




























































































































































































































































































































































































chief executive to the top job (Hargreaves, 2006). HSBC acknowledged that the
appointment is against the recommendations of the Code but insisted that it is ‘in

the best interests of all shareholders’ (Goodway, 2005).

In recent years media coverage has become more intensive as shown by the
example of Marks & Spencers (M&S) in 2008. When its CEO, Sir Stuart Rose
took on the position of chairman in March 2008, there were over 78 articles®’
covering the issue which is three times the coverage that Barclays record in 2003
and the reaction from the shareholders were similar in the sense that they
demanded explanation on the breach of the Code and the firm had to resort to
negotiation with them. For example, Hawkes (2008) recorded a negative reaction

from the shareholders following the announcement by M&S:

‘However, leading institutions said that the move was a clear breach of
corporate governance best practice. The Association of British Insurers
(ABI) demanded an explanation, and Legal & General, one of Marks &
Spencer's biggest shareholders, rounded on the board...Mark Burgess, the
head of equities for Legal & General, said: "As set out in the Combined
Code we believe strongly in the separation of the roles of chairman and
chief executive, believing this allows a much needed balance in the
boardroom and prevents the potentially damaging concentration of power.

As such, we believe today's announcement from M&S is unwelcome.”’

The shareholders had serious concerns over this breach and eventually the firm

7 These articles are from the LexisNexis database.
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had to compromise as described by Fletcher (2008):

‘Marks & Spencer's beleaguered board has been forced to make a series of
concessions in an attempt to pacify shareholders angered by the elevation of
Sir Stuart Rose to executive chairman. Following a bitter two-week row
between M&S and its institutional investors, the retailer spelt out a series of
measures it hopes will win over investors. In a letter to the Association of
British Insurers, M&S is understood to have said that it will:
* put Sir Stuart up for re-election every year - a move which will allow
shareholders to vote on his appointment later this year at the group's
AGM;
* look to appoint a new heavyweight non-executive who will eventually
succeed Sir David Michaels as senior independent director; and
* vow not to give Sir Stuart a pay rise, although outgoing chairman Lord
Burns is still expected to pick up a pounds 450,000 pay-off.’
Certainly, firms realise that any breach of a major principle in the Code will
have serious costs to their business and yet some of them are quite determined
and willing to make some other concessions to their shareholders in order to
stick with their original decision. This is certainly the case with M&S when Sir
Stuart Rose still won a shareholder vote in the July 2008 AGM to reappoint
him, albeit with 22% objecting, after reminding their shareholders that
‘...appointing a new chief executive in 2008 or 2009 to replace Sir Stuart
"was likely to be a damaging and unwelcome distraction at precisely the
time that the business needed clear leadership to sustain its recovery and

transformation’ (BBC, 2008).
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All the above articles discussed the case when the firms are breaching some of the
most important principles of the Code. However, when there is non-compliance
on other less popular requirements, the media has been silent about it. For
example, one of the requirements in the Code is for the firm to provide terms and
conditions of appointment of non-executive directors available for inspection
(A.4.4). In 2006, there are 140 firms that do not comply with this requirement
(45% of the sample) and a sample of one year period of top 10 from these firms
(based on market capitalisation) did not yield any media reaction at all*®. Similarly
there are 65 firms (21% of the sample) in 2006 that do not comply with the
requirement C.3.1 (Does the audit committee state to have at least one member
with recent and relevant financial experience?) but another sample of 10 firms
also did not produce any media criticism®. Other prior studies have also focused
on non-compliance that dealt with mostly main issues such as board
independence, setting up of audit, nomination and remuneration committees and
the role of chairman and chief executive (Padgett & Shabbir, 2005; MacNeil & Li,

2006).

5.2.2 THEORETICAL FRAMEWORK AND LITERATURE

Based on various articles mentioned above, it is therefore important to investigate

the potential costs of non-compliance using media criticisms as the benchmark.

Understanding them will help the firm correctly to make a decision regarding

3 Using Lexis-Nexis database, the number of articles related to “corporate governance’ and firm’s
name as follow: GlaxoSmithKline (6), HBOS (35), Rio Tinto (8), National Grid Transco.(9),
Unilever (11), Xstrata (5), Reckitt Benckiser (0), Imperial Tobacco (4), M&S (34), Scottish Power
9). ’

® Using Lexis-Nexis database with the keywords of ‘audit committee’ and firm’s name over on¢
year period starting from the date of annual report.
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compliance with the Code and avoid potential backlash by the shareholders. So far
none of the studies has attempted to see whether such criticisms are directed
towards any kind of non-compliance or just a specific one. Thus, based on the
number of newspaper articles and prior studies that I reviewed and lack of

findings from prior studies, I propose my first hypothesis in null form as below:

Hy8: Non-compliance with the Code is not perceived as having poor governance,
as reflected in indifferent media reaction to the incidence of non-

compliance.

If the media does react when a firm does not comply with the Code, the next step
is to identify which principles of the Code attract greater negative reaction. Within
the Code, there are many requirements that can be considered not as important or
more informative in nature®’. Some of the firms decide to comply with all these
requirements and some will only focus on the main principles of the Code. Based
on Barclays and M&S cases and a sample of firms that do not comply with the
less important requirements of the Code, media criticisms seem to focus on non-
compliance of main principles of the Code and less exposure is given to non-
compliance on less important requirements of the Code. However, there is no
prior study to actually look into which principles of the Code receive greater
media attention. Therefore, 1 propose the following hypothesis as below

(presented in both null and alternative forms):

* For example, some of the requirements asked whether the annual report identifies main

employees of the firm (A.1.2) and whether the number of meetings and attendance of the directors
are disclosed (A.1.2)
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Hy9:  There is no relationship between compliance with the main or other
principles of the Code and the number of negative media criticisms.

HY:  Firms that do not comply with main principles of the Code will receive
more negative media criticisms than those that do not comply with other

principles of the Code.

5.3 Research Methodology

In this section I present the regression models used in the empirical analysis and
discuss how I measure compliance with the Code and media criticism. I then

discuss the control variables used in the models.

5.3.1 REGRESSION MODELS

The first model will look into the relationship between compliance with the Code

and the number of media criticism. The model for Hy8 is specified as below:
Newsi, = Bo + 1 COM;, + f> Controls; + €, (12)

where News is a proxy for the number of media criticisms, measured using
number of news articles; COM is a proxy for compliance with the Code; Controls

is an additional determinants of the number of media criticisms; ¢ is the error term

and 7 and r are firm and time subscripts respectively.
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The second model will look into the relationship between compliance with the
Code and the number of negative media criticism. The model for H9 is specified

as below:

NegNews;, = fo + p1 COM;,+ 5, Controls;, + €, 13

where NegNews is a proxy for the number of negative media criticisms, measured
using fraction of negative words over total number of words; COM is a proxy for
compliance with the Code; Controls is an additional determinants of the number
of negative media criticisms; € is the error term and i and t are firm and time

subscripts respectively.

5.3.2 COMPLIANCE WITH THE CODE AND MEDIA CRITICISM

As mentioned in the previous chapter, most of the previous studies rely on self-
constructed index to measure governance (Padgett & Shabbir, 2005; Arcot &
Bruno, 2007). I have been fortunate to receive assistance from Grant Thornton
who agreed to share their database on trends of compliance with the Code among
FTSE 350 firms from 2003 until 2007. Therefore my measurement of compliance
with the Code will not suffer heavily from selection bias and will also differentiate
it from previous studies. I used measurements on media criticism based from past

studies in order to provide comparability with them.
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5.3.2.1 Measuring Compliance with the Code

Previously, study on the compliance level of the Code had to rely on self-
constructed index (Padgett & Shabbir, 2005; Arcot & Bruno, 2007) and survey
(MacNeil & Li, 2006) since such data is not available publicly in any database or
publication. However, since 2002, Grant Thornton UK LLP has started to review
and publish annual study on the level of compliance for FTSE 350 companies.
Through series of discussion, they have agreed to provide me with their raw data
for the year 2003 until 2007. Grant Thornton has their own compliance index and
I have included their index in my study together with the amended index to
incorporate more stringent requirements to link relationship between compliance

with the Code and various issues studied.

In order to measure compliance rate, I will use two levels of measurements. The
first level is a continuous variable where percentage of compliance to the Code is
measured using Grant Thornton questionnaire method (20 questions based on the
principles in the Code, see Table 3.1 in Chapter Three). I decided to refine this
index further by introducing second level of measurement because some of them
questions posed by Grant Thornton are merely informational in nature and not
really promoting the true objectives of the Code®'. Therefore I created another
compliance index that consists of requirements that truly promote corporate
governance. This index has only four questions from the original twenty questions

from Grant Thornton index.

3! For example. one of the questions asked by Grant Thornton is whether the terms and conditions
of appointment of non-executive directors are available for inspection.
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5.3.2.2 Measuring Media Criticism

Since the GT index already identifies the number of firms that fully or partially in
compliance with the Code, the next siep is to concentrate on the firms that do not
comply with the main principles of the Code and to search in the LexisNexis
databases if there is any incidence of media criticism. This scope will be in all UK
news with a one year period starting with the date of their annual report using
multiple variation of firm’s name (for example, Barclays Bank PLC and M&S for
Marks & Spencer). Several keywords related to compliance or non-compliance
with the Code will be included in the search®’. The first level of measurement
which will be used in Hy8 is to count the number of articles that cover any issues
related to the firm compliance with the Code and corporate governance. The
second level of measurement, which will be explained in detail in the next
paragraph, is to count the number of negative and positive words in each of the
articles and present them in terms of percentage of total words. This second level

of measurement will then be used to test H9.

In order to determine whether any article is deemed negative or positive, 1 will use
General Inquirer, a content analysis program with H4-4 tag categories33. This
program among its other functions can determine and calculate the number of
negative and positive words in an article. There are many other content analysis
programs like CATPAC, Concordance and Diction but General Inquirer is more

commonly used when analysing accounting and financial information (Tetlock,

32 Keywords that will be used in the search will be general terms like ‘code’ and “governance’.'
3 For further information, please go to http://www.webuse.umd.edu:9090/ where the program is
free to use. The current system identifies about 13,000 word roots and utilizes 6,336
disambiguation rules.
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2007; Tetlock et al., 2008). General Inquirer also has very large categories for
positive words (1,915 words of positive outlook) and negative words (2,291
words of negative outlook). However, 1 decided to focus primarily on the negative
words because negative words are argued to have more impact and are more
thoroughly processed than positive words across a wide range of contexts (Rozin
& Royzman, 2001). Positive words are also found to produce weaker results, and
negative words have stronger correlation when looking into a relationship with
share returns (Tetlock, 2007). In addition, since I am looking into firm’s non-
compliance with the Code, which is generally viewed as having poor
34

governance™, it is reasonable to think that negative words are more suitable

subject to look for in the articles.

Thus, for each article, 1 will use General Inquirer to calculate the number of
negative words and then divided them over total words for that article. I will then
calculate the aggregate percentage of negative words per article that correspond to
a specific firm’s non-compliance with the principles of the Code. The same
method was also used in Tetlock et al. (2008) study when they were looking into

media coverage surrounding earnings announcement.

5.3.3 CONTROL VARIABLES FOR THE MODELS

Both models mentioned above will be using four control variables. There is a

possibility that only firms with certain characteristics are receiving greater

attention from the media. Greater coverage has been made over the M&S and

* Among the reasons why the Code was introduced is mentioned in the Cadbury Rc.:port (199.2:
pl1): “Companies whose standards of corporate governance are high are.the more likely to gain
the confidence of investors and support for the development of their businesses’
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Barclays, two of the most well-known brands in the UK and yet when Wood
Group and Close Brothers decided to breach the main principle of the Code, the
media reaction is not as hostile as those more prominent firms even when the
shareholders do not agree with the firm’s decision®. In terms of market
capitalisation in 2006, Barclays and M&S were £38.8 billion and £9.4 billion
respectively compared to Wood Group and Close Brothers who were only £1.2

billion and £1.3 billion respectively.

Political cost theory can perhaps explain this where firms with high political
visibility (usually measured based on the firm size) will usually attract the
attention of external parties like the government, regulators and other shareholders
because they are deemed to be key and important contributors to the market and
the general public. Therefore, larger firms will employ various devices to reduce
this political cost by being more transparent through voluntary disclosure (Deegan
& Gordon, 1996) and resorting to stricter governance rules (Klapper & Love,
2004). Subsequently, any breach of important governance guidance by large firms
will be quickly highlighted by the media as we have seen in Barclays and M&S
cases. However, even though there are many studies that looked into the
relationship between firm size and other good governance measurements (Laing
& Weir, 1999; Gompers, Ishii & Metrick, 2003) none of the studies have so far
investigated whether firm size might influence the decision by the media to
criticise their breaching of the principles in the Code. Therefore my first control
variable will be Size which is a proxy for firm size, measured by natural log of the

firm’s market capitalisation.

3 There are only two media articles regarding CEO duality issue in Wood Group ?n 2005 even
when one of the articles mentioned a potential shareholder rebellion in the upcoming AGM. Close
Brothers only warranted three articles covering its CEO succession to become a chairman.
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A study on a link between good governance and firm performance has been a
major focus in many studies but produced a variety of results and discussion
including the causality issue. Nevertheless, most of the studies agree that good
governance is usually associated with good performance and vice versa (Vafeas &
Theodorou, 1998; Klapper & Love, 2004; Padgett & Shabbir, 2005; Black, Jang
& Kim, 2006) although there are other studies that look into signalling theory
where poor performance firm would enhance their governance to make them in
similar appearance with the well performed firm if the cost of improving the

governance is minimal (Cho & Kim, 2003).

There are several studies that look into the relationship betwen firm’s performance
and media criticism (Kothari et al., 2008; Tetlock et al., 2008) but none so far has
attempted to link poorly governed (as implied by non-compliance with the Code)
firm’s profitability with the media criticism. Although MacNeil & Li (2006)
hinted that there is a link between share price performance and investors’
tolerance of non-compliance with the Code in the sense that if the firm is
performing better, an incidence of non-compliance might be tolerated by its
shareholders, their focus is more on share price performance rather than media
criticism as a proxy for potential cost. Thus, my second control variable is firm
profitability and measured using ROA (earnings before interest and taxes over
average total assets). ROA is the preferred measure for firm profitability because
it is not affected by leverage, extraordinary items, and other discretionary items

(Barber & Lyon, 1996). It also has more desirable distributional properties than
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ROE (net income over common equity) because total assets are strictly positive,

but equity can be zero or negative (Core et al., 2006).

The other two control variables are OwnDir and OwnBlock. OwnDir is a proxy for
total shares held by executive directors over the total number of shares
outstanding and OwnBlock is a proxy for dummy variable coded 1 if at least one
external shareholder holds more than 10% of outstanding equity and 0 otherwise.
These two variables are usually used by prior studies as alternative measurements

of corporate governance.

5.4 Sample, Data Collection and Descriptive Statistics

5.4.1 SAMPLE SELECTION

The initial sample of firms used for this study is based on the FTSE 350 UK firms
(excluding financial and utility firms) for each year from 2003 until 2007. These
firms were selected because they were in the Grant Thornton Annual FTSE 350
Corporate Governance Review (2004 — 2007) to which Grant Thornton UK LLP
has agreed to provide their raw data to me to analyse further for the purpose of

this study.

From the initial set of sample from Grant Thornton, several firms were omitted for
the reasons such as firms that have been undergoing acquisition, merger, demerger
and being delisted from the stock exchange as their data is no longer available in

the database. Since the number of firms in the sample has been slightly changed, I
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have adjusted the compliance rate to the Code which has been reported earlier by

Grant Thornton using their original sample.

Then, for each corresponding year (2003 to 2007), I choose 20 firms that have the
highest rate and 20 firms that have the lowest rate of compliance according to the
measurements of both levels of compliance. I can only choose 20 firms for each
set of sample because the original sample only has 79 firms up to 247 for each
year (Please refer to Table 3.3 in Chapter Three). Therefore the final sample for

each model will be 100 firms each™.

5.42 DATA

Compliance with the Code data is obtained from the Grant Thornton Annual
FTSE 350 Corporate Governance Review raw data for each year from 2003 until
2007. This raw data consists of survey information on each individual firm in the
FTSE 350. The survey questions are driven directly from the Code provisions and
Turnbull guidance and are created to reflect the ‘best practice’ as perceived by the
Code. The survey is completed by reading the hard copies of each firm’s annual
report and accounts, focusing on the front half of the report (i.e. not the accounts)
including the sections; Business Review, Corporate Responsibility, Corporate

Governance and Remuneration Report.

The number of news item related to FTSE 350 firms are obtained from

LexisNexis database. All other financial data are obtained from Datastream and

3 For example, 20 firms for five years for high compliance rate model.
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FAME database. Shareholders ownership structure is obtained from Waterlow
Stock Exchange Yearbook. This data is hand collected from the ownership
structure report section of the corresponding firm’s published annual report and

accounts. Management share ownership data is obtained from Manifest database.

5.4.3 DESCRIPTIVE STATISTICS

Table 5.1 reports descriptive statistics for the variables used in the analysis for
Ho8. Panel A of Table 5.1 presents the descriptive statistics for sample used under
high rate of first level of compliance model. Mean for News is 0.94 with a
standard deviation of 1.74. Mean for Comp20 is 0.93 with a standard deviation of
0.07. Panel B of Table 5.1 presents the descriptive statistics for sample used under
high rate of second level of compliance model. Mean for News is 0.92 with a
standard deviation of 1.76. Mean for Comp4 is 0.98 with a standard deviation of
0.07. Panel C of Table 5.1 presents the descriptive statistics for sample used under
low rate of first level of compliance model. Mean for News is 0.71 with a standard
deviation of 1.42. Mean for Comp20 is 0.59 with a standard deviation of 0.17.
Panel D of Table 5.1 presents the descriptive statistics for sample used under high
rate of second level of compliance model. Mean for News is 0.61 with a standard
deviation of 1.45. Mean for Comp4 is 0.42 with a standard deviation of 0.20. It
seems that there is less news coverage for firms that do not comply with the Code
than firms that do comply with the Code. This could mean that firms that fully
comply with the Code took extra efforts in promoting and announcing to the

potential stakcholders that they are at least doing something to improve
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governance within the firm. The final sample is less than 100 each because 1 had

to remove one, two or three firms from each of the models due to extreme outliers.

Table 5.2 reports descriptive statistics for the variables used in the analysis for H9.
Panel A of Table 5.2 presents the descriptive statistics for sample used under high
rate of first level of compliance model. Mean for NegNews is 0.41 with a standard
deviation of 0.97. Mean for Comp20 is 0.93 with a standard deviation of 0.07.
Panel B of Table 5.2 presents the descriptive statistics for sample used under high
rate of second level of compliance model. Mean for NegNews is 0.38 with a
standard deviation of 0.98. Mean for Comp4 is 0.98 with a standard deviation of
0.07. Panel C of Table 5.2 presents the descriptive statistics for sample used under
low rate of first level of compliance model. Mean for NegNews is 0.53 with a
standard deviation of 1.18. Mean for Comp20 is 0.59 with a standard deviation of
0.17. Panel D of Table 5.2 presents the descriptive statistics for sample used under
high rate of second level of compliance model. Mean for NegNews is 0.36 with a
standard deviation of 1.10. Mean for Comp4 is 0.42 with a standard deviation of

0.20.
In addition of looking into the skewness of the data, Q-Q plots have been

employed to check the deviations of the data from the normal distribution. Q-Q

plots for Hy8 and H9 are presented in the Appendix K and L respectively.

141



5.5 Analysis

This section examines the relation between compliance with the Code and media

criticism. I report the main results in the next section.

5.5.1 RESULTS

Table 5.3 reports coefficient estimates and model summary statistics for OLS
regression on Hy8. I could not find any significant relationship between
compliance with the Code and number of news item reported using both the
Comp20 and Comp4 compliance variables and under both set of compliance rate.
However, all four models show significant positive relationship between number
of news item reported and firm size. This conforms to the political cost theory that
firms with high political visibility (in this case based on its size) will attracts more
attention by the media when dealing with transparency and governance. I also
discover a significant negative relationship between the number of news item
reported and firm performance under both high and low rate of compliance with
the main principles (Comp4) of the Code model. It seems that it does not matter if
the firm is complying with the main principles within the Code or not, the media
will still respond with higher interest to any events related to the underperforming
of the firm. Another finding is a significant positive relationship between the
number of news reported and OwnDir variable under low rate of compliance with

the Comp20 as its governance variable.
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Coefticient estimates and model summary statistics for OLS regression on HY are
presented in Table 5.4. Under the sample of firms with high compliance rate, 1
could not find any significant relationship between negative news and firms that
fully comply with the Code. However, under the sample of firms with low
compliance rate, I found a significant negative relationship between negative news
and compliance with the Code. This means that firms that do not comply with the
Code will attract higher negative media reaction than firms that fully comply with
the Code. Firms size also play significant role in generating number of negative
news. Basically, the bigger the firm is, the higher negative news it will attract if it
does not fully comply with the Code. The summary table for outcomes for all

hypotheses is presented in Table 5.5.

5.6 Conclusion

This chapter examines the relationship between compliance with the Code and
media criticism. Earlier studies have investigated media criticism relation with
firm performance and various governance mechanisms but none has so far tried to
look into the link with compliance with the Code. My analysis is motivated by the
theoretical perspective such as political cost theory where firms with high political
visibility will usually attract the attention of external parties such as media. As
such, any act of non-compliance with the Code will be interpreted as having poor
governance. Therefore media criticism on such issues can be considered as
potential costs for non-compliance and we need to have more understanding of
this relationship by looking into different levels of compliance with the Code and

media criticism. In that sense this chapter adds to current literature by providing a
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UK perspective on the measurements of corporate governance and its relationship

with media criticism.

Two hypotheses and eight related models were tested. 1 could not find any
significant relationship between compliance with the Code and number of news
reported using both levels of compliance variables and level of compliance rate.
However, I do found a significant positive relationship between number of news
item reported and firm size under both high and low rate of compliance with the
Code models. I also found a significant negative relationship between number of
news item reported and firm performance under high rate of compliance with the
main principles of the Code model. I found a significant negative relationship
between negative news and compliance with the Code. Firms that have low
compliance rate with the Code attract higher negative news than firms that fully
comply with the Code. Firm size also have a significant positive relationship with

negative news.

Limitations of the analysis are as follows. Since this could be the first attempt for
the UK study to look into the relationship between compliance with the Code and
media criticism, 1 might have overlooked a better measurements and more
accurate models to capture the underlying link between governance and media. By
including more alternative measurements and models I could get better and more
comprehensive results which could explain in greater clarity of such relationship.
For examples, I could introduce more keywords criteria to define governance or
issues related to it such as *‘CEO Duality’ or ‘board independence’ but having a

small set of firm sample prevent me from doing that. Thus the next step might be
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to include more firms into the sample and not just FTSE 350 firms. Future
research could employ this alternative models and measurements to better capture

the relationship between media criticism and compliance with the Code.



Descriptive Statistics for Hp8

TABLE 5.1

Panel A: Descriptive statistics for high rate of compliance and Comp20 model

N min max mean stdev skew kurlT
News 99 0 9 0.94 1.74 2.78 8.37
Comp20 99 0.75 1 0.93 0.07 -1.33 1.19
Size 99 19.36 2377 2131 1.11 0.40 -0.44
OwnDir 99 0 0.56 0.02 0.10 4.59 20.17
OwnBlock 99 0 1 0.51 0.50 -0.02 -2.04
ROA 99 -0.99 1.32 0.21 0.44 -0.19 0.67

Panel B: Descriptive statistics for high rate of compliance and Comp4 model

N min max mean stdev skew kurt
News 99 0 9 0.92 1.76 2.75 8.02
Comp4 99 0.75 1 0.98 0.07 -3.12 7.92
Size 99 19.36 23.77 21.30 1.11 0.40 -0.58
OwnDir 99 0 0.56 0.02 0.09 4.67 2247
OwnBlock 99 0 1 0.55 0.50 -0.19 201
ROA 99 -0.83 1.32 0.23 0.37 0.02 0.57

Panel C: Descriptive statistics for low rate of compliance and Comp20 model

N min max mean stdev skew kurt
News 97 0 9 0.71 142 331 13.72
Comp20 97 0.15 0.90 0.59 0.17 -031 -0.48
Size 97 19.46 22.60  20.49 0.81 0.90 -0.12
OwnDir 97 0 0.88 0.09 0.19 2.55 6.14
OwnBlock 97 0 1 0.59 0.49 -0.36 -1.91
ROA 97 -0.89 1.23 0.28 0.43 -0.32 0.78

Panel D: Descriptive statistics for low rate of compliance and Comp4 model
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N min max mean stdev skew kurt |
News 98 0 9 0.61 1.45 3.48 14.10
Comp4 98 0 0.75 0.42 0.20 0.09 -0.57
Size 98 19.04 2356 2045 0.87 1.29 1.60
OwnDir 98 0 0.80 0.09 0.19 222 3.93
OwnBlock 98 0 1 0.51 0.50 -0.04 -2.04
ROA 98 -0.89 1.89 0.37 0.45 0.02 1.48

This table presents the descriptive statistics for Hyp8 models. Panel A presents the
statistics for all the variables used in high rate of compliance and Comp20 model,
Panel B presents the statistics for all the variables used in high rate of compliance
and Comp4 model, Panel C presents the statistics for all the variables used in low
rate of compliance and Comp20 model and Panel D presents the statistics for all

the variables used in low rate of compliance and Comp4 model.
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TABLE 5.2

Descriptive Statistics for H9

Panel A: Descriptive statistics for high rate of compliance and Comp20 model

N min max mean stdev skew kurt
NegNews 99 0 441 0.41 0.97 243 5.36
Comp20 99 0.75 1 0.93 0.07 -1.33 1.19
Size 99 1936  23.77 2131 1.11 0.40 -0.44
OwnDir 99 0 0.56 0.02 0.10 4.59 20.17
OwnBlock 99 0 1 0.51 0.50 -0.02 -2.04
ROA 99 -0.99 1.32 0.21 0.44 -0.19 0.67

Panel B: Descriptive statistics for low rate of compliance and Comp4 model

N min max mean stdev skew kurt
NegNews 99 0 4.41 0.38 0.98 2.56 5.75
Comp4 99 0.75 1 0.98 0.07 -3.12 7.92
Size 99 19.36 23.77 21.30 111 0.40 -0.58
OwnDir 99 0 0.56 0.02 0.09 4.67 22.47
OwnBlock 99 0 1 0.55 0.50 -0.19 201
ROA 99 -0.83 1.32 0.23 0.37 0.02 0.57
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Panel C: Descriptive statistics for high rate of compliance and Comp20 model

N min max mean stdev skew kurt |
NegNews 97 0 4.03 0.53 1.18 2.02 2.63
Comp20 97 0.15 0.9 0.59 0.17 -0.31 -0.48
Size 97 19.46 22.60 20.49 0.81 0.90 -0.12
OwnDir 97 0 0.88 0.09 0.19 255 6.14
OwnBlock 97 0 1 0.59 0.49 -0.36 -1.91
ROA 97 -0.89 1.23 0.28 0.43 -0.32 0.78
Panel D: Descriptive statistics for low rate of compliance and Comp4 model

N min max mean stdev Skew kurt
NegNews 98 0 4.60 0.36 1.10 2.86 6.69
Comp4 98 0 0.75 0.42 020 0.09 -0.57
Size 98 19.04 23.56 20.45 0.87 1.29 1.60
OwnDir 98 0 0.80 0.09 0.19 222 3.93
OwnBlock 98 0 1 0.51 0.50 -0.04 -2.04
ROA 98 -0.89 1.89 0.37 0.45 0.02 1.48

This table presents the descriptive statistics for H9 models. Panel A presents the
statistics for all the variables used in high rate of compliance and Comp20 model,
Panel B presents the statistics for all the variables used in high rate of compliance
and Comp4 model, Panel C presents the statistics for all the variables used in low
rate of compliance and Comp20 model and Panel D presents the statistics for all

the variables used in low rate of compliance and Comp4 model.
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TABLE 5.3

OLS Regression Results for Hy8

Independent variables HighComp20 HighComp4 LowComp20 LowComp4
est. co-eff. F-value p-value est. co-eff. F-value p-value est. co-eff. F-value p-value est. co-eff. F-value p-value

Intercept -13.080 -2.820  0.006 -4.631 -1.106  0.272 -7.942 -2.097  0.039 -5.750 -1.531 0.129
Y2003 0.615 0.805 0.423 0.406 0.586 0.560 -0.355 -.606 0.546
Y2004 -0.508 -0.925 0358 -0.283 -0.447  0.656 -0.383 -0.484  0.629 -0.564 -.845 0.401
Y2005 -0.399 -0.771 0.443 -0.076 -0.120 0.905 -0.253 -0.508 0.613 0.424 .827 0.410
Y2006 0.354 0.572 0.569 0.372 0.805 0.423 0.285 .583 0.561
Y2007 -1.286 -2.458 0.016 -0.299 -0.449 0.654

Size 0.454 2.865 0.005 0.404 2.390 0.019 0.461 2.660 0.009 0.365 1.986 0.050
OwnDir -1.245 -0.731 0.467 -1.846 -0.896 0.373 1.810 2.392 0.019 0.331 0.391 0.697
OwnBlock -0.604 -1.755 0.083 -0.482 -1.332 0.186 -0.118 -0.420 0.675 -0.100 -0.329 0.743

150




ROA -0.459 -1.191 0.237 -0.951 -1.939 0.056 -0.448 -1.345 0.182 -0.947 -2.787 0.007

Compliance variables 5.431 1.402 0.165 -2.514 -0.799 0.426 -1.340 -0.834 0.407 -1.644 -1.389 0.168
R Square 0.2303 0.1663 0.2416 0.1699
Adjusted R Square 0.1525 0.0820 0.1632 0.0850

This table presents the OLS regression results for H8 with its estimated co-efficients and its p values. Column HighComp20 is for
model that uses a sample of high compliance rate firms and Comp20 as its governance variable. Column HighComp4 is for model that
uses a sample of high compliance rate firms and Comp4 as its governance variable. Column LowComp20 is for model that uses a
sample of low compliance rate firms and Comp20 as its governance variable. Column LowComp4 is for model that uses a sample of

low compliance rate firms and Comp4 as its governance variable.
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TABLE 5.4

OLS Regression Results for H9

Independent variables

Intercept

Y2003

Y2004

Y2005

Y2006

Y2007

Size

OhwnDir

OwnBlock

HighComp20

est. co-eff. F-value

-4.785

-0.280

-0.517

-0.430

-0.744

0.230

-1.054

-0.234

-1.772

-0.630

-1.617

-1.426

-2.444

2.488

-1.063

-1.165

p-value

0.080

0.530

0.109

0.157

0.017

0.015

0.291

0.247

HighComp4

est. co-eff.  F-value

-0.079

0.036

0.006

0.572

-0.010

0.079

-0.442

-0.233

-0.032

0.098

0.016

1.590

-0.025

0.807

-0.369

-1.111

p-value

0974

0.922

0.988

0.115

0.980

0.422

0.713

0.270

LowComp20
est. co-eff.  F-value
-3.766 -1.132
-0.604 -0.992
-1.059 -1.523
-0.510 -1.166
-0.056 -0.137
0.317 2.079
0.571 0.859
0.160 0.644

p-value

0.261

0.324

0.131

0.247

0.892

0.041

0.393

0.521

LowComp4

est. co-eff. F-value

-3.168

-1.128

-1.119

-0.513

0.124

0.246

0.213

0.294

-1.162

-2.647

-2.306

-1.376

0.349

1.841

0.346

1.339

p-value

0.248

0.010

0.023

0.172

0.728

0.069

0.731

0.184
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ROA -0.128 -0.571 0.569 -0.263

Compliance variables 0.925 0.410 0.683 -1.169
R Square 0.1682 0.0926
Adjusted R Square 0.0840 0.0008

-0.922

-0.640

0.359

0.524

-0.125

-3.153

0.1431

0.0544

-0.428

-2.232

0.670

0.028

-0.301

-2.456

0.2321

0.1536

-1.220 0.226

-2.858 0.005

This table presents the OLS regression results for H9 with its estimated co-efficients and its p values. Column HighComp20 is for
model that uses a sample of high compliance rate firms and Comp20 as its governance variable. Column HighComp4 is for model that
uses a sample of high compliance rate firms and Comp4 as its governance variable. Column LowComp20 is for model that uses a
sample of low compliance rate firms and Comp20 as its governance variable. Column LowComp4 is for model that uses a sample of
low compliance rate firms and Comp4 as its governance variable.




TABLE 5.5

Summary of outcomes for all hypotheses

Hypothesis | Hypotheses Outcomes ]
No.
Hp8 Non-compliance with the Code is not | Fail to reject Hy8

perceived as having poor governance, as
reflected in indifferent media reaction to
the incidence of non-compliance.

H9

Firms that do not comply with main
principles of the Code will receive more
negative media criticisms than those that
do not comply with other principles of the
Code.

Partly fail to reject Hy9,

firms with low
compliance receive

more negative media

criticisms
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CHAPTER SIX:

CONCLUSION

6.1 Summary

Several prior independent studies have found that less than half of FTSE 350
firms do not fully comply with the Code. This is in contrast with the desire of the
FRC to see all the firms having high governance standards due to strings of
financial scandals in the UK and the rest of the world. The fact that by having
good governance practise will improve the firm’s relationship with its investors
and shareholders make it more puzzling on why firms are reluctant to fully

comply with the Code.

In term of studying the Code itself, none of the prior studies, especially in the UK,
have looked beyond its relationship with firm performance. There are lots of
studies in the US and the UK that have looked into various measurements of
governance like board structure, shareholders ownership and CEO ownership
among others, even constructing their own governance index, to find their effects
on various managerial and shareholders issues but none has so far tried to use the

principles of the Code as their main focal point.

Therefore this study intends to investigate what makes the firms that fully comply

with the Code differ from those that do not in term of safeguarding the welfare of
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stakeholders and controlling managers’ behaviour, what set of principles within
the Code matter most to the shareholders, and what are the potential costs to the

firms if they do not fully comply with the Code.

The aim of this study as identified in Chapter Three is to look into relationships
between compliance with the Code and issues related to managerial decision
making such as diversification, CEO compensation and accounting quality. With
the available data of FTSE 350 firms between 2003 and 2007 provided by Grant
Thornton, I present a descriptive analysis of the relationship between compliance
with the Code and those issues. I observe a significant positive relationship
between the firms who claim full compliance with the Code and the level of CEO
compensation, which offers alternative explanation to findings by previous
studies. I also found no evidence to suggest any relationship between firms that

fully comply with the Code and level of diversification and timeliness of earnings.

My second study, presented in Chapter Four examines relationships between
compliance with the Code and issues related to welfare of shareholders such as
disclosure quality, CEO turnover, compensation disclosure quality and firm
performance. 1 found that firms that comply with the crucial principles in the
Code have lower analyst bias and larger analyst following. I also found that there
is no relationship between compliance with the Code and CEO turnover. There is
some evidence of compliance with the Code which affects compensation

disclosure quality. There is also some evidence that firms are trying to mask their
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underperformance by claiming full compliance with the Code in their annual

report.

Chapter Five presents my third study which examines media criticism as a
potential cost for firms that decide not to fully comply with the Code. 1 do not find
any relationship between compliance rate of the Code and number of news related
to it. However I found that firms that have low rate of compliance with the Code
will attract higher negative news than firms that fully comply with the Code.

Firms’ size also plays important factor in attracting news coverage on the firms.

Results of this study have multiple implications. As suggested by findings from
Chapter Three to Five, there are several characteristic differences between firms
that fully comply with the Code and firms that do not comply. The next step is to
determine whether such differences really influence potential investors on the
decision whether to invest in these firms or not. Is it enough for firms that have
lower analyst bias and higher analyst following to generate interest from the
potential investors? Will higher CEO compensation have any effect on the
shareholders assessment on the firms or firm performance is the only thing worth
to worry about? Will negative news on firm’s non compliance with the main
principles of the Code be enough to persuade the firms to increase their
governance? Answers to these questions will shed light on why the majority of the
firms are still not fully compliant with the Code. Therein lays a need for

regulatory boards to continuously assess and update the principles embedded in
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the Code so as to remain relevant and important in improving governance for UK

firms.

6.2 Contributions and Limitations

My thesis contributes to the existing literature in the following ways. First, I
extend existing research on corporate governance by looking into the importance
of complying with the Code for UK firms. This is crucial because unlike in the US
where firms are regulated by Sarbanes-Oxley Act of 2002, firms in the UK have
an option whether to voluntarily comply with the Code or not. Therefore if the
majority of firms decided not to comply with the Code, this will paint a picture
that firms are not really learning from various financial scandals happening all
over the world or they understand that investors and shareholders are looking far

beyond following several recommendations outlined by the regulatory board.

Second, through my analysis in Chapter Three until Chapter Five, I provide
additional and more recent evidence on the relationship between compliance with
the Code and various issues related to managerial decision making, welfare of
shareholders and media criticism. My study also contributes in term of providing
several alternatives for measurements of corporate governance based on the set of
principles outlined in the Code. None of the prior studies that used their own
index of governance based their measurements on entire principles of the Code.

Grant Thornton did focus their measurements entirely on the principles of the
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Code but they suffer from including governance criteria that might not be so
important and crucial to investors and shareholders. My study refined these
governance measurements further by only including the most important and
relevant principles and constructing them based on issues studied. For example, if
I want to look into CEO compensation, I would include principles that dealt with
Remuneration Committee and will not include those principles in the governance
measurements if I want to analyse diversification issue. The use of refined
measurements as provided by Grant Thornton and my own adjusted index result
in more significant evidence in some of the results on issues like disclosure

quality, CEO compensation, compensation disclosure quality and media criticism.

Key limitations of my work are as follows. First, my study uses a sample of FTSE
350 firms from 2003 until 2007. Due to various merging, delisting and takeover
activities among others, including the missing data, the final sample can be
smaller than expected and might limit the generalisation that I made. Future
research could expand this sample by expanding the list of firms to include more
than 350 firms for each year. Second, various changes based on other prior studies
could be incorporated on the models, proxies and indices used in this study. There
is still more room for improvement and improvisation by including more
alternative research design by other and recent studies. In addition I have not
tested for a possible heteroscedasticity problem where the assumption that the
error term has a constant variance is not properly tested. There are several tests

that can be conducted to test the presence of heteroscedasticity, such as White test
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and Breusch-Pagan test. Also a residual plot can be used to visualise a possible
occurrence. Nevertheless, unequal error variance is only worth correcting when
the problem is severe (Fox, 1997) and heteroscedasticity has never been a reason
to throw out an otherwise good model (Mankiw, 1990). Third, there still exists
ambiguity when it comes to defining governance, or in this case, identifying
which principles of the Code constitutes good governance. It was concluded that
studying each and every one of the principles in the Code and incorporating them
into the governance measurements will give a better and more refined analysis on
the issues of corporate governance. Also, greater understanding will be achieved
by customising the measurements according to the specific area studied and not
standardising the measurements across various accounting and finance issues.
However, more works needs to be done here and future research could help to
produce a better governance measures involving the principles of the Code to be

used especially in the UK study.

160



REFERENCES

Agrawal, A. and Knoeber, C.R. (1996). ‘Firm Performance and Mechanism to
Control Agency Problems between Managers and Shareholders’. Journal of

Financial and Quantitative Analysis, 31: 377-397.

Aguilera, R. V. and Cuervo-Cazurra, A. (2009). ‘Codes of Good Governance’.

Corporate Governance: An International Review, 17(3): 376-387.

Arcot, S.R. and Bruno, V.G. (2007). ‘One Size Does Not Fit All, After All:
Evidence from Corporate Governance’. 1° Annual Conference on Empirical Legal

Studies, Forthcoming. http://papers.ssrn.com/sol3/papers.cfm?abstract_id=887947

[accessed 14" September 2009].

Barber, B.M. and Lyon, J.D. (1996). ‘Detecting long-run abnormal operating
performance: The empirical power and specification of test statistics’. Journal of

Financial Economics, 41(3): 359-399.

BBC. (2008). "M&S chief wins vote amid protest’.

http://newsvote.bbc.co.uk/2/hi/business/7496685.stm [accessed 10th July 2008].

161



Beekes, W., Pope, P.F. and Young, S. (2004). *'The Link between Earnings
Timeliness, Earnings Conservatism and Board Composition: evidence from the

UK’. Corporate Governance, 12(1): 47-59.

Beekes, W. and Brown, P. (2006). ‘Do Better-Governed Australian Firms Make
More Informative Disclosures?” Journal of Business Finance & Accounting,

33(3): 422-450.

Beiner, S. and Schmid, M. M. (2005). ‘Agency conflicts, corporate governance
and corporate diversification’. Unpublished manuscript.

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=666264

accessed 14™ September 2009).
P

Berger, P. G. and Ofek, E. (1995). 'Diversification’s effect on firm value’.

Journal of Financial Economics, 37: 39-65.

Bhagat, S.. Bolton, B. and Romano, R. (2007). ‘The Promise and Peril of
Corporate Governance Indices’. ECGI Working Paper Series in Law, No.

89/2007.

162



Black, B.S., Jang, H. and Kim, W. (2006). ‘Does Corporate Governance Predict
Firms’ Market Values? Evidence from Korea’. Journal of Law Economics &

Organization, 22(2): 366-413.

Blair, M. M. (1995) Ownership and Control: Rethinking Corporate Governance

for the Twenty-first Century, Washington DC: Brookings Institution.

Bohren, O. and Odegaard, B.A. (2003). ‘Governance and Performance Revisited’.

European Corporate Governance Institute, Finance Working Paper No. 28/2003.

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=423461

[accessed 16th July 2008].

Bushman, R., Chen, Q., Engel, E. and Smith, A. (2004). ‘Financial accounting
information, organizational complexity and corporate governance systems’.

Journal of Accounting and Economics, 37: 167-201.

Cadbury Report. (1992). Report of the Committee on the Financial Aspects of

Corporate Governance. London: Gee & Co.

163



Charkham, J. (1994). ‘Keeping Good Company: A Study of Corporate
Governance in Five Countries’. Oxford: Clarendon.

Chidambaran, N.K., Palia, D. and Zheng, Y. (2006). ‘Does Better Corporate

Governance “Cause” Better Firm Performance?’
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=891556

[accessed 11" December 2008].

Cho, D.S. and Kim, J. (2003). ‘Determinants in introduction of outside directors

in Korean companies’. Journal of International and Area Studies, (10)1: 1-20.

Conyon, M.J., Gregg, P. and Machin, S. (1995). ‘Taking care of business:
executive compensation in the United Kingdom'. The Economic Journal, 105:
704-14.

Conyon, M.J.,, Peck, S., Read, L. and Sadler, G. (2000). ‘The Structure of
Executive Compensation Contracts: UK Evidence’. Long Range Planning, 33:

478-503.

164



Conyon, M.J., Mallin, C. and Sadler, G. (2002). *The disclosure of directors’
share option information in UK companies’. Applied Financial Economics, 12:

95-103.

Core, J.E., Guay, W.R. and Rusticus. T.O. (2006). ‘Does Weak Governance
Cause Weak Stock Returns? An Examination of Firm Operating Performance and

Investors® Expectations’. The Journal of Finance, 61(2): 655-678.

Core, J.E., Holthausen, R.W. and Larcker, D.F. (1999). ‘Corporate governance,
chief executive officer compensation, and firm performance’. Journal of

Financial Economics, 51: 371-406.

Core, J.E., Guay, W. and Larcker, D.F. 2008. ‘The power of the pen and executive

compensation’. Journal of Financial Economics, 88(1): 1-25.

Davila, A. and Penalva, F. (2006). ‘Governance structure and the weighting of
performance measures in CEO compensation’. Review of Accounting Studies, 11:

463-493.

165



Dechow, P., Sloan, R. and Sweeney, A. (1995). ‘Detecting earnings management’.

The Accounting Review, 70: 193-225.

Deegan, C. and Gordon, B. (1996). ‘A study of the environmental disclosure
practices of Australian Corporations'. Accounting and Business Research, 26(3):

187-199.

Denis, D.J. and Denis, D.K. (1995). ‘Performance changes following top

management dismissals’. The Journal of Finance, 50(4): 1029-1057.

Denis, D.J., Denis, K.D. and Sarin, A. (1997). ‘Agency Problems, Equity
Ownership, and Corporate Diversification’. The Journal of Finance, 52(1): 135-

160.

Dittmar, A. and Mahrt-Smith, J. (2007). ‘Corporate governance and the value of

cash holdings’. Journal of Financial Economics, 83: 599-634.

Eisenhardt, Kathleen M. (1989). ‘ Agency theory: an assessment and review’.

Academy of Management Review, 14(1): 57-74.

166



European Corporate Governance Institute. (2007).

http://www.ecgi.org/codes/all_codes.php [accessed 15th September 2009].

Fama, E.F. and French, K. (1992). ‘The Cross-section of Expected Stock

Returns’. Journal of Finance, 47(2): 427-465.

Fama, E.F. and French, K.R. (1993). ‘Common risk factors in the returns on

stocks and bonds’. Journal of Financial Economics, 33: 3-56.

Fama, E.F. and French, K.R. (1998). ‘Taxes, financing decisions, and firm value’.

Journal of Finance, 53: 819-843.

Fama, E. and Jensen, M.C. (1983). 'Separation of ownership and control'. Journal

of Law and Economics, 26: 301-26.

Financial Reporting Council. (2006). The UK Approach to Corporate

Governance.

Firth, M., Fung, P.M.Y. and Rui, O.M. (2007). ‘How ownership and corporate
governance influence chief executive pay in China’s listed firms’. Journal of

Business Research, 60: 776-785.

167



Fletcher. R, (2008). ‘M&S caves in over Rose to calm investors'. The Daily

Telegraph (London), April 3.

Forker. J. (1992). ‘Corporate governance and disclosure quality’. Accounting and

Business Research, 22: 111-124.

Fox, J. (1997). ‘Applied Regression Analysis, Linear Models, and Related

Methods’. California: Sage Publications.

Franks, J. and Mayer, C. (2000). ‘Governance as a source of managerial

discipline’. Company Law Review Report, DTI, UK.

Freeman, R. E. (1984).Strategic Management: A Stakeholder Approach, Boston:

Pitman.

Friedman, M. (1970). ‘The Social Responsibility of Business Is to Increase Its

Profits’. New York Times Magazine, September 13, pp. 32-33, 122, 124, 126.

Frye, M.B., Nelling, E. and Webb, E. (2006). ‘Executive Compensation in

Socially Responsible Firms’. Corporate Governance, 14(5): 446-455.

168



Gillan, S., Hartzell, J.C. and Starks, L.T. (2003). ‘Explaining Corporate
Governance: Boards, Bylaws, and Charter Provisions’. Weinberg Center for
Corporate Governance Working Paper No. 2003-03.

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=442740 [accessed 17" July

2008].

Gompers, P., Ishii, J. and Metrick, A. (2003). ‘Corporate Governance and Equity

Prices’. Quarterly Journal of Economics, 118: 107-115.

Goodway, N. (2005). ‘HSBC breaks rules as chief executive heads for the chair’.

The Evening Standard (London), November 28.

Grant Thornton. (2006). Fifth FTSE 350 Corporate Governance Review 2006.

http://www.grant-thornton.co.uk/ [accessed 5th February 2008].

Greenbury Report. (1995). Directors’ Remuneration: Report of a Study Group

chaired by Sir Richard Greenbury. London: Gee Publishing Ltd.

Hampel Report. (1998). Committee on Corporate Governance: Final Report.

London: Gee Publishing Ltd.

169



Hargreaves, D. (2006). ‘"Financial: Insurers warn banks over making chief
executives chairmen: HSBC and Close Brothers issued with ‘amber alert’: Do not

promote by default, investor group declares’. The Guardian (London), March 22.

Hawkes, S. (2008). ‘M&S decision to give Rose dual role angers investors’. The

Times (London), March 11.

Hayes, R.H. and Abernathy, W.J. (1980). ‘Managing Our Way to Economic

Decline’. Harvard Business Review, 58: 67-77.

Higgs Report. (2003). Review of the role and effectiveness of non-executive

directors. The Department of Trade and Industry.

Hosking, P. (2003). ‘Storm brews after top jobs shuffle at Barclays’. The Evening

Standard (London), October 9.

Huson, M.R., Malatesta, P.H. and Parrino, R. (2004). ‘Managerial succession and

firm performance’. Journal of Financial Economics, 74(2): 237-275.

Jensen, M. and Meckling, W. (1976). ‘Theory of the Firm: Managerial Behavior,
Agency Costs, and Capital Structure’. Journal of Financial Economics, 3: 305-

360.

170



Jensen, M.C. (1986). ‘Agency Costs and Free Cash Flows, Corporate Finance and

Takeovers’'. American Economic Review, 76(2): 323-329.

Jensen, M.C. and Murphy, K.J. (1990). ‘Performance Pay and Top-Management

Incentives’. The Journal of Political Economy, 98(2): 225-264.

Jiraporn, P., Kim, Y.S. and Davidson III, W.N. (2005). ‘CEO Compensation,
Shareholder Rights, and Corporate Governance: An Empirical Investigation’.

Journal of Economics and Finance, 29(2): 242-258.

Jiraporn, P., Kim, Y.S. and Davidson I1I. W.N. (2007). ‘Multiple Directorships
and Corporate Diversification’. Journal of Empirical Finance, Forthcoming.

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1000098

[accessed 26" November 2007].

Joe, J.R., Louis, H. and Robinson, D. 2007. ‘Managers’ and investors’ responses
to media exposure of board ineffectiveness’.

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=714501

[accessed 19" June 2008).

171



Jung, K., Kim, Y. and Stulz, R. (1996). ‘Timing, Investment Opportunities,
Managerial Discretion, and the Security Issue Decision’. Journal of Financial

Economics, 42: 159-185.

Kakabadse, A. and Kakabadse, N. (2001) The Geopolitics of Governance,

Hampshire: Palgrave.

Kay, J. and Silberston, A. (1995). ‘Corporate governance’. National Institute
Economic Review 84: 84-97,

Keasey, K., Thompson, S. and Wright, M. (1997) ‘Introduction: The corporate
governance problem—competing diagnoses and solutions’, in Keasey, Kevin;
Thompson, Steve and Wright, Mike (eds) Corporate Governance: Economic and

Financial Issues, Oxford: Oxford University Press.

Klapper, L.F. and Love, 1. (2004). ‘Corporate Governance, Investor Protection
and Performance in Emerging Markets’. Journal of Corporate Finance, 10: 703-

728.

172



Kothari, S.P., Li, X and Short, J.E. (2008). ‘The Effect of Disclosures by
Management, Analysts, and Financial Press on Cost of Capital, Return Volatility,

and Analyst Forecasts: A Study Using Content Analysis.’
http://papers.sstn.com/sol3/papers.cfm?abstract_id=1113337

[accessed 28" July 2008]

Laing, D. and Weir, C.M. (1999). ‘Governance structures, size and corporate

performance in UK firms’. Management Decision, 37(5): 457-464.

Larcker, D.F., Richardson, S.A. and Tuna, I. (2007). ‘Corporate Governance,
Accounting Outcomes, and Organizational Performance’. The Accounting Review,

82(4): 963-1008.

Leech, D. and Leahy, J. (1991). ‘Ownership Structure, Control Type,
Classifications and the Performance of Large British Companies’. Economic

Journal, 101: 1418-1437.
Letza, S., Hardwick, P. and Ashton, J. (2000). ‘Who disciplines management in

poorly performing companies? An updated study’. Company Law Review Report,

DTI, UK.

173



MacNeil, I. and Li, X. (2006). ““Comply or Explain™: Market Discipline and Non-

Compliance with the Combined Code’. Corporate Governance, 14(5): 486-496.

Mankiw, N. G. (1990). ‘A Quick Refresher Course in Macroeconomics’. Journal
of Economics Literature. 28 (4): 1645-1660.

Manne, Henry G. (1965) ‘Mergers and the market for corporate control’. Journal
of Political Economy, 75: 110-26.

May, D.O. (1995). ‘Do managerial motives influence firm-risk reduction

strategies?’ Journal of Finance, 50: 1291-1308.

McConnell, 1. (2005). ‘Bonus cut for Wood directors; Group defends chairman

and chief executive’s dual role’. The Herald (Glasgow), April 26.

Miller, G.S. (2006). ‘The Press as a Watchdog for Accounting Fraud’. Journal of

Accounting Research, 44(5): 1001-1033.

Moore, J. (2003). ‘Barclays heavyweight rounds on Barrett’s promotion’. The

Daily Telegraph (London), October 18.

174



Mpyers, S. (1977). ‘Determinants of Corporate Borrowing’. Journal of Financial

Economics, 5: 147-175.

Noe, C. (1999). “Voluntary Disclosures and Insider Transactions’. Journal of

Accounting and Economics, 27(3): 305-326.

O’Sullivan, M. A. (2000) Contests for Corporate Control, New York: Oxford
University Press.

OECD Principles of Corporate Governance. (2004).
hitp://www.oecd.org/dataoecd/32/18/31557724.pdf

[accessed 29™ August 2011)

Padgett, C. and Shabbir, A. (2005). ‘The UK Code of Corporate Governance:
Link Between Compliance and Firm Performance’. ICMA Centre Discussion

Papers in Finance, DP2005-17.

Peasnell. K.V.. Pope, P.F. and Young, S. (2000). "Accrual Management to meet
Earnings Targets: UK Evidence Pre- and Post-Cadbury’. British Accounting

Review, 32: 415-445.

175



Rajgopal, S., Shevlin, T. and Zamora, V. (2006). *CEOs’ Outside Employment
Opportunities and the Lack of Relative Performance Evaluation in Compensation

Contracts’. The Journal of Finance, 61(4): 1813-1844.

Richardson, S. (2006). ‘Over-investment of free cash flow’. Review of Accounting

Studies, 11: 159-189.

Rozin, P. and Royzman, E.B. (2001). ‘Negativity bias, negativity dominance, and

contagion’. Personality and Social Psychology Review, 5: 296-320.

Shen, C. and Chih, H. (2007). ‘Earnings Management and Corporate Governance
in Asia’s Emerging Markets'. Corporate Governance: An International Review,

15(5): 999.

Shleifer, A. and Vishny, M.W. (1986). ‘Large Shareholders and Corporate

Control'. Journal of Political Economy, 94: 461-488.

Short, H. and Keasey, K. (1999). ‘Managerial Ownership and the Performance of

Firms: Evidence from the UK’. Journal of Corporate Finance, 5: 79-101.

176



Smith, C.W. and Watts, R.L. (1992). ‘The investment opportunity set and
corporate financing, dividend, and financing policies’. Journal of Financial

Economics, 32: 262-292.

Smith, M. (2006). ‘Applause for relative merits of shareholder; Support for

Salvesen cheered at Aggreko meeting’. The Herald (Glasgow), April 27.

Sykes, A. (1994). Proposals for internationally competitive corporate governance

in Britain and America'. Corporate Governance 2(4): 187-95,

Tetlock, P.C. (2007). ‘Giving Content to Investor Sentiment: The Role of Media

in the Stock Market’. The Journal of Finance, 62(3): 1139-1168.

Tetlock, P.C., Saar-Tsechansky, M and Macskassy, S. (2008). ‘More Than Words:
Quantifying Language to Measure Firms’ Fundamentals’. The Journal of Finance

63(3): 1437-1467.

The Combined Code on Corporate Governance. (2003). Financial Reporting

Council.

177



The Combined Code on Corporate Governance. (2006). Financial Reporting

Council.

The Combined Code on Corporate Governance. (2008). Financial Reporting

Council.

The Combined Code Principles of Good Governance and Code of Best Practice.

(2000). Committee on Corporate Governance.

Thyil, V. and Young, S. (2009). ‘UK Governance at the Time of the Financial

Crisis: Calls for Change’. Corporate Ownership and Control, 6(4): 568-578.

Turnbull Report. (1999). Internal Control: Guidance for Directors on the

Combined Code. The Institute of Chartered Accountants in England and Wales.

Vafeas, N. and Theodorou, E. (1998). ‘The Association between Board Structure

and Firm Performance in the UK’. British Accounting Review, 30: 383-407.

178



Wachman, R. (2003). ‘Barclays faces new onslaught over Barrett: City rejects

bank’s explanation for flouting Higgs code on chairmanship’. The Observer

November 30.

Warfield, T.D., Wild, J.J. and Wild, K.L. (1995). ‘Managerial ownership,
accounting choices, and the informativeness of earnings’. Journal of Accounting

and Economics, 20: 61-91.

Watson R. and Wilson, N. (2005). ‘Board Pay and the Separation of Ownership

from Control in U.K. SMEs’. Small Business Economics, 24: 465-476.

Weir, C., Laing, D. and McKnight, P.J. (2002). ‘Internal and External Governance
Mechanisms: Their Impact on the Performance of Large UK Public Companies’.

Journal of Business Finance & Accounting, 29(5&6): 579-611.

Weisbach, M.S. (1988). ‘Outside Directors and CEO Turnover'. Journal of

Financial Economics, 20: 431-460.

Williamson, O.E. (1979). ‘On the governance of the modern corporation’. Hofstra

Law Review, 8:63-78.

179



APPENDIX A
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APPENDIX B
Q-0 plots for H2
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APPENDIX C
Q-0 plots for H3a and H3b
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APPENDIX D

Q-0 plots for H4a
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Q-0 plots for H4b
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APPENDIX F
Q-0 plots for H4c
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Normal Q-Q Plot of Femean
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APPENDIX G
Q-0 plots for H4d
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APPENDIX H
Q-0 plots for H5
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Expected Normal
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Q-0 plots for H6
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APPENDIX J
Q-0 plots for Hy7
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Q-0 plots for H)8
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APPENDIX L
Q-0 plots for H9
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