the retail sector in the UK, ultimately
fostering a conducive environment for business
success.

The remainder of the paper is organized
as follows. In Section 2, we review the literature and
develop our hypotheses. In Section 3, we present
a research sample and describe variables. In Section 4,
we discuss the empirical findings. In Section 5,
we present the conclusion.
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2. LITERATURE REVIEW

The relationship between corporate governance and
financial performance has garnered significant
attention in recent vyears, particularly within
the context of the FTSE 100 companies in the UK.
Corporate governance encompasses the structures,
processes, and practices that direct and manage
a company, aiming to enhance accountability and
long-term shareholder value while considering
the interests of various stakeholders (Handa, 2018;
Xia et al., 2018). The literature indicates a positive
correlation between effective corporate governance
and improved financial performance metrics, such
as return on assets (ROA) and economic value added
(EVA) (Beta & Kalalo, 2023; Aggarwal, 2013). Several
studies have highlighted that strong corporate
governance mechanisms, including board diversity,
independence, and the separation of roles between
the chief executive officer (CEO) and the board chair,
contribute significantly to financial performance.
For instance, research has shown that firms with
well-governed boards tend to exhibit higher financial
performance, as these boards are better equipped to
mitigate agency problems and align the interests of
management with those of shareholders (Kasbar
et al, 2023; Yusuf & Sherif, 2020). Moreover,
the presence of independent directors has been
linked to enhanced decision-making processes,
which in turn positively impacts financial outcomes
(Nawaz & Pang, 2022; Kasbar et al, 2023).
The impact of corporate governance on financial
performance is not uniform across all sectors;
however, evidence suggests that the benefits are
particularly pronounced in industries with high
agency costs, such as finance and insurance. A study
focusing on the UK insurance sector found that
specific governance mechanisms, such as board
structure and oversight practices, significantly
influenced performance during various economic
cycles (Abdoush et al, 2022). This aligns with
findings from other sectors, where corporate
governance has been shown to play a critical role in
sustaining financial performance, especially during
periods of economic uncertainty (Hsiao & Zhang,
2023; Kasbar et al., 2023). This is supported by
a study examining the corporate governance of
insurance firms in Saudi Arabia, which found
that effective governance mechanisms positively
impacted financial performance by addressing
issues of information asymmetry (Al-Faryan &
Alokla, 2023). Such evidence underscores the critical
role that corporate governance plays in safeguarding
stakeholder interests and driving financial success.
Furthermore, the relationship between corporate
governance and financial performance may be
moderated by external factors such as market
conditions and regulatory frameworks. For example,
the global financial crisis underscored the importance
of robust governance structures in maintaining
financial stability and performance (Abdoush et al.,
2022). In the context of the FTSE 100, companies
that adhered to stringent governance standards were
better positioned to navigate the challenges posed
by the crisis, thereby demonstrating superior
financial resilience (Abdoush et al., 2022; Kasbar
et al., 2023). In conclusion, the literature consistently
supports the assertion that effective corporate
governance is instrumental in enhancing the financial
performance of FTSE 100 companies. The interplay
between governance structures, market dynamics,
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and firm performance underscores the necessity for
ongoing research and policy development aimed
at strengthening governance practices across
industries. As the corporate landscape evolves,
the emphasis on governance will likely remain
a pivotal factor influencing financial outcomes.

In addition to the existing literature, several
studies further elucidate the relationship between
corporate governance and financial performance,
particularly within the context of various industries
and regions. For instance, Kobuthi et al. (2018)
found that the combined effect of corporate
governance mechanisms significantly enhances non-
financial performance, suggesting that effective
governance practices are crucial for overall firm
success, which aligns with the findings of previous
studies that established a positive relationship
between governance and performance metrics
(Kobuthi et al., 2018). Similarly, Carter et al. (2010)
highlighted the importance of board diversity,
noting that firms with diverse boards tend to exhibit
superior financial performance, thereby reinforcing
the notion that varied perspectives contribute to
better decision-making processes (Carter et al.,
2010). Padi and Musah (2022) further support this
argument by demonstrating that competent leadership
and good corporate governance practices are
essential for improving the financial performance of
small and medium-sized enterprises (SMEs) in
Ghana, indicating that governance is a critical factor
across different organizational sizes and contexts
(Padi & Musah, 2022). In the Malaysian context, Bhatt
and Bhatt (2017) provided evidence that strong
corporate governance practices lead to improved
firm performance, emphasizing the need for
regulatory enforcement to ensure adherence to
governance codes (Bhatt & Bhatt, 2017). Zhang (2024)
also contributed to this discourse by examining

corroborating the findings of earlier studies (Zhang,
2024). Finally, Hamad and Cek (2023) explored
the moderating effects of corporate social
responsibility on financial performance in Organization
for Economic Co-operation and Development (OECD)
countries, suggesting that good governance practices
are integral to achieving financial success, especially
in the context of social accountability (Hamad &
Cek, 2023). Collectively, these studies underscore
the multifaceted nature of corporate governance and
its critical role in enhancing financial performance
across various sectors and regions, reinforcing
the need for ongoing research and policy
development in this area.

3. RESEARCH METHODOLOGY

This paper employs an unbalanced dataset
collected from the Bloomberg database over
the period (2000-2021). We used an unbalanced
panel in order to avoid sample selection issues
associated with unreliable data for a number of
firms. We also excluded firms with fewer than four
years of data. Therefore, the final sample of our
study comprises 47 firms of FTSE 100 in the UK.
We have selected listed firms in the UK since they
are expected to comply with regulations and laws.
Additionally, listed firms are likely to prepare
their financial statements in compliance with
International Accounting Standards (IAS) (Ehikioya,
2009). An overview of all study variables is
presented in the Appendix.

3.1. Empirical model

To examine the impact of corporate governance
mechanisms on the firm performance of FTSE 100,

. X ; N X we formulated the following model using
emerging Asian economies, revealing that effective the generalized method of moments (GMM)
corporate governance, particularly board independence, estimation:
positively impacts financial performance, thus '

Pyt = Bo + Pig—1 + B1Xit + BoCie + BsWy + BuM; + € 1)

where, the lowercase subscripts i and t represent
firm i at time t, respectively; P specifies firm
performance; P;_;is used to represent the lag of
the dependent variable; X;; denotes corporate
governance variables; C;; is a vector of control

ROA;; = By + YROA;t_1 + 1 LAW + B,REG); + B3GOVjy + B4COR;y + BsPOLj; + B LNBS;; + f;LNIND, +

variables; W represents WGI;, and M captures
macroeconomic variables.

To explain the model much further, we
generated three equations to investigate the impact

of corporate governance on firm performance.

(2)

BsLNCTE; + oACMy + B10ACS; + [11PWBj + B1,LNT A + B13GDPGR, + B14CPI, + ¢

ROEy, = By + yROE;_y + BiLAW + B,REG;, + BsGOV;, + BLCOR;; + BsPOL, + BLNBS;, + B;LNIND, +

(3)

BsLNCTE, + oACMy + B10ACS; + [11PWBj + B12LNT Ay + B13GDPGR, + B14CPI, + ¢

Tobin's Qit = BO + yTObiTl'S Qit—l + BlLAW + BZREGjt + B3GO‘/jt + ﬁ4COR]t + BSPOth + B6LNBSit +

4)

B7LNIND; + SgLNCTE; + BoACM;y + B19ACS;t + f11PWBy + B12LNTA; + [13GDPGR + [14CPI; + €

Following prior studies (Arora & Sharma, 2016;
Paniagua et al., 2018), in this study, we use three
measures of financial performance (ROA, ROE, and
Tobin’s Q) to represent a dependent variable.
Where yROA;;_;, YROE;_,, andyTobin’s Q;;_; are
the lagged values of performance variables
(ROA, ROE, and Tobin’s Q, respectively) as shown in
Egs. (2), (3), and (4).

Regarding corporate governance mechanisms,
this study uses various variables comprising board
size, number of board meetings, compensation
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to CEOs, independent directors, audit committee
meetings (ACMs), audit committee size, and board
gender diversity. The board size (LNBS) is measured
by the natural log of the number of board directors
(Hassan Al-Tamimi, 2012; Liu et al., 2015; Shao,
2019). Regarding independent directors (LNIND),
this variable is employed to represent the percentage
of independent directors on the board of a company
(Gugnani, 2013). The compensation to executives is
denoted by LNCTE (Kato & Long, 2005). ACM and
ACS represent ACMs and audit committee size
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respectively (Abdullah & Tursoy, 2023; Al-Matari
et al, 2012). Board gender diversity (PWB) is
employed to represent board gender diversity as
examined by (Liu et al, 2015; Martin-Ugedo &
Minguez-Vera, 2014). Compensation to executives
(LNCTE) as stated in the financial statements of
the FTSE 100 firms comprising both fixed salary
components and performance-based bonuses as well
as compensation in cash and stock-based incentives.
However, we also included control variables to
be examined to assess the impact of other factors on
the firm performance. Following previous studies
(Nguyen et al., 2014), this paper employs firm size
(LNTA). Firm size (LNTA) was measured by
the logarithm of total assets. Regarding the WGI
and as a result of high internal collinearity for
some explanatory variables namely (control of
corruption — COR, regulatory quality — REG, rule of
law — LAW), the principal component analysis (PCA)
is employed to eradicate this issue via generating
a new variable (WGI) that combines all these
correlated ones. This technique is utilised when data
on several variables display some redundancy and is
explained by inter-correlated quantitative variables.
Macroeconomic variables are also investigated
comprising real gross domestic product (LNGDPGR),
consumer price index (CPI), and real interest rate.

3.2. GMM Arrelano-Bond estimation

Given the dynamic nature of this study, least
squares estimation is inappropriate to be applied
since it generates biased and inconsistent estimates
(Baltagi, 2008). Also, the potential problem of
omitted variable biases in parameter estimation is
more likely to be faced in our estimation. Therefore,
we utilized the dynamic GMM method to overcome
the unobserved heterogeneity of the FTSE 100 sample.

This kind of method eliminates the problem of
endogeneity and simultaneity bias. The method is
expressly suitable in situations where instruments
are difficult to be found to alleviate the problems.
In LNGDPGR addition, as noted by Arellano and
Bond (1991), this model should not be used if
the study period is short, but this issue does not
exist in our paper because it covers 22 years
(2000-2021). However, to assess the validity of
the Arellano-Bond model, we employed two
diagnostic tests. Firstly, we tested whether there is
the existence of first and second-order serial
correlation among residuals, and this test should
reject the second-order test to ensure the non-
existence of serial correlation. Secondly, following
the literature (Beck et al., 2008; Athanasoglou et al.,
2008; Barth et al., 2003), we checked the validity of
over-identification restrictions using the Sargan and
F-tests to assess the suitability of the instruments
(Baltagi et al., 2005).

This estimator uses an appropriate number of
lags in level form as instruments for equations in
first difference form and equally for equations in
level form, all of which are integrated into a system
of equations with choices to treat any of
the variables in the system as endogenous. It is vital
to recognise how many lags of dependent variables
in the panel GMM model are required to capture all
the information since too-long lags will lead to a loss
of degrees of freedom and over-parameterization.
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Whereas, too-short lags might generate biased
results produced by neglecting significant variables
and the dynamics of variables will not be captured
(Nguyen et al., 2014).

4. EMPIRICAL FINDINGS AND DISCUSSION

Tables 1, 2, and 3 demonstrate the results of
Arellano-Bond regressions for FTSE 100. Estimations
of GMM revealed a stable coefficient as the Sargan
test, showing no evidence of over-identifying
restrictions for all tables. Even though the tests
imply that negative first-order autocorrelation is
evident, this does not mean that estimates are
inconsistent (Arellano & Bond, 1991). Additionally,
the highly significant coefficient of lagged Tobin’s Q,
ROA, and ROE at 5% and 1% confirm the dynamic
character of the model specification for FTSE 100.
The positive impact of the rule of law (LAW) on
the financial performance of FTSE 100 companies
can be explained by several theoretical and empirical
arguments. La Porta et al. (1998) argue that investor
confidence can be enhanced by a robust rule of law
as investors believe that risks related to financial
returns to lower in environments with consistent
enforcement of contracts, protection of property
rights, and a transparent legal system. Therefore,
more capital inflow toward companies then
improves financial performance. Also, North (1990)
and Shleifer and Vishny (1997) suggest that
the transaction costs associated with financial
activities can be reduced by sound legal institutions
as strong legal institutions make firms more
efficient. In our sample of FTSE 100 companies,
reduced costs of funds resulted from superior
lender and investor confidence that debts will be
repaid, and contracts will be enforced leading to
improved financial performance.

In respect to corruption control (CC), this
variable is found to improve financial performance
of FTSE 100 indicating that firms tend to perform
better financially when they operate in environments
with robust anti-corruption mechanisms. This result
can be justified by a number of factors such as
improved corporate governance, reduced risk, and
improved investor confidence, all of which lead to
superior financial performance. Shleifer and Vishny
(1993) suggest that trust in corporate governance
can be corroded by corruption, leading to
misallocation of resources and decreased firm
efficiency. In contrast, robust corruption control
tools ensure that decisions are made in the best
interests of shareholders and other stakeholders,
reducing the potential for fraud, bribery, and
embezzlement. Also, it is necessary to highlight that
firm risk-taking is influenced by corruption control
because the efficiency of capital allocation mechanisms
by firms would otherwise be diminished. Mauro
(1995) argues that the cost of business activities is
increased by a high level of corruption leading to
misleading market structure and decreasing
investment incentives. In this matter, firms operating
in a corrupted environment will be extremely
involved in corrupt practices, and thus they are
more likely to face postponements in obtaining
licences, higher transaction costs, and unstable legal
environments.
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Table 1. Arellano-Bond-GMM model: Results of financial performance using Tobin’s Q

Variable LNTobin’s Q
. 00481 0.0385" 01617 04157
LNTobin’s Q 2.17) (1.76) (7.43) (27.22)
e 0.0588 0.0455 0336 -0.0577
0.85) 0.78) (6.81) (1.26)
1,509 1.340% 0362 0174
LAw 6.09 5.58) .38) 2.36)
oV 1.090% 1.056% 0538 0264
(7.43) (741 6.19) (3.23)
o 0.084++ T.088% 0.642++ 0.200**
7500 9.09) 6.12) 2.23)
oL 05137 0.486" 0276 0.1747
8.35) 9.25) (7.89) G.74)
0.150 01707 0.186 0.163"
LNIND 3.19) 4.39) (5.97) (4.83)
0.0400+ 0.0427+ 0.0632++ 0.0392++
LNCTE (3.46) @.75) 6.43) 3.22)
0.2327 0.240° 01765 0305
LNBS 3.92) (3.96) (3.86) (5.46)
s 0.000506 0.00350 0.0103* 0.00498
0.08) 0.59) 2.33) 1.17)
o 0.00427 0.02327 0.008567 0.00967°
4.59) 5.50) (3.43) 2.47)
o 0.00959 0.0148 20.0100 0.00509
0.92) (1.36) 155) £0.54)
04207 04277 03517
LNTA 23.38) 32.85) C14.77)
0307 0260
LNGDPGR 5.55) .10
0.590
CPI (1.39)
ome -0.005 30725 36657 0.138
- -0.44) 5.02) 9.92) 0.84)
Sargan test 34.141 33.792 34.702
040836 0.6830 034942 0.7268 3.3246 0.0009 2.4021 0.0163
Arellano-Bond test 0.36589 0.7144 0.13323 0.8940 0.1919 0.8478 1.068 0.2855
Wald Chi’ 30802.12 99119.34 7264.40 3544.89
p-value 0.0000 0.0000 0.0000 0.0000

Note: t-statistics in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01.

Table 2. Arellano-Bond-GMM model: Results of financial performance using ROA

Variable LNROA
-0.0184 -0.0205 -0.0720° -0.0467
LNROA 0.60) 0.62) (2.50) -0.90)
REG 0.785 0.098* 0.590° 0.785
(0.95) 2.32) (2.50) (2.79)
AW 2.541° 1.552 -0.530" -0.686"
(2.96) (1.57) (2.37) (1.73)
cov -1.103* 0.0210 0.683" 0.812°
(-1.76) (0.03) (2.57) (3.37)
cc 0.687 -0.603 -0.908* ~0.778
(0.86) (1.21) (1.73) (-1.65)
oL 0.536* 0.126 -0.112 -0.1000
(L.8D) (0.39) (-0.80) (-:0.55)
-0.415 -0.279 -0.219 -0.754%
LNIND “141) 1.05) -0.87) (-2.90)
0.159" 0.2001° 0.1727 0.0794
LNCTE (2.42) (3.45) 4.95) (1.57)
-0.445 -0.672 -0.722 0.635
LNBS “1.00) 1.55) (1.03) 0.85)
ACS 0.125+ 0.124% 0.0995** 0.0341
(3.38) 3B.57) (2.50) (0.76)
M -0.0159 -0.0109 -0.0300 -0.0743%
(-:0.68) (-:0.42) (1.52) (-3.62)
PIE -0.0564 0.0841% -0.0176 -0.0236
(-:0.98) (1.73) (-0.49) (-:0.51)
-0.623 0.601 -0.601°
LNTA (4.66) (5.83) (8.60)
0.759" 0.677°
LNGDPGR (-3.35) (-2.86)
2172
P CL1d)
12.20 3319 7.234%% 0.364
-cons (1.63) L47) (6.08) (0.26)
Sargan test 24.638 24.10859 26.493 30.989
2.0456 0.0408 2.0427 0.0411 -2.8453 0.0044 -2.7665 0.0057
Arellano-Bond test 0.42359 0.6719 0.22231 0.8241 -1.4939 0.1352 -1.5927 0.1112
Wald ChiZ 1149.62 1964.38 607.64 137.49
p-value 0.0000 0.0000 0.0000 0.0000
Note: t-statistics in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01.
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Table 3. Arellano-Bond-GMM model: Results of financial performance using ROE

Variable LNROE
-0.180%* 02037 02737 0213
LNROE (-6.69) (-6.33) (2.64) (-1.98)
EG 0.278 0,525+ 0.559* 0.870**
(0.94) 2.18) (1.79) 2.13)
3,144+ 2.461% 0.763+ 0716
Law (3.60) 2.04) 3.70) 2.49)
cov 1763 -0.962 0.430 0.254
(2.65) C1.21) (1.56) (0.89)
o 1785 0.760 0.0407 -0.234
(3.09) (1.45) (0.09) 0.43)
oL 0,714 0.375 0.260" 20279
(3.14) (1.07) 2.22) -1.69)
-0.309 -0.488 -0.700 20.063*
LNIND 0.84) 1.32) 1.79) (-2.24)
0135+ 0.180°* 0.132%+ 0.0792%
LNCTE (2.30) 37D (3.45) (2.40)
0.0854 -0.258 0.722 0.567
LNBS 0.16) “0.51) (1.22) (1.03)
s 0.0510 0111 0.0168 0.0708"
(155) (2.38) 0.44) 2.00)
.y 20.04827% 003917 20.0502% 00273
(-3.90) (-2.30) (2.51) (1.54)
- 200242 20.0907 0.0225 0.0759
-0.22) -1.25) 0.19) (0.40)
0.104* 0.0595 0.163
LNTA (2.49) (1.28) (-1.40)
0753 0.803°%
LNGDPGR D3 ERD
234507
CPI (-1.93)

o 11.08 2830 2.783" 2359
- (1.50) (1.35) 2.00) (1.89)
Sargan test 31.111 31.565 36.179 29.932

045551 0.6487 2024911 0.8033 12068 0.2275 15948 0.1108
Arellano-Bond test -0.138 0.8902 0.08242 0.9343 -1.5058 0.1321 -0.97385 0.3301
Wald Chi 4510.72 1340.26 420.61 44812
p-value 0.0000 0.0000 0.0000 0.0000

Note: t-statistics in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01.

Regarding political stability (POL), this variable
is found to be positive in most regressions.
The positive relationship between political stability
and the financial performance of FTSE 100 companies
indicates that a politically stable environment plays
a crucial role in improving the financial performance
of FTSE 100 in line with Rodrik (1991) and Acemoglu
et al. (2005) who argued that uncertainties associated
with economic and fiscal policies, and social unrest
are reduced by political stability. Additionally,
La Porta et al. (1997) advocate that political stability
promotes the development of anti-corruption
measures, which are necessary for protecting
investor rights and safeguarding an attractive
investment environment. In our case, the FTSE 100
firms, have benefited from a politically stable
environment as such environment helps to generate
higher sales, improved financial performance, and
superior access to financial resources.

Most of the regression findings of regulatory
quality (REG) suggest that effective and steady
regulatory environments lead to improving
the profitability of FTSE 100, aligned with
Demirglic-Kunt and Detragiache (1998) and Ben
Bouheni (2014) who suggest that sound regulatory
and supervisory frameworks, and compliance
contribute to enhanced financial stability. According
to LaPorta et al. (1998), better capital market
performance and higher financial performance from
large firms can be seen in countries with robust
regulatory structures. This predictability reduces
risk, attracting more investments, improving access
to credit, and enhancing firm financial performance.
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Also, as argued by Kaufmann et al. (2011),
regulatory quality frameworks attract foreign direct
investment by facilitating a secure, stable, and
transparent business environment. All of these
contribute to attracting foreign investors and hence
they will have access to credit, and enhance firm
profitability.

Moving to corporate governance variables,
the positive relationship between the proportion of
independent directors on a company’s board and its
profitability suggests that having more independent
directors contributes positively to improving
the financial performance of FTSE 100 firms. This
relationship is in line with Fama and Jensen (1983)
and Bhagat and Black (2002), who argued that firms
with more independent directors are more likely to
make decisions in favour of profitability, which is
particularly relevant for FTSE 100 firms operating in
dynamic and competitive markets. In the same
context, Duchin et al. (2010) outlined that companies
with higher stock valuations are seen with a greater
proportion of independent directors. Also, Hillman
and Dalziel (2003) suggested the monitoring and
resource-provision roles of boards are enhanced by
independent directors leading to increased firm
performance.

With respect to compensation to executives
(LNCTE), this variable is found positive in all tables
confirming the argument that higher compensation
packages for executives are associated with superior
financial performance. Jensen and Meckling (1976)
argued that there is a potential conflict of interest
between shareholders (principals) and executives
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(agents) in large firms. Therefore, higher
compensation should be linked to financial
performance to bring the interests of executives
with shareholders. Also, Lazear (2000) claims higher
levels of effort from executives are associated with
performance-linked incentives. In our sample of
FTSE 100 firms, directors who are compensated
based on financial performance such as stock price
appreciation or profitability are motivated to
implement policies that lead to improved financial
performance and stock price.

Regarding the board size (LNBS), in Table 1,
there is a negative relationship between the financial
performance of FTSE 100 and board size suggesting
that the increase in the number of board members
tends to decrease the financial performance using
Tobin’s Q variable. This finding can be explained by
agency problems associated with larger boards
where the interests of the board members may
diverge from those of the shareholders (Jensen,
1993). In addition, Lipton and Lorsch (1992)
emphasised that larger boards are more likely to
face problems in making decisions due to diverse
opinions and experience. This inadequacy can
adversely impact the board to react to market
changes, and thus the financial performance is
diminished. On the other hand, smaller boards tend
to be more organized, leading to quicker and more
efficient decision-making. Another reason is
associated with risk-taking and innovation. Coles
et al. (2008) argued larger boards are more likely to
be risk-averse due to the diverse opinions and
perspectives. Regression findings of ACMs show
a negative relationship between ACMs and financial
performance of FTSE 100 companies signifying that
more frequent ACMs may be related to lower
financial performance. This negative relationship
can be justified by that the frequent ACMs may
indicate that firms face a number of issues.
Raghunandan and Rama (2007) suggested that, in
the period of financial distress, companies are more
motivated to increase the frequency of ACMs. In this
context, the higher number of meetings reflects
a reactive approach to addressing existing problems
rather than proactive governance. Also, Jensen
(1993) suggested that the increase in the number of
meetings may indicate some operational issues,
which negatively affect the decision-making process.
Likewise, Zalata et al. (2018) highlighted that
the audit committee’s effectiveness can be
diminished by frequent ACMs.

Regression tables show a negative relationship
between company size measured by total assets
(LNTA) and financial performance of FTSE 100
companies in line with findings by Goddard et al.
(2005) and Demsetz and Villalonga (2001).
This finding can be explained by a concept of
diseconomies of scale as a company grows in size,
its operating costs will rise, resulting in
inefficiencies of its resources. In this regard, Mueller

REFERENCES

(1986) argued that large firms are more exposed to
higher bureaucratic costs, and their operations
are not managed properly.

5. CONCLUSION

This paper investigated whether the financial
performance of FTSE 100 firms is impacted by
the WGI and corporate governance mechanisms.
We employed panel data analysis using GMM
estimation to investigate such issues. A sample of
47 firms of FTSE 100 in the UK was selected over
the period of 2000-2021. According to the findings
we reached, the WGI variables play a major role in
improving the financial performance of FTSE 100
firms. The positive relationship between the rule of
law and the financial performance of FTSE 100 firms
emphasises the importance of law enforcement in
business success. Also, uncertainty in the business
environment can be eliminated by robust regulation
and political stability as they can contribute to lower
operational costs, encourage innovation, and attract
more investment.

In respect to corporate governance mechanisms,
findings acknowledge a positive and significant
relationship between financial performance and
compensation paid to executives confirming that
firms with well-structured compensation packages
are more profitable and perform better in
the industry. Findings also showed that firms with
more independent directors tend to perform better
implying that essential oversight and elimination
of agency conflicts can be accomplished by
independent directors. The negative relationship
between board size and financial performance in
FTSE 100 companies can be associated with agency
problems leading to inefficiencies in decision-
making. Accordingly, smaller boards are more
effective in enhancing firm value due to robust
oversight, faster decision-making processes, and
improved financial performance.

The limitations we faced in this study are
associated with focusing entirely on firms listed
on the FTSE100 in the UK, which limits
the generalizability of the findings to smaller firms
or firms in other markets. Also, the unavailability of
data before 2000 suggests that findings may not
capture long-term trends or recent developments in
corporate governance and financial performance.
Future research could extend the examination to
include companies from European and emerging
countries, authorising comparative visions into how
governance tools impact financial performance
in different legal, market concentration, and
institutional environments. Finally, this study is
beneficial since it examined the impact of WGI on
the performance of the FTSE 100 in the UK enabling
policymakers and regulators to formulate sound
policies in favour of the stability of these firms.

Abdoush, T., Hussainey, K., & Albitar, K. (2022). Corporate governance and performance in the UK insurance
industry pre, during and post the global financial crisis. International Journal of Accounting & Information
Management, 30(5), 617-640. https://doi.org/10.1108/ijaim-03-2022-0049

Abdullah, H., & Tursoy, T. (2023). The effect of corporate governance on financial performance: Evidence from

a shareholder-oriented system.

Interdisciplinary Journal

of Management Studies, 16(1), 79-95.

https://doi.org/10.22059/ijms.2022.321510.674798

VIRTUS,

]
NTERPRESS

@

154



Corporate Ownership & Control / Volume 22, Issue 1, 2025

Acemoglu, D., Johnson, S., & Robinson, J. A. (2005). Institutions as a fundamental cause of long-run growth. In P. Aghion &
S. N. Durlauf (Eds.), Handbook of economic growth (Vol. 1A, pp. 385-472). Elsevier. https://economics.mit
.edu/sites/default/files/publications/institutions-as-the-fundamental-cause-of-long-run-.pdf

Aggarwal, P. (2013). Impact of corporate governance on corporate financial performance. IOSR journal of Business
and Management, 13(3), 1-5. https://doi.org/10.9790/487X-1330105

Al-Faryan, M. A. S., & Alokla, J. (2023). Do publicly listed insurance firms in Saudi Arabia have strong corporate
governance? Economies, 11(1), Article 21. https://doi.org/10.3390/economies11010021

Al-Matari, E. M., Al-Swidi, A. K., Fadzil, F. H., & Al-Matari, Y. A. (2012). The impact of board characteristics on firm
performance: Evidence from nonfinancial listed companies in the Kuwaiti Stock Exchange. International
Journal of Accounting and Financial Reporting, 2(2). https://doi.org/10.5296/ijafr.v2i2.2384

Arellano, M., & Bond, S. (1991). Some tests of specification for panel data: Monte Carlo evidence and an application
to employment equations. The Review of Economic Studies, 58(2), 277-297. https://doi.org/10
.2307/2297968

Arora, A., & Sharma, C. (2016). Corporate governance and firm performance in developing countries: Evidence from
India. Corporate Governance, 16(2), 420-436. https://doi.org/10.1108/CG-01-2016-0018

Athanasoglou, P. P., Brissimis, S. N., & Delis, M. D. (2008). Bank-specific, industry-specific and macroeconomic
determinants of bank profitability. Journal of International Financial Markets Institutions and Money, 18(2),
121-136. https://doi.org/10.1016/j.intfin.2006.07.001

Baltagi, B. H. (2008). Econometric analysis of panel data (4th ed.). John Wiley & Sons.

Baltagi, B. H., Bratberg, E., & Holmas, T. H. (2005). A panel data study of physicians’ labor supply: The case of
Norway. Health Economics, 14(10), 1035-1045. https://doi.org/10.1002/hec.991

Barth, J. R., Nolle, D. E., Phumiwasana, T., & Yago, G. (2003). A cross-country analysis of the bank supervisory
framework and bank performance. Financial Markets, Institutions & Instruments, 12(2), 67-120.
https://doi.org/10.1111/1468-0416.t01-2-00001

Bawaneh, S. S. (2020). Impact of corporate governance on financial institutions’ performance: A board composition
case. Asian Economic and Financial Review, 10(1), 54-63. https://doi.org/10.18488/journal.aefr.2020.101.54.63

Beck, T., Demirguc-Kunt, A., Laeven, L., & Levine, R. (2008). Finance, firm size, and growth. Journal of Money, Credit
and Banking, 40(7), 1379-1405. https://doi.org/10.1111/j.1538-4616.2008.00164.x

Ben Bouheni, F. (2014). Banking regulation and supervision: Can it enhance stability in Europe? Journal of Financial
Economic Policy, 6(3), 244-269. https://doi.org/10.1108/JFEP-11-2013-0059

Bertin, C. (2017). Governance and financial performance of MFIs: An empirical check in the Beninese context.
Account and Financial Management Journal, 2(12), 1172-1183. https://everant.org/index.php/afmjh
/article/view/202

Beta, H., & Kalalo, M. Y. B. (2023). Analysis of the influence of good corporate governance and intellectual capital on
financial performance (Studies of entertaintment and media industry companies listed on the IDX
in 2014-2021). Jurnal Ekonomi dan Bisnis Digital, 2(4), 1115-1136. https://doi.org/10.55927
/ministal.v2i4.5473

Bhagat, S., & Black, B. (2002). The non-correlation between board independence and long-term firm performance.
Journal of Corporation Law, 27(2), 231-273. https://doi.org/10.2139/ssrn.133808

Bhatt, P. R., & Bhatt, R. R. (2017). Corporate governance and firm performance in Malaysia. Corporate Governance,
17(5), 896-912. https://doi.org/10.1108/CG-03-2016-0054

Carter, D. A., D’Souza, F., SimKkins, B. J., & Simpson, W. G. (2010). The gender and ethnic diversity of US boards and
board committees and firm financial performance. Corporate Governance: An International Review, 18(5),
396-414. https://doi.org/10.1111/j.1467-8683.2010.00809.x

Chen, L., Liu, C., Dong, X., Wu, Q., & Wang, G. (2013). Corporate governance and firm performance: Empirical
evidence from China. In Proceedings of the 2013 Conference on Education Technology and Management
Science (ICETMS 2013) (pp. 1283-1287). Atlantis Press. https://doi.org/10.2991/icetms.2013.346

Coles, J. L., Daniel, N. D., & Naveen, L. (2008). Boards: Does one size fit all? Journal of Financial Economics, 87(2),
329-356. https://doi.org/10.1016/j.jfineco.2006.08.008

Danescu, T., & Popa, M.-A. (2020). The inter-conditioning between corporate governance and financial performance.
Audit Financiar, 18(3), 578-584. https://revista.cafr.ro/temp/Article_9649.pdf

Demirgiic-Kunt, A., & Detragiache, E. (1998). The determinants of banking crises in developing and developed
countries. IMF Staff Papers, 45(1), 81-109. https://www.imf.org/external/pubs/ft/staffp/1998/03-98/pdf
/demirguc.pdf

Demsetz, H., & Villalonga, B. (2001). Ownership structure and corporate performance. Journal of Corporate Finance,
7(3), 209-233. https://doi.org/10.1016/50929-1199(01)00020-7

Duchin, R., Matsusaka, J. G., & Ozbas, O. (2010). When are outside directors effective? Journal of Financial
Economics, 96(2), 195-214. https://doi.org/10.1016/j.jfineco.2009.12.004

Ehikioya, B. I. (2009). Corporate governance structure and firm performance in developing economies: Evidence
from Nigeria. Corporate Governance, 9(3), 231-243. https://doi.org/10.1108/14720700910964307

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

Goddard, J., Tavakoli, M., & Wilson, J. O. S. (2005). Determinants of profitability in European manufacturing and
services: Evidence from a dynamic panel model. Applied Financial Economics, 15(18), 1269-1282.
https://doi.org/10.1080,/09603100500387139

Gugnani, R. (2013). Corporate governance and financial performance of Indian firms. Vidyasagar University Journal
of Commerce, 18, 118-133. http://inet.vidyasagar.ac.in:8080/jspui/bitstream/123456789/1015/2/Ritika
%20Gugnani.pdf

Hamad, H. A., & Cek, K. (2023). The moderating effects of corporate social responsibility on corporate financial
performance: Evidence from OECD countries. Sustainability, 15(11), Article 8901. https://doi.org/10.3390
/sul5118901

Handa, R. (2018). Does corporate governance affect financial performance: A study of select Indian banks. Asian
Economic and Financial Review, 8(4), 478-486. https://doi.org/10.18488/journal.aefr.2018.84.478.486

Haque, F., & Arun, T. G. (2016). Corporate governance and financial performance: An emerging economy perspective.
Investment Management and Financial Innovations, 13(3, cont. 1), 228-236. https://doi.org/10.21511
/imfi.13(3-1).2016.09

] ®
NTERPRESS
VIRTUS,

155



Corporate Ownership & Control / Volume 22, Issue 1, 2025

Hassan Al-Tamimi, H. A. (2012). The effects of corporate governance on performance and financial distress. Journal
of Financial Regulation and Compliance, 20(2), 169-181. https://doi.org/10.1108/13581981211218315

Hillman, A. J., & Dalziel, T. (2003). Boards of directors and firm performance: Integrating agency and resource
dependence perspectives. The Academy of Management Review, 28(3), 383-396. https://doi.org/10
.2307/30040728

Hossain, S. M. K., Akib, J. H., & Anannya, A. (2020). Does good governance practice leads to sound financial
performance? Evidence from RMG companies enlisted in Dhaka Stock Exchange (DSE). International
Journal of Management and Sustainability, 9(2), 76-90. https://doi.org/10.18488/journal.11.2020.92.76.90

Hsiao, C.-Y., & Zhang, B.-H. (2023). The impact of corporate governance on financial performance in aggressive
strategies — A case study of 3C industry of Chinese listed companies. Asian Journal of Economics Business
and Accounting, 23(17), 25-39. https://doi.org/10.9734/ajeba/2023/v23i171039

Ighal, A., & Kume, O. (2014). Impact of financial crisis on firms’ capital structure in UK, France, and Germany.
Multinational Finance Journal, 18(3-4), 249-280. https://doi.org/10.17578/18-3/4-3

Javaid, F., & Saboor, A. (2015). Impact of corporate governance index on firm performance: Evidence from Pakistani
manufacturing sector. Journal of Public Administration and Governance, 5(2). https://doi.org/10
.5296/jpag.v5i2.7498

Jensen, M. C. (1993). The modern industrial revolution, exit, and the failure of internal control systems. The Journal
of Finance, 48(3), 831-880. https://doi.org/10.1111/j.1540-6261.1993.tb04022.x

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs and ownership
structure. Journal of Financial Economics, 3(4), 305-360. https://doi.org/10.1016,/0304-405X(76)90026-X

Kasbar, M. S. H., Tsitsianis, N., Triantafylli, A., & Haslam, C. (2023). An empirical evaluation of the impact of agency
conflicts on the association between corporate governance and firm financial performance. Journal of
Applied Accounting Research, 24(2), 235-259. https://doi.org/10.1108/JAAR-09-2021-0247

Kato, T., & Long, C. (2005). Executive compensation, firm performance, and corporate governance in China: Evidence
from firms listed in the Shanghai and Shenzhen stock exchanges (IZA Discussion Paper No. 1767). Institute
for the Study of Labor (IZA). https://doi.org/10.2139/ssrn.555794

Kaufmann, D., Kraay, A., & Mastruzzi, M. (2011). The worldwide Governance Indicators: Methodology and analytical
issues. Hague Journal on the Rule of Law, 3(2), 220-246. https://doi.org/10.1017/51876404511200046

Kobuthi, E., K’Obonyo, P., & Ogutu, M. (2018). Corporate governance and performance of firms listed on the Nairobi
Securities Exchange. International Journal of Scientific Research and Management, 6(1). https://doi.org
/10.18535/ijsrm/v6il.em02

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. W. (1998). Law and finance. Journal of Political Economy,
106(6), 1113-1155. https://doi.org/10.1086/250042

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. W. (1997). Legal determinants of external finance.
The Journal of Finance, 52(3), 1131-1150. https://doi.org/10.1111/j.1540-6261.1997.tb02727.x

Lazear, E.P. (2000). Performance pay and productivity. American Economic Review, 90(5), 1346-1361.
https://doi.org/10.1257/aer.90.5.1346

Liao, L.-K., Mukherjee, T., & Wang, W. (2015). Corporate governance and capital structure dynamics: An empirical
study. Journal of Financial Research, 38(2), 169-191. https://doi.org/10.1111/jfir.12057

Lien, Y.-C., Teng, C.-C., & Li, S. (2015). Institutional reforms and the effects of family control on corporate
governance. Family Business Review, 29(2), 174-188. https://doi.org/10.1177/0894486515609202

Lipton, M., & Lorsch, J. W. (1992). A modest proposal for improved corporate governance. The Business Lawyer,
48(1), 59-77. https://www.jstor.org/stable/40687360

Liu, G., & Sun, J. (2022). The effect of independent directors’ financial expertise on the use of private information in
setting bank CEO bonuses. International Journal of Managerial Finance, 18(2), 205-221. https://doi.org/10
.1108/ijmf-08-2020-0459

Liu, Y., Miletkov, M. K., Wei, Z., & Yang, T. (2015). Board independence and firm performance in China. Journal of
Corporate Finance, 30, 223-244. https://doi.org/10.1016/j.jcorpfin.2014.12.004

Lo, K., & Wu, S. S. (2015). Private information in executive compensation: The information role vs. the monitoring
role of the board. Corporate Governance: An International Review, 24(1), 5-23. https://doi.org/10.1111
/corg. 12122

Mahmudji, B. (2024). Corporate governance mechanisms and financial performance: A systematic literature review in
emerging markets. Management Studies and Business Journal (PRODUCTIVITY), 1(3), 270-285.
https://doi.org/10.62207/gqtv4c76

Martin-Ugedo, J. F., & Minguez-Vera, A. (2014). Firm performance and women on the board: Evidence from Spanish
small and medium-sized enterprises. Feminist Economics, 20(3), 136-162. https://doi.org/10.1080
/13545701.2014.895404

Mauro, P. (1995). Corruption and growth. The Quarterly Journal of Economics, 110(3), 681-712. https://doi.org/10
.2307/2946696

Muchtar, D., Ngurah, A. 1. G., Nor, F. M., Ibrahim, I., & Jafarian, M. (2019). The financial crisis impact on firm
performance, financial decision and corporate governance of Indonesia listed firms. In A.S. Ahmar,
J. Simarmata, D. Abdullah, D.Napitupulu, & R.Hidayat (Eds.), Proceedings of the 1st Workshop on
Multidisciplinary and Its Applications (Part 1). European Alliance for Innovation (EAI). https://doi.org/10
.4108/eai.20-1-2018.2282453

Mueller, D. C. (1986). Profits in the long run. Cambridge University Press. https://doi.org/10.1017/CB09780511664731

Nawaz, T., & Pang, A. (2022). Determinants of CEO compensation in the FTSE100 constituent firms. International
Journal of Business Governance and Ethics, 16(4), 420-436. https://doi.org/10.1504/IJBGE.2021.10041971

Nguyen, T., Locke, S., & Reddy, K. (2014). A dynamic estimation of governance structures and financial performance
for Singaporean companies. Economic Modelling, 40, 1-11. https://doi.org/10.1016/j.econmod.2014.03.013

Ngwenze, M. K., & Kariuki, M. I. (2017). Effect of corporate governance practices on financial performance of listed
agricultural firms in the Nairobi Securities Exchange, Kenya. IOSR Journal of Economics and Finance, 8(3),
106-115. https://doi.org/10.9790/5933-080304106115

North, D. C. (1990). Institutions, institutional change and economic performance. Cambridge University Press.
https://doi.org/10.1017/CB0O9780511808678

] ®
NTERPRESS
VIRTUS,

156



Corporate Ownership & Control / Volume 22, Issue 1, 2025

Padi, A., & Musah, A. (2022). The influence of corporate governance practices on financial performance of small and
medium-sized enterprises in Ghana. The Indonesian Journal of Accounting Research, 25(2), 249-270.
https://doi.org/10.33312/ijar.607

Paniagua, J., Rivelles, R., & Sapena, J. (2018). Corporate governance and financial performance: The role of
ownership and board structure. Journal of Business Research, 89, 229-234. https://doi.org/10.1016
/j.jbusres.2018.01.060

Raghunandan, K., & Rama, D. V. (2007). Determinants of audit committee diligence. Accounting Horizons, 21(3), 265-279.
https://doi.org/10.2308/acch.2007.21.3.265

Rajpara, Y. (2018). Does corporate governance influence firms’ financial performance — A study of Indian Nifty
Fifty. International Journal of Trend in Scientific Research and Development, 2(4), 1020-1029.
https://doi.org/10.31142/ijtsrd13096

Rodrik, D. (1991). Policy uncertainty and private investment in developing countries. journal of Development
Economics, 36(2), 229-242. https://doi.org/10.1016/0304-3878(91)90034-S

Shao, L. (2019). Dynamic study of corporate governance structure and firm performance in China: Evidence from
2001-2015. Chinese Management Studies, 13(2), 299-317. https://doi.org/10.1108/CMS-08-2017-0217

Shleifer, A., & Vishny, R. W. (1993). Corruption. The Quarterly Journal of Economics, 108(3), 599-617. https://doi.org
/10.2307/2118402

Shleifer, A., & Vishny, R. W. (1997). A survey of corporate governance. The Journal of Finance, 52(2), 737-783.
https://doi.org/10.1111/j.1540-6261.1997.tb04820.x

Tuan, N. V., & Tuan, N. A. (2016). Corporate governance structures and performance of firms in Asian markets:
A comparative analysis between Singapore and Vietnam. Organizations and Markets in Emerging
Economies, 7(2), 112-140. https://doi.org/10.15388/omee.2016.7.2.14210

Uwuigbe, O. R., & Fakile, A. S. (2012). The effects of board size on financial performance of banks: A study of listed
banks in Nigeria. International Journal of Economics and Finance, 4(2). https://doi.org/10.5539
/ijef.v4n2p260

Xia, T., Luo, X., Liao, Y., & Liu, W. (2018). Corporate governance, corporate social responsibility and corporate
performance study. In Proceedings of the 2017 International Seminar on Social Science and Humanities
Research (SSHR 2017) (pp. 54-59). Atlantis Press. https://doi.org/10.2991/sshr-17.2018.10

Yusuf, A., & Sherif, M. (2020). All on board? New evidence on board characteristics from a large panel of UK FTSE
indices. Sustainability, 12(13), Article 5328. https://doi.org/10.3390/sul12135328

Zalata, A. M., Tauringana, V., & Tingbani, I. (2018). Audit committee financial expertise, gender, and earnings
management: Does gender of the financial expert matter? International Review of Financial Analysis, 55,
170-183. https://doi.org/10.1016/j.irfa.2017.11.002

Zhang, C. (2024). Corporate governance, financial performance, and economic policy uncertainty. Evidence from
emerging Asian economies. PLoS ONE, 19(12), Article e0312292. https://doi.org/10.1371/journal
.pone.0312292

®
NTERPRESS
VIRTUS,

157



Corporate Ownership & Control / Volume 22, Issue 1, 2025

APPENDIX. VARIABLE DEFINITION

Variable Definition Source
LN Natural logarithm Generated by authors
ROA Return on assets measured by net income divided by total assets Bloomberg database
ROE Return on equity measured by net income divided by total equity Bloomberg database
Tobin’s Q Total market value of firm / Total assets value of firm Bloomberg database
Control of corruption. An estimate ranging between +2.5 (high) and -2.5 (low) has
COR reflected perceptions of the extent to which public power is exercised for private gain, WGI, World Bank
including both petty and grand forms of corruption, as well as “capture” of the state by outlook
elites and private interests.
Regulatory quality. Indicates the ability of the government to formulate and implement WGL World Bank
REG sound policies and regulations that permit and promote private-sector development. ’ tlook
Estimates of this index range between +2.5 (high) and -2.5 (low). outioo
Political stability and absence of violence/terrorism. Expresses the likelihood that WGL World Bank
POL the government will be destabilized by unconstitutional or violent means, including ’ outlook
terrorism. Estimates range between +2.5 (high) and -2.5 (low).
Government effectiveness. Estimates can take values between +2.5 (high) and -2.5 (low). WGL World Bank
GOV The quality of public services, the capacity of the civil service and its independence ’
from political pressures; and the quality of policy formulation. outlook
p p ; quality of policy
Rule of law. The extent, to which agents have confidence and abide by the rules of
LAW society, including the quality of contract enforcement and property rights, the police, WGI, World Bank
and the courts, as well as the likelihood of crime and violence. Index values, range outlook
between +2.5 (high) and -2.5 (low).
LNBS glg ;;Iclllks)iezre()f directors on a company’s board and measured by the Natural logarithm Bloomberg database
LNIND The proportion of independent directors on a company’s board Bloomberg database
LNCTE The amouI’n and structure of compensation paid to directors for their service on Bloomberg database
a company’s board
ACM Number of audit committee meetings Bloomberg database
ACS Audit committee size Bloomberg database
PWB Board gender diversity Bloomberg database
LNTA The natural logarithm of a firm’s total assets Bloomberg database
LNGDPGR Natural logarithm of the real gross domestic product World Bank outlook
CPI Consumer price index World Bank outlook
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