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The main objective of this study is to explore empirically the corporate governance mechanisms in 
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monitoring hypothesis", which states that the presence of institutional investors should increase the 
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committees are not significantly associated with earnings management. Thus, these three corporate 
governance mechanisms are ineffective at monitoring the discretionary choices of management.  
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international providers of auditing services (resulting from the halving in the number of such 
providers from the Big8 to Big4). Main results from longitudinal multivariate analysis indicate that 
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This paper reports on the interaction of compositional effects of boards of directors (BoD) and top 
management teams (TMTs) on firms' financial performance. Composition of both groups is 
investigated for cultural, age, tenure and gender diversity. We explore effects of demographic diversity 
in the two power groups on performance in interaction with each other by bringing in the similarity-
attraction paradigm to argue for the relationship. Study data are from consolidated financial 
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differences in gender, age and tenure diversities have no effect on firm performance, close alignment 
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analysis shows a negative relationship between firm systematic risk and number of foreign directors. 
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the U.S. Federal Reserve Bank.  All U.S. public companies must now report their risk management 
activities for both Board of Directors and top management in their 10 K annual reports to the U.S. 
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for public companies and their Boards of Directors.  Since 2011, Disclosure Insight Inc. has issued risk 
ratings for over 1500 public companies in US. Its risk rating is based on the number, nature, and 
timing of 100 risk factors, which are across major categories, such as the SEC investigative activity, 
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positive abnormal risk-adjusted returns for companies with lower risk ratings and these companies 
also outperform the S&P500. Thus, this paper should be of interest to investors, company executives, 
and risk management committees, as well as SEC and other regulators. Alternatively, risk 
management committees in public companies could just establish their own rating systems, based 
upon their own key factors, as opposed to using the Disclosure Insight Inc. aggregate rating approach 
for all 100 risk factors. 
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